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I. The Sitate Budget in the National Economy

The state budget is an integral part of the general system of plan-
ning, and is closely linked with the annual national economic plan. Both:
the budget and the plan are drawn up in a unified planning process
They are coordinated and jointly approved by state authorities. The budg--
et is the basic financial plan of the state, covering accumulation and.
allocation of these financial resources which are directly controlled by
the state apparatus.

The basic economic function of the state budget is the accumulation:
of financial resources and their allocation according to the premises of
the country’s policy for socio-economic .development. This function of
the budget is performed on the assumption that it covers'a significant
part of the national income. In this connection a significant part of the
national: incomeé 'is under the control -of the budget. On the average tle
budgetary income comes to 50-60% of the national income (in 1965 it
came approximately to 55%.) One of the results of the recent economic-
reforms, which in principle are based on self-financing of industrial or-
ganizations, will likely ‘diminish ‘the role of the state budget in the nati-
onal income. i

The control of the state budget over such a significant part of the:
pational income in Poland is primarily connected with the state control:

1} M, Orlowski and J. Pajestka : State Budget in the Planning System.
Observations from Polish Experience, UNO, April 1967, 14
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over the activity of socialized enterprises, banks, and other industrial
and commercial organizations. The income from these organizations rep-
resents over 75% of the total receipts of the state budget.

- 'The receipts of the state budget from socialized enterprises and the
.other organizations are mainly collected under two basic forms: first
as the tunrover tax which is differentiated for various groups of pro-
ducts and which in passing is an important instrument in the pricing
policy, and second as the state participation in profits. The relation
between these two main sources of budgetary receipts shapes more or
less as 6.5, - 3.5, Recently, a new tax has been introduced, which is fixec!
.as a percentage of the net value of fixed assets.

Since it has played a large part in the national income and its allo-
«cation; the state budget is the basic instrument of the redistribution of
the income. It has the basic influence on the formation of the proportion
of investment to the national income as well as on the directions of eco-
nomic development and on the development of various social services.

On the side of the state' budget .expenditure a major part goes for
the {inancing of the development of industry and other branches of the
economy (over 60% of the expenditure). Investment and subsidies for
certain branches of the economy and enterprises are financed primarily
from the state budget. Al present approximately 50% of all the invest-
ment ontlays is financed from the budget, although the share of the budg-
et in these outlays is decreasing and now it is much lower than in the
1950’s. The remaining part of the investment outlays is financed out of
depreciation, the financial resources owned by the economic organiza-
tions and the financial resources of the population. As regards financing
investment, the budget finances primarily the construction of new large-
scale industrial establishments and the infrastrizcture. Through its finan-
cing, the budget has a great influence on changes in the economic struc-
ture of the country and on creating favourable conditions for general
economic development as well as on the development of individual re-
gions of the country.

The next basic item on the side of the budgetary expenditure covers
the financing of social services, including outlays for administration,
health services, physical culture, education, science, culture, ast, public
order and national defence. In a situation when the needs of the popu-
lation for the above-mentioned social services are met to a large extent
at the cost of the state, it is understandable that the magnitude of the
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financial burden for the budget, for example for free medical service.
schooling, etc,, is very big. Thus, for example, the budget is the basic
source of financing education. The share of the budget in the overall
oullays for education comes to over 90%. The budgetary outlays on
current needs of social services (excluding investment and current out-
lays for the central adminisiration, national defence, etc.}) come ap-
proximately to 15% of the distributed national income,

II. The Budgetary System of Peland

The budgetary system of Poland is connected with the administra-
tive division of the country. In a simplified form it may be presented as
follows: :

Administrative Unit Budget of the Collective
Given TUnit

| 1. Rural Community

re
] 2. Distriet d d=rc + d
1 3. Voivodship v ' v—=d+ v

Under item 1, there is only one budget covering the receipts and
outiays of the given rural community (which is the lowest unit of the
administrative division of the country}. Under item 2, the budget consists
of the district budget (higher administrative unit) and the collective
budget composed of the individual budgets of all the administrative uniis .
within the area of the given district. Voivedship is the highest administ-
raiive unit and the structure of a voivedship budget is the same as that
‘of the district budget, its component parts being the budget of the
highest administrative unit and the collective budget covering the dist-
riet ' budgets. - o : ‘ :

For the enﬁre country there is a central budget and 2 state budget.
The state budget is composed of the central budget and the budgets of all
the administrative ynits of the country in a collective form.

The central budget covers over 85% of all the state expenditure.
"There is a tendency to decrease the share of the central budget in the
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state’s general budgetary expenditure, In the middle of the 1950°s ap-
proximately 95% of all the budgetary outlays were covered by the central
budget.

The central budget comprises receipts and outlays of the central
authorities. All outlays for national defence, maintaining public orde,
servicing public debt are financed from the central budget. Out of this
budget,- too, are financed cutlays for the economic .development of the
country. But financing of certain branches of the economy which are
the domain of the local authorities is left to the local budgets concerned.
The same holds for social services.

In general, out of the local budgets are financed a major portion of
outlays for communal services, health service, education, cultural activi-
ties, -agriculture, and others. The central budget covers the remaining
outlays of national importance such as the development of infrastructure
and industry (except the small-scale industry which is financed from the
local budgets), science, higher education, social weltare, the central
administration, etc. There is a clear and precise line of division between
the fields (economic and others) as regards financing them either from
the central budget or from the local budgets. .

The central budgetary outlays are made by the central adminis-
tration authorities (ministries}) and the local budgetary outlays - by the
people’s councils which are the organs of the local state authorities.

Receipts of local budgets consist of their own financial resources
and from financial allocations from the budget of the highet adminis-
trative unit. The latter are called equalization revenues. The revenues of
the local budgets consist mainly of taxes from productive enterprises
and economic organizations subordinate to the people’s councils con-
cerned. The equalization revenues consist of direct subsidies from a high-
er budget and a share in the revenues of the higher budgets of the
area, arising mainly from taxes, This system is designed to make the local
fiscal authorities in efficient collecting of taxes.

In the immediate post-war preiod the local needs were financed
to a large extent from the central budget. At that time the revenues of
the local people’s councils were so small that they could cover only an
imsignificant part of they needs. Gradually, however, the financial pos-
sibilities of the people’s councils-improved. This was possible to achieve
due to the economic development of the areas of activity of individual
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people’s councils. Increased receipts of the local people’s councils enabled
them to finance the local needs to a much greater extent from their own
resources, which is illustrated by the table below:

- Source of Revenue in %
Year Total Revenues
{(billion zlotys) Loeal Equalization
1851 9.1 18.7 . 81.3
19556 188 . 28.8 71.2
1960 57.9 - 1 54.4 45.6
1965 875 ' 53.3 48,7

The relationship of the central budget to local budgets is connected
with the problem of centralization and decentralization of finance as
well as with the problem of redistribution of income to individual re-
gions of the country.

Under the present sacial and economic conditions of Poland the
foliowing factors are hmltmg the sell- flnancmg possibilities of local bud-
gois: ’

a) The disproportions.in the level of economic development of in-
dividual regions of the country, which under complete freedom of sef-
financing could bring about further disproportions in- satifying the needs
of the population, especially in such fields as education, health service,
culture, etc.,

b) The necessity of keeping control by the central authorities over
the outlays of local authorltxes, mamly to ensure the effective realization
of the general line of the social-and economic development of the country.

The less disproportion in the level of the. economic development of
individual regions, the smaller necessity for the central control the un-
dertakings of the local authorities, and the greater possibility of attaining
freedom of self-financing by the local budgets. The necessity of redis-
tributing the national income on a regional basis and the necessity of
controlling the outlays result in the fact that about 50% of the local
budgetary outlays are still covered by the equalization revenues which
include about 1/8 of subsidies (in 1962 subsidies represented ap-
proximately 50% of the equalization revenues).

M. E. Kowferansiaw — B
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IIL = Towards Co-ordination of Plan and Budget

A close co-ordination of the budget with the national economic plan
was the major goal of the planning system in Poland from the very be-
ginring, This goal could be reached gradually, and although it still
presents .some problems, it can be stated that.in principle it has been
aceomplished.

At the time the centrally planned system was being introduced
(early post-war years), the budgetary system had at its disposal relat:
vely well established financial institutions, certain traditions and rela-
tively highly qualitied personnel. At the beginning the ceniral planning
apparatus was lacking experienced personnel, institutions and methods
of work. The socio-economic changes in the country have resulted in
the fact that this administrative apparatus showed strong dynamlsm and
acquired influence and grew in importance.

Of decisive significance for the growth in importance and influence
of the central planning apparatus was the fact that it had at its disposal
the investment outlays. For a certain period of time there existed two
separate budgets: the so-called “ordinary budget” and the “investment
budget” (state investment plan). The ordinary budget was disposed  of
by the financial apparatus while the state investment.plan was drawn
up and disposed of:by the planning commission. ‘Of course, the said two
insiruments were subject to the ‘general line of the state policy.

The begmmng of intensive industrialization of Poland (the 6-year
plan of 1950-1955) witnessed major reforms in the economic apparatus,
in the economiec policy and in the planning methods. One of the basic
directions of these reforms was to fully integrate the planning system.
In an integrated planning system the financial and budgetary problems
represent just one aspect in the whole economic process and are not
regarded any longer as the most important ones. In the state planning
system embracing a wide range of economic processes the financial
problems have become of a secondary importance. In consequence the
budget became completely subordinate to the national economic plan
and economic decisions have been concentrated in the central planning
apparatus.

In the integrated. planning system the coordination of economic
processes is expressed in the form of physical volumes and their finap-
cial implications are not realized automatically. In Poland the instru-
ments of this co-ordination have been formed and improved over a

I
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weriod of many years. Of special importance for the co-ordination of the
anational economic plan and the budget were the following measures:

a) adoption of the same notions, classifications, etc. both {for the
-plan and the budget '(i.e. establishment of a common terminology for
«Jocumentation),

b) working out-of the so-calied financial norms defining unit costs
wof various services and products, on the basis of which it is possible to de:
ftermine budgetary-outlays for the implementation of the planned tasks,

¢) close co-ordination of the preliminary estimates of the budget and
ithe plan at various stages of the planning process. This requires a har-
‘monization of the guidelines for drawing ap and approval of these do-
wuments,

d) drawing up of a system of financial plans within the framework
-of the national economic plan embracing not only the state budget but
also other financial incomes and expenditures, known as the financial
“balance-sheet of the -state.

Owing to the zbove-enumerated measures a close co-ordination. of

‘the state budget with the national economic plan has been achieved. As
the result, there are no fundamental divergencies between the plan and
sthe budget.

This close co-ordindtion of the budget with the economic plan s
«connected to a large extenit with the important role of short-term central
‘planning (annual national economie plans}-in guiding the economic pro-
-cesses. Under more decentralized system of management of the economy
the role of the plan decreases. In this connection new problems arise
‘between the economic plan and the budget and the role of financial
Gnstruments in regulating the economic processes increases.

IV. Plan and Budgef in the Process of Fermulation and Implementa-
“tion of Developmerni{ Policies : :

The basic premises of the policy for the social and economic deve-
Topment of the country, covering the goals as well as the means -nd
ways of their realization, are formulated in medivm-term plans, usually
covering a 5-year period. Long-term programmes for the economic de-
velopment of the country covering the period of 15-20 years are auxiliary
dnstruments for drawing up 5-year plans.
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Drawing up a S-year plan of economic development is not accom-
paiied by an elaboration of a 5-year state budget. It is rather the plam
itself which contains a general balance of production and the distribu-
tion of the social product and the national income as well as an inter-
sectoral input-output tables and the financial balance-sheet of the state.
These elaborations are amalytical = and serve to balance the general
assumptions of the plan, ie. that they ensure a general ecenomic equ-
ilibriom especially between the state and the state controll veceipst and
outlays.

“The general financial program drawn up as a part of the B-year plan
1s broader in scope than the state budget. It covers the whole process of
redistribution of income, among other things all investments, increases in
stocks and rescrves and the social services.

Attention should be drawn to the fact that the ' 5-year plan in
Poland is not designed merely to formulate the general assumptions ane-
guidelines for the economic policy of the country. The 5-year plan
includes detailed and precise investment programs for all fields of the
national economy. Particularly detailed are all new investment projects
and more important modernization schemes of existing plants. For minor
investments, of course, especially those to be financed by the emterprises,,
general estimates are given. The plan also contains a general reserve ol
financial resources for investments. This reserve is utilized during the
implementation of the plan for financing investments and other goals
which have not been provided for in the 5-year plan.

As it has been pointed out earlier, to achieve a full co-ordination of
the economic plan and the budget, a wide range of planning techniques.
may be used. They are first of all important for the coordination off
annual national economic plans with the state budget. Of great signifi-
cance is the financial balance-sheet of the state, which is an integra¥
part of the national economic plan and the input-output tables of ma-
terial and financial flows. -

The state budget -covers a certain portion of the- financial resources
and their allocation, that is it covers those resources which are directly
disposed of by the state apparatus (central and local authorities). Apart
from the state budget, the monetary resources are also utilized by enter-
prises and other economic organizations, through bank credit and the
financial turnover of the population. The process of accumulation and
allocation is included in the financial balance-sheel of the state: Hence
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it may be stated that the budget is an operative document whose general
guidelines are included in the national economic plan.

The budget is co-ordinated with the national economic plan during
the general planning process. Assumptions of economic activity as well as
Imancial conditions and effects are mapped out during the planning
process. It is difficult to guarantee that an agreement will be reached
on the assumptions of the plan and the budget in the form they reach
the central authorities. This is connected with the fact that at that level
both the budget and still to much greater extent the economic plan are
presented in'an aggregate form. Thus the possibility of joint co-ordination
of the plan and the budget are limited to a large extent to aggregations
and hence approximations.

Besides from the methods and measures aimed at ensuring the
greatest possible co-ordination of the plan and ‘the budget ‘there is a
certain division of competence between these two documents, This line
of division runs along the competence of the central planning apparatus
and financial apparatus. In general it has been accepted that the plan-
ning apparatus deal with the development problems while the financial
aparatus ‘with the current needs.

Thus, investment decisions are prepared by the planning apparatus. .

In this sphere the role of the budget is restricted to the execution of the
plan, i.e. to mobilization of financial resources for financing of the in-
vestmeni project and to control the utilization of the resources. The
tinancial apparatus is not of decisive importance as regards the selection
of investment to be financed. It may, however, exert some influence on
investment to be financed from the financial resources of the economic
organization concerned and through a bank credit.

On the other hand the financial apparatus and the budget are of
the greatest importance as regards the allocation of resources on current
needs fur social and, cultural services, administration, etc. These decisions,

prepared by the financial apparatus are approved by the state highest
authorities,

Experience shows that the co-ordination of the budget and the plan
consists in the utilization of the budget as one of the main instruments for
the implementation of the plan of economic development of the country-

§ 8. The Financial Balance-Sheet of the State :

1. The aggregate balances of the national economic plan consissts
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of the financial balance-sheet of the state including the balance of mone~-
tary incomes and expenditures of the population as well as the balance
of the total formation and distribution of the national income.

Aggregate balance-sheets constitute the financial approach to the:
entire process of reproduction, This is necessary to establish whether the
general principles of the basic sectors ot the plan are reciprocally
co-ordinated and balanced.

Balancing of the economic plan as a whole take place through its.
particular sectors, which is the subject of separate synthetic balances.

2 The subject of the financial balance of the state is to balance:
total incomes of the socialized economy with its total cxpenditures. The:
state expenditures are directed first of all to the maintenance of the non-
preductive sector and to the development of the. national economy.

The financial balance-sheet covers all the incomes and expendituress
accumulated and distributed by the socialist financial system whose basic:
links include: the budgetary system, the financial system of the socialized.
enterprises and the credit system. Thus, the financial balance is simul-

“taneously the balance of incomes and expenditures of. the socialist finan-
cial system. This financial balance, however, does not constitute the sums:
of operative plans prepared for the above-mentioned links of the system.
because, to obtain a clear picture of the whole, they are treated separa-~
tely. '

3. The scheme of the financial balance-sheet of the state as used
at present is illustrated in Appendix A to this information. For a clears
presentation of the balance-sheet its shorten, version is given below:.

4. a) The main item on the side of revenue. are the revenues from:
socialized enterprises, i.e. the state and co - operative enterprises. They
appear mainly under the form of financial accumulation,

According to the principles of the financial system of enterprises,.
the financial accumulation is to be understood as the accumulation
created by the overall activity of entreprises. It includes the difference-
between the sales value of production and manulacturing costs (accu-
mulation on sales) as well as results of the non-operative activity of en--
terprises (which are usually negative) and other profits: and!enexpecter
losses
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Revenue

Expenditure

I. Revenue from socialized sector:

1. Financial accumulation of en-
terprises

2. Depreciation allowances of en-
terprises

3. Payments on social insurance

4, Other revenues

. Revenues from the poim_]atioﬁ
. angd the private sector :

1. Taxes and fees paid to the state

budget .

2. Payments to budgetary _units
for services o

3. Payments connected with hou-
sing construction and various
investment funds

4. Growth of financial * resources
of the population

IIE. Surplus of export receipts
over import paymenis and other
revenue c¢onnected with fo-
‘reign frade turnover

1. Expgnditures on.

I Cﬁrreﬁt state budg'et expendi;

tures _
1. Social and cultural
tures

expendi-

*2. Social insurance

3. Finaneing of enterprises and
other economic units

4, Public administration and jus-
tice’

9. Other expenditures incl.” na-
tional defence .

CHL Expenditures ~on. accumulation

in socialist sector :
investments
_ and major repairs

R 2, incx"etﬁént of stocks and reser-

ves

- §IL. Growth of credits for the po-

- pulation and privafe sector:
1. Turnover cxjedits
2. Investment credits

. .3. Hire purchase ¢redit

IV. Excess of import payments

" over export receipts and other
expenditures connected with
foreign trade turnover

The whole finaneial

accumulation is included into the financial

balance-sheet, i.e. not only that part which is taken over by the state
budget under the form of turnover tax, budget differentials?, deduction
from profits, etc. but also this part which is left at the disposal of enter-
prisses and is redistributed outside the budget (e.g. funds allocated to the
fund of the enterprise or to the enterprise development fund).

2} In the Polish financial system there exists an equalizing fund in
the budget, which consists of the so-called budgetary differentials. When
they are negative they play the role of budgetary subsidies. When they
are positive they are the réverse of subsidies and have to be fransferred
to the budget. : : —
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Revenues of the financial balance-sheet from the socialized enter-
prises also include revenues which from the economic point of view should
be treated equally with the financial accumulation. They comprise first
of all payments on social insurance and taxes paid by certain kinds of
enterprises such as tax on real estate, which are included into the manu-
facturing costs,

These taxes and payments on social insurance have an impact on
the state budget (they are included into “Other revenues” above).

4. b) The so-called depreciation allowance of enterprises repre-
sent depreciation fund in_the part destined for reproduction of fixed
assets used in the process of production (ma]or repalrs) as well as in the
part which, according te. the financial system in force, is centralized and
destined for investments (extended reproduction).

Inclusion of the full dmount of investment outlays (gross investments)
and outlays on major repairs into the expenditures of the financial ba-
lance-sheet corresponds to the inclusion of the depreciation fund into .
the revenues of the financial balance-sheet of the state.

4. ¢) Revenues from the socialized sector also include profits of
the financial institutions, i.e. banks, insurance companies, saving - and-
loan co-operatives, lotteries, number games and the hire purchase credit
organization.

These profits are included into “Other revenues” above.

4. d) Revenues of the financial balance-sheet of the state from
the private sector and from the population comprise above all the taxes
and fees paid in favour of the state budget (e.g. land tax, taxes on sa-
laries and Wages) increase of the financial resources of the population
(both under the form of cash and savings), payments connected with
housing construction and various social funds (for example such as
Schools and Boarding-Schools Building Fund).

4. ) Financial results of .foreign trade. turnover also have an
impact on the financial balance-sheet of the state. Excess of imports over
exports increase expenditures while a surplus of exports over imports
increases revenues of the financial balance-sheet of the state.

5. There are two main groups of expenditures in’ the financial
balance-sheet of the state: the maintenance of non-productive sector and
the economic accutnulation.
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The first group is covered by the cwrrent expenditures of the state
budget. The other one comprises outlays on investments, major Tepairs
in the socialized scctor and the increment of stocks. A distinction should
be made here between market stocks, supplies of raw materials and
semi/finished products stored by enterprises of various branches of the
national economy and the state reserves.

Bank credits granted to the population and the private sector alse
«constitute an expenditure of the financial balance-sheet.

Data concerning credits are evidenced both on the side of revenues
and of expenditures of the balance-shect. On the side of revenues this
item covers credit repayments and on the side of expenditures - credits

- granted. '

6. The planned financial balance-sheet of the state as a rule shows
surplus of revenues over expenditures. This is the monetary reflection
.of this part of the national income for distribution which is not distributed
at the moment of drawing up the plan and is held under the form of either
commodities (market stocks) or means of production. Upon a comparison
of the surplus of the financial balance with the surplus of the balance
of monetary incomes and expenditures of the population it is possible to
estimate the proportions of these elements, both of which may enter into
. the financial balance surplus. ‘ '

This surplus, representing material . resources undistributed at the
stage of planning, constitutes the financial reserve of the socialized eco-
nomy. This teserve may be distributed in the course of the implemen-
tation of the economic plan. It should be treated, however, as a reserve
-which may be utilized in case of disturbances in the process of implemen-
tation of the plan, which might bring about a decrease of the surplus (in
case of higher expenditures, lower revenues than those planned, changes
.of the plan, ete.). '

7. Equilibrium between the market and the money supply is an
indispensable element of the financial equilibrium.

This equilibrium results from correct balancing of the monetary in-
comes and expenditures. of the population, which more or less halance
this part of the national income destined for individval consumption as
well as the supply of services offered by the socialized sector with the
purchasing power of the population.
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Due to their role the above-mentioned balances are an important:
mstrument of the current economic policy and are more widely used for
this puipose.

8. Taking into account the role of the financial balance-sheet of the
state, a special attention should be drawn to the co-ordinating functisa
of this balance in relation to the operative plans, i.e. the plans which
determine the tasks and rights of the stute budget, financial plans of so-
cialized enterprises and the credit plan, through which the process of re-
distribution is effected.

Owing to the elimination of mutual relations between the operative:
plans, the financial balance presents a clearer picture of the revenues and
expenditures of the financial - balance-sheet of the state. This is immen-
sely important for the co-ordination .of separate financial plans with the
principle and guidelines of the national economic plan and for the eva-
luation of the financial situation of the country. This feature of the finan-
cial balance-sheet appears to be of great importance in case of decen-
tralization of the financial system which increases the scope of redistri-
bution of the financial resources outside the state budget.

9. In planning practice synthetic balances are worked out for one-
year periods and for periods of many years. Balances of monetary incomes.

and expenditures of the population are also worked out for quarterly =

periods. They are prepared by the Planning Commission at the Council
of Ministers in an active co-operation with the Ministry of Finance and,.
in the scope of the balance of monetary incomes and expenditures of the:
population, with the National Bank of Poland.

‘The financial balance-sheet of the state and the balance of monetary
incomes and expenditures of the population are also used as an instrument.
of the current financial policy. For this purpose the Ministry of Finance °
makes an analysis of their implementation in the course of the year,

§ 4. Principles of Budgetary Flanning

As it has been shown in the previous chapters, the budget of the state:
in Poland is the main instrument of accumulation, distribution and redist-
ribution of the national income. The most important source of the budge-~
tary revenue are receipts from socialized ecomomy, i.e- from the state and
co-operative enterprises. They are collected under the form of turnover
tax and indirect payments from the profit of state enterrises, transferred
to the budget. A part of net income of the enterprises is left for the
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enterprise and utilized by them within the framewaork of their seli-finan-
cing. The other portion of the income is transferred directly to the budget.
Principles of this division of profit are determined by the state.

Beginning with 1847 the budget of the Polish People’s Republic has
always had surplus of revenue over expenditure. In 1967 the share of the.
budgetary revenue from the socialized economy in Poland came to 73%
and the share of the budgetary expenditure for this economy (investment.
and increase of turnover funds) reached 54%. The remaining part of
outlays for the national economy is covered to an ever greater extent by
state bank credits both short-term ones for turnover purposes as well as.
medium and long-term credits for investments. The main items on the
side of Poland’s budgetary expenditures cover the nalion economy, rep-
lenishment of turnover funds of enterprises and investments (over 60% of -
all the expenditure. The second biggest item on the side of the budge-
tary expenditures concerns financing of collective consumption under the
form of expenditures for administration, health service, physical culture,
sports, education, science, culture, fine arts, national defence, administ--
ration of justice, ete. :

~ The needs of collective consumption are met to a major extent by
financing them by the state. This concerns not only education which is:
completely free of charge but also the health service. The working popu-
lation of Poland does not pay any health service fees. This constitutes a
considerable burden for the state budget, if one remembers that about
409 of the population is now under or above the working age. In conse-
quence 40% of Toland’s population does not take part in the production
processes, hence in the creation of the national income, but participates
in individual and collective consumption. According to the age groups
the structure of the population of Poland is as follows: under the age of
19, i.e. in the schooling age there is 40.3% and at the age of over 65
there is only 6.5%- As the result the budget is burdened with heavy
expenditures for education which is mainly financed from the budget.
The budgetary financing of this field of the state’s activity comes to over
90% of all the expenditures for this purpose. The share of expenditures:
for education is also very considerable in the distribution of the national
income. Here is an example: )
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National income and expenditures for educatioh
in Poland in 1963 (in billion zleoiys)

National income 456.7
Expenditures for education of which ; 24.5
from the budget 21.7

from other sources 2.8

Percentage share of these expenditures in the

national income 5.3%

‘Due to a high degrees of effectiveness of expenditure on education and
«ue to its great importance for the national economy, the share of expen-
ditures for these purposes in the national income and the state budget
-continues to grow.

Following the above explanation which was necessary of under--
standing the financial relations in Poland, we can pass over to the presen-
tation of the structure of the Polish budget.

11.  Structure of the Budget

The state budget in Poland consists of the central budget and the
local budgets. Such structure is connected with the administrative divi-
sion of the country in which there are central state authorities and the
local state authorities (people’s councils), The basis of the financial ac-
tivity of the latter are the local budgets. The central budget encompasses
‘the revenue and expenditure of the central and chief organs of the state
authority like the parliament (Sejm), the Council of State, the Gouncil
-of Ministres, ministries, the Planning Commission, the Supreme Chamber
.of Control, etc. Total expenditures for national defence, maintenance pf
public law and order (administration of justice), servicing the public
debt (both domestic and foreign) are financed .from the central budget.
Expenditures for the national economy are also. financed to a large extent
from the central budget, especially those in favour of enterprises subo:
dinated directly of the central state authorities and enterprises of special
‘national importance. Expenditures in favour of local enterprises, however,
subordinated to the local authorities {people’s councils), are financed
from the local budgets concerned, The criterion of financing individuai
state enterprises either from the central budget or from local budgets is
‘the subordination of the given enterprise- The above-mentioned, Foland’s
biggest iron and steel combine, the Lenin Works, which is subordinated
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to the Ministry of Heavy Industry, is financed from the central budget
to which in turn a part of the profit of the Works is paid. Small enterprises,
however, subordinated to the Warsaw People’s Council are financed from:
the local budget of the people’s council concerned tow hich the enterp-
rises transfer a part of their profit.

What are the links between the central budget and the local budgets?”
There are two types of local budgets: individual budgets and aggregate
budgets. An individual budget is the budget of a single people’s council.
on the level of rural community, district, voivodship or a town adminis-
tratively independent of any voivodship authority. An aggregate budget
is composed of individual budgets of the people’s councils covering the:
area of the given district of voivodship. In big cities like Warsaw the in-
dividual budgets of the Warsaw district people councils and of the pre-
sidium of the Warsaw People Council taken together from the aggregate:
budget of entire Warsaw- All aggregate budgets of voivodships and towns.
administratively independent of any voivodship authority (Warsaw Lédz)
and the central budget form the state budget. The lowest budgetary link
in the provinces are the budgets of rural commumities. All local budgets
consist of their own revenue and of the funds provided them from budgets.
of administrative units of figher rank. The supplement the budgeraty reve--
nue proper and are called the equalization revenues. Revenues of local
budgets consist of receipts from enterprises subordinate to the local pe-
ople’s councils, taxes and local fees, receipts from the sale or hiring of
property rights. The equalization revenues of the loeal budgets are sub-
sidies from higher ranking budget and a share in the revenue of the-
central budget from taxes collected within the area of the given people’s
council (for example a share in the revenue from income tax, turnover
tax, land tax). This system is aimed at getting the local authorities much
more interested in efficient. collection of taxes by the local fiscal appa-
ratus. Immediately after the war the financial needs of the people’s
councils were met to a considerable degree by subsidies from the cen-
tral budget. At that time their revenue was small and insufficient fox

- covering -their most urgent needs. In line with the economic develop-
ment the share of revenue of the local people’s councils in meeting their
needs increases too. This evolution is illustrated in the following table:
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Equalization ‘revenues and revenue of local
budgets in 1951-1964°

(in thous. million zlotys)

Total Revenue of Equalization

revenue local budgets revenues
Year (billion zl1) % {billion - z1) b4 (billion zh Yo
1951 9.1 100 1.7 18.7 7.4 81.3
1952 10.2 100 3.5 34.3 6.7 65.7
1953 15.0 100 3.2 21.3 11.8 8.7
1954 18.4 160 5.8 31.5 12.6 68.5
1955 19.8 100 5.7 28.8 14.1 71.2
1956 25.0 100 5.6 224 194 T7.8
1957 36.9 100 17.1 46.3 19.8 53.7
1958 44 4 100 241 54.3 20.3 45.7
1959 511 100 27.6 54.0 23.5 46.0
1960 57.9 100 315 54.4 26.4 45.6
1961 63.9 100 35.7 55.9 28.8 441
1962 75.0 100 41.2 54.9 338 451
1963 76.4 100 421 55.8 33.7 44.2
1964 80.8 100 43.0 53.2 378 46.8

The relation of people’s councils to the cefitral authorities and their
‘budget is closely connected with the problem of centralization and de-
wcentralization of finances®. _

This problem is of great importance not onlyfrom the point of view
«of management but also planning. In contradiction to other multi-nationa:
socialist states such as the Soviet Union, Yugoslavia or Czechoslovakia,
since the post-war period Poland has been a nationally homogenous

" country. As the result in other socialist states the federal state organiza-
‘tions result from their internal nationalist structure and from distinct
differences in the level of development of individual federal republics
-which are inhabited by different ethnic groups of the population. In this
comnection problems of financial centralism or decentralism in those
«countries are shaping in quite different manner than in Poland which
is of nationally homogenous structure. As a result, in the Polish structure
-of socialist economy the problem of financial centralization and decent-
-ralization consists in the attainment of such degree of development and
.experience of the organs of the local authorities that it will make it pos-

3) A. Komar, Stiruktura budzetu Polskiej ERzeczypospolitej Ludowej
{Structure of the Budget of the Polish People’s Republic), Warszawa 1966,
pp 207,

4) Centralization and Decentralization in Public Finance, Istanbul,
1962, Congress of the International Institute of Fublic Finances.
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sible to transfer to them ever bigger tasks and financial resources for
financing the local economic activity, Thus of the decisive importance
15 the degree of economic and financial development of the apparatus
of the local authorities. As long as that level was low, nearly all economic
decisions had to be taken centrally by the central! authorities and the
local organs were made responsible for the technical execution of ‘those
decisions. During the immediate post-wai period, when pre-war specia-
lists had been killed by the occupant and there was a lack of newly
educated people in the methods of socialist economy, it was much
easier to find and employ few financial specialists in the organs of the
central authorities and direct the financial processes centrally from the
“top” rather that to run the risk of leaving freedom of important econo-
mic decisions to unexperienced and incompetent in this field employees
of the local people’s councils. After a lapse of time, however, when many
pecple were graduated at secondary vocational schools and at univer-
 sities, it became possible to raise the level of qualifications of the staff
of the organs of the local authorities. Also then it became possible to
extend gradually the scope of power of those authorities and transfer
to them new tasks, first of all in the field of health service, education,
culture and regions (e.g. through tourism promotion) as 'well.as such
functions as-assesment and collection of land tax.

The above-said evolution is always connected with a gradual trans-
ferring by the central authorities to the local authorities of adequate,
financial resources. As the result of this evolution the structure of re-
venues of the local people’s council in 1964 was as follows:®

Revenues of local budgets thous.mill.zt, %

A. Receipts from socislized economy
1) from enterprises of the '
local authorities 15.3
2) from co - operatives 6.2
3) share in receipts from
enterprises subordinated to

central authorities 19.8 41.3 58
B. Receipts for hiring ‘
various facilities 3.5 5
C. Taxes ;
1) {from private sector 9.9

2) from population {(incl
participation in fax on

) salaries and wages) 9.7 19.6 27'
D. Subsidies from centra! budget 6.9 10
Total ‘ 71.3 100

5) A, W. Zawadzki : “Niektore zagadnienia gospodarki budzetowe]
rad narodowych” (Some Problems of budgetary policy of people’s councils),
Studia Finansowe, Zeszyt :, p. T4, Warszawa 1965.
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In Poland expenditures of the state for the local needs of agriculturé,_
communal economy, health service and education are financed from
budgets of the people’s councils. Almost a half of these outlays is spent
for cultural activities for the population. Worth recalling is the fact
that expenditure for national defence, for the transtormation of economic
infrastructure of the country, education at all levels, old-age and disa-

- bility pensions, social - welfare, central: administration, administration of
justice, servicing the state debt and for maintenance of state reserves,
are financed from the' central budget. Hence, the central budget finances.
all the national and fundamental tasks. !

12. Improvement of Planning

As it comes from Chapter 2, in the Polish model of the socialist
national economy there is a close interrelation betwéen the state budget
and the national economic plan, the credit plan, the balance sheet of mo-
nelary incomes and expenditures of the population, financial plan of
the state is the financial balance-sheet of the state, described in Chap-
ter 3, above. '

All the above-mentioned plans, however, ,give us only -the illust-
ration of monetary processes taking place in the sphere of financial
pheonomena of a socialist state. A number of economic magnitudes in
these processes must be determined on the basis of estimates. It is known
by experience that certain disproportions may appear in the course of
the implementation of individual plans. These disproportions may illust-
rate incorrect proportions resulting from wrong planning of from politi
cal or econcmic situation of the country at the time of drawing up the

- plan. Revealing such disproportions or incorrect estimates adopted for
drafting the plan is of great importance. One of the methods of revealing
inconsistencies in plans in Poland is the input-output method of material
and financial flows, elaborated by the Institute of Finance. Owing to
this method it is possible to make a confrontation between the processes
of material flows, which makes it possible to correct the plans at the
stage of drawing them up or during their implementation. In the course
of elaboration of the budget estimates, owing to the planned balance-
sheet of material and financial flows, it is possible to link it much better




Polish’ Fiscal System : 129

with the national économic plan and with other aggregate financial
plans. Moreover, the method of material and financial flows makes 1t
possible to isolate the sphere of material production and non-material
services as well as to make a division of receipts and expenditures ac- -
cording to their origin and destination within these two spheres. All this
renders it possible to make rational clearance of the whole process of
formation and distribution of the gross mational product. As far as the
national income is concerned, owing to the method of material and fi-
nancial flows, it is possible to make its primary, secondary and final
distribution. The balance-sheet of material and financial flows has been
made since 1961 under the form of a chessboard (38 x 47 items and 60
60 auxiliary tables). Table A is the most aggregate one and illustrates
processes of the entire national economy without its division into
branches. In table B the economy is divided into the socialized and
non-socialized economy: This distinction and division is of great impor-
tance for the economic policy of the state. Thanks to this division it is
possible to make operative observations of material interelations (Flows
of materials and, services} between the sector of the - socialized economy
and individual a_griéulture as well as the private secfor economy outside
agriculture and the flows of money betwéen these sectors in the sphere
of material services and non.material services. Relations existing between
the material and nonmaterial spheres in these two basic sectors are of
great importance for a thorough financial analysis. This makes it pos-
sible to follow the sources of money flows to and from the state budget
as well as on the bank accounts the flows of credlts between the budget

the enterprise and thé bank. ' :

The most detailed of all is table C which. embraces flows of 11
aggregate groups (spheres) such as material production, foreign trade,
non-material services, the state budget; households, material ‘and finan-
cial ‘accunmilation, various funds of enterprises, assests and liabilities
on bank accounts, errors and ommissions, It is obvious that the degree
of disaggregation may be much more detaﬂed according to the current
requirements of the Ministry: of Finance.

The above-mentioned method has proved its practical advantages,
particularly in the budgetary planning. As compared with the traditional
planning methods the balance-sheet of the material and financial flows

M. E. Konferanslann — 9
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constitutes an important step forward in the direction of ‘a bettor know-
ledge of correctness of the budgetary estimates, particularly those con-
cerning concrete needs in the sphere of collective consuption, e.g. in the
sphere of financing education or health service and the effectiveness of
outlays for collective consumption. Although in the traditional budgetary
methods the ideal of budgetary norms has been known, they requirc
now quite modern elaboration. The traditional budgetary norms, for
example such as expenses connected with the treatment of a man in the-
given type of hospital or sanatorium, must be supplemented with the
problem of participation in the expenses on the part of the persons un-
dergoing the treatment, whether the service is to be rendered to the.
citisen absolutely free of charge within the framework of the collective
consumption or whether the person concerned may or should contribute
some payment.

It is obvious that a socialist state is in a position to ensure free
services to its citizens within the framework of collective consumption, not
only as regards free health service but also free medicines- Bat estab-
lishing a partial participation in the financial outlays by the citizens, e.g.
for medicines, restrains wastefulness. It is known by experience that free

- services are not always appreciated as they should be, Free medicines often
are ordered but nobody cares to collect them because they are-not paid -
for. For this reason, sometimes even a symbolical payment helps cut
down the demand for services on the part of those who in fact are in
no need of them. As an illustration there may be used such phenomencn
as long queues in out-patient clinics or difficulties in getting a bed in
hospital for which the demand grows grows rapidly, because these ser-
vices are free of charge. It happens that those in need of these services
cannot use them because the hospital beds are occupied by those who
do not need them indeed but use them because they are free of charge.
It comes from the above that the problem of partial participation in
expenses, of correct budgetary norms, tariffs, pricelists, poses not only
an econcmic but also a social problem. Finally, of great importance in
the Polish budgetary planning is the problem of correct classification. It
is of particular importance in the socialist planned economy because the
correct budgetary classification is possible only when there are proper
financial records and statistics. The latter help. coordinate the budget;
the financial balance-sheet of the state and the national economic plan.
Of still greater importance is the fact that a correct classification fa-
cilitates a change over from accounting by enterprises to bank accoun-
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#ing and to budgetary accounting. Only a complete co-ordination of these
three ways of accounting will make it possible to apply and to use
amodern computers for the preparation of reports and financial planning
“These techniques bring quick and exact results which are impossible to
-attain in the utilization of the obsolete and traditional technigues
‘budgetary accounting,

APPENDIXA

. Scheme of the Financial Balance-Sheet of the State

Anticipated

:
J
bt
]
§

1. Payment and other economie
units

i 2. Payments from social and cul-

cural units and institutions

|} 3. Social insurance

4. Receipts from public and jus-
tice administration and prose-
cutors’ offices

=]

. Tazes and fees from private
sector

6. Various taxes and fees

_ fulfillment | T 120 for | o
Ttem Revenue / Expenditure in current the next 4:3
year year
i 2 3 4 5
REVENUE
T |Internal financial accumulation of
v enterprisesg
i A Return of turnover tax on export
ﬁ and on indirect accumulation
? IIT | Financial results of turnover . of
goods and services with foreign
{ countries .
.’:E IV | Depreciation allowances of en-
! terprises
: vV { State budget revenue ;




132

Miroslow Orlowski

Appendix A (Cont. 1)

Item

Revenue / Expenditure

Anticipated
fulfillment

in eurrent
year

Plan for
the next
year

%

2

3

4

Vi

v

VIII

X

Surpluses of financial institutions:

1. surpluses of banks

2, surpluses of state insurance
companies

3. surpluses of lotiery enterpri-
seg and number games

Increment of cash resources of the

population :

1. Increment of financial resources

2. Increment of savings

Receipts from credits granted to
private sector and the population:

1. Receipts from deparments of
turnover and investment ere-

dits extended to private sector|’

and the population

2. Receipts from repayments of |’

hire purchase credits

Other revenues of the financial
system

Total revenue
EXPENDITURE

Current expenditure :
1. Current expenditure of the
budget :

a) financing of enterprises and
_other economic units
b) social and cultural services

¢) social insurance

d} public and justice administ-
ration )

e) internel debts
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Hem

Revenue / Expenditure

Anticipated
fulfillment
in current

year

Plan for
the next
year

2

3

II

It
1V

2. Financing of units not covered
by budgetary financing

3. Current expenditures from
funds created by the distribu-
tion of the finaneial accumula-
tion

4. Credits granted to private sec-
tor and the population :
a) turnover credits
b) hire purchase credits

Expenditures on the accumulation;

§ 1. Expenditures on investments :

a) investment outlays in the
socialized sector

b) investment credits for pri-

vate sector and the popula-

tion
2. Expenditures on major repairs
3. Increase 'in stocks and reserves

Other expenditures

Total -expenditure






