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The Soviet Concept of National Income 
Hannan Ezekiel 

THE national income of a country 
is a measure of the success 

attending the productive efforts of 
the community. The exact con
notation that should be attached to 
this concept has been determined 
after considerable discussion in the 
countries of the West and this con
notation has in recent years received 
the sanction of the United Nations. 

For the purpose of economic 
analysis, however, no single concept 
of national income is found adequate. 
Various alternative gross and net 
income concepts are, therefore used 
for different purposes and a distinc
tion is also made between national 
and domestic concepts. This raises 
the question whether it is necessary 
to modify the national income con
cept in other ways also, in particular 
so as to make it more suitable for 
countries having a different type of 
economic system from countries of 
the West. There are many support
ers of the view that income concepts 
must be functionally oriented and 
that a difference in function would 
justify the use of a different con
cept to the exclusion of those con
cepts in use in the West. In this 
paper', it is proposed to examine the 
suggestion that appropriate modi
fication of the concept of national 
income may be not merely justified 
but actually necessary in countries 
of the Soviet type, where the State 
dominates the economy and the pur
poses of the State and of economic 
activity may be somewhat different 
from those of the Western nations. 

Tibor Barna has argued the case 
in favour of such a functional ap
proach to the concept of national in
come w i t h special reference to the 
Russian definition of income. (See 
Income and Wealth Series III), 
Though based on income as product, 
the Russian definition differs f rom 
the concept adopted by the United 
Nations and the non-Soviet countries 
by being tied to the production of 
physical commodities in accordance 
wi th Marxis t ideas on the subject. 
One can trace this concept back to 
those ideas regarding services being 
unproductive labour, which were 
generally rejected long ago. Though 

* This paper is based on a thesis on 
"Social Accounting and National i n 
come Calculations" accepted for the 
Ph D degree of the University of 
Bombay. 

developed at somewhat greater 
length by Marx, these ideas are 
ultimately based on the views of 
Ricardo and Smith. 

The difference between the Anglo-
American and the Soviet concepts, 
Barna points out, "lies in the fact 
that in the Soviet Union 'production' 
is more narrowly defined, being 
generally (but not completely) con
fined to the production of physical 
commodities, to the exclusion of the 
production of services." Barna 
admits, however, that many ser
vices, which should prima facie be 
excluded if there was str ict adher
ence to the Marxist concept of in
come, are included in practice 
In the Soviet national income 
totals. Thus, restaurants of cer
tain types are included since they 
distribute meals. Banking and 
financial institutions serving indus
try, as also government agencies 
engaged in industrial construction, 
are also included—the output of the 
latter being ascribed to the relevant 
branch of industry. Besides, even 
the definition of what constitutes a 
physical commodity "is not very 
strict and appears to depend upon 
the organisation of production 
rather than on its results". Thus 
machine laundries are Included be
cause they use capital equipment 
and because they utilise the princi
pio of division of labour. Besides, 
the incomes of a large proportion of 
professional workers gets included 
in the value of the net output of 
industry because under the organi
sational framework of the Soviet 
economy, they are attached to in 
dustry. 

Inconsistencies 
The inconsistencies referred to 

above provide an indication of the 
practical difficulties Involved in the 
application of the Marxist concept. 
What is the u t i l i ty of a measure 
which includes the services of some 
doctors and not those of others? 
One might well ask whether it is 
or is not the aim of Soviet society 
to increase the production of these 
services. If Barna's argument that 
the Soviet concept includes only 
those items the maximum produc
t ion of which is the a im of Soviet 
society, is valid, a l l these services 
should be either included or exclud
ed. Their partial exclusion is clear
ly unjustified. Nor can this feature 
of the Soviet concept be put on a par 

wi th the exclusion of housewives 
services in the currently accepted 
concepts, for in the latter it is the 
difficulty of measuring them which 
is the reason for exclusion. 

The Soviet concept, apart from 
being inconsistent, however, also 
fails to satisfy the test of invarl-
ance to purely institutional changes. 
The inclusion or exclusion of cer
tain services in the Russian na
tional income totals depends entire-
ly upon the prevalent institutional 
arrangements, i e. upon whether the 
services concerned are supplied 
wi th in industry or independently. 
The Purpose of Economic Act iv i ty 

These are, however, matters of 
detail. The main question is differ
ent. Barna argues that the Soviet 
concept is justified because it in
cludes only those items whose pro
duction it is the aim of Soviet so
ciety to maximise. Since the defi
nition of the income concept does 
depend upon the end-purpose of eco
nomic activity, Barna's argument 
appears plausible at first s ight It 
may also appear to be specially 
relevant to India today. 

The end-purpose of economic acti
v i t y is hardly to be identified, how
ever, wi th a particular objective 
placed before itself by a particular 
society at any given moment, A 
society may wish to maximise the 
production of certain things; it may 
s t i l l devote a considerable volume 
of resources to the production of 
other things. A total which aims to 
measure the results achieved by the 
use of productive resources can 
bardly afford to exclude those other 
things In fact, it is only by includ
ing them that a correct idea can be 
obtained of the success that has 
attended the efforts of that society 
to maximibe the production of the 
specified things. Such an inclusive 
total w i l l also make possible an 
assessment of the success of that 
society in achieving its general 
objectives. 

The problem can now be placed 
in its correct perspective. Is one 
Justified in assuming that the aims 
of a particular society are different 
from the aims of society in general, 
except in so far as the former can 
be subsumed under the latter as 
special instances of a general case? 
The aim of society in general in 
relation to economic activity must 
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be accepted as the provision of goods 
to consumers, including goods flow
ing either to consumers or to capi
tal stock for the ultimate benefit of 
future consumers. Once this is con
ceded, It may be accepted that a 
particular society may give more 
importance to one class of goods 
than another. In that case it would 
be desirable to obtain a breakdown 
of the total to show separately the 
volume of the specially-desired 
goods that are produced in that so
ciety in each year. 

Barna argues that the concept 
of national income ought to include 
only those activities which are 
wi th in the area of interest of policy 
makers and not activities outside 
that area. It may be permissible -
in fact, it would certainly be des-
rable to have a partial total cover
ing those activities only, but the 
wider total is essential too to pro
vide both a comparison w i th similar 
totals for other countries and a con
text in which the significance of the 
partial total can be assessed. 

A Building Block Approach 

Barna does not deny that the fact 
of the Soviet concept being differ
ent is l ikely to cause some difficulty 
in making international compari
sons. He suggests, however, that 
"national income comparisons be
tween European countries should be 
possible since the quantitative de
viation between the different con
cepts adopted is not very large". It 
is difficult to accept this view. A 
recent reconstruction of the national 
income of the United States along 
Marxist lines attempted by a Rus
sian writer (discussed in an article 
by A Nove in Economica, 1956) pro
vides some indication of the wide 
differences between the concepts con
cerned. From the point of view of 
comparability at any rate, there are 
strong arguments in favour of con
ceptual uniformity. 

Barna, however, subordinates the 
need for international comparability 
to the needs of policy makers. His 
argument Is that since "the size of, 
and changes in. the national income 
are a guide for policy makers, the 
concept of national income ought to 
Include activities which are wi th in 
the area of interest of policy-makers 
and not activities outside that area." 
As has been indicated above, the 
needs of policy makers can be met 
by providing appropriate break
downs of the national Income totals. 
In the present case, for instance, it 
would not be difficult to devise a 
system under which a total relating 

only to the activities considered 
important by Soviet policy makers 
was prepared as a part of a wider 
total based on the usual concepts 
of income. In other words, the diffi
culty posed by Barna can be solved 
by giving appropriate breakdowns-
of national income figures calculated 
on the traditional lines. Any parti
cular set of sectional figures could 
then be utilised for the actual deter
mination of policy while at the same 
time, the relationship between the 
sectional figures and the usual totals 
would be available to all . The 
totals based on the usual concepts 
could then also be used for inter
national and intertemporal com
parisons. 

In order to obtain such sectional 
totals and permit analysis of the 
results for different purposes, the 
national income totals could be 
built, up in the form of a series of 
building blocks. The building blocks 
should be so devised that they can 
be readjusted to serve a number of 
different purposes. A suggestion to 
this effect is made by Richard Stone 
and Knut Hansen, who point out 
that, "there is an almost unending 
number of purposes for which 
national accounts information is 
used with the consequence that the 
concepts adopted should be framed 
wi th the object of providing useful 
building blocks which can be re
arranged for different purposes." 
(Income and Wealth Series I I I ) . 

In the case of fixed asset forma
tion, for instance, these authors 
point out that the concept can be 
defined narrowly to include only new 
pieces of equipment and major 
alterations to existing equipment or 
widely to include requirement? for 
maintenance and repair as well. 
The authors recommend that esti
mates for the latter items should be 
separately shown so that they may 
be included in or excluded from 
fixed asset formation in accordance 
with the requirements of the analyst 
concerned. 

It can be shown that in under 
developed countries, it would be 
useful to show non-monetised and 
monetised output separately. Simi
larly, the distribution of consump
tion as between the factors of pro
duction engaged in the consumer 
goods industries and those engaged 
to the capital goods industries may 
be of some importance. The sepa
ration of the elements that go to 
make up domestic and national 
totals at various levels would help 
the analyst by permitting h im to 

use the concept which was most 
suitable for the purpose in hand. 

Social Accounting 
The division of the economy into 

different sectors and the construc
tion of the different tables for the 
economy in a series of steps already 
reflects, as a matter of fact, the 
building block principle applied in 
the way considered to be useful for  
most of the usual purposes for 
which national income statistics are 
used. The development of social 
accounting has in fact shifted the 
attention of economists from the 
national income totals to the rela
tionships between the components 
which go to make it up. If so, the 
building block principle is implicit 
in the new approach. What is recom
mended here is merely an extension 
of this principle to provide for a 
far larger number of building blocks 
than have hitherto been made avail
able. It is suggested that not mere
ly w i l l this permit, much useful 
analysis along different lines, but 
It wi l l provide a solution to the pro
blems raised by those who would 
like to modify current concepts to 
meet what appear to them to be 
particular needs of analysis. In 
particular, such a method provides 
an answer to those who argue, like 
Barna, in favour of more restricted 
definitions of national income. 

Protection to Titanium Dioxide 
THE Government of India has ac

cepted Tariff Commission's main 
recommendation that protection to 
the T i t an ium Dioxide industry should 
be continued for a period of four 
years i e, f i l l December 31, 1961, at 
the existing rate of protective duty, 
namely, 35 per cent ad valorem (pre
ferential) and 4 5 per cent ad valo
rem (standard). 

The Ministry of Commerce and 
Industry announcing this decision 
added that Government has also 
taken note of certain ancillary re
commendations made by the Com
mission for assistance to the indus
try and wil l take suitable steps to 
implement them as far as possible. 

Sujrar Production and Exports 
T H E production o f indigenous 

sugar amounted to 120.21 lakh 
tons up to Sept ember 15, 1057, in 
the current season, as against 18.57 
lakh tons in the corresponding 
period of last year. The total off
take, including quantities despatch
ed for exports, was 18.fi4 lakh tons. 

The stocks with the factories on 
September 15, 1957, stood at 6.94 
lakh tons. 
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