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INTRODUCTION

¢ basic problem facing any economy is
at of determining the alloca.tlon of the scar-
ce resources so that they will 80 as far as
ossible towards satisfying society’s ever in-
creasing wants Or needs. The allocational
rasks might be simpler in a primitive society
where the needs are limited, the means avai-
lable are scanty, and the range of choices is
narrow and less complicated. However, as an
economy Progresses and becomes more ad-
vanced, concern with scarcity relations dee-
ens and the need for a system of economic
information becomes .e.minent in order to
make any proper decisions concerning the
allocation of resources. This is where the
function of accounting could be appreciated.
Accounting is broadly defined as a process
of measurement and communication of eco-
nomic information needed for the proper al-
location of society’s resources and the effi-
cient conduct of its economic activities. As a
measurement process, accounting attempts
to assign quantitative measures to economic
properties and events. It is the concept of
value that accounting actually attempts to
quantify. Value does not need to be measu-
red when it is dealt with only as a theoretical
concept. But when dealing with this concept
' terms of production and distribution of
. nds and services, the quantification pro-
+s becomes necessary.
The use of prices represents one method of
antifying value. In a free market economy,
«ces are determined by the functioning of
= market mechanism directed by the forces
demand and supply. The automatic price
.chanism of a free economy acts as the
-nductor of economic activities and is en-
usted to bring about equilibrium and har-
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mony between supply and demand; between
production and consumption. This mecha-
mism, presumably, leads to the efficient allo-
cation of resources in a capitalist economy.

Prices as deternined by a free market me-
chanism are available for the accountant to
use in his calculations. In other words, they
provide accounting with some basis of value
measurement.

However, in a planned economy such as of
the socialist countries, the automatic price
mechanism does not exist. Prices are deter-
mined by the state and not by the forces of
supply and demand. Production decisions
are made according to a plan drawn by a
central planning authority. Therefore, ac-
counting under this type of economy would
have to assume a different role since there is
no market mechanism to help the accountant
in the process of measurement and assigning
quantifiable value to economic properties
and events.

It is the aim of this paper to examine the
role of accounting in a planned economy,
throw some light on the objectives of accoun-
ting and the problems of their implementa-
tion in such a system. Emphasis will be pla-
ced on the role of accounting in pricing. So-

me examples of the Soviet practices are pre-
sented.

PLANNED ECONOMY

By “planned economy”, it is meant an eco-
nomy where the activities of production and
distribution of goods and services in the
country are conducted according to a plan set
by the central authority or government, with
the aim of achieving the most rational utiliza-
tion of the society’s resources. This concept
implies a command economy in which the
pattern of production is regulated, not by the
market mechanism, but by the direction and
command of a central planning authority.

This type of economy is exemplified by the
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system prevaling in the Soviet Union as well
as the other Socialist countries. To better
understand how a planned economy opera-
tes, it is perhaps worth-while to briefly re-
view the planning process as it exists in the
Soviet Union.

THE SOVIET PLANNING

At the head of the Soviet planning machi-
nery, there is the Central Planning Commis-
sion (Gosplan). Then, there is a planning
commission in each of the sixteen Soviet Re-
publics. Each Republic is further divided in-
to regions and each region is equipped with a
planning commission of its own. Below that,
there are the districts in every region with
their planning machinery. Then there is a
planning organization in each town or village
in the district. But the lowest planning unit is
the factory or the farm. In addition to this
geographical organization, there is also a
functional organization of the planning agen-
cies. Each ministry has a planning unit,
which, in turn, supervises the planning sec-
tions attached to enterprises under its juri-
sdiction. Planning in the Soviet Union rests
on an elaborate and comprehensive statisti-
cal base. Statistical materials are provided by
the “Central Statistical Administration” and
its republic and regional counterparts who
gather data continually from the organs of
the appropriate economic ministries”.2 The
process of planning starts with the Central
Planning Commission formulating a draft
plan in consultation with the various mini-
sters. Targets for each ministry are worked
out individually and then submitted to the
Central Planning Commission in order to be
examined and coordinated into a single
comprehensive plan.3

Side by side, with this planning at the top,
the process of Soviet planning also starts at
the bottom. Each factory and each collective
farm and each state farm prepares its own

1. Mikhail Bor, Aims and Methods of Soviet Planning,
(New York: United Publishers, 1967), pp. 62-63.

2. Richard B. Purdue, “Techinques of Soviet Accoun-
ting”, The Journal of Accountancy, (July, 1959), p.
47.

3. M. L. Seth, Theory and Practice of Economic Plan-
ning, (Delhi: S. Chand & Co., 1967), pp. 62-63.

perspective plan on the basis of its past expe-
rience and future technical possibilities. The-
se plans of individual enterprises and farms
come up through both functional and geo-
graphical channels to the Central Planning
Commission. There is then a balancing of the
draft plans — one from the top and one from
the bottom. Necessary changes can be made
and the final plan can be prepared and sub-
mitted to the supreme Soviet authorities for
approval. As soon as the plan is approved, it
aquiries the force of law and it becomes bin-
ding.

Pglans are usually long term (five-years pe-
riod). But a long term plan is usually divided
into concrete plans of one-year and less.

The over-all plan is broken down to plans
for individual enterprises or industries. An
enterprise is legally bound to fulfill all plans
approved for it by the State. These plans are
developed first in terms of physical terms and
are called “production plans”. Later, the
production plans are restated in terms of mo-
netary units and thereby become financial
plans.?

To insure the coherence and compatibility
of the various production schedules, the So-
viets use a system called material balances.®
This system attempts to strike equations bet-
ween the various magnitudes of the plan so as
to keep it internally consistent in order to
prevent disproportions in the various sectors
of the economy. In each commodity to be
produced, an attempt is made to estimate the
total demand of such commodity and the
total supply is to be planned on these basis.
The total demand and the total supply availa-
ble during the planning period must balance
each other. In this way, balances have to be
made for innumerable commodities and ser-
vices to keep the plan coherent.

An economy which is based on such a pro-
cess, where the important decisions of pro-
duction and distribution for all sectors of the
economy have to be made at the top, will
need accurate and sufficient information.

4. E. Joe De Maris, “Problems of the Russian Accoun-
gaznt”, The Journal of Accountancy (July, 1959), p.

5. Abram Burgson, The Economics of Soviet Plan-
nin%,s(New Haven: Yale University Press, 1964),
p. 138.
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ROLE OF ACCOUNTING

. .pard B Purdue points out the following:
R ne Soviet Union has not succeded in esta-

-Thing an accounting system different in
b!'sd from that of the West. In the face of the
I(mctical problems of recording economic
pd caction the Soviet Union has been forced
“anadapt procedures distinguishable from
[gose of capitalist countries only by their uni-
formitys and by the artificial deten:mm.ation
by the state of accounting data whth in the
West are determined b}{ free competition.®
Accounting reports in the .Soviet Union
are designed to provide bagxs information of

roduction cost and quantity, and sales di-
sposition. These can be summarized by the

roper ministries and_sqult_ted to the Cen-
tral Statistical Administration, which, in
turn, summarizes and analyzes it for purpo-
ses of the Central Planning Commission and
other economic organs.” Accounting reports
by individual enterprises are standardized.
The purpose of such standardization is to
petter facilitate centralized control and plan-
ning. The reports are used in the evaluation
of the administrative organization and enter-
prise efficiency, and the efficiency of the allo-
cation process. The reports are also an inte-
gral tool in developing the plans.

The other distinctive feature of Soviet ac-
counting, and the most important one for the
sake of this paper, is that its system of prices
and costs is almost wholly determined by
.ccounting alone without any help from the

~arket process.® Prices in a capitalist econo-
1y are determined in the market place by
;pply and demand. These market prices are
ailable for the accountant to use in his
“=asurement and communication process.
ut, in a planned economy, as in the Soviet

nion, there is no market mechanism as such

; determine prices. It is the accountant’s

. Richard B. Purdue, op. cit., p- 51.

. Ibid., p. 48.

1. Robert Campbell, Accounting in Soviet Planning
and Management, (Cambridge, Mass.: Harvard
University Press, 1963), p. 16.

function to determine prices and put value on
goods produced. This function of accounting
IS an essential one since basis production and
d.lstn'bution decisions are based on accoun-
ting information. This seems to make some
writers believe that accounting is even more
essential to a planned economy than to a free
economy.® Their reasoning is found in the
fact that_, in a capitalist economy, decisions of
production and consuption are automatically
made in the market and determined by the
market price. Accounting calculation comes
after this process is completed in order to
measure the efficiency. But in a planned eco-
nomy, the accounting function comes before
decisions are made. The availability of ac-
counting prices is necessary before any pro-
per production decisions can be made in a
planned economy.

One of the basic criteria used in determi-
ning prices is the cost of production. Cost of
production in the Soviet Union means the
cost data provided by the accounting opera-
tion of Soviet enterprises. This leads to the
discussion of the Soviet methods of costing.

COSTING IN THE SOVIET
ENTERPRISE

The planning of prices in the Soviet Union
is directly connected with the planning of
costs. The money cost of production in a
particular enterprise is determined in the fol-
lowing manner. The cost is expressed first in
real terms. Various factors of input that go
into each unit of production are estimated
and translated into money terms. This mo-
ney cost is termed a “planned cost”. A cer-
tain percentage of profit is then added to the
planned cost in order to determine the who-
lesale price in which the output is to be tran-
sferred to distributive stores or other enti-
ties.10

Emphasis in the Soviet accounting is pla-
ced on the unit cost of production. The unit
cost of production has been cited as “proba-
bly the most emphasized indicator of success
or failure of an enterprise in the

9. T.I. B. Hoff, Economic Calculation in the Socialist
Economy (London: William Hodge & Co., Limi-
ted, 1949), p. 230.

10. M. L. Seth, op. cit., p. 49.
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U.S.R.R.”." Professor Campbell has summa-
rized the main weaknesses of the Soviet cost
accounting system in the following: (1) Cost of
capital consuption (depreciation) is poorly esti-
mated; (2) current expenditures are not pro-
perly allocated among individual kinds of pro-
duct; (4) the use of broad aggregate accounts
results in poor tracing of expenses through the
plant; and (5) cost of individual products or of
separate process are often not ascertainable.

Depreciation. Depreciation charges in the So-
viet Union consist of two parts: “one is the
amortization of original asset cost and the other
is an allocation for estimated major repair cost-
s”.'8 These major repairs are called capital
repairs and are estimated over the life of the
assets. Depreciation rates in Russia are calcula-
ted on a straight-line basis. But inclusion of the
capital repair in the depreciation charge seems
to complicate the calculation and may result in
over or under depreciating of assets. Besides,
these capital repairs do not extend the life of
the assets or increase their productivity over
what is anticipated at the time of acquisition.

THE CONTROL FUNCTION
OF ACCOUNTING

One of the important functions of accoun-
ting is to provide information for control pur-
poses. This function has different tasks to ac-
complish in a planned economy from those in a
market economy. In a market system, the fore-
most purpose of control is to measure the effi-
ciency of factors of production employed wit-
hin a firm. In a planned economy, such as in the
Soviet Union, the problem of paramount im-
portance is the accountability to and the con-
trol of the firm by the supervisory units.

Plan fulfillment is considered the most im-
portant objective on the basis of which perfor-
mance is evaluated. Planning cannot be com-
pleted unless it takes into account the cause of

11.  Richard B. Purdue, op. cit., p. 49.

12. Robert Campbell, “Soviet Accounting and Econo-
mic Decision”, Value and Plan, ed. G. Grossman,
pp. 77-78.

13. Robert H. Mills and Abbott L. Brown, “Soviet
Economic Developments and Accounting”, The
Journal of Accountancy, (June, 1966), p. 41.

the fulfillment of the planned targets. But using
the plan itself as the criterion for evaluating an
enterprises’s performance has some obvious
drawbacks. Directors and managers of the en-
terprise will generally seek to have low target
goals which are easy to achieve since their per-
formance is measured by the achievement of
these planned goals. ' This will make firm ma-
nagers reluctant to introduce new technology
and to improve quality standards.

Another problem arises from the fact that
top level authorities in the Soviet Union are
interested in fulfillment of annual plans in phy-
sical terms, whereas the planned profit is ex-
pressed in money terms. Managers are often
squeezed by this situation. They attempt to
close the gap by such solutions as improper cost
allocations and the like. .

Supervision of the plans call for an indepen-
dent body of experts and technical accountants
unconnected either with plan formulation or
plan execution. This body should evaluate plan
fulfillment and enterprise performance in a
strictly impartial manner.

CONCLUSION

The problem in a planned economy is that its
pricing process, being artificial and arbitrary in
character, might lead to the wasteful allocation
of productive factors because it will not be
possible reckon precisely where its employ-
ment shall yield the maximum returns. The
main issue at this point is whether not accoun-
ting is able to develop an adequate technique
for pricing in a planned economy. The impor-
tance of accounting in a socialist economy is
stressed by the fact that any fallacy in comcept
or inaccuracy in practice has far-reaching re-
percussions since there is no market mecha-
nism to correct them.

The development of an adequate pricing sy-
stem for a planned economy depends on pro-
gress in measuring costs. The progress that has
already been made in developing adequate sy-
stems of costing in big capitalist corporations
gives a hope that an efficient pricing technique
baseq on costs may be achieved. This, of cour-
se, will depend on the progress in research that
is badly needed in this particular area.

14.  Ibid., p. 40.
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