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MEMORANDUM OX THE GENERAL AND SPECIAL
TQUATIONS FOR THE SOVIET ECONOMY

The speeial cqration und:r dicenssion is borrowed
frem cash nlamning, c¢qating "oal cash receipte
‘aga nst total cash pavm niw. It also happens to ex-
Dpress tho total cconomic relations boiwesn the state
and tbs individuals with the latter in the different
capacities of producerz, of consumms, of tax-payers
end of savings depos.ior:. Furthormore, the planning
of pricss and wages, and cons quintly the increm:mt
and dcerem:ni of savings-acual sasings, not the
deferred ela'm: to preducis aie conveniently sum-
mariged and rfi-cted in tho cquation. It has been
eriticiged that it dcs not confirm to the principle of
accouniing :nd the most important item of stato
gav ngs is not included. As transeclions between state
o ganisations do not involve cash and ths stats eav.ngs
is tho n-t s ate production retaincd and not dealt out
to individ.als, it i3 nceessarily cxclud:d from the
(quation. By acco ntng principles on would genssally
unde:; tand that doulle «niries m st ba mado for the
two aspec’s of ons thing, ceiticism is ovidintly ra’s d
from misund:rstand ng this eq ation as sommthing
accounting for the distrilution of tb> total income.
The following cialvation shows th: rclat'on bitween
this (quation and the general income «q a fon.

The g neml ino>m: equation for any given period
is ar tollows:

IaP=U+8 whro I=the tolal earrint ineom»
P=tte total ¢.rront production
U =the total carrent cousumpl.on
S=the total curr:nt savings ™"

Tor the simnlest imaginabls ense whore there is
no agricult:re, no tan.portation and no governm-nt
administration, progicssive equ libr.um i8 man@wins
when the followmyz cquations are setisfed.



(K-=W)+(C-W;)=K=8 which is the same as
W+ W,;=C=U

where K =the total current production of capital goods-

C=the total current production of consumption
goods

W;=the total salaries and wages paid for the,
production of K

W,=the total salaries and wages paid for the
production of C
and all C produced is consumed.

Assuming away the expansion of circulating
capital in the form of net increase in the stock of
agricultural produce and of initial and intermediate
industrial products, and also negloacting the presence of
Sovhosie and productive co-operatives, the pressnt
Soviet economy, under the following simplifying
assumptions, may be represented as fol®ws :

L P U S K, C, W, W are to represent the
different entities as before.

Wo ndd

A=total agricultural production, consisting of
A,=portion of own consumption by farmers.
A =portion declivered and sold to the slate,
all absorbed by the industries with no
carry-over, i.e', the imitial and final stock
of agricaltural ‘material, in the who.e
industrial ‘prcoess, are equal.
m portion sold dircetly to consumers. :
V =total iransportation and public serviees, cen- -
sisting of , S
V,=portion rendered to the state industries::
and trade and absorbed in the value offs
K and C. g
V,=portion rendered to the consuming public.
Vs=portion rendered to the government' ad-
. ministration.



M= otal expenses of government administration,
consisting of

C,=consumption goods consumed.
Vy=as statd.
Wy=wages and salaries.

We f‘make

K=K1+K2, S=Sl+Sz+S‘ whers

K,=portion of K retained by the state.

Ky=portion of K sold ‘to the kolhogsie as
capital equipment.

8, =state savings.

S,=kolhosie savings, directly invested in K,

B8, =individual savings, indirectly and entirely
invested in the state industries.
Hence K;=85,+85;

And we make

C=C,4+C, and entircly consumed in the said
period, where
C,=portion” consumed by the consuming
public. -
C,=portiqgn consumcd by the government as
stated above.

Consequently we have

Total production P=K+C+A+V ‘
Total consumption U= (C;+C,+ AL+ A+ V4 Vy)

+ (Ay4Vy) _
Congumed by individuals consumed in
and gov’t. the industrial
proeess.

Total savings =S=8,4+8,+5;

Necessarily P=U+8, when their component terms
are equated.

But in order to ensure a Smooth economic flow so
that Cy, Ag V; are entirely consumed, and the kolhosie

R‘.



and individuals still realize their-savings S, S, after
paying their income tax t, sufficient puichas.ng power
must be placed to the collective farmers and industrial

and government workers neccording to the following
equation.

(Wt Wyt Wy + (Ap+ Ay =Cy + Ag+ Vo 8,4 Sy +
Total cash receipts by Total cash payments
individuals. by individuals.

(W, + W,+W;) =total purchasing power of tho in-

dustrial and govornment workers
(Ag+Ay) =total purchasing power of the
) collective farmers.

The above cquation is no more than an expanded
form of W+ W,=C

And it is just as much an economic condition to be
obtained, having no relevance to ths principle of
accounting.

A, is cancelled from hoth sides, and the equation
represents the total economic relation between the
state aud the individuals.

Transposing the savings to one side, we have
S+ Ss=W,; + W+ Wi+ Ay—Cy = Vy—t

It can be incorporated into the general inceme
equation by substituting

(Sy4+ Sy with (W;+WatWe+4,-C=V;3-1t)
We shall then have state savings
Sj=K-— (W1+W2+W3+A2—CI—V2—t)
If K is considered as given, and W;, Wy, Wy, Ay,
C,, V., and t as variables, and neglecting Vg, t for
being comparatively unipporiant, we shall have as the

most important regulators of state savings in three
sets of variables.

4



(I W;+W,+W;=x wages and salaries.
(IT) A,= s agricualtural parchase prices.
(i1I) (= total retail prices to consumers.
S=lex—y+z

Bv decreasing wages or agrfcultural prices or hy
increasing retail prices, 8 will he increased. Assuming
no technological advance, it entails a shifting of labor
from A or C to K. A new equilibrium is attained
whon a greater K and smaller A or C are produced.

SaK 4

When the retail prices remain unchanged, and pur-
chasing power is decreased in virtue of decreasing x
and y, a smaller C is needed to maintain the equili-
Lriur, hence less labor is required.

When wages and agricultural purchase prices remain
unchanged and z is increased, tho real purchasing
powor is decreased. A mnow equilibrium has to he
aitained by reducing the q-antity of consumption
goods to be produced, hence also less labor is required.

Since a large part of C obtains ils raw material from
agriculture, lahor ean also bLe shifted from A to K
throagh these changes.

When the kxboe productivity is increased all around,
wages and agricnliural pu chase pricss can be increased
and retail prices can bo lowered in order to attain the
new cquilibrium in which sufficient purchasing power
to absoib C; and A, is again realized.

o , R




' TRANSLATION OF DR. VARGA’S REP.Y TO MY
MEMORANDUM O THE GENERAIL AND
SPECIAL EQUATIONS FOR THE
SOVIET ECONOMY

The working schems for the Soviet Feonomy,
which has begen submiiled 10 me, is, ingofar as I
could judge in the short time at my dispesal, generully
correct. It is an analogy to Marx’s scheme in “The
Capital.” Iowever, a fundamental difference must
not bo forgoiten, ie., Marx’s scheme gives the pjciure
of an imaginary equilibrium of the capitalisitc re-
production, an idcal equilibrium never realised in
practice. The anarchy with the ways of capitalistic
reproduction renders the realisation of such an equili-
brium impossible for any length of time. It would
be just an accident if the capitalistic reproducticn
’ahould ever once move in correspondence with the
"scheme. On the contrary, all elements of the Sovie$
Economy, with the exception of crop failure which
depends upon weather conditions, aro planned in
advance. By using terms such as “capital”, “wages”
and “savings” which are the categories of the
capitalistic economy, there always exists tho danger
for misunderstanding.



REPLY EROM DR. VARGA

Das mir ubergebene, fur die Sow jet-Volkswirtschaft
susgearbei.e Schema isi-soweit ich es in der mir zur
Verfugung stchenden Kurzen Zeoit beurteilen konnte-
im allgemeinen richtig. Es ist eine Analogic der
Schomata von Marx im Kapital. Doch darf der grund-
legende Unteischied nicht vergessen werden : die
Schemata von Marx geben das Bild eines vorgastellton,

aber tatsachlich niemals vorhandenen “idealon”

Gleichgewichts der ‘kapitalisiischen Reprodukiion. Die
Anarchie der  kapitalistischen = Produktionsweise
lesst das in den Schemata wvon Marx gezeichnete

Gleichgewicht real auf die Dauer nicht aufkommen.

Es ware bloss cin Zufall, wenn sich dis kapitﬁlistischo
Reproduktion einmal punktlich nach dem Schema von
Ma:x bewegen wurde. Hingegen sind alle Elemento
der Sowjetwirtschaft (mit Ausnabme des, von dem
‘Gang der Wiiterung abhangigen Ausfalls der Ernte-im
vorhinein gerlant. Bei Anwendung der Kategorien dor
kapi alistischen Wirtschaft-“Kapital,” “Aibeitslohn”,
“Eisparnisse” bosteht daher immer die Gefahr von
Missyerstandnissen.
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Total Congumption Ue (C, +Cy+ A3+ Ag+Vat+ Ve + (A2+VD
where (0;3+Cs +A1+Ag+VatVy) =Conmmed by
individuals and gov’t.
(44+Vy) = Consamed in the industrial Process
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