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ABSTRACT

UKRAINIAN CAPITAL AND THE SOVIET ECONOMY

by Zinowij Lew Melnyk

1. This study concerns capital formation in the USSR
during the first five-year plan. Its prime objective is to
examine capital accumulation in the Ukraine during this period.
Such an area approach also reveals some of the unifying and
centrifugal forces operating within the Soviet economy. In
addition, by presenting the factual material on the Ukraine's
position in the USSR, the study contributes to the history of
economic relations between the Ukraine and Russia.

The findings indicate that capital accumulation in the
Ukraine during this period amounted to 14.3 billion rubles
and was equal to 27.2 per cent of capital investments in the
socialized sector of the Soviet economy. This is not sur-
prising in view of the Ukraine's paramount importance as an
industrial center and exporter of agricultural products.

2. The second aim is to compute capital flow between the
Ukraine and the rest of the USSR. Obviously, the development

of new industrial centers required substantial capital movements
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within the USSR. The investigation shows that the Ukraine
provided capital exports to the rest of the USSR of approximately
5 billion rubles. This was equal to 29.6 per cent of the
revenues of the all-Union budget in the Ukraine, or 23.1 per
cent of the combined revenues of the all-Union, republican,
and local budgets. These Ukraine's capital exports financed
11.5 per cent of total capital investment in the USSR socialized
economy exclusive of the Ukraine.

The above figures confirm the extent to which the
Ukraine was obliged to subsidize economic development in other
parts of the USSR. The subsidy, which constituted one third
of all capital created in the Ukraine, must have inhibited
growth of the Ukraine's own economy while holding down, if
not lowering, local living standards. Moreover, the decisions
to export capital were made unilaterally by the central
government without any reference to the wishes of the Ukrainian
people. Also, the Ukraine received no interest on her capital
exports and lost all hope of ever being reimbursed at a future
date. For these reasons, many writers contend that the Ukraine
was exploited by a modern form of Russian imperialism far more

crippling than anything experienced in the past.
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3. The third aim is to gain an understanding of the
origins and relative importance of the various sources of
capital. The evidence indicates that agriculture was an
important source of new capital, along with personal and
industrial savings, in spite of persistent silence on this
matter from Soviet officials. Undoubtedly, the Soviet govern-
ment was aware of the great fiscal opportunities afforded by
a combination of pricing policies and commodity taxation of
agriculture. Thus, the prospect of exacting resources from
agriculture must have presented an important consideration in
forced collectivization. As a major bread producing republic,
the Ukraine felt the impact of this loss of resources to a
much greater extent than other parts of the USSR.

4. Finally, the study shows how the financial reform
of 1930 assisted the central government in its efforts to
raise the rate of capital formation besides directing the
flow of capital throughout the USSR. The rate of capital
formation was raised by increasing the level of forced savings,
This was accomplished with the aid of high indirect taxation
of personal income, commodity taxation of agriculture,

mandatory purchases of government bonds by individuals and
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enterprises, and pressures upon industrial management.

The redistribution of capital was facilitated by the
simplified tax structure, centralization of major revenues
in the all-Union budget, control of industry by financial
institutions, increased taxation of profits, and tying in of
profit taxation with plant's investment plans. All of these
measures were either included in the reform itself or taken

up subsequently as modifications of the original provisions.



Copyright

by

ZINOWIJ LEW MELNYK

1961



UKRAINIAN CAPITAL AND THE SOVIET ECONOMY

By

Zinowij Lew Melnyk

A THESIS

Submitted to
Michigan State University
in partial fulfillment of the requirements
for the degree of

DOCTOR OF PHILOSOPHY

Department of Accounting and Financial Administration

1961



R Y -
,{N_:’.,)._)

~ 2 a
R

.o
TS .-

ii

ACKNOWLEDGEMENTS

This study was written under a fellowship granted
by the Ford Foundation. However, the conclusions, opinions,
and other statements are those of the author and are not
necessarily those of the Ford Foundation.

It is with great pleasure that the author expresses
his appreciation of the assistance and guidance provided by
Dr. John L. O'Donnell. The encouragement and help of Drs.
Thomas Mayer and Donald A. Taylor, who also served on the
dissertation committee have been of great value to the
writer.

Special gratitude is reserved for Mr. V. Holubnychy
for his very real assistance throughout the study.

Also, I am deeply indebted to my wife, Oksana, for
the inspiration and invaluable help in the preparation of

the manuscript.



iii

TABLE OF CONTENTS

Page
ACKNOWLEDGEMENTS . . ¢ ¢ ¢ ¢ o o o o o o o o o o o o = ii
LIST OF TABLES . &+ ¢ &« o« o o« o o o o o o o o o o o o = v
INTRODUCTION . &« ¢ ¢ ¢ ¢ o o o o o o o o o o o o o o = 1
Chapter
I. THE OBJECTIVES OF THE STUDY . . . . . . . . . . 6
The Statement of the Problem 6
The Period of Investigation 9
Ukraine in the Context of the Soviet
Economy 10
II. THE SCOPE AND THE METHOD OF ANALYSIS e e e e 16
The Aggregative Approach 17
The Economic Cross Section Method 23
The Institutional Approach 24
Capital Formation in a Socialist Economy 28
Capital Accumulation in the USSR and in
the Ukraine 33
III. CAPITAL-FLOW ANALYSIS: UKRAINE VS. THE-REST-OF-
THE-UNION. A. BUDGETARY REVENUES . . . . . 47
The Budgetary System of the USSR 49
The Turnover Tax 60
Deductions from Profits 85
IV. CAPITAL-FLOW ANALYSIS: UKRAINE VS. THE-REST-OF-
THE-UNION. A. BUDGETARY REVENUES, Cont. . 115
State Loans 115
Transportation 138
Communication 151

Customs Revenues 155



iv
Chapter Page

V. CAPITAL-FLOW ANALYSIS: UKRAINE VS. THE-REST-OF-
THE~-UNION. B. BUDGETARY EXPENDITURES . . . 162

Expenditures on National Economy 163
Expenditures on Agriculture, Social and
Cultural Services, and Defense and

Administration 171

VI. SUMMARY OF BUDGETARY RELATION IN THE UKRAINE . 180
VII. CAPITAL FORMATION IN THE UKRAINE . . . . . . . 187
VIII. CONCLUSIONS . . ¢ ¢ ¢ o o o o o o o o o o o o = 196
APPENDIX . ¢ o & o o ¢ o o s o o o o o o o o o o o o = 200

BIBLIOGRAPHY . . . . ¢ ¢ ¢ ¢ ¢ v ¢« o« o o o o o o o o« 260



3-6.

LIST OF TABLES

Turnover tax collections from food industry and
agricultural procurements . . . . . . . . .

Selected excise tax collections from food
InduStry .« « « ¢ o i et e e e e e e e e

Turnover tax collections in Ukraine . . . . . .

Reallocation of turnover tax receipts to
Ukraine from the all-Union budget . . . . .

Profit taxes paid by all-Union and republican
enterprises in Ukrainian SSR . . . . . . .

Determination of profits of all-Union and
republican enterprises . . . . . .+ « + . . .

Allocation of profits to Ukrainian SSR . . . .

Revenues from sales of government bonds in
Ukraine and in the USSR . . . . . . . . . .

The reallocation of revenues from sales of
government bonds in the Ukraine between the
state budget of Ukrainian SSR and the
all-Union budget . . . . . . « « ¢« ¢« « « . .

Allocation of expenditures on state loans from
all-Union budget . . . . . . . . . .« « .+ . .

Railroad traffic . . . . . « ¢ « ¢ ¢ ¢ ¢ o . .
The development of factors for allocating
transportation revenues and expenditures to

Ukrainian SSR . ¢ ¢ ¢ ¢ ¢ ¢ o o o o o« o« o &

Computation of receipts and expenditures of
transportation in the Ukraine . . . . . . .

Page

68

71

77

80

109

112

113

117

133

135

142

144

149



II.

IIT.

Iv.

Allocation to Ukrainian SSR of receipts and
expenditures of communication services . . .

Allocation of customs revenues, cultural and
housing levies, income taxes, and other
revenues 1928/29-1932

Depreciation allowances in the USSR and in the
Ukraine . . + « « +

Computation of appropriations for capital
investments from all-Union and republican
budgets during the first five-year plan .

Financing of the Ukraine's economy from the all-
Union budget . . . . . . . + + « . . .

Computation of financing of the Ukraine's
agriculture by the all-Union authorities
1928/29-1932 . . . . . . . .

Allocation of defense and administration, social
and cultural services, and other expenditures

Summary of budgetary relations in the Ukraine
during the first five-year plan period . . .

Sources of capital formation in the Ukraine . .

The unified state budget and the state budget
of Ukrainian SSR. Analysis of budgetary
YEVENUES « + + o « « o o o o o o o @

The unified state budget and the state budget
of Ukrainian SSR. Analysis of budgetary
expenditures . . .« ¢ « +« 4 4 4 e e e e e e .

Industrial output . . . . . . . . . . . . . . .

Retail trade turnover of state, co-operative,
and private trading enterprises . . . . . .

vi

Page

153

159

167

169

172

175

177

181

189

201

215

229

232



vii
Table Page

IV-B. Retail trade turnover of state, co-operative,
and private trading enterprises . . . . . . 236

V. Output of grains . . . .« ¢ « ¢ ¢ ¢ « ¢ o 4+ . . 237

VI. Grain procurements by state . . . . . . . . . . 241

VII. Wage fund . . . . . . « o . o 0 0 00 e e e e 243

VIII. Employment statistics . . . . . . . . . . . . . 248
IX. Average annual earnings of workers and

employees . . . . . ¢ ¢ ¢ 0 0 e e e e e e 250

X. Population . . . ¢ ¢ & ¢ « v ¢ 4 o 4 e 4 e e . 252

XI. Capital investments . . . . . . . « ¢ ¢ ¢« « . . 255



INTRODUCTION

The transformation of the USSR from an agricultural
into a modern industrial state was frought with difficulties.
Economic progress took place under the rigid central control
of the Communist Party beset by dissension. This internal
political unrest reflected unfavorably upon economic develop-
ment and well-being of Soviet citizens. In addition, the
isolation from the international money markets left no choice
but to rely entirely upon domestic capital accumulations.
Thus, in view of the widespread poverty and low productivity,
the central government selected to undertake a number of
measures designed to increase and direct the volume of
capital formation as a means of ensuring the fulfillment of
its plan to industrialize the country.

The purpose of this study is to partially examine
capital formation problems in the USSR by computing and
evaluating capital accumulation in the Ukraine. Such an
investigation brings to light both the unifying and centrifugal
forces, the knowledge of which is essential to the understanding
of the operation of the Soviet system. The study shows that
such an analysis on a regional basis is possible in spite
of inadequacies inherent in Soviet statistics.

The Ukraine is a natural focal point for such an

analysis. She is the largest non-Russian nation behind the



Iron Curtain, accounting for some 20 per cent of the total
population of the USSR. Abundant and well diversified natural
resources make her one of the richest countries in Europe.

The Ukraine is known as an important producer of both
industrial and agricultural products and is frequently
referred to as the bread basket of Eastern Europe. Her

export surpluses to the USSR and the rest of the world made

an important contribution to balance of payments of the Soviet
Union.

The study covers the first five-year plan period
extending from October, 1928, to December, 1932. This period
marked the beginnings of an era of large capital accumulations
and is characterized by the persistent efforts of the
government to direct and increase the rate of capital creation
in the country. Since most segments of the economy were
socialized by the end of this era, some idea is thus obtained
of the problems attending this transformation. In these
respects the first five-year plan may be viewed as the richest
period in the development and perfection of the methods and
techniques of economic planning, administration, and control.

The method of analysis is described in Chapter II.

It involves an institutional approach to the study of
capital formation. It includes an investigation of the

budgetary system along with such other indicators of economic



activity as capital investment, industrial output, retail
trade turnover, and the like. All statistical information
is gathered in the Appendix in Tables I - XI.

The development of new industrial areas obviously
required substantial capital movements within the USSR.

Some regions were called upon by the central government to
supply capital for economic development of selected backward
areas without any hope of receiving repayment of principal

or interest. It should be also noted that decisions regarding
inter-regional transfers of capital were made unilaterally

by the central government without representation of the wishes
of the capital exporting republics. To this extent, it may

be argued, these republics were subsidizing other areas at

the expense of their own economic growth and welfare of local
population. Chapters III-VI are devoted to an analysis of

the extent to which Ukrainian capital was diverted to other
parts of the USSR. This is accomplished by an extensive
investigation of the budgetary system in the Ukraine.

Whereas Chapters III and IV concentrate primarily on
the revenue side of the budgets, budgetary expenditures are
reviewed in Chapter V. Net capital exports from the Ukraine
are obtained by way of summarising budgetary relations in’

the Ukraine in Chapter VI.



4

Some important conclusions are drawn from the budgetary
analysis. The evidence clearly indicates that agriculture was
an important source of new capital along with industrial and
personal savings. This in part explains the constant preoccu-
pation of the Soviet government with agriculture in spite
of the reluctance shown by Soviet officials in admitting the
importance of agriculture in capital formation. As a major
bread producing republic, the Ukraine obviously felt the
impact of this loss of resources to a much greater extent
than many other parts of the Soviet Union.

The role of the financial reform of 1930 in both
formation and geographic reallocation of capital becomes
apparent. The great powers it vested in the all-Union budget
permitted the central government to attend to its plans
without interference from either republican or local authorities.
Through the simplified tax structure and the concentration
of the more important revenues in the all-Union budget, it
(1) enabled the central government to direct the flow of
capital and (2) provided the basis for raising the rate of
capital formation through ever higher indirect taxation of
the population, commodity taxation of agriculture, and pressures
upon industrial management.

The remaining elements of capital formation, such
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as profits, depreciation reserves, and resources accumulated
and invested in several segments of the economy, are
discussed in Chapter VII.

Chapter VIII contains major concluding observations
based upon the entire analysis. There is no doubt that the
Ukraine's capital accumulations played an important part in
the Soviet economic development. Through expropriation of
one third of the total capital formed in the Ukraine during
this period, the central government financed 11.5 per cent
of all capital investment in the socialized economy in the
USSR exclusive of the Ukraine. Such a sizeable loss of
capital undoubtedly hindered the development of the Ukraine's
own economy. Put differently, the Ukraine's capital exports
equalled 53 per cent of all capital investments in the Ukraine,

or over nine-tenths of total investments in her industry.



CHAPTER I.

THE OBJECTIVES OF THE STUDY

The Statement of the Problem

It is a matter of record that the Soviet Union has
attained the status of a leading political and economic power.
The transformation of the USSR from an agricultural society
into a modern 1industrial state was accompanied by a number of
events which helped to mold and solidify the country. Economic
progress took place under the rigid central control of the
Communist Party beset by dissensions. At the same time, there
was widespread poverty, low productivity, a chronic lack of
capital, plus political unrest caused by the central government's
attempts to suppress the national aspirations of non-Russian
peoples. In addition, rehabilitation and development of the
already feeble. backward economy had to depend primarily on
domestic capital accumulations as the lending nations were not
willing to assist the new Communist regime. All foreign
investments were discontinued after the October Revolution, and
the USSR lost access to the international money markets.
Because of internal struggles and political pressures from
abroad, Soviet participation in foreign trade was also sharply
reduced from its pre-World War I levels.

It is surprising, therefore, that Soviet finances
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attracted so little attention aﬁéng Western scholars. Problems
of capital formation in particular have been left virtually
untouched. The purpose of this study is to partially fill this
gap by shedding some light on capital creation in the USSR.
However, this study differs from most other studies of Soviet
economic problems in that it concentrates exclusively on the
Ukraine}'1 as a case study. Thus, the main objective of the
present analysis is computation and appraisal of capital
formation in the Ukraine. An investigation shows that such

an analysis on a regional basis is possible in spite of in-
adequacies of Soviet economic statistics.

The second aim is to gain an understanding of the origins
and the relative importance of the various sources of capital.
Although Soviet authorities usually refer only to savings of
industry and population as sources of capital creation, it is
expected that agriculture was also one of the more important
suppliers of new capital. As a matter of fact, it is suggested

that the prospect of extracting capital resources from

lIt should be borne in mind that the study covers only

Ukrainian Soviet Socialist Republic in the 1921-1938 borders.
As such, it does not include parts of Ukraine occupied at the
time by Poland, Czechoslovakia, and Rumania, or even those
parts which were incorporated into Russian SFSR. At the time
Ukrainian SSR comprised 60.8 per cent of total Ukrainian
territory. (Entsyklopediya Ukrayinoznovstva (Encylcopedia of
Ukraine) (Munich - New York: Shevchenko Scientific Society,
1949), I, p. 25.
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agriculture was a major consideration in the Kremlin's decision
to embark upon forced collectivization.

The third objective is to determine whether the Ukraine
was a capital importing or exporting nation. This can be
accomplished by striking a balance between the central govern-
ment's revenues and expenditures in the Ukraine. The findings
will reflect in part upon Ukraine's contribution to the economic
development of the USSR. Also, they will assist in identifying
both the dimensions and directions of the capital flow accompanying
industrialization of the Soviet Union.2

The fourth objective is to show the manner in which the
financial reform of 1930 assisted the central government (1) in
directing the flow of capital throughout the USSR and (2) in
raising the rate of capital formation by increasing the level
of forced savings. It appears that this reform greatly
facilitated the revival of an old Russian practice of expropri-
ating the wealth of non-Russian nations and employing it to

Russia's own advantage.3

21t is hoped that later similar studies on other
national republics and important industrial areas will facilitate
a closer analysis of the effectiveness of Soviet capital
investment.

3In this connection the reader is referred to an ex-
tensive analysis of this subject by N. L. Fr.-Chirovsky (The
Economic Factors in the Growth of Russia (New York: Philoso-
phical Library, Inc., 1957).




Lastly, the study will illustrate as far as possible
the inequities and disparities that exist among the national
economies comprising the complex Soviet economy. The knowledge
of both the unifying and centrifigual forces is essential for a
thorough understanding of the operation of the Soviet system.
For the USSR, a multi-national state, has come to serve basically
the interests of Russian minority mainly owing to the successful
marriage of Communist ideology and Russian nationalism.4 of
course, many conflicts arose in the past out of the Kremlin's
pursuit of the centralist policies framed in defiance of the
federal principles upon which the USSR was organized. By
presenting the factual material on Ukraine's position in the
USSR during this period, the study will add to the history of

economic relations between Ukraine and Russia.

The Period of Investigation

The study covers only the first five-year plan .period.

This period marked the beginnings of an era of large capital

4
N. L. Fr.-Chirovsky, ibid., pp. 140-141; Louis Fischer

in Richard Crossman (ed.), The God That Failed (New York:

Bantam Books, 1959), pp. 193-194; H. Kostiuk, Stalinist Rule

in the Ukraine (New York: Frederick A. Preager, 1960), especially
pp- 2-3, 38, and 71-73; Ya. Shumelda, Vid Marksa do Malenkova
(From Marx to Malenkov) (Paris: Persha Ukrayins'ka Drukarnya u
Frantsiyi, 1955), pp. 124, 136, 143-145, 169-170; Roman Smal-
Stocki, The Nationality Problem of the Soviet Union and Russian
Communist Imperialism (Milwaukee: Bruce Publishing Corp., 1952).
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accumulations and rapid industrialization. It is characterized
by the persistent efforts of the government to direct and
increase the rate of capital creation in the country. Indeed,
capital expenditures did not exceed capital consumption in the
industry in any important amount until 1925/26.5

Also, by the end of this era most segments of the economy
were socialized. In slightly more than four years the New
Economic Policy economy was transformed into a rigidly controlled,
planned, socialized economy. It is expected, therefore, that
information pertaining to those years will contain both problems
attending such transformation as well as adaptations to them.

In this respect, the first five-year plan era may be viewed as

the richest period in the development and perfection of methods

and techniques of economic planning, administration, and control.

Ukraine in the Context of the Soviet Economy

The Ukraine is a natural focal point for such a study.
She is the largest non-Russian nation not only in the USSR

but also behind the Iron Curtain. In the inter-war period

5R. S. Livshits, Ocherki po razmyeshcheniyu promyshlen-

nosti SSSR (Essays in distribution of industry in the USSR) (Gosu-
darstvyennoye Izdatel ‘stvo Politicheskoy Literatury, 1954), p.
117 .
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Ukrainian SSR occupied 4431 million square kilometers6 and
her population accounted for 20 per cent of the total USSR
population.7 Abundant and well diversified natural resources
make her one of the richest countries of Europe.

In industrial output she ranked highly among the leading
industrial centers of both Imperial Russia and the USSR. 1In
1913, she produced 68.4 per cent of Russia's pig iron,8 70.3 per
cent of coal,9 and 64.1 per cent of iron and steel.lo Comparable
ratios for 1933 are as follows: 60.5 per cent of pig iron,

67.0 per cent of coal,12 and 49.2 per cent of steel.13 On the
other hand, even though the Ukraine contributed in 1912 only
18.2 per cent of Russia's output of machine tool industry,

she produced in that year 52.5 per cent of Russia's agricultural
machinery and equipment, 31 per cent of steam locomotives,

16 per cent of industrial machinery and equipment, and 13.2 per

6Entsyklopediya Ukrayinoznavstva, I, pp. 25, 164.

7Table X.

8Sotsialisticheskoye Stroitel'stvo SSSR, 1935, p. 176.

9Entsyklopediya Ukrayinoznavstva, I, p. 1086.

lOR. S. Livshits, op. cit., p. 101.

llSotsialisticheskoye Stroitel'stvo SSSR, 1935, p. 176

lentsyklopediya Ukrayinoznavstva, I, p. 1086.

13Sotsialisticheskoye Stroitel'stvo SSSR, 1936, p. 137.
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per cent of shipbuilding.14 More importantly, whereas the
Northwestern region operated in many instances on imported
materials and fuels and the Central region on metals from the
Ukraine and the Ural region,15 Ukrainian output was based on
Ukraine's own resources. The Central region which was the
more important of the other two areas contributed in 1912
only 37 per cent of output of all manufacturing industries in
Russia.16 Its importance was, indeed, even smaller when it is
noted that 60 per cent of this contribution originated in the
textile mills.17

The Ukraine also stood out in production of food
stuffs and was frequently referred to as the bread basket of
Eastern Europe. For example, her share in Russia's sugar

output in 1913 was quite impressive--8l1.5 per cent.18

The significance of the Ukraine in the Empire's economy

14R. S. Livshits, op. cit., pp. 104-105.

151pi4., pp. 64, 77.

181pig., p. 77.

l7Ibid.

8Computed from information contained in Tsentral'noye
Statisticheskoye Upravleniye pri Sovyete Ministrov SSSR, Narod-
noye Khozyaystvo SSSR v 1956 godu (National economy of the USSR
in 1956) (Moscow: Gosudarstvyennoye Statisticheskoye Izdatel'-
stvo, 1957), p. 99.
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is also illustrated by the fact that she has continuously shown
an active foreign trade balance both with Russia and with the
rest of the world. For example, estimates show that the Ukraine's
net exports ran in 1909-1911 at the rate of 319 million rubles
per year, of which only 57 million rubles applied to the rest
of the Empire. 1In 1912, Ukrainian exports exceeded imports
by 260 million rubles, while a comparable figure for 1913
was 375 million rubles.19 It was estimated that without this
substantial Ukrainian contribution to Russia's foreign trade,
Russian Empire would have run in 1913 a foreign trade deficit
of 268 million rubles.20

Communism had little ground for success in the Ukraine

without Russian intervention.21 The role of Russians in the

victory of Communist forces in the Ukraine is evident from

ng. Kononenko, Ukraine and Russia (Milwaukee: The

Marquette University Press, 1958), p. 224.
20

I. Mirchuk (ed.), Ukraine and Its People (Munich:
Ukrainian Free University Press, 1949), p. 200.

21The reader is referred for example, to the following
sources in English: J. Borys, The Russian Communist Party and
the Sovietization of Ukraine (Stockholm: Kungl. Boktryckeriet
P. A. Norstedt and S&ner, 1960); C A. Manning, Ukraine Under
the Soviets (New York: Bookman Associates, 1953); V. Hryshko,
Experience with Russia (New York: Ukrainian Congress Committee
of America, Inc., 1956); J. S. Reshetar Jr., The Ukrainian
Revolution, 1917-1920 (Princeton: Princeton University Press,
1952).
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the following examples. In the elections to the All-Russian
Constituent Assembly in November-December, 1917, Bolsheviks
received in the Ukraine only 10 per cent of votes while their
successes in Russia were much more impressive: 40-44 per cent
in the Northern and Central regions.22 In June of 1918 the
Communist Party of the Ukraine numbered only 4, 364 men.23
By April 1, 1922, i.e., after the final conquest of the country,
its membership rose to 54,818.24 In 1922, only 23.3 per cent
of the Party members in the Ukraine were Ukrainians; Russians,
on the other hand, accounted for 53.6 per cent of Party member-
ship.25 At the time, Ukrainians constituted 80 per cent and
Russians 9.2 per cent of the total population of Ukrainian
SSR.26

Indeed, Ukrainians took to arms on numerous occasions

in defense of their lost freedom long after the country was

brought under Russian domination in 1919-1920. Thus, from

22J. Borys, op. cit., p. 159.

23D. F. Solovey, Ukrayina v systemi sovyets'koho koloni-
yalizmu (Ukraine in the system of Soviet colonialism) (Munich:
Instytut dlya vyvchennya SSSR, 1959), p. 29.

24J. Borys, op. cit., p. 155.

251pid.

26Entsyqupediya Ukrayinoznavstva, I, p. 164.
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April 1, to June 19, 1919, alone, Soviet authorities reported
328 uprisings in the U'kraine.27 In 1923 Communists admitted
that in 1921 there were 6,000 rebel organizations in the
Ukraine.28 Similarly, numerous rebellions broke out in the
Ukraine in early 1930 in opposition to forced collectivization
of agriculture.29 In fact collectivization in the Ukraine
could have been accomplished only with the assistance of non-
Ukrainian agents brought into the area by the Soviet government

mainly from Russia.30

27D. F. Solovey, op. cit., pp. 45-46.
281bid., p. 47.
29

K. Kostiuk, op. cit., pp. 10-12.

3OJ. A. Armstrong, The Soviet Bureaucratic Elite (New
York: Frederick A. Preager, 1959), p. 61; H. Kostiuk, op. cit.,
pPp. 27-30.
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CHAPTER II

THE SCOPE AND THE METHOD OF ANALYSIS

The value of newly formed capital in an economy may

be estimated with the assistance of one or more distinct methodo-
logical approaches. For example:

1. A common method of attack involves an analysis of the
aggregate statistics concerning the economy that is analyzed.
In such a case, certain values are consulted in an effort to
arrive at that portion of the gross national product or the
national income that is being devoted to further accumulation
of capital and is not being currently consumed.

2. Another method of approach represents an analysis of
the process of capital accumulation by the individual industries.
Such an analysis reveals contributions of each segment of the
economy to the total value of the newly formed capital during
a particular period.

3. A third method can be defined as an "institutional”
analysis of the process of capital formation. This method
helps to identify the individual sources of capital accumulation
according to the socio-economic nature of each source; e.qg.,

profits of agriculture and industry, sources gathered and
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allocated through some politically controlled economic insti-
tutions (the budgetary system, the methods of taxation),
capital-flow relat onship with other economic systems, and the
like. If properly designed, all such methods of analysis
should yield equally valid, comparable, and reasonably close
sets of estimates. Variations among results should be readily
explainable; and the differences, if any, could then be traced
to underlying assumptions. Consequently, other things being
equal, reasons for selecting one or another method of analysis
need not rest upon considerations of validity of the results to
be obtained. Instead, selection may rest upon specific conditions
and circumstances surrounding the investigation, the nature of
the economy under consideration, the availability of required
data, and, possibly, intentions as to continued utilization

of findings in some further research and analysis.

The Aggregative Approach

It should be recognized that the selection of an
appropriate method for compiling the values of capital formed
in the Ukraine is difficult not only because of the peculiarities
of the Ukraine's economy but also due to the nature of the Soviet

economy .
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Even a cursory investigation of the writings on the
rate of growth of the Soviet economy as well as on the national
income statistics of the Soviet Union reveals an unusual lack
of agreement among the various Western students of the USSR.
This is in addition to the frequent and considerable differencqs
between the Western estimates and the official Soviet pro-
nouncements.l

Such variations in opinions are predicated first of

all on the differences in the assumption as to the validity

For greater understanding of the problem of measuring
national income and production of the USSR see, for example:
Abram Bergson, Soviet National Income and Product in 1937
(New York: Columbia University Press, 1953); Abram Bergson
and Hans Heinmann, Soviet National Income and Product 1940-
1948 (New York: Columbia University Press, 1954); A. D. Bi-
limovich, Era pyatiletnikh planov v khozyaystvye SSSR (The
era of the five-year plans in the economy of the USSR), Part
I, Ch. 3 (Munich: Institute for the Study of the USSR, 1959);
Collin Clark, A Critique of Russian Statistics (London: Mac-
Millan and Co., Ltd., 1939): Gregory Grossman, "National In-
come"” in Abram Bergson (ed.), Soviet Economic Growth (Row,
Peterson and Company, 1953), pp. 1-23; Donald R. Hodgeman,
"Industrial Production" in Abram Bergson (ed.), Soviet Economic
Growth (Row, Peterson and Company, 1953), pp. 225-244; Naum
Jasny, The Soviet Economy During the Plan Era (Stanford:
Stanford University Press, 1951); Naum Jasny, The Soviet
1956 Statistical Handbook, A Commentary (East Lansing: Michigan
State University Press, 1957); Warren G. Nutter, "Some
Observations on Soviet Industrial Growth,"” American Economic
Review, 2 (May), 1957, reprinted by the National Bureau of
Economic Research, Inc., as Occasional Paper 55; Warren G.
Nutter, "Measuring Production in the USSR; Industrial Growth
in the Soviet Union," American Economic Review, 2 (May), 1958.
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and accuracy of Soviet statistics. The degree of confidence
with which a Western economist approaches Soviet statistical
information is largely determined by the degree of his mistrust
of the basic Soviet statistics. It is also assessed by his
critical evaluation of the methods employed by Soviet economists
in constructing various aggregative values and indices.
Consequently, differences of opinion among Western writers may
also arise out of variations in factors used to deflate and/or
to correct Soviet official statistics in an effort to eliminate
inflationary bias. Under these circumstances an aggregative
approach to the analysis of capital formation may yield rather
arbitrary and far-from-conclusive results.

In addition, differences between the methods of computa-
tion of national income in the Soviet Union and in the West2
may produce variations in statistics large enough to render
international comparisons rather burdensome. Moreover, a
reader not adequately informed or else unaware of such differ-
ences in statistical methods may easily become misled by a set

of values estimated with reference to the national income.

2Wsewolod Holubnychy, "Das Volkseinkommen der Ukraine
in den Jahren 1940 und 1954," Sowjet Studien, 2 (March),
1957, pp. 115-138.
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For example, national income of the Ukraine for 1940 and 1954
computed in accordance with the methods established by the
United Nations is valued at 70.6 billion rubles and 141.9 billion
rubles respectively. If recomputed according to the Soviet
methodology, the Ukraine's national income for the same
years is estimated at 96.7 billion rubles and 197.2 billion
rubles.3 Thus, our estimates of capital accumulations in the
Ukraine, when expressed relative to her national income, may,
indeed, become so confusing and hypothetical as to impose some
serious limitations with respect to their practical applica-
bility.

However, unavailability of the necessary statistics
poses the most formidable obstacle to the assumption of the
aggregative approach in our analysis of the Ukraine's capital
formation. Throughout the years official Soviet statistical
agencies4 have failed to exhibit any substantial interest in

computation and evaluation of national incomes for individual

3Ibid., pp. 119-120.

4For a concise review of the history and statute of
Soviet statistical agencies see Vsevolod Holubnychy, "Govern-
ment Statistical Observation in the USSR; 1917-1957," American
Slavic and East European Review, 1 (February), 1960, pp. 28-
41.
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constituent republics of the Soviet Union. As a result, Soviet
statistics traditionally contain national income information
only on the all-Union level. This is not to say that the state
of available statistical data is such that national income for
the Ukraine may not be computed at all. Various statements,
source material, and incomplete references, are found widely
scattered in a number of official publications, books, and
individual research papers. However, too few attempts have been
made in the past to present a reasonably complete and consistent
picture of Ukraine's national income.5 Such estimates refer
primarily to the pre-planning era. Interpretations of Ukraine's
national income statistics by M. Volobuyev were the last ones
that were found by this writer;6 they were met with hostility
by the top-ranking members of the Communist party. Having

stirred up significant controversy, they were eventually

5The only known to this writer include: V. S. Myshkis,
"Balans narodnogo khozyaystva Ukrainy" (Balance of Ukraine's
national economy), Khozyaystvo Ukrainy, 1, 1928, pp. 46-80;
2, 1928, pp. 47-82; B. V. Sihal, "Zarobitna plata, yak element
narodn'oho prybutku" (Wage as a component of national income),
Hospodarstvo Ukrayiny, 8-9, 1930, pp. 149-167.

6

Mykh. Volobuyev, "Do problemy ukrayins'koyi ekonomiky"
(On the problem of Ukraine's economic status), Bil'shovyk
Ukrayiny, 2, 1928, pp. 46-72; 3, 1928, pp. 42-63.

It is probable that Ukrainian economists and statisti-
cians in the USSR continued to work on the estimates of nation-—
al income of the Ukraine at least until 1931. However, this
writer has been unable to verify this claim.
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condemned by the Party.7

Evidently, the only estimates of Ukraine's national
income in the free world are those computed by W. Holubnychy
for the two years, 1940 and 1954.8 As a matter of fact, the
apparent lack of consistent and authoritative statistics on
the Ukraine's national income prompted W. Holubnychy to proceed
in his own analysis on the assumption that national income
for the Ukraine had not been computed during the era of
Soviet economic planning.

Inasmuch as the computation of the Ukraine's national
income is certainly beyond the scope of this paper, the

aggregative method can hardly be considered as suitable for

the present analysis.

7Following heated discussion and attacks from his
fellow-party-members, led by M. Skrypnyk and And. Richyts'kyi,
M. Volobuyev "confessed” in his article, "Proty ekonomichnoyi
plyatformy nationalizmu" (Against an economic platform of :
nationalism), Bil'shovyk Ukrayiny, 5-6, 1930, pp. 54-69;
7, 1930, pp. 28-40.

8Wsewolod Holubnychy, "Das Volkseinkommen der Ukraine
in den Jahren 1940 und 1%54," Sowjet Studien, 2 (March), 1957,
pp. 115-138.

%1bid., p. 115.
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The Economic Cross Section Method

It is doubtful that, under the circumstances, the
economic cross section method could be applied with any
reasonable degree of success to the case of the Ukraine specifi-
cally, or the Soviet Union in general. Objections to this
method may be raised not only with respect to adequacy in
measuring production, but also, and to an even greater
extent, concerning the degree of the researcher's confidence
in the validity of the basic statistical data: the accuracy,
propriety, and consistency of statistical reporting by in-
dustrial enterprises and other primary reporting units.
Moreover, outside of a breakdown of information along some
very general lines of classification of industries (such as
heavy industry and light industry) Soviet statistics are not
very generous to the researcher. In addition to the problems
of reconstructing Soviet data in accordance with his own
classification of industries, the researcher would be re-
quired to cross the nationality borders within the Soviet
Union. The necessity of such redistribution of statistical
information by the individual republics will add to the
difficulties in analysis. Since a great deal of arbitrary
allocations would be required, there may also be some doubt

cast upon the validity of findings.
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The Institutional Approach

The analytical framework developed for this study
follows closely the institutional approach described at the
beginning of this chapter. This decision is based in part
on the problems of statistical measurements and statistical
observations in the USSR. More important, the institutional
approach reflects the nature of the Soviet economy and the
manner in which specific decisions concerning economic and
social policies are reached in the Soviet Union.

The Soviet economy is required to operate in accordance
with the planning concept. This concept may in part be
responsible for the difficulties in compiling the individual
components of the process of capital formation by branches of
the economy. For example, the picture of capital creation
by industries, if viewed from the position of our Western
standards, will be distorted at least to the extent of the
Soviet state's influence on the economy through the medium
of price-setting policies and practices.

In a socialist economy the price is established in
the order of planning . . . .

Price represents one of the most significant economic
categories which the socialist state has mastered and
consciously utilized in the interest of the communist
construction, treating it as subservient to the
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requirements of the economic laws of socialism.10

According to Suchkov,

Socialist state exerts its influence on the development
of the branches of the national economy as well as of the
economies of the individual republics and regions through
the establishment of planned deviations between prices
and costs 11

Although planning bodies often take into account the
general conditions on the market.12 they seldom allow prices
to be determined by the free interplay of supply and demand.
Consequently, prices may not necessarily reflect costs and
relative advantages in production.
. « +» In our country the sphere of operation of the
law of value is limited by the social ownership of means of
production, and by the law of balanced development of
the national economy, and is consequently also limited

by our yearly and five-year plans, which are an afgrox-
imate reflection of the requirements of this law.

loA. V. Bachurin, Pribyl' i nalog s oborota v SSSR
(Profit and turnover tax in the USSR) (Moscow: Gosfinizdat,
1955), p. 31.
11
A. Suchkov, Dokhody gosudarstvyennogo byudzheta
SSSR (Revenues of state budget of the USSR) (Moscow: Gos-
finizdat, 1955), p. 1l6l.

2In an extensive analysis of the Soviet budgetary
system R. W. Davies conclueds: "Examination of Soviet prac-
tice discloses that turnover tax was often used to bring
about major adjustments of supply and demand when these were
out of equilibrium . . . ." R. W. Davies, The Development of
the Soviet Budgetary System (Cambridge: Cambridge University
Press, 1958), p. 285.
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Indeed, the role that price is allowed to play in formu-
lating and carrying out economic policies is rather
significant. It is described by A. Suchkov as follows:

In a socialist economy price serves as the most
important instrument of planned distribution of the nation-
al income as well as of ascertainment of the value re-
lationships between consumption and accumulation.

Through the use of price, consumption of goods and
services is regulated; the necessary proportions in the
structure of consumption are determined by the aid of
purposeful establishment of relationships among the prices
for goods . . . .14

The picture is further complicated by a deliberate

maintenance of the relatively low prices for producers' goods15

and the concurrent imposition of a turnover tax mainly on

. 16 .
consumers' goods. The profit and the turnover tax closely
resem>le each other since they both (a) constitute the residual
over and above costs, and (b) originate in the "net income

Cqs . 1 .
of the socialist society." 7 However, whereas profit

3Joseph Stalin, Economic Problems of Socialism in
the USSR (New York: International Publishers, 1952), p. 22.

14Suchkdv, op. cit., p. 161.

lsBachurin, op. cit., p. 51.

16Ibid., p. 61.

7Bachurin defines net income of a socialist society
as "that part of a country's gross, or national income which is
produced for the society by labor and is utilized for the pur-
poses of accumulation and formation of the consumption fund."
Ibid., p. 18.
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reflects results of operations of an enterprise regardless
of the nature of its product, the turnover tax is collected
mainly at the point of sale of consumers' goods. Further-
more, all proceeds from turnover tax are directed towards
national needs and requirements.18 Hence, the difficulty of
allocating turnover tax revenues to specific industries
constitutes a serious problem.

Finally, the institutional approach is preferred be-
cause the Ukraine's economy shares with the economies of other
national republics the doubtful honor of being a semi-closed
system. The Ukraine's economy retains characteristics of a
closed, self-contained economic system at least to the extent
that the Ukraine possesses minimum control over her economy
and is allowed to determine partially her own economic policies.
On the other hand, the Ukraine's economic system is open at
least in cases where the all-Union government (a) directly
controls and influences a significant part of the Ukraine's
economy, and (b) is permitted to condition and to overrule
decisions of Ukrainian government regarding its economic policies

on account of some real or avowed all-Union requirements.

leBachurin, op. cit., p. 61.

19It is evident from the above that the definition of

a closed (or an open) system as used in this paper is based
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Thus, the Ukraine may be called on to subsidize other parts of
the Soviet Union without any compensation. In turn, she may
be subsidized by them; all at a decision of the all-Union
authorities with or without an explicit consent of Ukrainian
government and due consideration of the interests of Ukrainian
nation. Such a peculiar position of the Republic within the
framework of the Soviet Union calls for some careful analysis
of economic relations on the inter-republics level (or, specifi-
cally, the Ukraine vs. the-rest-of-the-Union). Economic develop-
ments and phenomena of international character (external to the
Ukraine's economy in their nature) can be analyzed most con-
veniently with the assistance of the existing economic

institutions.

Capital Formation in a Socialist Economy

In a socialist-type economy, where a single government
replaces a multitude of private decision-makers in the course
of day-to-day operations of enterprises (in addition to the

precise formulation of all the questions regarding economic

on the degree to which the nation in question (or its govern-
ment) is capable of formulating economic policies as well as
exercising necessary administrative controls over economic
institutions on its own territory. Whereas it is not influenced
to any degree by such nation's participation in the international
economic relations, this term is neither synonymous nor mutually
exclusive with the concept of economic autarchy.
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policy)., the rate of capital formation is also set by a planning
agency of the government. On the one hand, the rate of capital
formation may be set directly. In such a case, all other factors
like wages and price levels, profitableness of the enterprises,
level and methods of direct and indirect taxation will be
adjusted by a government decree, or otherwise, at the point at
which they are jointly capable of sustaining the pre-determined
rate of capital formation. On the other hand, the rate of
capital accumulation may be allowed to adjust freely to the
level determined by the inter-relationship of all the above
enumerated factors, fixed individually or severally on their
own merits. In the absence of external means of financing,
as was largely the case with the USSR, national income
constitutes the ultimate source of new capital. Indeed, "the
dimensions of socialist accumulation depend on the general
magnitude of the national income produced by the Soviet
society and the relative weight of the part [of national income]
which is accumulated."20

As long as the government retains sufficient control

20 oy s s . .
N. Ryabov, Sotsialisticheskoye nakopleniye i yego

istochniki v pyervoy i vtoroy pyatiletkakh (Socialist ac-
cumulation and its sources in the first and second five-year
plans) (Gosudarstvyennoye Izdatel'stvo Politicheskoy Litera-
tury, 1951), p. 79.
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over the economy, the two possibilities may be equally ac-
ceptable, provided economic conditions remain ideal or nearly
ideal. In practice, however, the choice becomes mainly a
matter of emphasis and is likely to depend on purely practical
considerations. Thus, once a definite decision has been
made by the Soviet government to proceed on the basis of
accelerated, forceful industrialization, the question of
securing the necessary capital for industrial expansion has
become of primary importance. Consequently, it became
highly impractical to let the rate of capital formation be
"determined" by the interplay of these other factors. To be
sure, because of limited flexibility of these other factors,
the rate of capital formation may not have always been a
"determinant" of these factors to the extent that economic
planners would have liked it to be. Nevertheless, maximum
control over the factors influencing the rate of capital ac-
cumulation seems to have been an expected consequence of
the rapid industrialization.

Under conditions of total planning of economic activities
in the country, it becomes immaterial from the point of view
of pure theory whether such accumulations are realized at the

point of production or at the point of sale of goods.



b
£
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Under the first possibility, expansion of industries will take
place on account of profits accumulated in the industry.
Planning authorities will be required in such a case to
exercise extreme care in setting prices for various goods and
services exactly at the level which will permit accumulation
of profits in each industry in the amount precisely corresponding
to its planned investment.

Under the second possibility each industry will be
required to release its output at cost and the differences
between costs and sales prices will enter the state treasury
in the form of special tax as an integral part of the price
to the consumer. Hence, all investments will be financed
centrally in the form of subsidies from the state budget.

It is obvious that the selection of an appropriate
method for collecting the new accumulations in a socialist
society is influenced primarily by the following factors:

1. The degree of control which the government pcs sesses
or desires to possess in the sphere of economic decisions;
2. The availability of the necessary channels for

collecting and allocating investment funds;

21 . . . . .
For a brief discussion of this see: R. W. Davies,

QE. Cito' ppo 147-1520
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3. The reliability of the general economic and financial

4. The ease (or difficulty) with which other factors can
be adjusted to bring about the conditions of equilibrium on
the market;

5. The relative rates of expansion of various industries;

6. The nature and stage of industrial development, and
the general conditions of the economy.

With the particular emphasis on rapid development of
heavy industry as the base for further industrialization22 and
the prevailing state of financial institutions in the USSR
at that time, neither of the above indicated "pure"” models
could have been acceptable to the Soviet government. Ac-
cordingly, the system that developed embodied elements of
both models; it modified in response to changes in economic
conditions and institutions. Historical evidence clearly

indicates that this system shifted consistently towards the

22"The main link in the five-year plan,"” said Stalin,

"was heavy industry, with machine building at its core. For
only heavy industry is capable of reconstructing both indus-
try as a whole, transport and agriculture, and of putting
them on their feet. . . ." Joseph Stalin, HWorks (Moscow:
Foreign Languages Publishing House, 1955), XIII, p. 177.
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second model.

Capital Accumulation in the USSR and in the Ukraine

The Communist Party of the Soviet Union (C.P.S.U.)
attempted to deal with the question of new capital accumu-
lations, which were required for industrialization, as early
as December, 1925, when it convened for its XIV Congress.
This Congress indicated in its resolutions several means for
resolving this foremost problem. At that time, according
to Suchkov,23 there were essentially three sources of
"socialist accumulations." These included:

(a) internal accumulations in the socialized industry,

(b) mobilization of the resources of other branches of
the economy by means of the state budget, and lastly

(c) utilization of the resources of the population by
inducing their accumulations in the savings banks, in co-
operatives, in other financial institutions (the credit
system), or through the sale of government bonds.

In the succeeding years the turnover tax was added as

another source of new capital. 1In part, this came about as a

3
2 Suchkov, op. cit., pp. 78-79.
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further categorization of accumulations of the socialized
sector of the economy. However, the need for separation of
the turnover tax from profits was indicated much more em-
phatically by the very nature of the turnover tax. As time
went on, the turnover tax assumed the role of successor to
its counterpart in the previous taxation of industry24 and
to the various excise taxes with all the implications of their
fiscal,. regulatory, and discriminatory objectives. Thus,
revenue raised from the turnover tax on any particular type
of product was a function of its quantity sold, its selling
price, and the applicable rate of the turnover tax.

More importantly, the turnover tax came to assume
the role of an economic lever which was used to bring about

i . 2
an equilibrium in the market. > Such a role of the turnover

24E.g., the "equalizing" element of the Promtax

which was imposed on an enterprise in a ratio to its turnover,
as opposed to the other part of Promtax called "licence fee."

25%n explanation as to the role that this tax played
in the financial relations of the Soviet economy, and the reason
why the gap between costs and retail price is as large as it
is, " writes M. Dobbs, "provides an important key to under-
standing that crucial 'balance of income and expenditure of
the population' and its relation to the current supply of
consumption goods, which . . . lies at the heart of the
financial problem." Maurice Dobb, Soviet Economic Develop-
ment Since 1917 (New York: International Publishers, 1948),
p. 36l.
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tax was facilitated by its eventual flexibility both in
theory and in practice. Because the turnover tax was an
integral part of the price to the consumer, it also acted
as a means of confiscating the rapidly widening gap between
the total wage fund and the supply of consumers' goods.
In this respect, i.e., the confiscation of the purchasing power
of the population, the turnover tax was probably a,more ef-
fective tool of economic policy than some other means of
withdrawing from circulation the excess of wages and other
payments to the population. As a matter of fact, it was this
very feature of the turnover tax in its improved version that
was in part responsible for the abolition of rationing of
consumers' goods in 1935. Needless to say, the importance of
the turnover tax was complementary to the decisive role of
controlled prices as a means of redistributing the national
income. Moreover, it was largely through the turnover tax
that prices performed their valuable services in the "forma-
tion and redistribution of the monetary incomes of enterprises,
organizations, and population."z6 Hence, its importance as

a source in the process of capital formation is self-evident.

26Suchkov, op. cit., p. 12.
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Finally, as a component of the state budget, the turnover
tax was an important revenue producing agent for the
treasury.

. « . To any given wage-bill and plan for production,
investment, and services for the country as a whole,
there corresponds an appropriate level of retail prices
and average rate of turnover tax at which total supply
and demand on the retail market will balance and the
required budget revenue will be received . . . . With a
given output of consumer goods, the pattern of tax rates
had to be so coordinated that the tax on all goods taken
together reached the required level.

The above enumeration of the sources of newly formed
capital may be considered as reasonably complete for the
entire USSR, or, for that matter, for any similar economy,
provided it represents a closed economic system. However, a
study of capital formation in the Ukraine will not be complete
until the movement of resources between the Ukraine and the rest
of the Union is explained. As pointed out earlier, an expla-
nation of capital movements among the republics is needed
not only because of the semi-closed nature of the national

economies of the individual republics, but also due to the

generally non-compensatory feature of these transactions.

27Davies, op. cit., pp. 216-217.
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To summarize, the analysis will necessarily include
the following considerations:

(1) Net capital-flow relationship between the Ukraine and
the rest of the USSR;

(2) Internal accumulations of industry and agriculture,
not entering the all-Union system of collections;

(3) Mobilization of the resources of population not ac-
counted for under (1) above; and

(4) Other sources of capital formation (government insurance
agencies).

l. The net capital-flow relationship will be determined
through the analysis of the budgetary system. This will in-
clude an extensive investigation of the revenues and expenditures
sides primarily of the all-Union budget and the state budget
of the Repuplic. The local budget will be consulted only to
the extent of the inter-budgetary transfers from the all-
Union budget (usually by means of the state budget of the
Republic).

A serious lack of direct and accurate information con-
cerniné territorial contributions to the all-Union budget
should be noted immediately. Outside of a few, sporadic, and

widely scattered notes on individual items in the budget, very
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little has been published containing systematic analysis of

all budgetary revenues by the individual republics.28 But

even that which is available in limited quantity cannot be

used indiscriminately, as it probably does not accurately
represent the territorial origins of the proceeds. The reason
for such unreliability of available statistics in this respect
is the method of reporting budgetary revenues by the statistical
agencies. At that time all revenues were reported in accordance
with the cash method, whereby proceeds were allocated to the

republic in which the paying office was located.29 With many

28See: Vestnik Finansov, 3, 1928, pp. 156-159; 2, 1928,

pp. 157-158; 6, 1929, pp. 194-197; 9, 1929, pp. 118-121. The
last period covered in this source refers to the first nine
months of 1928/29 fiscal year (October 1, 1928-June 30, 1929).
Some indications are also provided in: Ob'yasnitel'naya zapiska
k proyektu yedinogo gosudarstvyennogo byudzheta SSSR na 1928/29
byudzhetnyi god (Explanatory note to the project of unified
state budget of the USSR for 1928/29 fiscal year) (Moscow:
Gosudarstvyennoye Izdatel'stvo Soyuza SSR, 1928);: Yedinyi Gosu-
darstvyennyi byudzhet Soyuza Sovyetskikh Sotsialisticheskikh
Respublik na 1928/29 byudzhetnyi god (Unified state budget of
the USSR for 1928/29 fiscal year) (Moscow: Gosudarstvyennoye
Finansovoye Isdatel'stvo Soyuza SSR, 1928): Yedinyi gosudarstvyen-
nyi byudzhet Soyuza Sovyetskikh Sotsialisticheskikh Respublik
na 1929/30 god (Unified state budget of the USSR for 1929/30)
(Moscow: Gosudarstvyennoye Finansovoye Isdatel'stvo SSSR, 1930).
29A. Abulyak, "Rekonstruktsiya finansovoy sistemy v
rayonnom razreze" (Reconstruction of financial system in regional
cross section), Planovoye Khozyaystvo, 6, 1930, p. 97.
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industries centralized under direct supervision of Moscow,
Russian SFSR probably was automatically credited with an
unusually high proportion of the total contributions to the
all-Union budget as far as indirect taxes and levies were
concerned. This was true because indirect taxes and levies
were considered to be all-Union sources of revenue. As an
example, during the first nine months of 1928/29 fiscal year,
the Ukraine was reported to have contributed 135.1 million
rubles of excise taxes out of 1,245.6 million rubles collected
in the USSR, or about 10.9 per cent.30 Obviously, this is
highly improbable, if we take note of the fact that population
of the Ukraine, as of April 1, 1928, was estimated as 19.73
per cent of the total population of the USSR. The shares of
the Ukrainian SSR in the gross output of Soviet industry and
agriculture in 1927/28 were 19.1 per cent and 19.56 per cent

respectively:31 while in 1928/29 the Ukraine contributed 20.65

30Vestnik Finansov, 9, 1929, pp. 118, 121.

3lGross output of industry is valued here in 1926/27
prices while that of agriculture in 1927/28 prices. Gosplan
SSSR, Pyatiletniy plan narodno-khozyaystvyennogo stroitel'-
stva SSSR (Five-year plan of development of national economy
of the USSR) (third edition; Moscow: Izdatel'stvo "Planovoe
Khozyaystvo, " 1930), III, pp. 562, 563, 567.
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per cent of the output of large-scale industry and 23.62 per
cent of the total industrial output.32 Finally, the value of
retail trade turnover (including public catering system) in
the Ukraine constituted in 1928/29 some 19 per cent of its all-
Union counterpart.

Such a state of budgetary reporting led A. Abulyak to
conclude that the budgetary relationships between the all-Union
center, the republics, and the local governments were determined
by bureaucratic methods and on the basis of mere formal legality,
without due considerations of the socio-economic and political
factors. Thus, the situation arose in which the reported
territorial receipts by republics correspondend neither to their
actual payments and their financial strengths, nor to the needs
of the republican or local budgets.34

Due to these difficulties, an attempt will be made to
compute various items on the basis of known or estimated

relationships between the Ukraine and the rest of the Union

2For reference see Table III.

3 . . .
Details of computation and sources are presented in
Table IV.

34A.bulyak, op. cit., p. 107.
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and to verify them whenever possible. For example, the Ukraine's
contribution to the turnover tax can be estimated on the basis
of the weighted average of her participation in the Union's
retail trade and her share in the marketable surplus of Soviet
agriculture. In order to arrive at deductions from profits
into the all-Union budget from Ukrainian economy, the following
information will be utilized: known rates of such deductions
and their inter-budgetary allocations, proportions of producers'
goods and consumers' goods industries in Ukrainian and in the
Soviet economies, profitability of industry, and the like.

Resources of the population which enter the budgetary
system are mainly direct taxes. Since most of them are re-
tained by either the local or the republican budget, they do not
pose any serious problem. However, it will be somewhat more
difficult to determine the proceeds from the sale of government
securities by the individual republics. They will be estimated
with the use of such data as deductions from such proceeds to
local budgets and their relationship to wages. And finally,
the inter-budgetary transfers will be allocated to their original
sources so as to avoid their double counting.

From the total receipts of the all-Union budget in

the Ukraine, payments to the Ukraine as well as expenditures



42
on her behalf from the all-Union budget will be deducted to
determine the net capital inflow into or outflow from the Ukraine.
Under the category of payments to the Ukraine such items will
be considered as expenditures on national economy and expenditures
for social and cultural services. In the group of expendi-
tures from the all-Union budget on behalf of the Ukraine there
will be included primarily such items as defense, state ad-
ministration, and state loans. The extent of these expendi-
tures will be determined by deducting from the total known
(or computed) amounts spent on such items in the Ukraine that
portion of them which was contributed by the republican and
local budgets.

2. Internal accumulations in the industry and agriculture
will be ascertained by the aid of the same information as was
used to determine deductions from profits (above). In addition,
depreciation allowances whenever unavailable, will be computed
in proportion to the Ukraine's share in the value of fixed capital
in the USSR.

3. Resources of population not accounted for previously
constitute primarily savings reflected in the savings deposits

bal ances.
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4. Other sources will be computed on the basis of ap-
propriate indicators and indices. However, on the basis of
known facts, it should be noted that these latter two items
are expected to represent a relatively minor share of the
grand total of all the sources.

As far as possible all computations will be made in
current prices. There are several reasons for this decision.
First of all, considerable difficulties in adjusting Soviet
statistics for price changes cause substantial divergencies
in the various computations made by the Western economists.
Obviously, the results of such estimates depend mainly on the
selection of a particular factor of deflation.

Secondly, it is somewhat doubtful that the acceptance
of the Soviet statistics in 1926/27 prices would offer proper
solution to the problem of elimination of the purely in-
flationary elements. The reliability of the official statistics
in "constant” 1926/27 prices with regard to elimination of
inflationary bias in subsequent years, may be difficult to
defend due to the following considerations:35

(a) New products were valued in the Soviet statistics

35See for example, Bilimovich, op. cit., pp. 43-46.
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either at prices computed on the basis of some theoretical
assumptions as to their probable costs in 1926/27, or at
actual prices of the first year of their full scale production.
With a substantially large number of new products introduced
during this era of rapid industrialization, it is not difficult
to visualize the extent to which the distortion of statistical
data in "constant" prices may have been caused by such a
method of valuation of output; especially under conditions of
strong inflationary pressures which plagued Soviet economy
during the period under consideration.36

(b) It is true that those prices which were used for the
purposes of evaluation of output in "constant" prices ex-
cluded the turnover tax. Nevertheless, at least a part of
the turnover tax crept into the costs of such enterprises via
prices paid for raw . materials, supplies, and so on.

Undoubtedly, the above noted difficulties are magnified

A

not only by the maintenance of different and somewhat unrelated

368. N. Prokopovich estimates the purchasing power of

one ruble as follows: 1928 -- .848; 1929 -- .788; 1930 --
.662; 1931 -- .572; 1932 -~ .516; 1933 -- .457; etc., S. N.
Prokopovich, Narodnoye Khozyaystvo SSSR (National economy of
the USSR) (New York: Izdatel'stvo Imyeni Chekhova, 1952), II,
p 179.
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levels of prices;for producers' and consumers' goods, but
also by the different rates of changes in these price levels.
Consequently, computations in current prices eliminate the
danger of running unjustified and arbitrary adjustments on
account of price movements over time. However, there remains
the possibility of unreliability of the basic statistical data.37

Finally, it is desirable to compute the values of the
newly formed capital in current prices not only for the pur-
pose of simplification of computations, but also for methodo-
logical reasons. We are interested in the values of newly
formed capital in the Ukraine and its relative position to
other indicators of economic development not only over a
period of time but also at each point of time. As stated above,

this computation can be done more easily in current than in

constant prices. Second, it is not necessary to account for

7For example, at the December, 1958 plenary meeting
of Central Committee of the Communist Party, N. S. Khrushchev
accused G. M. Malenkov of improper misrepresentation of the
gross output of grains in 1952. Whereas Malenkov, using the
biological method of estimation, reported the grain crops as
being equal to eight million poods, Khrushchev claimed it to
have been no more than 5.6 billion poods. A. Z. Arkhimovich,
"Zyemledel'cheskoye khozyaystvo SSSR v 1958 g.” (Agricultural
economy of the USSR in 1958), Vyestnik Instituta po Izucheniyu
SSSR, 3 (31), (July--September), 1959, p. 15, citing N. S.
Khrushchev from Pravda, December 16, 1958.
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price differences in the various areas of the USSR when ap-
praising capital flow between the Ukraine and the rest of the
Soviet Union. The real value of capital to the importing or its
real burden to the exporting nation does not depend upon prices
and their relationships elsewhere. Consequently, the value
of the Ukraine's capital imports, or the burden of her capital
exports should be appraised in connection with economic, social,
and political circumstances existing in the Ukraine at the

time.
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CHAPTER III

CAPITAL-FLOW ANALYSIS:
UKRAINE VS. THE REST-OF-THE-UNION

A. BUDGETARY REVENUES

In the Soviet Union the individual enterprises are
subordinated to the all-Union, republican, or local authorities.
Most of the times, it is not the location of an enterprise
that determines under which authority a plant or a group of
plants is to operate. These decisions are usually based on
the extent of control which the central government desires to
retain over the operations of that segment of the economy, or
the importance that Moscow assigns to an industry in the
fulfillment of the general economic plan.

Tendencies towards centralism have penetrated the
thought and the work of the central government in the USSR.
They were reflected in the activities of its economic
agencies from the very beginning of economic planning.
Assisted by a desire for swift and complete integration of
the economies of the individual republics into one Soviet
economy, political centralism, from the point of view of
Russians, tends to create the atmosphere necessary for
justification of partial or complete disregard of economic

interests of other national republics in favor of goals
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established by Moscow. Thus, at least in Soviet literature,
unilateral non-compensatory transfers of wealth among the
republics upon instructions from Moscow are relieved of the
somewhat unpleasant connotation of economic colonialism and
exploitation which may otherwise be attached to them. On
the contrary, they are defended by Russian economists as
acts aimed at bringing about more rational distribution of
industries in the country, development of backward economies,
and the like.

Yet, even now, after four decades of Russian communist
rule in Eastern Europe, problems faced by economic planners .
in Moscow suggest that such explanations failed to eliminate
the centuries old economic and political conflicts between
the center and the non;Russian national republics. As
recently as 1957 N. S. Khrushchev found it appropriate to
dwell on the "dangers of the trends toward autarchy in the
economies of the national repubiics“ and the problem of
"distribution of accumulated capital in accordance with all-
Union interests, though it is necessary to take into account
the fact that in several cases capital formation may take
place in one republic and the need for this capital may

arise in another republic."l As a result, a peculiar

1Vsevolod Holubnychy, The Industrial Output of the
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economic structure has come into being. It comprises
irrevocable unilateral rule of the central government over-
imposed upon a complex of semi-closed economies of the
constituent republics.

As pointed out in the previous chapter, a careful
review of Ukraine's economic relations with the rest of the
Soviet Union becomes imperative precisely due to this unusual
position she occupies with respect to the power structure
and the political organization of the USSR. These relations
are channeled through and reflected in several areas of
economic activity, like movement of goods, credit, and
income. It is suggested that direction and size of these
movements can be discovered more easily by studying insti-
tutions and agencies which are given the power to direct

and control them.

The Budgetary System of the USSR

It is generally agreed that the budgetary system

represents the most powerful single tool of governmental

Ukraine, 1913-1956 (Munich: 1Institute for the Study of the
USSR, 1957), p. 1, citing N. S. Khrushchev from Pravda,
March 30, 1957. '
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control over the economy in the USSR. It concentrates and
places at the disposal of the government resources probably
equal to some two-thirds of the .USSR's national income. As
such, it enables various levels of government not only to
influence but also to direct the development of the economy
with varying degrees of precision.

The Soviet budgetary system encompasses three major
types of budgets, each of them corresponding to a certain
level of political organization: the local budget, the
republican budget, and the all-Union budget. The "local

budget" (myestnyi byudzhet) refers primarily to finances of

local authorities. However, this term is also used in Soviet
economic literature to designate both a summary of local
budgets on the territory of a specific republic and their
consolidation for the entire USSR.

The "state budgets of the Union republics" (gosudar-

stvyennye byudzhety soyuznykh respublik), which are prepared,

requested from Moscow, and carried out by their respective
governments are also consolidated for the entire USSR. The

"all-Union budget" (obshchesoyuznyi byudzhet) reflects not

only activities of the central government and its agencies.

It also includes some elements of financial accounts (e.g.,
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subsidies) of economic institutions and enterprises on the
territories of the constituent republics which, for purposes
stated above, are placed under direct jurisdiction of Moscow.2

It is probably desirable at this point to further
clarify Soviet terminology on budgets. This is especially
important with respect to the pre-World War Two period.
First of all, the practice was to consolidate the all-Union

budget and the state budgets of all republics into the

"unified state budget" of the USSR (yedinyi gosudarstvyennyi

3
byudzhet SSSR). The "combined budget" (svodnyi byudzhet),

on the other hand, included all three budgets--all-Union,

republican, and local, i.e., the unified state budget plus

2For a brief review of distribution of revenues and
expenditures among these types of budgets see, for example,
N. N. Rovinskiy Gosudarstvyennyi byudzhet SSSR (State budget
of the USSR) (Gosfinizdat, 1944), Chapters 1 and 2; K. N.
_Plotnikov, Finansy i kredit v SSSR (Finances and credit in
the USSR) (Moscow: Vysshaya Partiynaya Shkola pri TsK KPSS,
1956), pp. 21 ff.; Alexander Baykov, The Development of the
Soviet Economic System (Cambridge: Cambridge University
Press, 1950), pp. 391-397.

3

R. W. Davies, The Development of the Soviet Budgetary
System (Cambridge: Cambridge University Press, 1958), p. 84;
TsUNKhU .Gosplana SSSR, Sotsialisticheskoye Stroitel'stvo SSSR
(Socialist Construction in the USSR) (Moscow: TsUNKhU Gosplana
SSSR, 1934), p. 491--hereafter referred to as Sotsialistiches-

koye Stroitel'stvo. It is interesting to note that Sotsialis-
ticheskoye Stroitel'stvo, 1934, is probably the only source
which has used the term yedinyi to designate also the all-
Union budget (p. 491).
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4
the local budgets.

Until 1938 "state budget" (gosudarstvyennyi byudzhet)

denoted a summary of the all-Union and republican budgets.
Inasmuch as it specifically excluded the local budgets, it
was equivalent with the unified state budget. However, since
local budgets were included in the state budget from 1938
onwards, the state budget replaced the previous concept of
the combined budget, which was subsequently discontinued.5

In addition, from 1939 the social insurance budget was also
included in the state budget.6 Inasmuch as many present
Soviet economists use the term state budget in its present

. 7 . .
broad meaning, it becomes necessary for a student of Soviet

4Sotsialisticheskoye Stroitel'stvo, 1934, p. 494.

5R. W. Davies, op. cit., p. 84, note 1. On the other
hand, A. Baykov and F. D. Holzman (citing Baykov) list 1939
as the first year in which Soviets began to include local
budgets in the state budget. See: A. Baykov, op. cit., p.389;
F. D. Holzman, Soviet Taxation (Cambridge: Harvard University
Press, 1955), p. 215.

6

A. Baykov, op. cit., p. 389; F. D. Holzman, op. cit.,
p. 215.

7For example, K. N. Plotnikov consistently uses the
concept of state budget to designate the consolidation of all
three budgets. At least he is careful to explain it in notes
to his tables: "State budget of the USSR includes the Union
budget and the budgets of the union republics. ' Revenues and
expenditures of republican budgets are combined with revenues
and expenditures of local budgets, with the exception of the
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economy to proceed with caution in comparing more recent
economic literature with the earlier publications.

Whereas local and republican budgets are often made
available in various publications, it appears that the all-
Union budget has never been published by itself. This
statement is justified at least to the extent that this
writer has been unable to locate any publication presenting
a satisfactorily detailed enumeration of revenues and expend-
itures.. of the all-Union budget. The only notable exception
to this is the disclosure of the all-Union along with
republican planned budgets for several consecutive years in
the late 1920's in some selected publications of the State

Financial Publishing House.8 It looks like the 1929/30

amounts transferred from republican to local budgets in the
form of deductions from state revenues." See his: Byudzhet
sotsialisticheskogo gosudarstva (Budget of socialist state)
Gosfinizdat, 1948), p. 17; Ocherki istorii byudzheta sovyets-
kogo gosudarstva (Essays in history of the budget of the
Soviet state) (Moscow: Gosfinizdat, 1954), p. 106. This is
also evident from his analysis of the state budget in his
Byudzhet sovyetskogo gosudarstva (Budget of the Soviet state)
(0GIZ~-Gosudarstvyennoye Izdatel'stvo Politicheskoy Literatury,
1945), p. 63 ff.

8Such as: Ob'yasnitel 'naya zapiska k proyektu yedinogo
gosudarstvyennogo byudzheta SSSR na 1928/29 byudzhetnyi god
(Explanatory note to the project of unified state budget of
the USSR for 1928/29 fiscal year) (Moscow: Gosudarstvyennoye
Finansovoye Izdatel'stvo Soyuza SSR, 1928); Yedinyi gosudar-
stvyennyi byudzhet Soyuza Sovyetskikh Sotsialisticheskikh
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budgets were the last ones to be published in this form.
Yet, as far as the fulfillment of the all-Union budgets
is concerned, even as an authoritative source as the Bulletin
of Financial and Economic lLegislation dispenses the subject,

inter alia, just with very brief reports of total receipts and

disbursements.9 Thus, the values for the fulfillment of the
all-Union budget must be obtained indirectly from the unified
state budget. Such an analysis is presented in Tables I and
II. THE UNIFIED STATE BUDGET AND THE STATE BUDGET OF UKRAINIAN
SSR. 1In these tables both revenues and expenditures are
gathered by fiscal periods and expressed in current rubles.

A few words of explanation are in order. The Soviet
financial system has undergone major changes during the first
five-year-plan period. These changes not only involved
important revisions in the methods of financing business

enterprises and other economic institutions (like abolition

Respublik na 1928/29 byudzhetnyi god (Unified state budget of
the USSR for 1928/29 fiscal year) (Moscow: Gosudarstvyennoye
Finansovoye Izdatel'stvo Soyuza SSR, 1928); Yedinyi gosudarst-
vyennyi byudzhet Soyuza Sovyetskikh Sotsialisticheskikh Res-
publik na 1929/30 god (Unified state budget of the USSR for
1929/30) (Moscow: Gosudarstvyennoye Finansovoye Izdatel'stvo
SSSR, 1930).

9See various issues of Byulleten' Finansovogo i Kho-
zyaystvyennogo Zakonodatel'stva, published reaqularly in Moscow
since 1925.
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of trade credit), but also resulted in far reaching reforms of
Soviet taxation system. As a result, a new budgetary system
has emerged in the early 1930's.

One would be greatly underestimating the nature of
the Soviet budgetary system, if one were to conclude that,
over a period of time, all it reflected was its readjustment
to the changing economic conditions and the search for
simplification of tax revenue structure. For, in the system
of extensive economic planning and domination of industries
by the government, "the state budget of the USSR is an in-
separable part of the economic plan and it is constructed on
the basis of the plan of economic development of national
economy . . . .“10 Moreover, it is so closely linked at
every point with the economic plan that they are usually
approved together.ll Indeed, the direct relationship be-

tween the fulfillment of the budget and of the economic plan

is invariably conditioned by this close connection of the

.

lOK. N. Plotnikov, Finansy i kredit v SSSR (Finances

and credit in the USSR) (Moscow: Vysshaya Partiynaya Shkola
pri TsK KPSS, 1956), p. 27.

llA. Baykov, op. cit., p. 395.




v
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USSR budget with all the branches of the economy.12

"The close connexion of the U.S.S.R. budget system
with the country's economic plan and its social and cultural
programme naturally result in the U.S.S.R. budget system
playing a major part in the redistribution of the country's
national income . . . ."13 We are assured by the Soviet
economists that "a substantial part of the national income
is being distributed through the budget . . . ."14 This very
aspect of the size of the ﬁudget relative to the national
income made it possible for Moscow to utilize the state
budget as an effective tool of economic and political controls.
Of course, the necessary justification for centralized control
over the distribution of funds is neatly dressed in statements
bordering on both practicality of measures and ideology. To

put it in the words of a prominent Soviet economist, measures

established by the national economic plan and, consequently,

12 .
K. N. Plotnikov, Byudzhet sovyetskogo gosudarstva

(Budget of the Soviet state) (0OGIZ--Gosudarstvyennoye Izdatel'-
stvo Politicheskoy Literatury, 1945), pp. 9-10.

13A. Baykov, op. cit., p. 399.

14 . . . . .
K. N. Plotnikov, Finansy i kredit v SSSR (Finances
and credit in the USSR) (Moscow: Vysshaya Partiynaya Shkola
pri TsK KPSS, 1956), p. 27.
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the corresponding budgetary expenditures ". . . are dis-
tributed . . . among separate budgets not in relation to
revenues assigned to them, but rather in accordance with the
general tasks of socialist construction, defense requirements,
and needs resulting from the Leninist-Stalinist policy
towards nationalities."15 Budgetary deficits in the regions
where plans deliberately call for expenditures higher than
those which can be supported by revenues produced in the area,
are covered by ". . . redistribution of resources within the
budgetary system . . . ."16 This whole process of the uni-

lateral transfers of wealth is called by Soviet economists

the "budgetary regulation' (lyudzhetnoye requlirovaniye).

Budgetary regulation is achieved primarily by aid
of such a definition and classification of receipts which
permit legal retention of the major revenue producing taxes
and non-tax items in the all-Union budget, i.e., in the hands
of the central government. Only part of these "state revenues"
re-enters republican and local budgets. And re-allocation

of state revenues to their original source is quite flexible.

15N. N. Rovinskiy, op. cit., p. 46.
®1bia.
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It depends almost entirely on the size of the budgetary
deficit resulting from specifics of economic development in
a given area, as provided in the centrally approved economic
plan. Consequently, inasmuch'as £he all-Union budget is not
subject to scrutiny by the republican governments and local
authorities, it provides central government with the mechanism
which handsomely conceals the inequities resulting from such
an arbitrary redistribution of income and wealth among the
various republics of the Soviet Union.

let us re-emphasize that the purpose of our analysis
is to uncover the actual flow of funds between Soviet Ukraine
and the remainder of the USSR; Lest our computations are
misdirected, the distinction among various methods of formal
presentation of Soviet budgets as well as the effects of
fiscal and financial reforms of 1930 on the entire budget
system should be borne in mind. First of all, inasmuch as
activities of local authorities seldom transcend the bounda-
ries of their territories, local budgets should not enter
this analysis, except for their relationship with other
links in the budgetary system represented by inter-budgetary
transfers. To the extent that Plotnikov specifically includes

local budgets in his presentations,17 in spite of the fact

7
See note 7, above.
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that his estimates are often quoted by other Soviet economists
we prefer to base the computations on official statistical

returns collected in Sotsialisticheskoye Stroitel 'stvo, which

are more complete and more relevant to our work.

Second, fiscal and financial reform of 1930 had a
dual effect on Soviet budgetary system. By consolidating
many taxes and non-tax levies in a few entries, it rendered
pre-1930 budgets largely incomparable, for some purposes,
with those of 1931 and subsequent years. It is for this
reason that a number of both Soviet and Western economists
prefer statistical series which adjust 1928/29 and 1929/30
budgets to the post-reform budget classification.19 This
analysis, on the other hand, does not call for such theo-

retical adjustments.

18F. D. Holzman points out that Plotnikov's total

figures are at variance with a summary of individual items
listed by him. In addition, they are not readily reconcila-
ble ' with estimates of some earlier writers and statistical
collections. However, it appears that Holzman accepted
Plotnikov's estimates primarily because (a) Plotnikov's is
the "only one Soviet book . . . available in this country
which includes fairly complete series of budget data . . ."
for the entire inter-war period and, probably more importantly,
(b) ". . . it has the additional merit of adjusting the data
for comparability as far back as 1928/29 . . ." (op. cit.,
pp. 216, 320).

9For example, see note 18, above.
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In addition to changes in the structure of revenues,
1930 reform contained provisions which greatly revised
revenue distribution among the all-Union, republican, and
local budgets.20 Since the new rules on reallocation of the
various revenue items among these budgets did not become
retroactive at all, such theoretically adjusted 1928/29 and
1929/30 budgets are not acceptable for our purposes. This
is another and a more important reason for our retaining of
the original versions of 1928/29 and 1929/30 budgets in

Tables I and II.

The Turnover Tax

Difficulties arising out of shortcomings of Soviet
statistics in general have been presented elsewhere in this
paper. Also, we need not elaborate any further on the fact

that many vitally important series are simply not available

OMany of these changes are discussed in some already
referred to Western studies of Soviet economy. They also
appear in most Soviet writings on budgets and fiscal problems.
A more complete picture of differences in inter-budgetary
distribution of revenues can be obtained by comparing in-
structions of the People's Commissariat of Finances which
elaborate on classification of revenues. See, for example,
instructions number 182, dated December 28, 1929 (Izveyestiya
Narkomfina SSSR, 13, 1930, p. 267) and number 210, dated May
31, 1931 (Byulleten' Finansovogo i Khozyaystvyennogo
Zakonodatel'stva, 16, 1931, pp. 8-15).
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to the Western student of Soviet economy. Soviet economists
are equally hindered by the secrecy with which the USSR
government views statistics. Although the situation has
improved in the more recent years, even now, Soviet economists
are limited to handbooks published by the Central Statistical
Administration and, as a general rule, cannot gain access
to its rich files.21 Of necessity, therefore, in many
instances our estimates cannot claim absolute accuracy and
should be accepted as suchf Their improvements will have to
wait until additional information is released and published
by the Soviet government.

The strategic importance of the turnover tax in
capital accumulation and in fulfillment of economic plans
is continuously emphasized by Soviet economists. For example,
Ryabov appreciates the role of the turnover tax in the
following manner:

During the first and second five-year plans, the

turnover tax and deductions from profits represented

those concrete forms of national income which were
directed by the Soviet government entirely to

21Vsevolod Holubnychy, "Government Statistical
Observation in the USSR: 1917-1957," American Slavic and
East European Review, 1 (February), 1960, p. 41.
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accumulation and other needs of socialist society . . . .22
Yet, primarily due to the indicated secrecy which
surrounds Soviet statistics and finances of the central
government, analysis of the origins and the sources of this
tax has been left virtually untouched to the detriment of
much needed economic research. The seriousness of the
situation is so great that Soviet economists gathered at a
conference of the State Planning Board in March, 1959 were
led to conclude that it is impossible to determine the
actual collections of the turnover tax on the territory of
a republic.23 The same convention threw some light on the
importance of such computations by criticizing the suggestion
to omit the turnover tax from compilations of national in-
comes of the republics on the grounds that, if accepted,
such a procedure would produce results which would not reflect

the true level of the national income of a republic, but

rather a much lower one.

22 . . . . .
N. Ryabov, Sotsialisticheskoye nakopleniye i yego

istochniki v pyervoy i vtoroy pyatiletkakh (Socialist accu-
mulation and its sources in the first and second five-year
plans) (Gosudarstvyennoye Izdatel'stvo Politicheskoy Litera-
tury, 1951), pp. 140-141.

3Diqest of the Soviet Ukrainian Press, 12 (December),
1959, p. 5, citing M. Yarmolynsky, "Elaboration of the balance
of national income of the Ukrainian SSR," Ekonomika Radyan-
s'koyi Ukrayiny, 3 (May-June), 1959, pp. 66-72.

24Ibid.
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The financial reform of 193025 provided for unification

of fifty—four26 different taxes levied upon the socialized
sector of the economy in a single turnover tax.27 Throughout
the years, in spite of a number of modifications, the turnover
tax has remained very similar in its nature to the excise tax.
It is levied on a single product or a group of commodities,
rather than on output or trade in general. Unlike the craft
tax, it is a single-stage tax. And finally, it is often used

with discriminative purposes in mind.

25For more detailed discussion of this reform, the

reader is referred, for example, to relevant sections in the
following works: R. W. Davies, op. cit.; F. D. Holzman, Op.
cit., V. V. Obolensky-Ossinsky and others, Social Economic
Planning in the Union of Soviet Socialist Republics (The
Hague: The International Industrial Relations Association,
1931); A. Suchkov, Dokhody gosudarstvyennogo byudzheta SSSR
(Revenues of state budget of the USSR) (Moscow: Gosfinizdat,
1955); already referred to publications by K. N. Plotnikov;
N. N. Rovinskiy, op. cit.; I. Kabachkiv, "Rekonstruktsiya
podatkovoyi systemy v SSSR" (Reconstruction of taxation
system in the USSR), Suchasni problemy ekonomiky Ukrayiny
(Contemporary problems of Ukraine's economy) (Warsaw:
Ukrayins'kyi Naukovyi Instytut, 1936), Vol. XXXII, Book 8.
It is noted that Kabachkiv's work represents probably one

of the best reviews of the background and chronology of the
reform.

26K. N. Plotnikov, Ocherki istorii byudzheta sovyet-

skogo gosudarstva (Essays in history of the budget of the
Soviet state) (Moscow: Gosfinizdat, 1954), p. 11l1.

27A list of these taxes appeared in circular number
623 of the People's Commissariat of Finances dated September
7, 1930. Izvyestiya Narkomfina SSSR, 38 (457) (December 12),
1930.
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For analytical purposes the turnover tax collections
should be segregated into those coming from the consumer in
general and from the additional taxation of peasantry. This
results from the different positions the turnover tax assumes
with respect to industrial and agricultural consumer goods.
In the case of industrial goods ". . . the 'share' of village
and town in payment of tax is proportionate to their share in
the purchase of goods . . . ."28 With regard to agricultural
commodities purchased from collective farms by the govern-
ment this is far more complicated. Difficulties arise from

the fact that the obligatory delivery prices paid by the

government for farm products serve, inter alia, as a means

of collecting a part of the income of collective farms and
placing it directly to the disposal of the government.29
Accordingly, prices paid by the state procurement agencies
to collective farms are but a fraction of retail prices at
which the government resells goods to the consumers. 1In

addition, these prices very frequently do not cover the cost

of production of agricultural commodities. The difference

28R. W. Davies, op. cit., p. 293.

29A. V. Bachurin, Pribyl' i nalog s oborota v SSSR
(Profits and turnover tax in the USSR) (Moscow: Gosfinizdat,
1955), pp. 24, 43.
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between the procurement prices (plus handling, processing,
and distribution costs) and retail prices is collected by
the state in the form of turnover tax.30 At least that part
of such collections which accrues to the state as a result
of underpayment to the farmer constitutes ". . . a tax on
agricultural producer rather than on the general consumer
and is the monetary equivalent of the tax in kind. Part of
it represents land rent . . ."31 The remaining part of
this tax in kind on agriculture invariably constitutes
forced savings exacted from the agricultural sector over
and above the savings of the population in general.

It follows from the above, that the inclusion of the

land rent and the disproportionate forced savings of rural

population into the turnover tax presents a special problem

30F. D. Holzman, op. cit., p. 82. According to A.

Suchkov (op. cit., p. 101) the difference between the costs
to the state and wholesale prices of agricultural (bread)
products is paid by the procurement agencies in the form of
turnover tax. It appears from this that any additional
turnover tax on bread, if any. (i.e.. over and above the
wholesale price) should apply both to village and to town
in proportion to their purchases of the product, provided,
of course, that the wholesale prices established by the
state are consistent with relative scarcities of these
products.

3lHolzman, op. cit., p. 82.

321p14.
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in the allocation of the turnover tax receipts to a speéific
republic. For whenever’' a republic becomes a net exporter of
its farm products with respect to the rest of the USSR, it
assumes more than its share of the turnover tax burden.

Neither of these two elements of the turnover tax
collections has ever been quantified. Nevertheless, it is
possible to discover the order of the magnitude of this tax
in kind on agricultural producer in total by comparing
whatever little information is available.

It is very interesting to note that in spite of
increasing food shortages and concomitant price increases
of food products during the first five-year plan period

. . . . 3
(accompanied by minor changes in procurement prlces),3

33 . .
For example, procurement price for rye grain per

100 kg. rose from an average of 5.72 rubles in 1928/29
(Ekonomicheskoye obozreniye, 2, 1930, p. 178) to 6.80 rubles
in 1934 (James Coogan, "Bread and the Soviet Fiscal System,"
The Review of Economics and Statistics, 2 (May), 1953, p.
164). As a matter of fact, Coogan's 1934 price is that of
1931/32 as he assumes that it remained constant until Janu-
ary, 1935. On the other hand, Jasny cites the following
price changes for one kg. of rye bread: 1928 - .08 ruble;
April, 1933: .125-.25 ruble for rations and 2.50 rubles in
"commercial" stores. Naum Jasny, The Soviet Price System
(stanford: Stanford University Press, 1951), p. 32. Thus,
while procurement price of rye grain increased only 17.5
per cent, prices for rye bread rose in the same period by
56.3-212.5 per cent for rations and by more than 3,000 per
cent in commercial stores.
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proportion of turnover tax receipts from food industry has
remained remarkably stable throughout these years. Ac-
cording to the dinformation gathereéd in Table 3-1, agriculture
together with food industry provided between 52-56 per cent
of turnover tax revenue (or its equivalent in 1929/30).

Several qualifications are in order. We have stated
above that the Soviet government has learned quickly to rely
on turnover tax as a means of balancing population's money
incomes and consumption<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>