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The Methcdolc;y of the Invest ·.ent Projects Eve.luation 

Applied in the USSR (Cost-Benefit Analysis) 
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IP investment ~reject. 

IE investment efficiency. 

PE project eveluaticn. 

CC~C construction costs estimate calculation. 

AE a.b§olute efficiency. 

RE relative eff. 

UI Unit Investrient. 

PI product increment. 
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second2.ry spe~di~gs, ccnti~ge~cy spendings. 

RI regional invest~ent. 
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situation in the USSR, on restructuring process in economic 

management, on investment ;Jlannir.g- rr.easures and policy as well a.s 

we tried to give our evaluaticr.s of the market tr.at is being 

established in this country. Also we covered so~e questicns 

dealing with finance system and price policy in the Soviet Union. 

wr~n composing these Reports, we tried to cGver present situatior. 

end methods but. we .. assumed that historical aevelopment and future 
~, 

progress·may be of some interest for the readers. Moreover we 

considered it very useful to differencicte the concepts t~.at 

reflect official point of view and are or would be adopted ar.d 

those of our recorr.mendations and theories. 

Each of the three successive Reports is a separate study 

although they are logically c.nd conceptually closely related. 

In these three Reports we fol lowed tl".e same system of terrr-.3 

a."ld abbrev i at i ens . 
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Report No.1 

Preface 

Report No.1 is composed in complia~ce with the UNIDO's 

requirements. In the~same time we tried to observe requests of our 
~,. 

Chinese counterparts if they did not run counter to the prior 

requests of the UNIDO. According to the Chinese reco~rrendations we 

covered some problems of economic restructuring in t:1e USSR, 

partially we dealt with plc.nning system of the Soviet Un:cr. (these 

topics are presented in Report No. 2). And we co·1ered the 

significance of the Project Evaluations and technical-and 

-economic calculatio~s tere, in the Soviet Unicn. We descriced 

Project Evaluation rne~~ods applied in COU7itry, scrr.e 

particular features cf the large-scale projects ar:d otr-~er problerrs 

'e ~ J·r;n•-ven•ure I. • t:>. ...... .. • I,, •• I.· 



• 

Introducticr. 

Under the prese~t ~olicy of scciJ-economic developrrent and 

its acceleration we see a ce:-tain trend in our investment policy. 

We seek the solution of our strat~gic &"'ld ta.ctica: economic 

prcblerrs end thei.r organic combination in our investrr.ent sector of 
~,_ 

economy. Here we can see a new kind of scientific approach to the 

problet'l'S; they are being investigated and solved by all sectors of 

economy, and not by separate branches of eccnomy, enterprises, and 

regions. Tactical problerrs tra"'lsform into the stc.ges cf 

st:-ategical goal~:-: and possible we try to overst.ep ~he 

tactical problems. This situation deme.nds scrr~ brief exploration. 

Tode.y we car.duct large see.le rest.ruct;.:ring measures :n in.d:..rst.r~al 

sect.or besed on high tecrmclogies in order to cbt.aln :3uost.::...'1t:e.l 

increc;3e in labour ~roductivity c.ri.d in indust~ial out~ut. But we 

think that it is an industrial entity that is to rr.cdernize this 

equipment and technological flow, because almost all indust:-~al 

enter!:)rises have to be mcdernized (if its production is needed en 

t~e rr.arket). Bu: be.sic condition for successful solution of the 

problem is effective operation of machinery engineering branch of 

economy, which has to be reequipped e.s soon e.s possible and in 

c~mpl iance with inter·natione.l standards. And here we expect r.ot 

only modern equipm~nt, but hig~er standard quality cf the machines 

that are being produced today. Of ccur:3e, eacr1 brar.cri of' eccncmy 

sets up it::; own priority tasks and terms of reconstr·uction and 

restructuring poli~y, because here we must take into account the 



size of enterprises, industrial concerns and branches of economy. 

Some enterprises and other economic entities ca.~ find com..T.ercial 

ways for economic restructuring and use their own assets for 

financing the construction and erection projects. 

Invest~ent activity of an entity seeus to be tc...~ing its 

proper place in .... l,ne Soviet economic life . 7he cr:te~ia of the 

invest~ent efficLency of the entity is an insrec.se in tctal soc10-
~. 

economic · efficiency of the Soviet economy, higher quality 

standards of consumer goods, higher competitiveness of the 

products. 

As we see1' the better solution for our strategic proble:ns e.nd 

~ current tasks we increcse the compensation fund and the rate of 

accumulatton for the XII five-year p~riod. This type of investT.ent 

• 

policy )1a:3 designed tl"I 
Jv find a . ... .. 

oe~1,.,er use of r:.urr:&! r c..8-:or in 

prcduct1on proces::; ai;d """"'-~ •'-' l.. to restr1c~ :3CCial ~~:..:::d:3. ~:1::3 

theoret1cal ':.hes i :3 wa:; backed 

1. rt10r"'V 1. ncr ., he; r • ·• '-' •o l..i. - • quality and restr:ct the or-
less-de~:C!'ded and specialty goods. Then we at~empted to increase 

the proportion of co!"!sumer demand that is satisfied by 

non-productive acc~mulation funds. We tried to improve labour 

conditions and to minimize manual labour. We tried to improve 

industrial equipment in order to meet consumer demand (here we 

used practice of conversion of the military-industrial CQmpiex). 

But the main point hore is that a substantial share of 

capital spendings is directed to the social sector (or at least 

assists in solving~social problems). Here are sev~ral ~op priority 
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prugrc.rrs to be cbserved and implementad. Food Programme. Complex 

Progr&~.rr.e of consumer goods production and Housing Construction 

Programme (this programme is effected by the funds for industrial 

c~nstruction partially directed to housing construction). 

Hu~.e.n factor is displayed at the level of goods-producing 

economic entity - O:le of the participants in the investrr:ent cycle. 

The sc~eme here i? following. Wages and moral incentives force the 
~~. 

workers to increase labour productivity, Lhe entity increases 

pr~duction of the necessary goods, renovates and u.cder~izes ~he 

products, increases quality standards a~d reduces cost per unit by 

way of investment, renovation, reconstruction end industrial c.nd 

social construction. This enables the entity to ensure social 

needs and requests of the workers by way of spending extra income 

gained e.s a result cf mere effective perfcrmc.nce of the entity. 

Investrr:ent activity involves s~ate enterprises, collective 

farm3, ccoperetive firrn:3, individuals, jci~t-ventures. And state 

use s~ecic.iized for:rs of prcpe:-ty, 

which allow to overcome the problem of state property being 'no 

man's lc.nd' (contracts, :oint-stock companies and other 

forms). 

But the essential problem here is to accelerate irwest:r.e:;t 

• process, reduce construction period 2-3 titr.es. If we turn out to 

be unable to resolve the problem of our investments being spent on 

the projects which are in compliance With the highest 

international standards,then our socio-economic prograrrures are 

doomed, because of the inefficiency of the investment sphere of 

the Soviet economy. -capitc-.1 becomes dead money and projects appear 
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to be outdated before the time of completion because the 

rate of scientific progress. They demand extra capital spendings 

for their reconstruction and rebuilding. A~d ~orecver, the 

installed equipment ages rapidly and does the highest 

standards of international markets. Invest~}nt policy must ensure 

scientific-&1d-technological progress of the count:-y, 

renovation cf the __ eco.ncmic potential. This process is to be a 
~,. 

major factor of le.hour productivity incree..se. It will result in 

higher rates of economic development &~d in more thorough 

satisfaction of the consumer de~.ands. Optimisation of the goods 

structure and quality may result in greater incre.::.se in economic 

efriciency due to successful realization of 

is neccessary to change industrial structure of ~he eccnc~y ..... 
-" 

order to provide better distribution of economic resources between 

~.anufacturing and non-manufacturir.g bre.nches of economy ~egerdi~g 

priorities of the former. 

Today, a dr&Tatic reconstructicn of :he eccncrnic st~ucture 

seerrs to be inevitable. This fact must be regardsd when investment 

policy ls being formed and effected. There T-2..Y be scme priority 

topics in investment policy but this does not exclude combined and 

coordinated changes in economic structure. There are two e.spects 

~ of the problem. ti/h.en we used to set up national priorities, we 

tended to supress the local initiatives and independency cf 

enterprises because under the ad mini strati ve- and- burec.ucrat i c 

system all ministries, all regions wanted to accumulate state 

cc.pital spendings and invest in huge amount of objects under their 

supervision. There· were no good barriers to stop this practice. 
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This investment programme that used priority topics included in 

econo~ic c.r.d social development plans systemc.tically was not 

fulfilled. At the beginning of the XII five-year-per!od capital 

co~struction appeared to be in a recession stage. During the last 

20-26 years there was 15-20% lag between the Capital construction 

plans and reality, but at the same time material, labour and 

financial resources .. were spent according to state plans and 
~ 

erection works were also in co~pliance with plans. Every five 

years there was 60-80 billicn roubles deficit in finished 

construction due to inefficiency of construction. 

The average ti~e spc.n of construction during X and XI 

five-years-periods expanded from 8,3 to 12,3 years. This resulted 

in accelerated ageing of industrial equipment of th~ new 

e ,...,t.o.~~~"r; ·-e·~ ( 1) L!.v'-" ... ~ .. ,;.,:) ._.. -

It r,ook a long period of time t~or ~he newly built enterpr1ses 

to reac:--~ ~:-i.e ;lc.nr:ed level cf product..:or.. Althcugr1 we er: r..1c:::;e 

priority topics system for i~vestment sector of the Soviet 

economy, we must :=.c..y that even in this great and rich country ... 
l L. 

see~s impossible to effect rapid changes in all spheres of 

economic life, scientific-and-technological progress and social 

life simultaneously. That's why it is crucial for us to formula~e 

1) Refer to the Report "Radical reconstruction of the 

economic mechanism in construction and some pror:lems of the 

investment policy implementation", Moscow, 1988, p. 6. The report 

was prepared by the research group headed by prof. Rybin. 



a number of priority programmes and provide their implementation 

backed by ~aterial. labour and financial resources of the 

country. We think that programn~-target planning and rna.r.agement is 

the I!'K)St effective measure for this task. ~ere.we reiterate these 

priority programmes. Food Programme, Housing Progrc.mrre, Me..chi~:~v 

Prograrr.me, Resources-saving programme (and it seerrs L!seful to add 

here Complex Programrre of Consurre1· Goods Production) . 
~,. 

Investment policy snould serve the interests of the 

Programmes (including the system of governmental construction 

con~racts). As these Programmes reach their final stages there 

should ·be a new package of priority programmes ready tor 

implementation. This will ensure a continious basis of economic 

changes in all spheres of national economy. 

Investment Prcgrarnmes, based on earned revenues of the 

enterprises, cooperative firms, regions ar.d bra~ches of economy 

w~uld oe supplemen~ary to the M.aj or Program.mes of national 

Development economy. These investment ;~rogrammes would regard 

local interests and supply-derr.and ::;ituation on tr.e :narket.. 

Centralized system of ;iriority Prcgramrr.es will gradually cl".a11ge 

into commercial system regulated by society w~1ere strategic 

interests of the nation are taken into account. This type of 

corrunei"Cial system that regards the major role of ecor1omic entity 

(enterprise), major strategic programmes end other conditions and 

incentives of economic life, gives an opportunity tc exercise full 

-scale resources-saving practice, to restrict the huge investment 

demand and to correlate the investment process 0f the capital 

reproduction with - the industrial production process. When all 

economic entities are able to effect investme.-1t according to tr:e 



volume of the profit earned during production process ana runne1ea 

to the social funds of the entity. when they become the 

incependent producers of goods. then investment cycle of 

renovation and expanding will become an in-bor_n part of their 

simple and expand2d reproduction. When consumer market in this 

country is established and developed. and wholesale trade in 

capital goods is introduced, there may emerge an opport·· ".y to 
~, 

terminate· St.!;>pl iers' dictatorship, because this dictat01 J:~ :i is 

harmful for a supplier too, as he in his turn plays ~ ~onsumer 

role. This situation sterrs up from certain "naturalizat1on" of the 

economy, when all economic entities try to diversify their 

activities because they do not trust their contr2.0tors. These 

diversified additional shops tend to be very costly and 

inefficient. But we hope that this situation will sease to exist 

in the near fut~re due to the integration processes hc~e and 

abroc:.d. Coard i nated operations in investment s~ctor of economy 

start playing ~.ajor role because of environmental problems. Here 

we must unite efforts in order to prevent dangerous leakages. 

Investment activity can effect environmental problerrs and 

improve situation in this sphere. Complicated problerrs that 

investment sector of economy has to solve demand its orientatior 

on the final results of investment activity. Unfortunately it i~ 

not achieved up to now. Inspite of the thesis that the final 

result of the construction is an operating enterprise producin€ 

goods, a lot cf major elements in national economy are stilJ 

oriented at the gross volume approach, at the intermidiary gros~ 

volume coefficients and indexes of building industry. That is thE 



reason for profound changes in management. planning. finance and 

credit systems in order to provide better results in production 

sphere. We think that it is ultirriately useful to regard e..s a final 

result of building contractors' activity the operating 

enterprises, plants and factories, ready to work at the planned 

leve 1 of output. 

Today, due to the new approach to the design stage of 
~-

investment projects we must revise the relations between science 

and investment sector of 

scientific-and-technical achievements 

economy 

to 

and allocate 

the corresponding 

investment projects. Direct ties between research organizations 

• and project-and-development bodies may be very beneficie.l. Ee.rly 

stages of research and design secures better results cf t~te 

• 

~nvestment project, that is why we need proJect u1f"o;:--rr:.e.t.:cn o:=· ::-:e 

highest quality for all levels of investment act1v1:y ln nar.:cr.c.l 

economy. 

To serve these goals, we have tc establish certain propcrticn 

\:.~tween early stages of investment project and socio-economic 

efficiency of the capital spendings alloted to the project. 

Research organizations' responsibility for correctly assessed 

actual investment effici'mcy must be also established in a due 

course. It is important to set up a tight coordination of 

construction costs calculation and investment efficiency of the 

projects. Prime contractors and supplyer:3 should reel tr.e 

profi tabi 1 i ty of the job which is done under tr.e h1ghesr. :3i:andard:3 

of quality but the customers, in their turn, are obliged to regard 

any kind of commercial risk that can emerge for contractor::;. 



But a successful and highly efficient implementation of the 

huge investment programme is a deadly burden for national economy 

and this fact explains why we seek a ~ay-out in qu:mtitative 

approach to the capital spendings ~.astering regardless of their 

socio-economic efficiency. Introduction cf a state controlling 

body in construction industry does not eliminate the problem cf 

quality and leaves,.., it at the same as previously low level. 
~,. 

The 

problem of quality here can be solved only by economic measures. 

First of all, we have to stop excessive allotting of the financial 

re3ources from state budget. Then we must develop a system of bank 

loans for building contractors. Another measure deals with 

investment funds drawn from enterprises' profits. And, of course, 

there must be a free market of custome1s and contractors, where a 

client will be able to cheese the best project and the ucst 

efficient contractor. Profits and losses, ~3 wel: as economic 

effect and darr.c.ge must serve ~3 an : nstrument ror nat :ona1 

economy. If contractor breal<s r.C;e :rwest.:nent. cycle c::;crC:1:;atec 

with a bank (or banks) which is crediting a project, it may bE 

forced by the bank to repay the loan before its ~.aturity date. 

Also banks will be able to stop investment credit, increasE 

interest rates, or (if there is no other way out) to immobil• 

assets of the contractor. But there must be a developed system o 

privileges for 

efficiency. 

We consider 

those contractors who secure high project 

it usefull to broaden the sphere wher 

collective contract is used in order to create better incentive 

for productive and efficient labour and for establishing specifi 

Ill I 

' 
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relations between the rrambers of investment cycle. Multilateral 

contracts can successfully fulfil these goals. But all this 

sectoral measures must be b~ked up by macro-level decisions on 

radical changes in natic~al economy. Prices e.nd wholesale tre.de of 

capital goods, public finances and banking system, ~anagerial 

bodies of different levels all this must be introduced, 

restructured and 9hanged according to the requests of rrodern 
~~. 

pla~ned-market economy. 

We think that public finances should drop its fiscc.l bias and 

develcp financial in~entives ::-or effect1ve producers. Execut1ve 

bodies of public fina~ces should actively involve rational 

taxation. They have to ensure that larger share of state budget is 

involved in rec.ching the macro9conomic proportions outlined. State 

budgets of Union Republics alongside local municipal budgets 

should be engaged in solvi~g regional problems. The latter :s very 

important because of the ::-egional invest.U'.ent ccmplexes that are 

being formed today. co:r:plexes include 

all ~ypes of self-acccuntirw: entities (entey-prises, crgc.n:zar.ions, 

ccc9erative firms) and the second, super:or level cf :he complexes 

includes municipal assets. that can be invested l~ vcr1ous 

enterprises and infra.strustures. Investment policy must be a1~ed 

~ at the formation of regional socio-economic complexes based on 

self-financing of the region. 

Banki~g system reform enfisages regulation in money flow 

(cash and by written order/non-cash). curr~ncy stabilization. All 

these monetary measures are badly aff6cted by the activity of 

building contractors due to the huge volume of capital spendings 



and half-finished projects which serve as a factor of 

disequilibrium between rooney in curculation ar.d goods and labour 

in curculat ion. 

Banks should be commercial agents and play an equal part ir 

investment eye le, orga11 i ze advances rranagement for investment 

projects. Banks should compete for clients, for credit resource~ 

by way of interest ..rates. It is important to i~crease and at thE 
~-

Se.!00 time diversify interest rates. Interest rates for long ter1 

investment credits are to be the first in a ro~, because it Wil 

help to evalu2te the price of the credit, supply-&-dema.nd rati' 

for monetary resources and other things. There must be advance 

integration between mcnetary resources of the bcr~k·::, ;.r.dustr1a 

enterprises and building ccntractors. Banks are to be ver 

fle:<ible in client interrogation and financial et:aluati~n of ttl 

projects. Banks should be grar1ted the rigr.t to credit investmer 

project, supervise it anj take share in future profits of tr 
project. 

Price reform will enable economic agents to use limited ar 

contract prices of finished product of building industry. LimitE 

prices should reflect costs of the product with obligatory regai 

for value in use, qt.Jality of the prod:·ct, conditions of futui 

operation and factors of scientific progress. 

Prices in building construction should be aimed e.t tr.e fina 

product of the construction sector of economy. W'hen standard cos 

for production are being evaluated they must be thoroughly check 

up and revised in order to eliminate excessive expenditures 

materials, labour-and energy. Contract prices may be based on li 



prices and other standardized prices. 

Various combinations of different forms of ll'.e.nagement seem to 

be favourable fo~ more efficient cc~structicn. as well as 

different forrrs of economic entities can qperate ur.der one 

investr.ent project. 

During the XI II five-year-period in•testrr.ent process is to be 

enlarged and enr~?he9 by various forms of investll'ent activity. All 
~,. 

this will. contribute to creating economic equili~riurn between 

material and monetary structure of national economy c:nd this in 

due course 

ll'.a.nage men t. 

W· 11 1-- help to effictively exercise economic methods of 
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1.1. Ma.in Particular Features of the Cost-Benefit 

Analysis (CSA) Methodology for Investment 

Projects Applied in the USSR. 

1.1.1. The Investment Projects Evaluation. 

~-

Here in the USSR under Investrr:ent Project we understc.nd a 

project that demands certain amcunt of design and survey wo~k, 

construction wcrk or a profound reconstructicn of operating 

industrial enc/or civil entities. Investment Projects (hereafter 

IP) are designed for various ent~rprises end branches cf eccnomy 

as well as for the cities and other municipal units, be.sic and 

social i~frastr~ct~res etc. IPs differ according to the volume of 

capital spendings, complexity and ti~e span of ccnstruct:or.. 

Neve~t~eless in the Soviet Union wwe have stendard principles 

of ~he analyst::; methocology, so-cc.lled P~oject 

( t;erearter PE). Scope of its det::.i li sat i en may ve .. I'Y s 1 g~ l :~:cant l y 

depending en IP' :3 pere..i',eter:3. PE 1:3 c.1rr.ed at the prorour.d 

assessment of the IP covering all ste.ge:; of the pro~ect' s life 

cycle. An accurate and fullscale estimation of the productive 

forces and thier deployment parallel to the assessment (where 

feasible) of national and regional efficiency - all these topics 

are in the scope of the PE. Simulta~eously we try to corrbine 

absolute and relative economic efficiency by using a d:scount 

method during PE elaboration. We concentrate our efforts on the 

assessment of the fnitial stages of project execution, but further 

detailisation follows this in:tial assessment during destgn and 
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construction stages of IP. The ~BA analysis ends up with a 

profound aP.alysis of actual economic efficiency of the project 

(ROI analysis). There are following partic~lar features in this 

CSA system. 

First we elaborate general plans/schemes (drafts) of the 

industry/service deployment e.nd development for the time span of 

10 or m::lre years~_-rn case of ~orking out the plans we outline the 

main perspectives of the developrr:ent of the industry and the 

regional prosperity. During this of work we discuss 

alter~atives and compose special integrated evaluations. These 

Evaluations are known in the USSR as Evaluation Reports. After 

development-and-deployment plans and sche~es are ccicpted we launch 

a new st?..ge of PE. This stage is characte~ized by deep end 

profound investigation of different pc.rarneters and di~ensions cf 

the IP. such as its size, struct.ure. the select.ed site. 

Tr.en we must say that if the sum of capital spendings exceeds 

4 mln. roubles or this IP is of great importance we car.duct the 

full scape PE. And if IP is less costly we conduct special 

technical-and-economic . t. ( .,.~(") conputa l on ... c...., •. This TEC is of s~alle~ 

scale than PE; TECs a.re not as profound e.s ?E a~d ~~Cs are not 

accompanied with construction cost:3 estimate calculation (CCEC). 

Branch and territorial schemes cor.tain target::: and ma:n 

indexes of deveiopment of branches and regions, ·-:;om9lex use of 

natural resources, rational combination of branch and territorial 

development. 

Followin~ problems are pointed out when inaking evaluatio~ 

report of branch and territorial schemes: 

- nomenclature, volumes of production or services on the 
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basis of balance sheet of all accounts. characterizing quality of 

the production; 

opti~al out~ut capacity of an enterprise; 

- calculation of integrated indexes of raw material and other 

resources dema.nc integrated indexes; 

- calculation of the optimal version of development and 

deployrr.ent of the..:..brar1ch, which takes into account current and --.... 
forecc.stea restrictions and limitations; 

- calculation of infra.structural pararreters; 

- calculation of construction costs; 

correlaticn of unit investrrent and other fir.~l indexes and 

coef:'icients; 

- syste~s cf ~ncexes and ~ackg~ound ccta on prcduct1ve c..~d 

non-productive er.tit.ies t.i~c.t de not pr;.r:cipally di:'·rer 

other. 

T~e rr'.ain i~dexes, given in background data of the territorial 

schemes are fellowing: 

- pcpulat:cn and ~~~power; 

- gross ~at:onal product; 

- national income produced; 

- structure of the economic entity; capital spendings (~ith 

construction-installation works singled out); 

- productive ~ixed capital; 

- growth rates; 

- industrial and agricultural output 

standartized net output); 

( cammed it. y 

- output of the most significant industrial and agriculturaJ 
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prodt 1ct ion; 

- main indexes, coefficients and rates of develcpment, of 

construction, transportation, non-productive sectors of economy; 

- new construction objects of greater importance; 

- changes and shifts in the deployrr.ent of productive forces 

in the region. 

So, the whQJ..e· " economy of the region is investigated. Al 1 ._, . 

these problems are interconnected and influence construction 

economy, e.g. it's impossible to choose optimum version of 

deployment and construction or reconstruction of this or that 

particular object if tr.~se problems are not salved and 

~ coordinated. For exarrple. to evaluate regional productive forces. 

problenis of the rational interconnected deployment of the various 

ence:~~rises must be elaborated. Here one must take into c.c~cunt 

formation &~d developu.ent of industrial 

territorial-industrial complexes. 

It :?1eans that deployment cf var1ou.3 er.terpr:se:3, compc:32G 

according to branc!L schemes is being analyzed on :n1::; ::;:.age a'1d 

proposals for their proper grouping are being iiven. 

Oeploy~ent cf the enterprises as parts of industrial centres 

instead of isolated ones reduces construction costs. running costs 

areas of industrially used land. Grouping of enterprises provides 

organic connection between industrial and public construction. 

Problems of rational use of land, water-supply, protection of 

water a~~ air may be solved with greater success. 

E~Jction of powerful engineering construction in industrial 

cer.~res instead of numerous local facilities improves culture of 
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exploitation and lessens environmental tension. Analysis of 

constructed and alrac.dy functioning industrial centres proves 

that city objects and residential districts connected to the basic 

facilities reduce iuvestrrent costs and save up a lot of money and 

labour. 

Greatioi1 of industrial centres makes it possible to improve 

the composition of fixed capital because of greater share of 
~, 

rnc.chines·e..,d equip~ent. It also reduces number of auxilliary 

objects and facilities, creation of complex repair service, 

unifyed transport system. 

Advanced introduction of industrial centres into practice 

provides favourable conditions for urban development, of srrall and 

med~um-size towns. Following advantages appear: 

- possibility to regulate planning, building and city 

economy; 

- po:3sibllity to effect complex construction of industrial 

enterprises, modern comfortable houses, social objects. 

All the above-rr.entioned provides significant economic effect. 

Practice has proved that united into i ndu:3tr i al centres 

enterprises, provided with common objects of infrastructure, 

results in investment saving of average 2 - 3 per cent, and 

sometimes even more. 

These conclusions rray be generalized in a following way. 

Economic essence of indust~ial centre means that its economic 

efficiency is higher than total efficiency of separate 

enterprises. It accounts for the joined capacities , stable 

connections, effective management. So, in oraar to raise 
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efficiency of investment we have to observe and ta~e into account 

all possible opportunities to use combined industrial complexes. 

We have investigated method of economic evaluation of project 

decisions on the first stage of elaboration of project 

calculation papers. 

Let,s investigate methods of this evaluation on the second 

stage of the first part (elaboration of project evaluation and 
~. 

calculation evaluation) and first stage of the second p.=.rt 

(elaboration of project or approved part of working project of 

cne-stage planning). 

These documents - project evaluation, technical-and-economic 

computation (TEC) and project (working project) are closely 

connected in composition and essence. 

Characteristics of technical levels and quality of project 

evaluation (PE) , TEC and projects are ne i ng done by the metl1od of 

comparative analysis of the indexes, presented in these documents 

and settled in the tar~et for their elc.boration. Evaluation of PE 

CTEC) arid prolects is done by the authority which approves and 

adopts these docum~nts, taking into account conclusions of the 

corresponding expert authorities. 

As an example of nomenclature of indexes used for evaluation 

of technical level and quality of PE (ES) and of project::; (and 

correspondently for economic evaluation, because or each technical 

-economic index and index of quality influence, as we know, the 

economic efficiency of the projects), we shall mention 

nomenclature, proposed by the specialists of the Central 

Scientific-resee..rch· institute of Gosstroy of the USSR (Table 1.1). 
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Table 1. 1 

Indexes used to evaluate quality of presented 

documents on erection of industrial enterprise. 

---------------------------------------------------------
: PE : 

Ln -d e x 
~"' -

: (CE): Project 

----------------------------------------------------------
1 2 : 3 

---------------------------------------------------------
1. Share of output comparable with 

international quality standards. 

2. Labour productivity per employee 

in nature..l and cost terms. 

3. Coefficient of equipment stand by. 

4. Level of auto~.atization. 

5. Share cf hand labour workers, % 

in main production, 

in auxillary production 

6. Labour intensivity of construction 

works,(man-day per capacity unit,man-day 

/mln. roubles of erection-installation 

works (hereafter EIW) 

7. Unit consumption of construction 

materials: cement, metal, timber, 

placed-in units/ mln roubles of EIW 

8. Funds recoupment I roubles 

9. Unit investment roubles I capacity units 

including - those on EIW 

+ + 

+ 

+ 

+ 

+ 

+ 

+ 

+ 

+ 

+ + 
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---------------------------------------------------------
1 2 : 3 

---------------------------------------------------------
10. P0riod of recoupment of investment, 

in years 

12. Costs per 1 rouble of commonodity 

output, in c~~cks 

13. Production costs (service) rcuble 

per capacity I unit 

14. Material intensity of ma.in production 

thousand of end production units 

per capacity unit 

15. Energy intensity of tons of aggregated 

fuel I per end production unit 

18. Index of equipment shif work 

+ + 

+ + 

+ + 

+ 

+ 

---------------------------------------------------------

Appendix: 1. Indexes I - I I are obligatory, 

r·ecommended. 

are 

2. Sign (+) means necessity of this very index for 

evaluation of these particular documents. 

Authorities which demand elaboration of documents may add if 

necessary some other indexes and coefficients to above mentioned 

nomenclature in order to get information on some specific features 

of the planned enterprises, if the above given nomenclature 

doesn't completely comply with the requirements of planned 

enterprises' technical level, indexes nomenclature of transport 

enterprises, enterprises of communications, ag~:culture and water 



ways branches of economy are introduced to the corresponding 

central administrative bodies. 

List of indexes for evaluation of technical level and quality 

of PE (TEC) and projects of environmental objects, connecting 

enterprises with centralized sources of thermal and electricity 

supply, extension of existing or construction of new services and 

auxi 11 iary objects _..etc. , is introduced by the authcri ties which 
~. 

give the tasks for this elaboration of necessary docu~ents. 

1.1.2. Particular Features cf the Project Svaluation (P~). 

The rnain features of the PE are as follows: 

- Project Evaluation preceeds concept approval stage of the 

project. This leaves our executives free to reject ineffective and 

too cos~~: projects. 

- PE secures detailed analysis of the IP (construction or 

reconstruction project). 

- PE is ccncentrated an the esti~e.tion of t~e production 

capacity of the entity, its flexibility and throughput capacity 

(for parts, rail ways etc. ) . 

- PE is interested in ccmprehensive analysis of tl;e qual: ti' 

and va:-iability of the products or se~vices, their cc~pe~1tiveness 

as well as in the markets and sources of ~anpcwer, er.'9rgy, ... ... 
l ue.:. 

and raw materials. 

- PE takes into scope a number of possible alternatives. PE 

helps to range the variants and select the best among them.(1) 

1) K. G. Romanova., E.P.Zharkovskaya, G. L. Isaeva 

Standardize.ti on of 1 abour and estimate. Moscow, Stroy i zdat, 1 989. 
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- PE estimates planned construction costs. 

Before we start PE the official persons look into the reasons 

for the pr0ject to be effected, the necessity of the IP. That 

means that industry is unable to cope with increasing demand for 

the product/ service without the IP in question even if all the 

available resources of the industry are utilized. 

~~ 
1. 1. 3. Main Points outlined by the PE. 

We can outline the following topics covered by the PE: 

-assessment of the economic efficiency of the technical an< 

technological options;(1) 

- basic data for the IP; 

product competit..i'ter:ess and corr.pc.r.::.t1ve q;_;c.Lty cc.:.c. ~~c: 

future entity. 

During this ::;tage of the research work our experts encounte: 

with many difficulties caused by lack of appropriate informatio 

on foriegn e.nalogue products, price and exchange questions an 

"window dressing" offered by managers. 

1) Certainly we need socio-economic efficiency computation 

but in reality we face some troubles caused by informatio 

scarcity and ppor methodology. 



1.1.4. PE Requirements. 

PE elaboration should be oriented at the progressive rrodern 

technologies in construction and production. 

PE has to 

on investments) . 

ensure high rate of investment efficiency (return 

PE has to envisage IP graduate implementation (this form is 

traditionally used). It enables the experts to control the 

schedule of construction. 

PE has to define ma.in technical-a.and-economic data, 

coefficients and indexas for the full length of construction 

period and for ec.ch stage of construction. 

If gradual implementation of the IP appears to be impossibie 

there must be t1ard rec.sons for this presented by experts. 

Ot:' 'r.""·- .-. 0 rem~ l . ...., ; ~ C"'m·" l ; ar.ce • ;.... .. c;.~ l... • .,, - L 1 .. .. .. .._,; .~ - • .. with the c!ecis:on:3 c.C:cptec 

during the i~it~al p!'ricd. 

PS has to ensure land and other natural resources 

conservation. 

PE has to include a bunch of measures aimed at the best IP 

implementation. 

PE has to envisage apropriate infrastructure compatible with 

the major entity. 

PE has to take into account environmental problems along with 

seismic, fire and explosion requirements. 

PE has to view the budget costs calculation as an upper limit 

for the whole peri6d of IP implementation. 

There may be cases when real data deviates from the proposed 



calculations effected during the conceptual stage (stage when 

development plan is being elaborated). In this case we have to 

show out the degree of deviation and find out the real reasons 

that bring about extra spendings. We consider this to be a flaw if 

PE data is less accurate and precise than planned data published 

in technical-and-economic Report (also evaluation Report). A great 

deal of the IPs iS not ef~ected in the framework of the general 
~ 

plarllscheme. If this is the case we are ready to ta'<e into ac(;cunt 

all the part.icular features of the region and branch of economy. 

That are to be coordinated with the IP. 

Then this situation is the subject for the detailed and 

precise extra ar.alysis. Sarne tight limitations applied to the 

industrial objects in the cities of the USSR and other principles 

of industrial construc~icn must be thoroughly observed. 

Today we use a contest form for the I?s. Var1ous contractors 

compete for the ~Ps. We we.nt to introduce this contest system for 

IPs as general practice i~ ~he USSR. 

:.1.5. Context cf the 

- initial data and regulations (legislative acts a~d other 

documents) ; 

- full information that covers present position of the entity 

to be expanded/reconstructed (data covers last 3 activity year); 

basic output of the entity (before IP implementation); 

revised output of the entity in compliance with market 

demand after IP implementation; 
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product or service output parameters; 

- product/service corr.petitiveN1ss evaluation; 

- product/service export capacity; 

- import substitution capacity; 

- trcnsport services, tourist and other aspects; 

- specialization end cooperation definitions for the entity, 

its managerial supetstructure; 
~. 

- possibilities to use residual and by-products of the 

enterprise, opportunities to utilize resiaduals (if wasteless 

technology is not available); 

- full data on raw materials supply, present position cf raw 

material base and its prospects; 

- raw material demand assessment, raw material's quai1ty, 

ways cf transportation and pre-factory performance; 

- spare parts, semi-~anufactured products de~and evaluation. 

sources of supply; 

- energy consumption, sources of supply; 

- energy consumers (if IP considers electric power stations); 

- water 

complexes); 

supply (if IP considers cities and industria] 

- initial and final ~.anpower deme.nd; 

- manpower develop~ent staff training and 

improvement; 

recommended technology expert assessment; 

- equipment expert assessment (including imported equipment) 

- automatization rate require~ents; 

- entity's structure expert assessment; its subcomplexes an1 
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auxilliary services; 

- structure of auxilliary manufactures and services; 

- computer sorvices development; 

- selected construction areas c.ssessment; 

- construction sites assessment; 

- principal data on volume/design values and parameters; 

- gradual const..ruction scheme. 
~-

construction time span 

reduction;· 

- construction site map 

buildings; 

with noted special external 

- general construction scheme of the object; 

- public transport requirements; 

particular ~eatures and schedule of the construction 

(standard schedules ere used for gcver::r.er.tc.l ~=--s ~c f~r 

co~mercial IPs. For IPs budgeted by :he en:er~r1ses sched~~es are 

elaborated according to the agreements.); 

- man~ement plan for the construction; 

sub-contractors' services; 

environ~ental parameters and requ i rerr:ents; pollution 

protection measures and their efficiency; 

- environmental costs c.ssess~ent pollution compensation 

(according to the present Soviet legislative acts and current 

methodology of calculation). 

There is an important part cf PE dealing with planned 

construction costs and we are induced to think that th1s par~ lS 

of the most importance because lt tackles the prc~le~ of 

"construction anti production economics and rrc.1 n 



technical-and-economic data ... 

This part of PE namely deals with following problems: 

- investment efficiency (hereafter IE) (generally known as 

ROI); 

- unit rate of capital spendings (including erection and 

equipment installation works); 

- planned standard costs of products/services; 
~. 

- un-it energy, raw iraterial, fuel etc consumption; 

- labour productivity rate; 

- comparative data provided by operating entities (home and 

a.bread) and forecast data for the entities being designed). 

PE results in conclusions and suggections: 

- PE assesses entity construction's efficiency; 

- PE secures conformity with the advanced methods applied in 

the USSR and abroad fer management, technology and equiprient of 

the entity; 

PE provides data for the design stage cf the iP according 

to the comprehensive requi~e~ents of Soviet Construction Ministry 

(Gosstroi); 

- PE prepares a research work sheet for the initial design 

stage of the IP. (This sheet includes descriptions of the research 

-and-development works to be effected during design, construction 

and equipment manufacturing stages of the IP). 

PE includes following types of supplements: 

- construction site plan; 

- general plan and its scheme; 

- diirension plans and schemes of large and complicated 



objects; 

- full construction costs estimation; 

- costs roster (if needed). 

Today we effect PEs in compliance with social demands, so we 

combine a~d integrate industrial and pu~lic objects. Sometirres 

this kind of work is completed before we set up ir.dustrial PE and 

sometimes social .(actors turn out to be prior to purely economic 
~-

factors (1). We try to resolve problems cf basic infrastructure in 

combination with ir.dustrial complexes· problems, as a part 

inherent to any industrial complex. 

1.2. National Pare.meters for PE. (2) 

1.2.1. National and regional approach based on 

self-accounting. 

IPs in the USSR are viewed from different ~oints cf view. 

This rr.eans national, regional and separate ente~prise's c.pproach 

cf efficiency: nat i cr.e.i (3). Therefore we point out types 

efficiency, regional efficiency and individual er.ter;Jrise 

efficiency. Some years ~o national approach dominated tr.e rest 

1) Refer to Part No.1.7. 

2) This topic is covered in Report 2. 

3) Hereafter and in the following reports the term 

refers to Soviet republics, autonomous republics, 

Accordingly the te!:tn "local (regional) municipal unit" 

such territories as cities and districts. 

"r-egion" 

provinces. 

include~ 
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two and national interests were considered to be absorbing 

interests of a~ enterprise ald these of the working people. 

History proved this thesis to be a wrong or at least to be 

argued. Today we try to cut this general thesis and we hope that 

sooner or later this thesis will be applied only to the 

centralized governrr.ental investments. IPs help us to resolve 

strategic problerrt:> in various sectors of socialist economy that 
~ 

attract ·profound research-and-development work and closely 

connected with national defence problems. IPs assist in exploring 

new regions and exploiting new deposits of natural resources. IPs 

accelerate develop~ent cf new bra.~ches of economy, be.sect en the 

achieverr.ents cf scient:fic progress. Judging by this we think that 

PE hes to estim~te IP's µe.rarr.eters and comprer-..er.d tt~e lnfluence of 

the I? o~ the nat:cna: soc:o-eccncm1c targets. 

I~ the long run ?Ss cssess IP's influence rat.es of 

tr.crease 2.l~d vclLlmes cf :he GNP and Nat:cr.al inc~~e. ?E is aimed 

at the accurate and ~recise esttmatior. of the raw material 

utilization. Pt:'._. • • _ r.e1ps find better ways fer saving resources 

duri~g stages of extre.ct ten, tra.'lsportc.t icn, storing and 

r..anufacturing. We fir.d it very convenient to use PS when social 

infrastructure of industrial cbjects and new regions is being 

created. 

So here we deal with the IPs conducted under governmental 

centralized invest~~nts. And now we tackle the problem of the I?s 

that are affected under local investment. These IPs turn to be 

beneficial for the local territory (region). These IPs are assu~ed 

to minimize or terminate all kinds of economic disproportions in 

the region. These regional IPs assist to change "export-import" 



balance of the region and they affect environmental balance of the 

territory, etc. Regional IPs can advance socio-economic 

deveioop~ent of the locality and improve migration ratio and so on 

and so for th. 

As tc IPs effectP.d under enterprise's investment we may say 

that PE of this IPs are definitely airred at the rrost accurate 

assessment of tne integrated costs of the enterprise involved. 
~-

This is · true for all types of enterprises, including 

joint-ventures. But it is wrong to simplify our approach to the 

problem. We are deeply convinced that one should compute all types 

of effects no ~atter who is a donor for the !P. For instance, if 

the IP is budgeted by the centralized governmental funds managed 

by Central Administrative bodies of the Soviet Union it would set 

to construction in a certain region. And that is the reason to 

ta~e regional efficiency of the IP into co~sideration. Tr1e ~everse 

hclds true as far as reg:onal iPs are ccnce:-ned, because they r.ave 

an erfect over both nc.t. ional i nteresr.s c:.r:d the i ~t.e:-es:s c:=· 

employees of IP. Th~ same considerations may be attributed to the 

IP budgeted by the funds allocated by an enterprise. The 

enterprises are oriented at their private economic interests, but 

regional and national interests must be ob3erved as well. But it 

would be a mistake to think that due to restructuring policy in 

capital spendings we have lessened control over national 

parameters. On the contrary: if control functions in the past 

years had been effected by the administrative bodies, now the 

municipal and Soviet le~islative bodies excercise control 

functions enterorises show particular interest in th1s type of . . 
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control over the IP. 

1.2.2. General (Absolute) Efficiency of the IP. 

National control over the pare.meters of the IPs is primaril~ 

effected by the unified investment efficiency methodology. Thi! 

methodology is used~in case of elaboration of the concept of th~ 
~-

major ttends in socio· economic develcpmer.t cf the USSR and Sov:e: 

Socialist Republics. It is used when we prepare project an1 

pre-project documents together with plan documents and othe 

preliminary papers. Ma.jar forms of the latter ~ethodology ar 

so-called "developr.:ent alternatives" for branches of nationa 

economy and for separate industrial complexes. This methcdolog 

concerns newly formed entities, optimal ratio of spendings flowe 

to the major forms of capital reproduction cs a top priorit 

topics. The methodology employs general (absolute) efficiency cs 

starting point of analys~s. Absolute ef~iciency (hereafter AE) i 

determined as an effect-investment ratio. Spendl~gs and ef~3ct ar 

calci~lated with time factor assess~ent r~or both value::; as far 

t.here is certain time lag between capital :;pend1ngs anc econom1 
' effect eained cs a result of these capital spendings . 
' , At the macroeconomic (national) level the i nvestmer 
' efficiency is characterized by the share of national incot 
' 

incre~ent caused by such investments either for the USSR or fc 
' 

one of the Soviet Republics. At the level of enterprise the IE c 

the object is estimated by profits' increment. 

, AE is comput~-d and analysed in order to determine ti 



• 

ur 

efficiency of these capital spendings. 

This question appears to be a basic o~e if we are to 

establish whether future capital spendings are expedient. That is 

the reaso~ for us to start with the initial determination of IE 

early stages of the decision-~aking. If we come to the conclusicn 

that planned capital spendings are absolutely ineffective we may 

drop foll0wing investigation because it looses its sense. 
~-

1.2.2. Relative Efficiency (RE). 

Unlike AE we calculate RE for several independent var1a!1ts of 

the IP in order to select the most effective one . 

We calculate RE using this formula: 

C + E~ x K --- min (1.1), 

where K is investment per project, 

C is cost of production of annual output, 

En is standard IE rate. 

Gc.i ned effect should provide i1orrral (standard) ~E rate and 

other coeff"icients and rates predetermined by the methcdolctSY 

(e.g. construction time, unit investment rate etc.). If tt".e:3e 

rates are not obtained there must be addi t~onal analysis cf the 

presented alternatives and selection be based on a system of 

individual indexes as criteried This is ma.de to achieve better 

results in project; selection and special coefficients and indexes 

play important role now. When we use standard costs method we must 
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bear in mind that there are some flaws in this method because when 

reconstruction process is underway we sell out or liquidate 

certain share of fixed capital (equipment) that can still be 

active. And its residual value is added to the · construction end 

equipment costs. Therefore investment and equi~ment costs 

partially compensate initial costs of instruments and equipment 

that are ousted (l(_om--production cycle. 
~"' . 

Present order gives certain preferences to the objects that 

keep worked-out machinery and equipment. This situation runs 

counter to the prior task of advanced restructuring of the Soviet 

economy. If we keep old, worked-out equipment and register it in 

the ledgers we will definitely hinder account data on renovated 

fixed capital. This fact will be haza:-dous for the RE of the 

technical development projects. Therefc~e we wc~'t be able to 

estirrate correctly renovation effect. :.:- we ':ake :3~anccrd cost 

method we can see that this rr.etr.od deal:3 wi. th cos~s cf the 

production only when we compute RE of the IP. This method does net 
• 

suite our requirements if we want to work on capital intensivity 

of production provided by the iP's versions. Capital intensivity 

coefficient seerrs to be disconnected with t~e IP's efficiency. It 

is not true. This coef~icient is closely connected with the IP's 

efficiency. When we investi~ate IP versions we prefer to deal 

with less investment intensive projects, though they may turn out 

to be more capital intensive ventures because major part of the 

outdated fixed capital remains active. And here we would like to 

bring the last argument against standard costs method. Standard 

costs indexes ar~ highly relative and they are almost absolutely 

disconnected with real self-accounting, moreover these indexes anc 
coefficients niay slow down the scientific and technical progres~ 
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in this country. But we must note that RE can not replace or 

submit AE completely and vice versa You can not select the best 

possible version of the IP if you do not compute RE indexes and 

you can not be sure that the selected version is itself effective 

if you do not test this version with AE method. 

As we consider the foregoing statement to be crucial so we 

have to combine ;dJoth AE and RE investigations in order to --.... 
facilitate accurate results. U~fortunately we must note that in 

real life this complex analysis is not always done. Sometimes AE 

indexes are used for PE estimation. This leads to mistakes and 

wrong assumptions. 

1.2.4. Some Particular Features of Economic Efficiency 

Determination Applied to Large Industrial Complexes 

We have already numerated major comrr.on features for all PEs 

of dtfferent. IP::> in Chapter 1. 1. But r;ere we have to confess that 

if large industrial conglomerates are :3Ubject to tt1e IP::;, there 

may appear some difficulties in distinguishing economic effects 

attributed to various elements of the IP. For example this may 

concern a complex of water facilities of different kinds 

(including hydroelectric power station, irrigation network, river 

locks, basic and social infra.structure), created under one IP. 

In order to simplify computation we distribute total 

efficiency of the IP among the objects comprising the project 
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proportionally to their costs. To obtain rrore accurate computation 

we try another approach. We calculate seoarately elements' 

efficiency and correlate this efficiency with the share of capital 

spendings for the elerrent. But here we face a · severe drawback. 

While we use this bcsically accurate method we are unable to 

calculate total (summary) effect of the system. 

As industriak._·~production grows rrore complicated we are ._, . 

obliged to compute IE cf the IPs of multisectoral significance. 

This kind of investigation is effected by way of comparison with 

the projects which could reach the analogous results for each 

sector of economy independently. Some difficult1es e~erie whe~ we 

e investigate economic efficiency for . large-scale projects and 

especially if these IPs are planned for a long period of ti~e. For 

the purposes of accurate asses3ment in these cases we use special 

method worked out by prof. Kre.sovsky N.P. in collaboration with 

other economists. By Krasovsky economic efficiency is st~pulated 

by total economic effect calcuiated for the opt1m1sat:cn period of 

time. And time span exeeds 1 year. Integrated effect estimation 

seems to be very important if we have series of successive 

investmer.ts in diversified sectors of t~e industrial cowplex. One 

of the most acute proble~s here is new to determine oot:mal t1me 

span for economic efficiency calculation. We must bear in mind 

that every one of successive investments will broaden the sphere 

1) Refer to: Khachaturov T.S. "Efficiency of Investment" -

~1Jscow, "Economica", 1979, pp.17-19. 



of the economy the IP affects. And all previously effected 

investments are not able to enjoy their effect at full scale. T &o 
il 

this situation becomes real we recomrrend to prolong EE assessment 

period. 

The conception of "correction lag" is introduced in order to 

take possible deviations and fluctuations in assessment. 

The correctLon Jperiod follows the optimization period. 
~ 

Integrated economic effect of total investments manifests itself 

during correction lag. 

1.2.5. Unit Investment. 

Unit investment is an important element of the E~ of the iP. 

It's a~ ultimc.tely important ele~8nt under the economic system 

which had functioned for a considerable period of tirre. Its 

calculation was being effected by way of natural values and 

special indexes. 

Today we have revised Unit Investment indexes. As far as 

centralized public capital spendings are concerned we are forced 

to retain these indexes for a time being. But they serve as a 

recommended values for any other IP. 

We compute Unit Investment indexes (if we can provide 

comparable data on basic conditions of the IPs) and compare these 

indexes with IE indexes and rates. 

Our economists understand that in case of macroeconomy unit 

investment per production increment is equal to relation of profit 

increment of outpu~ increase multiplied by the rat~ of return or 

investment. 
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efficiency attributed to the branches of economy. This system 

takes into account capital structure, renovation rates, 

profitability of enterprises and other factors. These standards 

are coordinated with State Pla~ning Comi~ittee (Gosplan) of the 

USSR. During IX, X, XI five year periods Soviet Ministries anc 

other executive 

level of .0. 12. 

bodies estimated standard efficiency rate at the 
~ 

During the period of 1986-1990 we fellow this standard rate. 

But profound economic analysis disclosed the fact that these 

standard rates slow down the socio-economic development of thE 

country. It has been established that this standard rate is les~ 

progressive than the same rate in developed countries. First, ou1 

economists have to revise present standard rates of IE and seccnd 

and not the least, socialist economy must ma~e new standard rate: 

real. 
Standard rates of ef'ficiency ter.d to loose t:Le1 

significance. Standard rates of efficiency computed for commercia 

IPs ( IPs with funds allocated by the enterprises) today serve a 

statistic data 

1.2.6. Conting~ncy spendings (CS). 

When we are engaged in selecting the best version of capitc 

spendings we must be aware of secondary costs attributed to fixe 

and floating capitals of the adjacent industrial objects. 

Contingency spendings attributed to floating capital a.I 
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accounted for when SS share related to the inves~rnenL vo1urne 

directed to the major object and secondary spendings on previous 

concenters is not less than 5%. As to contingency spendings 

attributed to fixed capital, they are accounted for at the first 

concenter, i.e. within the framework of the branches of economy 

supervising the construction and exploitation of the object.(1) 

Secondary spendtngs. include expansion spendings for cc~struct:on 
~,. 

base, energetic and road building etc. This type ~f spenGings 

facilitate the cr~ation of basic infrastructure, which serves the 

needs of industrial objects, etc. 

Contingency spendings include environmental costs tr.at can bi 

attributed to the construction of basic infrastructure . IP 

realisation is closely connected with infre.structure invest:r.ent. 

IE in this case (when secondary a~d continger.cy sper.d:ngs are 

t.e.ken lnto account) results in the for~u~a: 

1) Refer to: Handbcck of Industr:al Mc.nager, Mosccw, 

"Economicc.", 1985, vol.1, part I I. 
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Pi -t ECi 

En - ------------- (1.2). 

Ki 

where: En - investrrent efficiency; 

Ki - infrast.L'Ucture investment; 

Pi - profit increment. including increment due to 

the qosts reduction for industrial or 
~, 

infrastructure object; 

Ce - consumer effect, or compatible effect of the 

infrastructure services; 

n - number of the consuming br&~ches of economy . 

Costs computation for adjacent branches of eccnomy and for 

all types of infrastructure is effected according to the standard 

rates or by analo~y (if any). There are certain limitations 

imposed on the IP's vers18ns. These limitations exist due to 

social. technical-e.r:.d-eccnom1c. envi~onmental and industrial 

safety regulations. The latter two are of the most importance 

today. because we have recently suffered some severe industrial 

accidents and industrial traumatism rate is rather high in thi~ 

country. 

As we have already noted we seek to attract the best version~ 

of the IPs and in order to secure the choice we check the selectec 

version and compare it with the best analogues made in the USSr 

and abroad. Although this verification is not an easy deal becausf 

of the scarce information on the analogous projects designei: 

abroad. M:)reover tnere are some other reasons for this task to bi 
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a hard one. First we encounter with rronopolistic traditions in 

investment sector of our economy and second, 

capital spendings by State budget. 

a lion share 

Today we painsta.~ingly revise this abolutely inapprc?ria:e 

situation. All particulars of the production cycle are affected by 

this inappropriate situation, customers suffer from I?#s low 

efficiency because ~it is pregnant with bankrupcy and contractors 
~-

and scb-contractors risk the clientele. And hereto we must add 

that we suffer from shcrtage of specialists who are expert in 

multiversion FE elaborations, optimization and imitation rrndel 

building. To resalve all these management problems we seek fer 

better information services computer systerr5, and qualified 

experts in the area of business forecasting and interna~:o~al 

economic rr.cdelling. But it tur::1s out to be only a t.cp ~: ::--.e 

1ceberg &'1d the vast bulk cf the problem ~es1des ·~ ·"' ·- ~,,..~."""'~· ..... "-"-- ...................... ..., .... -
system which we have to restruct~re in ccmplia~ce w:~h ~cce~~ 

requirerrents. Main factor for success here is a ccns~rr.er c~:ented 

enterprise. 

1.2.7. Time factor . 

When we compute efficiency we have to deal with construction 

lag (lag between capital spendings and industrial effect). This 

lag is computed by standard project time values applied in the 

USSR fer construction stage of the IPs. T~ere we ccns1de: a 

gestatio~ lag too. These two lags sti:ongly aft~ect absolute ( -c.ctal) 

efficiency index. ·Generalized IE inde~es are computed ln var:c~s 



• 

• 

ways. There are two popular methods of calculation widely used in 

this country. 

First method establishes a ratio between effect increment 

(taken for planned period) and capital spendings (also taken for 

planned period) with certain time displacement which cover= 

preceding years. 

Second methqd sets a ratio between future effec~ accumulatec 
~~ 

ar-ter lag years a~d capital spendings Ct~ken for plcz:ned per1cd). 

Theoretically second rret.hcd is rrore accurate, but it require~ 

extra investigation and computation of the future period effect. 

Construction and investrr:ent effects are dyna.rnic am 

sophisticated pr.enomena. If we intend to correlate these twc 

things we r~ve to v~ew them as an average index of this statisti< 

total1ty. Correla::on ccef::cient ~s ccwputed l:ke this: 

z - ----------- ( ·: • 3) I 

x 

where: 

Z - correlation coefficient, 

K - capital spendings effected during correspondir.g time span i 

years, 

P - product increment during corresponding years, 

K - average index of capital s~endings effected during n number c 

years: 
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EK 

K - --

n 

P - average value of product increment for n years period, 

i.e. 

E p 

p .~ -
~-

n 

K P mean product of capital spendings and product increment 

values . 

If we are unable to get maximal correlation coefficient by 

this computation we should mitigate these values and later find 

out the maximum of dependency between ~orrelation coefficients and 

time lag. When we have maxi~.al correlation coefficient computed we 

verify its perfectness Le. this coefficient must be the rrQst 

c.ccurate and precise value. It should reflect close correla.ticr 

between the selected values. In general timing operation~ 

conducted during IP mean that we have to standartize IP's values. 

This is achieved by full scale reproduction process models oa.:5ec 

on discount computations. 

Efficiency indexes computed under conditions of accuratE 

timing seem to be more precise as far as real IE is concerned. 

Although in real life one can't frequently face the situation whe1 

efficiency indexes are computed without accurate timing or whe1 

timing operation are involved only partially. 
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The thing is that though ti~ing ~ori~utaticn brings about mJre 

accurate results we must ncte that ecc~omic cssess~er.ts t~r~ ou: 

to be poorly connected ~ith real ccr.irrercial results of tr.e 

entity's activity. Ccrnrrercial data is poorly related to standard 

costs efficiency assessrrent. Besides, it is cormon truth that 

index computation is not so cor:-.pl:cated if it does net involve 

time factor. Alrost all standard methods of IE assessment, 
~ 

including-the standard methodology of 1988, reccm..rnend computation 

of IE without involving time factor. Computation dealing with 

partial timing sometimes is used very succussfully. 

Computation with partial ti~i~g st.::.ncs fer ::.nr.ual profit 

compe.red with capital spend:r.gs time, 

standartization is effec:ed by disco~r:::~g r::et~cc c..~c cay of 

standcrtizaticn ...... ,...""""·-- ""'' .. ,.- .. I"-"' 
'"'"'""'"-~ -.i. .....;._ - ~ ._ ... 

say that we st2.ndartize ccpital spe~dings by ::me ~~d ~et free 

annual profit of cperat:ng entity. This type of co~~utation is 

very popular e-= .... eci .::ii 1 Y ,.,.;..,e~ 
....,~ ·--- "'-• L. because 

annual profit of the enti:y is cor.s1dered to be predetermined by 

volume. 

W'nen we execute this type cf ccmputaticn (with partial 

timing) we ce.n note the.t co~.me~cie.l results of the entity are not 

distorted by time factor. Fer instance, let's take eq~e.l annual 

profit cf the entity. If we ta.~e ttme factor in:o accour.t we may 

face decreasing efficiency indexes tr.e e:1t~ty 

stability and recieves substa.ncia.l ann~a.l '"r"!~i -!-"' ._, • -· 

indica.tes tr.at if we have constant denominator, index nu~erators 

decrease progress}vely because first years profit is ~ere 
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benefitial for the economy than profit of the following years. 

This sentence presents macroeconomic approach towards capital 

spendings. And as to enterprise itself it enjcys stability and 

here we understand why IE computation with partial timing is 

essential. This type of co~putation reflects local apprcach 

towards iE and co~putation of IE without timing reflects 

simplified locaLap~roach. But there is one thing to add. We use 
-'"' . 

simple interest for partial timini computation while compound 

interest is used for the computation involving full scale timing. 

In this country present methods of efficiency standartization 

do not tell standartized indexes computed with full scale timing 

from those that ere computed with partial timing and without 

ti~ing at all. This is due to the fact that standartized 

efficiency index is considered to be a marii~al val~e ar.d real 

values exceed rriarg:nal level. 

Follow::.rw; yec.::3 costs are :3t~~dart:.zed by ~:--.e 

8 --------- t (1.4.), 

(I T E ) 

Hn 

where: B - standartization index, 

t - standartization time span (in years), 

E - standartization value for time displace Hn costs. 



Table 1.2 shows standartization indexes for time 

displace costs. 

Standartization : Standartization index B 

time span ·----------------------------------------. 
:.- J E - 0. 08 E -0.01 
~i 

a 1 1 

1 1. 0799 1.1 ... 

2 1.655 1. 21 

3 1.2594 1. 331 

4 1.3605 !. 4541 
,.... 

1. 4684 1.5105 ;:i 

~ 1 -"'73 1. 7715 v ~- oe~ 

7 1.7153 .. '"'487 .:. • 'cl -

8 ,. Q-19 ; tJ. -· "-' - 2.1436 

g 2 n .v 2.3759 

10 ? .,-gs 
-· ~t: 2.5937 



We can distinguish following types of legs: 

1 - construction lag - lag between initial 

construction and final stage. 

stage of 

2 - technological lag - lag between initial stage of 

designing end initial stage of entity#s productive 

activity. 

3 - economic leg - a time between capital spendings and 
~, 

reaching the planned level of output. 

4 - complex leg - includes all types of la.gs for integrated 

object. 

5 - national economy leg - leg between ccpital spe~d~ngs end 

production incre~er.t. 

Each leg can be descri~~d bv graphic and functional equation. 

Lags tend to overlay cr:d first two le.gs are esti~ated only for 

separate objects. T~ey are ~ot used in sectoral computations 

because a great number of ~he I?s lS being annually effected. 

~ull 1_~a ·.L··~ calcu 1_.a~~a· as a -'Im a~ cons~-uc~;on • ~ - -"- ~~u L l..i I..~ leg anc 

economic lag computed in standartized di~ensions. Each lag i~ 

measured as mean weighted value accordini to budget costs enc 

terrrs of construction and exploitation of the industrial ccmplexe~ 

~ included in be.sic totality.(1) 

1) Refer to:Methods a~d practice of EE evaluation fol 

investments. tvbscow~ Nauka, 1974, iss. 18. 



1.2.8. Regional parameters of IPs. (2) 

R-cgional para.:.i:eters do not differ greatly from national ones. 

They pay great attention to absolute and relative efficiency. 

secondary a.:.~d contigency spendings, timing and other problerrs that 

emerge during P-E. ~ Main distinction here 
~. 

is that all !Ps are 

investigated from the regional point of view. And as to national 

parameters reflecting economic efficiency of the IPs they arE 

investigated as supplementary for regional !Ps. Regional capital 

spendings acquire special functions. 

Function 1 Regional capital spendings tend to be aimed a1 

t~e creation of the prcgressive regional structure cccrdinatec 

with ot~er econoTiiC structures cf un~c~ repu~l1cs, act8r.crr.cc~ 

republics c.nd ot~er terri~orial u~its (:rcv:~ces}. 

Function 2 - Regional lnvest~ents ere suppcsec tc c~eate wcr! 

places and promote effective employment structure in the region. 

Function 3 Regier.al invest~ent exercises co~per.satcr· 

fur.ction. RI helps to restructure regional ecor.omy and tntroduc1 

progressive technolcgies to local industrial complexes. Thi 

policy requires heavy flew of investment. that is the reason t 

call them compensatory. 

Regional invest~ent efficiency appears to be a coordinate 

investment efficiency considering national and regional interests 

2) Refer also to Report No.2. 



It reflects economic ties between national and local economy and 

relations between main and auxilliary branches of regional 

economy, basic and social infrastructures. These diversified 

relations serve for the purpose of coordinated management of 

different sources of capital spendings, including branch and 

regional funds. 

Industrial qg_mplexes of various branches of econcmy and --... 

authority levels, public infrastructure alongstage basic 

infrastructure are subject to regional investment efficiency 

assessment. 

Here efficiency is calculated as a totality of the effects in 

consumption sphere gained within the borders of the region and as 

a result of equal trade with other territories of the country. 

Economic effici9ncy calculations are long ter~ project and its 

term is stipulated by the terrrs of target plans ar.d prcgrc..11!l'les. 

Economic efficiency of cap1tal spencings directed to the 

IT'.aJ or bre.nch cf reg I onal economy is es tab l: ::;t-:ed : :1 cc::sum;;t i er 

sphere of ot~er territories where the product cf thls brc.r:ch i::: 

consumed (utilized). Quantitative evaluation of the awaited or 

real effects comprises econo~ic contribution of the region to the 

GNP of the country. 

Non-mar.ufacturing services' effect is calculated as a tota1 

inc~ement of the effects in ~anufacturing and consumer spheres of 

the region. 

Social infrastructure also creates certain social effect that 

in its own turn affects industrial efficiency. Regional investment 

efficiency indexe~ are computed on every stage of conceptual 

policy-ma.~ing and' on every stage of planned and programme( 



economic measures designed for regions. 

At conceptual stage desirable socio-economic effects are 

established and computed per investment unit necessary for 

socio-eccnomic need satiation. 

On the initial stage of the IP relative economic efficiency 

is being evaluated. This job appears to be completed when the best 

version of the I~~ is picked up by experts and general coefficient _,. 

of programmed efficiency is computed. At the stc.ge of progre.mme 

elaboration we coordinate capital spendings and other r~levcnt 

measures with all kinds of material resources. In order to 

minimize regional costs we elaborate special charts along with 

plan on resources. 

Several years ago we estimated deviation from EE standard 

according to the ere:::tion costs estimate revised in accordance 

with specific regional conditions (or ices . . production costs, 

etc.). Now we do not use this principal e.ny more becc.use of the 

restructuring policy in the USS~. 

1 2 g c:::: 1,:- t . ,:-,:- . . -· . . ... e i -accoun ing ei 1 ic1ency. 

As it has already been mentioned, the ma1n par: cf 

ir.vestments in the near future will be carried out by enterprises 

i~ accorda.1ce with the financial resources at their disposal. 

It'll take place thanks to the influence of a certain number of 

factors. In our opinion, two factors have the leading meaning: 

general tendency to fast development of decentralized investments 

and constan~ incr~ase of the share aimed at reconstruction and 

other forr,s of enterprises' development at the total amount of the 

investments. , 



1nere are l u11ow1ng i unrc:; or c,n1::i t\u1u ir1 1,,ntt u.J.J["i; 

- extension of the functioning enterprises which means 

construction of additional powers on the functioning enterprises 

(structures), and construction of new ones and extension of 

separate shops; 

- reconstruction of the functioning enterprises - a complex 

of measures aime~ at technical-economic level increase on the 
~ 

basis of achievements of scientific-technical progress and being 

realized according to complex project of the reconstruction of 

enterprises in general in order to enlarge production powers, 

improve quality and change output without increasing the number of 

employees, in generai, with simultaneous improvement of labour 

conditions and environmental protection; 

complex of measures ai~ed at increasing technical-economic level 

of separate powers, shops e...~d districts. 

Self-accounting effect :s usually defined during technical 

provision, reconstruction and extension of enterprises anc 

organizations (Ee) as the index of profit PI (decrease of 

production cost) to investments: 

PI 

Ee - --------------- (1.5). 

investments 

As to the new construct i ens of sr.ops, other cepart~ent:; J 

separate measures, including new construct:~n of enterpr:ses, 



planning profit to investments (budget costs): 

E 

where: T 

p - T 

--------- (1.6), 

T 

are the total budgeted costs of the enterprises in 

construction according to project; 

P - is the annual output in wholesale prices of enterprises 

(without turnover tax) according to project. (1) 

Simultaneously with the account of E investments the period 

of investment return of the profit increment (P ... ) end profit CP 

... ) is determined: 

1) Turnover tax in the USSR turns out to be distinctly 

defined payments to state budget. As distinct from profit of 

enterprises, which depends on a certain number of factors end 

which in the main part remains at the disposal of enterprise, tax 

amounts per unit of taxed production are distinctly fixed. 

Turnover tax is an important source of state budget. 
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Ta Ta 
p - ----· • p - ------ ( 1. 7). 

pi p p p - T 

1 

The profit increment is defined as the difference between 

amounts of the end years of previous and analysed periods, and in 

agriculture - as:.oave!'age annual nrofit increment, - in accordance ., -
with Methods of investment ef~iciency (1988). 

Productive investments in calculations are accounted in 

COilParable prices totally without any deductions. 

Saving of production specialization development is determined 

by the formula: 

S =/PC - (WP A)/ x Q (1.8), 

ps 

where: 

PC - productive cost of :3eparate product:3, transferred for 

production to specialized enter~rise 

WP - wholesale price, thi:3 product will be delivered from 

specialized enterprise; 

A - amount of transportation costs per one productive unit; 

Q - quantity of goods which will be delivered under cooperation 

from specialized enterprises. 

Saving of new types of raw materials adoption: 

S - ( N P N P ) x N ( 1. 9) , 

rm 0 0 1 1 
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where: N and N - norm of a certain type of raw 

materials spending before and after 

taken measures; 

P and P - price for unit of a certain type 

of raw materials and fuel consumed 

before and after taken measures. 

Economic effJctency, concluding saving of carrying out other .. , . 

measures~ is defined by analogy. 

1.2.10. Investigation of actuai investments efficiency. 

Practice of long standing of investigation of e..c:ual 

efficiency by State Co~mittee of statistics has exis~ed r~ ~~e 

USSR. On large projects such investigation is ca.r~ied cut by 

separate projects, and selectively on medium and smc.11 er.es. 

Index investments return period, ref~ecti~g c.bsolute 

efficiency, is most frequently used during such i~vestigation. 

Taking into e..ccour.t all advantages of this at~itude one m~st see 

its deficiencies, if return period is investigated as a total 

ratio of efficincy. 

Return period is one of two component parts of co~ple:e 

investment cycle, which characterizes the maximum durat:on of 

investments turnover and period of construction. For excmp~e. 

return period is equal to 3 years, and construction per~od 4 

years, the whole investments cycle is 7 years. 

Date of complete investments cycle duration is called fo~ 

planning of both investments and sources of their budgeting i~ 
' 



• 

investigate capital construction as a process. the ar.ount of 

cor.~lete investments cycle wiil show the d~~ati~n cf the 

enterprise debt (debt cf the ente~~rtse which car~:es cc: 

construction works) to the economy. Reducticn of the debc perioc 

itself doesn't mean increase of investments efficiency, but u~de~ 

other equal conditions, for sure, contributes to it. This index, 

though auxilliary, plays an in';)ortant role. 
~-

Further, actual duration of return period can be fixed only 

after rrore or less long period after the end of the construction. 

It is the main practical deficiency of return period frcm the 

point of view of its practical employment. 

Frequently, actual return period is dif~icult to be definec 

fer reason of the continui t.y of invest~ent ;;recess. As ct~e 

reconstruction or exter:s:on of ,' !:1-1" ,_ ...... 

sometirres - is net over yet), cr.c:her or.e jeg:~s. - :s es~ec:~--~ 

characterist:c feat~re of T.C.Chi~ery e~ter~r~ses. ?c~ 
. . . ::".e :'ee.sc:-~ c! 

el iminaticn the chc.rac:er t~E 

quant:tative len~th of ret~rn is difficult :c =e def:~ec. 

In cur cpir.icn, stat1stics observat:on ever the actuaJ 

efficiency of invest:nents :nust be of constant character. We shcul< 

analyze actual result of capital construction cont:niously, frcr 

the first year of operation, that will make it possi~le to revea: 

in due course factors, influencing t~e level on efficiency, enc 

take ~easures ai~ed at its increasing, preventing develcpmer.t 01 

ne~ative processes. 

Efficiency index with:n the separately tat.::en e:::e:-~r::3e o: 

installation are :quite suitable for it. After put~1~g int( 
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operation they can be calculated yearly and compared with project 

and other valuing - analytical ratios and indexes and the reasons 

for deflections from each other can be revealed. As a ~attar of 

fact, the return of investment is continued -during the time of 

existense of the enterprise, being unstable on a large range. 

One must see the difference in comparison cf actual indexes 

with the planned_ oAes and other ratios under ccnd1ticr.s of 
~, 

functioning previously and forming now, during perestroika, 

management systerrs. Under administration system a complicated 

system of standards observation over which is being done by 

Ministry, Goss~roy, Gosplan etc. was elaborated. Under conditions 

of new forming system standards of construction, return, ~.astering 

(if it is necessary), are drawn on the basis of agreement between 

custcmer and execute~. So, tte control is being done not by the 

authorities, but by the negotiating partners themselves, which is 

~ere ef~ective e.nd rel:c.ble. 

7r.e choice cf :--et:..:rn ~e:--:cd cs t.l':e tncex of act:.ial ef~·:c:er.cy 

can be sometimes explained because cf the desire to dif"f"erer:t:e.r.e 

the conceptions of invest.ments ef:~iciency and ef:icier.cy 

capital production funds employment. 

Such approach, in specialists' opinion, is of simplified 

ti character. Investments turn out to be the future funds, and 

capital funds - as a matter of fact are considered to be former 

investments. 

For sure, it is not the total volume of capital spendings, 

that is reflected in funds cost. But, in principle, investments 

and capital funds are considered to be though not identical, but 



still close conceptions. It's uniikely legitimately to counterpose 

investment efficiency as a totality of two factors' influence: 

potential established capital funds and exter.t of efficiency of 

t:heir employment. 

The ~ore sucessfull are solutions taken during planning 

period and the quicker investments are realized, the higher 

potential e.g. capacity of capital funds to give 

effective return, which is to be realized. 

Real efficiency to large extent (and so~etimes to the 

decisive extent) deoends on the organiz~t1on cf prcduction and 

manc.gement. quc.lificat:on ct' e~;:;lcyees, ccr.c:t:cns or 
~ material-technical supply and scale markets. The extent of capital 

funds employment brings about actual r·eturn of investments. but 

the volume of such return is determined by pcte~tial efficiency of 

funds. Under other equal conditions, the higher potential 

efficiency of funcs is, t~e higher actual efficiency of 

investments will be. Investments funds with high 

potential efficiency but badly used ce.n't g:ve much mere results 

than investments in capital funds with ::;mall potentia~ eft~iciency, 

but used skilfully and compietely. 

Illustrations of efficiency index show charges cf e.ctual 

efficiency of investments. Their dyna~ics mc..~e 

appraise efficiency dynamics and actively influence -~ 

l \.,, 

At present calculation of actual indexes of efficiency is 

included in programme of statistical investigations. At the same 

time equipment periods of investments are preserved. Alongside 

With usual formula of i nde X·?S ( annual profit divided b~ 
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invest~nts) two its rrcdifications are employed: compensation 

indexes and average indexes. 

Installation put into operaticns is usuaily investiiated in 

details by statistical authorities three years after the beginning 

of its explo~tation. If it has not been returned, it will be 

investigated once again six years later. If the results are still 

not satisfactory~investigation will be carried out 9 years later. 

After this r:oornent investigation of this very PI stops and the 

final conclusion is made. (1) During every investigation 

efficiency indexes and their !ll)difications are calculated for all 

previous years, that makes it possible to use the dynaT.ics of the 

process. 

At present c.bove :rer.tioned of 

investigations contains tt":e quest :on ct"' rea:_·~ns 

actual ratios, used fer calculation cf efficiency indexes 

(investTents, volume of pr~cucticn, price, production cost, returr 

of funds, prof:t, capite.l tur:lcver, le.bcur productivity) tal<ir.~ 

into account ,..Or'r"i:::1>S'"'O"",... i "'er V .. - ~ L .\..4 .. L i.6t project date., and e.ppropr i ate 

recommendations are being elaborated. 

There me..y be some cases when deflection of actual ratios f~cn 

planned ones can be brought about by unreality, artificial 

overstating of pl.::.nr.ed ratios. It is usually ~evealed in 

beginning of exploitation. Though active inf:uence on :nc~eas1n~ 

1) We describe the real procedure, in future 1 t' ::; supposed ~( 

be changed from the point of view of strengthening the examinat1c1 

of fulfilled projects. 
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efficiency level en this particular enterprise in such case is 

practically equal to zero. cor.clusion can be used for presentin~ 

claims. and significa"lt economic senctions to 

organizations in future. Realiz~ticn of new conception of economic 

mecr.c.nizm will ma.~e it possible to calculate end ccnt~act p~1ce, 

coordinated by the customer With projectrrakers depend:~g 

level of project~(iciency and degree of efficiency's reality. 

1. 3. The "shadow" prices of skilled and unskilled labour. 

1.3.1. General considerations. 

the 

Officially there is no unerrploy~ent in the USSR. So there i3 

no reguiations of material atd to the une~~loyed. It is foreseen, 

--~~-~·~,.~· .. 
- - - .1o - •" • • • •6 I 

shews, 

sa.~a time, in our opinion, s:gnific&"lt unemployment is unlikely ~a 

\.-. t d . •' "SC!'1 ue expec e in ~ne u ~~· a large number of 

free working places exists now. So, people discharged from th 

economy, specifically from the construction, may work at other 

enterprises. In the second place, creation of farms, cooperatives 

may "retract" non-1 i mi ted labour forces. 

Soviet ~overnment has pl.:.nr.ed ~or 1991-1995 a certain number 

of measures of more rational employment of le.bour forces, optimurr 

combination of proeuction interest.s with lnt.erests or ;,)opulat:cn. 

and measures a1med at 1.· :"'l.C"". eas i t."".cr ct~ ·:::cc·. al '"'"'C~ .=.,..r 'on "f ' 0 • - - ~l. '-'""'-''-'•I~• 
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citizens. Those measures are as follows: elaboration of 

repuiblican pro~rarrmes of provi3ion of complete and effective 

employment of population taking into account scherras of region 

development and deployrrent of productive forces,· for labour-excess 

regions - maximum possible transfer of enterprises to many-shifts 

regime of work, development of labour - intensivity powers etc. 

In case of ~lculc.tion of labour force 

wage for each group of employees is us:.ial~y 

spendings 

counted; 

aver~e 

.. ,e'l"-=--""ne n 
~ ... _,u - -

training expenses; housing and social sphere expenses; wc.ges of 

employees over the limits of state sector. 

In case of the project evaluation one should take into 

account the average worker's wage in const~uction. It is equal for 

qualified workers apprcximc.tely to 4 thousand roubles a year; for 

non-qualifyed workers - approxi~.e.tely 3 t~cusar:d roubles. Training 

of ~erscnell :s us~ally done in special tech.~ical schools, ieneral 

tecr.nical schools, engineers are trainP.d in hi6her educational 

sc~cols. Pay~ent per c~e young specialist ~s 300C-4000 thcuscnd 

ecucaticn school according to t~e cgree~ent. r8r the val~c.::cr. cf" 

this amount we'd like to rr:ent1on the.t e.c:L!al expenses ~:1 :3c.t'.cols 

of general education are eque.l to 280-3CO roubles a year per one 

pupil; in specialized schools of genere.l education e.bout 900 

roubles a year, in higher education schools - 1300-1500 roubles a 



year. ( 1) 

Besides of this fact. labour expenses contain pay~nt for 

labour forces. According to this rule. each enterprise. either 

industrial or construction, pays 300 roubles a year for each 

worker (irrespective of his qualification) to the budget, in 

regions with excess labour forces (e.g. in Uzbekistan) - 200 

roubles a yee.r, ~~r aa.ch administration employee - 600 roubles. 

Social insurance expenses, which share rr.as the trend towards fest 

increase, are also included. A system of cooperatives is widely 

spread in construction sphere. The nu~ber of working people in 

construction cooperatives already now exceeds. c.cccr~i~g to our 

estimates, 1200 thousand people, and in the near ~uture may exceed 

2 million people. The average wage in cooperatives is equal to 500 

-700 roubles. T .. 
• l,, is rather difficult to esti:nc.te level cf 

labour productivity. But selective investigaticn. made by the 

authors. shows. that individual out~ut in cooperatives is higher 

only by 20-30%. Output per one employee is much higter (thanks to 

the absense of excessive office personell. which exists at state 

construction and ir.dustrial enterorises). 

Expenses, connected with social service installations, may be 

also related to labour force expenses. Thus. :n Mcscow. cent~al 

admi:1istrative bodies transfer limits of invest:r.ents in offic:al 

order to M::iscow city executive committee for construct:cn of 

1) Planned economy, 1989, No. 1. pp. 81-88. 

We'd like to ~ention for one's orientation. that from 1960 tc 

1987 educational expenses have increased 5 times, act1ieved 4,E 

billion roubles. Trend to rather intensive increase of thosE 

expenses is being observed. 



social service installations. Central administrative bodies also 

transfer limits of construction-assembly. contract and planning 

works on a scale of 10% of means ai~d at prcductional 

construction cf their departmental enterprises ·e.nd organizations, 

and also 3% of limits of public centralized invest~ents 

construction-assembly, contract a~d planning works. allocated to 

productive cons~ction with direction to create installations of 

culture. health, protection, education etc. Those installations 

have nation-wide importance. 

In a number of cities a system of economic payments to local 

authorities for each new worker in case of new workers1 migration 

has been introduced. For reason of absense cf dwellings sometimes 

enter~rises are forced (with the a.bsense of hote~s) t~ ~ent flats 

fc~ the drawn workers rn private sector (or :i :~ dea~s w:th 

highly skilled workers - even rccr:'C3 ir. ~rte hcte:). 7c ren~ e. :-cc:r. 

for two persons in icrge cities costs 50-60 ~cubles a month, ln 

Sm~il ~own- - 3o-~o roub1~s u ......... _ - .s u • _._.. • 

1.2.3. Payrient for labour. 

Let's investigate payment for labour in details. Payment for 

labour is directly accounted in integrated and elaborated project 

evaluations. Tariff indexes and rates are used in construction 

sphere; 6-grade system is also used. An hour rate 

fluctuates from 0.59 rouble for the first gr::.de to 1.06 rouble 

for the Sixth one. correspor.dentl y the month rate :·1 uctuate~3 

from 102 roubles-~o 183 roubles; (higher actual wage is brought 

about by the significant overfulfillment of targets. additional 



charges and bonus rewards). 

System of increasing indexes. established from 1,5 to 2 for 

regions with severe living conditions. is considered to be an 

instrument of interregion wage adjustment. 

Territorial indexes are calculated to the amount of actual 

employees' earnings, excluding so-called northern bonuses (spread 

in the regions Wi~.· severe northern Cl ima.te), personal bonuses and 

payments, calculated on the basis of average earnings. 

Two ma.in forms of payment for labour are used in construction 

sphere: payment by the piece (more than 80% of workers are drawn 

by this form) and payment by the hour. At present system of 

~ payment by the piece has been developing very quickly. 

According to this system, the total amount of earnings is 

defined at once for the complex of works (for example, for 

assembly of industrial building framework) or for the 

installations as a whole. In order to ach:eve :n.1:3 goe.l, 

production calculations e.re composed. These calcula:.icr.s conta:n 

complete labour costs and wage in accordance w1:h adopted 

progressive technology and methods of construction-assembly work:3. 

Counting wages one should take into account additional 

payments for mobile job character in the Far North (within the 

limits of 40%), in other regions (30%) - one should bear in mind 

tariff rates, additional payments for works connected with 

travels; additional payments for the workers in business trips 

within more than 2 mor.ths period etc. 



1.3.3. Salari~s of engineering and technical employees. 

In cal0ulations connected with the evaluation of the 

engineering and technical employees'salaries; the 

practice, ~~eated in the USSR, is taken into account: 

following 

all posts 

are united into three groups: heads, specialists, employees. 

Each of the~~crup is divided into sub-groups. Titles of posts 

are classified depending on the character of fulfilled functions 

(specialists, executive engineers, economists etc.) and divided 

into categories of qualification's level (specialists of I, II, 

I I! car.ego;."ies). 

Post salaries of the head and engineering-technical employees 

are differentiated depending on their category. Vclumetric 

qualificat:on - annual volume of construction-assembly works 

fulfilled by the organization by general contract - is the basis 

for relating to this or that group of paymenr.s. 

Correctir.g decreasing indexes are ir.t~oduced in addition to 

corresponding volurr.etric qualifications for the accounting of 

specific character and labour intensity of the works, fulfilled by 

construction-asse~bly orga~izaticns. 

At present we need more objective criteria and methods of 

relating to some categories of construction-assembly organization~ 

and more effective system of payment to high-rank executives ir 

order to make it more precise, objectively reflecting labour 

intensity, complexity of adjustment and results of economic 

acti Vi ty. 



1. 4. The "shadow" rate of foreign exchanges. 

1.4.1. General considerations. 

Soviet rouble is not convertible. A serious work aimed at 

step-by-step int~oduction of rouble convertibility has been done 
~-

in the USSR in recent years. Special rouble exchange rate was 

introduced officially. This exchange rate is used in case of 

foreign exchange services (non-trade pay~ents) of Soviet and 

foreign citizens (table 1.3.). 

In the near future revision of official fcreign exchange rate 

is expected. According to 0t1r assumptions, dolla:' of~~ic1c.l ~~ore~gr. 

exchange rate will be equal to about 4 roubles. ~e~l mc..:.~~e: dollc: 

foreign e}~change rate is considerably higher. Thus, in November, 

1989, on the first auction in the USSR dollar was equal to 

15,2-15,3 roubles. There are facts of selling dollars on the 

"black" markets at the rate of 20 roubles. 



Table 1. 3 

State bank of the USSR 

Bulletin of special exchange rates -

(on January 3, 1990) 

---------------------------------------------------------~ -

Foreign exchange 

Official Special 

For : foreign ex- foreign ex­

change rate chenge rate 

---------------------------------------------------------
Australian dollars 100 48,03 480,30 

British pound sterlings 100 97,57 975,70 

German marks of FRG 100 35,99 359,90 

Dutch guilders 100 32,87 328,70 

Italian lyres 1COOO 4,80 48,CO 

Canadian collars 100 52,50 525,JG 

us dollars 100 60,72 607,20 

Finnish marks 100 15,03 150,30 

French franks 100· 10,53 105,30 

Sweedish crowns 100 9,79 97,90 

Japanese yens 1000 4,23 42,30 

E C U 100 72,50 

---------------------------------------------------------



1.4.2. Foreign exchange problems in case of joint ventures' 

creation. 

Currency problems appear more and more frequently in 

connection with increasing number of joint ventures. According to 

the present Soviat pegulations, foreign partner's fee is valued at 
~. 

the official rate of State Bank of the USSR at the rroment cf 

signing an agreement on joint venture's creation or other data, 

settled by the partners. It's necessary to emphasize that in spite 

of these conditions, which rray seem unprofitable for the foreign 

partners, creation of joint ventures in the USSR has proceeded 

very rapidly. 

We can mention following moments when exchange of currencies 

in joint venture is necessary: 

- when volume of jointly financed investments is settled in 

transferable roubles or hard currency in case of joint ventures 

creation in order to define quotas of the par~ners; 

- when bulk purchase of raw materials, equipment c.nd othe~ 

goods-material values necessary for the joint venture ac~rv1:y is 

being done in the countries of the joint venture partners'origin 

or in other countries; 

- when foreign exchange received from exports is exche..~ged 

into roubles; 
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- when profits and other sums are transferred to the 

joint venture partner's country during the distribution cf net 

balance profit at the end of the year under review exceeding 

current requirements of joint venture in a year; which follows the 

year under review; 

- in case of compensations of possible losses on account of 

additional payme~s -of members to initial fund; 

- when carrying cut settlements between joint venture and its 

subsidiary out of the Soviet territory. 

Problem of the foreign exchange rate appears on the stage of 

preliminary calculation of comparative efficiency cf jo1nt 

investments as a criteria for making optimum dec1s~on 1n case 

creation of joint installat1on. 

* * * 
The Sov~s gcver~ment has wcrked out a set of measures aimed 

at the improvement of foreign exchange position ~n 1990-1992. The 

is to stabilize foreign indebtedness a~d to begin 

restructuring exports' and imports' structure. following measures 

are taken in order to fulfill these targets: 

- sharp reduction of bulk purchases of the goods (currently 

imported) which can be effectively produced i~ the USSR; 

- exports' develop~ent and changing, its raw :nater~a:s 

orientation; 

- introduction in 1990 of new regulations on creation of 

foreign exchange funds of enterprises. 

Standards of :payments are to be put in' direct dependence on 

the volume of exports and exports' structure. ' 
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1.5. The shadow price cf land. 

1.5.1. Integrated evaluation of land. 

Economic evaluation of lands allocated to IP must be 

thoroughly examined in case of project evaluation. 

Integrated evaluation of ll'llnicipal territories has been 
~-

elaborated in the USSR. It is used on the stage of decision making 

to compare construction versions, to evaluate architecture and 

planning draft projects of industrial centres and distri·.::ts 

allocated to industrial construction etc. Such integrated 

evaluations may be used in case of absense of corresponding worked 

out plans for certain city in the project cperati~g :~ . ""' r. .. e City. 

Recorr:mended :r:ethods of the economic evaluation c( le.."'!cs . . . ::..:. .:.ccc.r.ec 

to ccr:struct1on have been elabcrat.ed ~ .... . . . ··---L:,:;.:::<. I:--.ese 

recoTmenced met~ods have :een in use for a number of years. 

Economic evaluation of above mentioned le.r:ds ccr.tains 

following indexes: basic infrastructure costs; economic 

consequences as a result of changes in use cf land, sccic-~concmic 

value of the land; capital spendings fer rer.abilitation of 

environment in the district . 

Both rent and full (covering all tooics) indexes are used for 

calculation. 
,.., __ _ 
~\::Liv indexes show between indexes cf 

relevant compared versior.s. 

Differentiated indexes for five groups of cit:es depend1ng on 

population of th~se cities have been elaborated ln 'C~e USSR. 

Inside each group· indexes are differentiated depend1ng on the 

distance from the centre of the city (Table 1.3). Great cities 
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250-500 thousand; bi~ ones - 100-250 thousand; middle ones -

50-100 thousand; suall ones - up to 50 thousand (Tabla 1.4). 

Table 1. 4 

--------------------~------------------------------------

Category of 

the cities 

~, 

Distc.nce from the centre of the city in 

parts of ~edium city radius for every 

division 

1 I I I I I IY : y 

greeter cities 0,15 0,15-0,3 0,3-0,5 0,6-0,7 over 0,7 

big cit:.es 

m:ddle cities 

small cities 

""' ? u,_ 

0,2 

0,2 

0,2 -C,4 0,4-0,7 over 0,7 

0,2-0,4 0,4-0,7 over 0,7 

0,2-0,4 over 0,5 

0,2-0,5 over 0,5 

Correcting indexes are used in various regions for integrated 

evaluation of muniqipal territori~s. 
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Evaluations of basic infrastructure in case of complete 

development of the territory, of ~osts and losses cue to 

allottment of good land have been elaborated. But compensation for 

allottment of agricultural lands is paid according to the standard 

payments accepted for development of virgin lands instead of these 

taken for construction etc. 

Investment in .development of virgin lands 
~-

is effected 

according to the standard development costs accepted for new 

agricultural lands instead of those taken for non-cgr:.cult·1ral 

needs, adopted by Councils of Ministers of the un1on republ1cs. 

Evaluation of compensation fer ailocated woodlands lS done 

with account of following costs: 

- costs of creation of new lands for reproduction of 

forests; 

- costs of compensation of net lesses in case cf forest 

liquidation in the regions, where forest is ccnside~ed to be the 

source of timber and a nu~ber of stand by ?rcducts d~r:ng 

period of timber resources recreation. Econom!c =.nd recreat:ve 

importance of the fore st in subur::ian areas is assessed. 

Socio-economic ir:iportcnce of tr.e territory is deter:n1r!ec '.:J) 

functional services of urban districts . 

Accounting of urban lend value by introduction of eccnom1c 

evaluation of territories in calculations of comparative econcm1c 

efficiency of invest~ent will contribute to the adoption of morE 

compact deployment plans and all in all will provide ~ptimur 

decision for deploy~ent. 
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account of lands evaluation. 

Calculaticn of comparative economic efficiency with account 

of economic evaluation of lend is being done with the help of 

~ginal stendar~ized expenditures (Es). They are P.qual to the 
~ 

arrount of current costs lump sum expenditures, attracted by the 

construction version, with unified accounting units complying with 

established efficiency standard index and economic evaluation of 

land, allotted to construction site. 

Land evaluaticn ':r2.Y be current and basic cne: 

..... - i'; ' ~"' .- - x =-.... ====> ::m::: I ": ~A ' ~;:> == v• ~ . . :< L: -i.J. " -. ... .:. J 

or C:s :::s l l Ci x 1!1 Zi == ... > m1n I 1 12) \. -· J 

whe:-e: Ci cur~e~t ~rcduc~1cn ccs~s and runni~g ccsts cf sccial 

i~fras~ruc:ure at~ributed to ~elevant version cf 

cor.str11ct ~er.; 

11 - lump-sum exper.ditures (investment by versions); 

En - stc..~de.rdized investment efficiency index; 

Zi - economic (cost) evaluation of land, allocated to 

construction; 

Tn - standard time of investment recouprnent, 

1 

Tn -
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.I. • 

compared versions (unit values may be related to nurrber of 

inhabitants. erected houses. etc.). According to above ::rentioned 

formula we select version, where sta~dartized expenditures ere 

low. 
In case of provision cf :nore raticnai use of lend, eccnom1c 

efficiency of th:~~ersions may be calculated through estimated 

period of extra investment. This investment saves up lands (Ti). 

Ti =- ( Ii - Zi ) x Ci 

where: Ii - difference in volumes investment for between examined 

versions; 

Zi - cost value cf land saving due to new version; 

C1 difference in current expenditures. 

Version is considered to ~e ef~ective if !i <- T~. 

Cost of la11cs hes been conste.nt~ y growing ;. ::. :::.e 
~ ~r~~ 

~..::..;r<. 

the ;'.)e!'iOC Cf ~5-20 yee..:-s ::-1 r.as :r:crecsed ·:,5- 2 ::::-:es. ::} 

1) For details to refer the e.bove mentioned guidebook. 



1.5.3 Example cf ~ent calculation in M:lscow 

Annual rent is supposed to be paid by all enterprises and 

organizations as far as land at their disposal is concerned, 

municipal territories, including sanitary and other protective 

zones of enterpr~ses., railway branch lines, lines of electrical 
~-

transmission, gas mains, plc.c:es for ash-keeping and other 

territories, which are under the authority of the enterprises and 

organ i zat i ens. 

On the basis of economic evaluation of municipal territories 

the following rent chart ~.as been drafted (1). M:lscow is divided 

in 5 zones. 

Rent paymer.ts ;::ro f°" 1 ": "W; ""'a· 
- - - V--V •••b• 

r zone 350 ~hcusc.nd ~~ubles I hectare, 
- ... zor.e 2?""" " il - ,:J 

I I I zcne - "'8"' " - u 

IY zcne - 135 II 

y zone 70 " 

Rent payments ar.d zones division are cor:-ec~ed every 5 years. 

Rent also depends en the access to co~munication and 

transportation lines. Thus, when the distance from large city 

r-ow.ds and underground st.at~ons is up to 500 metres, index 1,5 is 

used in order to calcul~te the a.mount of payment for territory and 

the annual rent amount. This index is used from the second zone 

1) Above mentibned indexes are not adcpted yet, they are 

submitted to further revision. 



and further from the centre. except dwelling houses, health, 

cultural, servicing, education. trade, canteens, municipal 

services, sports objects and constructions. 

Project of economic incentives has been elaborated. Thus, in 

case of deployment on the lands of enterprises produ~ing consurrer 

goods, enterprises which can1 t be considered as safe, indexes of 

tables No. 1.5, 1.o are supposed to be used in order to calculate 
~-

the amount of rent payment. 

Table 1. 5 

Differentiated indexes elaborated for enter~r1ses, prGdUCing 

consumer gcods (CG) for Moscow. 

---------------------------------------------------------
Share of CG, Share of CG in total output 

in Moscow ------------------------------------------
30-1CO : 40-79 : 5-39 : 1PS3 i...he.t"'. 5 

--------------------------------------------------·------
100 0,5 0,5 0,5 0,6 

80-89 0,5 0,5 0,6 0,7 

40-79 0,5 0,5 0,7 0,8 

5-39 0,6 0,7 0,8 0,8 

less than ,.- 0,7 0,8 0,9 1 
0 

---------------------------------------------------------



Table 1.6 

Differentiated indexes or payments for urban land 

---------------------------------------------------------
NN. : Classification of enterprises. 

:buildings foe sanitary control zones: 
~-

Coefficient 

--------~------------------------------------------------

1. Class I 2.0 

2. Class I I 1.7 

3. Class I I I 1.5 

4. Class IY 1,3 

5. Class Y 1,2 

6. Clean enter~rises 1 n 
.:.. , \J 

---------------------------------------------------------
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Report 2 

~ Control over Observance & Change of the National Parameters 

of Investment Projects in the USSR. 
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Introduction 

According to the requirements here we investigate 

national and regional parameters applied for Investment 

Projects (IPs) PJ?Q~aration and evaluation, institutions 

involved, 'time parameters r~leve.nt to the IPs alongside 

Value Analysis applied to the IPs. As we have rapidly 

changing economic situation in this country from 

administrative management to socialist market - some topics 

of the Reports nay be somehow inadequate. So, we try to give 

critical analysis of the methods and approaches ado"pted in 

the USSR for IPs. In this Report we express official points 

of view and opinions alongside other recommendations and 

developments dealing with investment activity (hereafter IA) 

and control over the investment parameters. Somet:mes we 

present experts' assessments in order to give a wider range 

of opinions. 

Whenever it was feasible and didn't contradict the 

UNIDO requirements we tried to meet the requests of our 

• Chinese counterparts. 

This was do~e according to the agreement reached during 

the Moscow meeting in the beginning of 1990. 
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2.1. National and Regional Parameters for Project 

Preparation and Evaluation. 

2.1.1. General Scheme of IPs Planning. 

Capital s~en~ng .. in this country are considered to be a 

certain totality of social expenditures that are needed for 

creation and renovation of the fixed capital of the national 

economy. Capital spending seems to be a broader term thm 

capital construction. Capital spending include ac~uisition 

of the equi9ment, agriculture machines etc.; these type of 

capital spendings do not need installation works or another 

type of cor.structior. or erection activity. By way of capital 

spendings C hereafter CS) economic propcrticns and 

appropriate rates of economic developmer.t mc.y be achieved c..s 

well as rational deployrients of productive forces 

aclvari.ced economic development of the regions. 

As far as e.g~icultural CS are concer~ed t~ey include SS 

allocated to th9 Research and C~velcprr.ent ( K&C) 

organizations, to entities processing raw agriculture 

products, to the producers of construction ele~ents and to 

the building contractors which operate in agriculture etc. 

Capital spendings absorb expenditures al :.ocated to the 

new building construction, to reconstruction, to renovation 

and expansion of the industrial enterprises a~ well as 

expenditures allocated to the housing, and 

infrastructure construction and so on. Capital spendir.gs 



cover acquisition of the 

i nstrurr.ents. 

equipment, 

Fixed capital includes buildin~s, 

machines and 

constructions, 

ItE.Chines and equipment, vehicles, tools, cattle and other 

types of fixed capital. Productive fixed capital includes 

industrial means of labour that are repeatedly i~volved in 

the process of pr~ction. These assets depreciate during 

their life and gradually transfer t~eir value to the 

products via amortization. 

Fixed capital that is. not directly involved ir. the 

process of production is ccns i de red to be r.cnprodt.:ct i ;,·e 

• fixed capital. 

On the macroeconcmic scale fixed capital ccvers fi:{ed 

capital of the state, cooperative and social en~: ties ai:d 

organizations, collective fa.:.-m3 and lndividual owners. Today 

individuals can possess eccnom1c entit.:es er- a srr.aller s:ze 

(where no employed labour is exercised), ei t:-:er lndustr:al 

or nonproductive. 

Fixed capital's dynamics and structure are computed by 

means of adjusted prices ta.1<en at the end of the financial 

year. 

Expenditures for drilling, excavation and explcrations 

of natural resources are not considered to be . ' cap i ca.:. 

spendings under the present methods applied in tl1e USSR if 

these expenditures are effected by state budget or by 

special funds. State and public organizations rray purchase 

equipment and other. items but this deal would not be 
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considered an investment (capital spendings) as well as 

funds allocated for rehe.bilitaticn works, repatrs and 

restoration of the public and state organizations' buildings 

because these opere..tions are financed by state bucget or by 

local budgets. 

National control over the parameters of the IPs in this 

country has spe~f(c f~atures and is effected during the 

planning stage at the national, regional 3.nd sector:al 

levels. 

Total arrount of Capital spendings includes investments 

backed by all financial sources: state limited invesL~ent, 

Soviet Socialist Republics and autcr.cmous territcries' 

limited investrr.ent, lccal limited irwest~er.t, ccmrr.er~:c.~ 

invest::-:e~t. The le.st type cf i::vestrr.em. :nc:~ces :r;vest~:er:: 

CQmposed by spec:c.l i:west.::;ent fur.cs Of ':.:-:e :r:d1...::3::-:c.: 

en:: ty c.nd by c.ttrc.c:ed bc.r.k lce..r.:3. Tc-c.c.l c.rr.ount c( 

i rwestrr.en~ ir.tc ccnsideration rer.ovat:on ccsts, 

ex~e.nsicn costs, reccnst:::-~c~ion costs costs 

incorr.pleted (car:-y-over) const:-~ction. Th:s also ir.cluc!e:3 

equ1~ment a.cquisition costs (if the list of the equipment is 

not stipulated by calculation of costs cf construction) ar.d 

other co:3ts of product~ ve and ncnproduct i ve objects. 

Five year plan of cc.pit.al construction covers 

centralized a.r.d decentralized capital spendings. Five year 

plc.n of cc.pitc.l ccnstruct~or. is based on t~e plar.ned val'Jes 

(so-called 'control figures'), long-term economic standards, 

governmental contracts, investment funds of the enterprises, 
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~.aterials supply and bala~ce of fixed assets and productive 

capacities. Planned values and coefficients include output 

of product. profit ir. foreign exchQ~ge. main R&D 

figures, volur.e of contracts for installation and erection 

works. 

Large IPs are governed by Gosplan (State P:c:.nnir.g 

Committee of th~ USSR) and these projects are duly 

supervised by state bodies and through governrr:ental 

contracts. This type of contract includes erection of 

industrial entities and environmental entities, 

socioeconomic i~frastructure.(1) 

Other objects are supplied with target values a.~d 

coefficients which c:e deri •1ed by wc..y of extrc..polation, 

:. nt:-cspect i ve es-c.:::ne.tions, ~: .. ognoses. vc.lid informaticn 

supplie6 by Soviet repL.ibl:cs, ministries ether 

bcd:es. Thi:3 corr.poses the 

dif:~erer.ce :::etween the cor.tr-:l figures, values and l:-:aexes 

for the :2th 5-yee.r period ar.d f~r tne present ti r!1e. Tr~e 

for:::er covered thi::: whcle volume of i nvest:r.ent in -~; -
"' ' .. .:i 

country. 

These figures, values and indexes were rigid and every 

unit of the economic-administrative chain got certain values 

(1) Refer to 2.1.4. 
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to be achieved and observed during the fivG-yea~ period 

(there could be 2 types of chain: ministry-enterprise one or 

Soviet republic - local municipal unit). 

So territorial units had their own values and 

coefficients. Today this system of vertical administration 

is being eliminated due to its inefficiency. 

Now expansio~nvestment of the enterprises, ministries 

and other administrative bodies is backed up by investment 

reserves of the entities and bank loans. All economic 

entities plan for themselves volumes of investment, timing, 

erection schemes, instailation options and other t~1ings. 

Centralized investment planning covers 

plan computations, i.e. computation 

two areas 

of derr.c.nd 

of 

anc 
distribution computation. Here we use special method of 

computation which we call standard-balance methcd. It i:3 

exploited to define the demand for centralized inve:3trr.ent. 

Derr.and for productive cap i tai spendings may be 

established by way of varions methods. Econometric modelling 

is succe:::;sfully u::;ed for this case as well a::; direct cost 

computations used on objects and on directions of 

investment. Demand computation before 1989 was :::ased on 

planned balance of productive capacity, output vciumes, 

fixed capital assessments and standards of varions kinds. 

(1) Today Gosplan does not have full information covering 

1) Refer to 2.2. of the Report. 
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this activity and due to this lack of information planned 

balance appears to be approx::rete and may be used for 

prognosis and analysis. Partially standard-balance method is 

used for 

spendings. 

computation of demand for centralized capital 

Real basis method is widely used alongside 

extrapolation cf the proportions that existed during the 

later years with:tcheJvalues corrected due to the scientific 

progress. This method takes into consideration the larger 

share of investLnent that is allocated to social sector of 

national economy. 

But here we must say that extrapolation method is valid 

~ when we work with so called inertial systerrs. Today we have 

rapidly c~anging system of parCl~eters due to the eco~cmic 

restructuring. Now these pc.!'ameters are aimed at social 

needs of people, environmental problems, and at the 

development of consumer goods producing industries. Due 

to all this we have to be very cautious when applying 

extrcpclaticn method and we must check and recheck our 

computations, esLimations and assessment by way of other 

methods. 

Approximate investment now is computed for analytic 

purpc::;es with the help of generalized standard uni:s cf 

investment. It is computed as total sum of investment per 

production increment and investment increment; is 

established with the help of specific calculations (or with 

the help of specific coefficients of investment effected for 

industrial purposes) .. 
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?arallel to this co~putation we effect another type of 

investment based on standard rates of economic efficiency. 

Volume of investment here can be found out as a ratio 

between the values of increment of economic ·results and 

corresponding standard rate of absolute economic efficiency. 

uiff&rent methods facilitate allocation of centralized 

capital spending~_Three versions of allocation can be 

identified by economic-mathematical model: minim~m version, 

maximum version and medium version (i.e. compromising 

version between the latter two). We find it difficult to 

formalize factors of investuent allocation. 

~ That's why the foregoing factors are formulated on 

preliminary basis and later are subject to verification by 

several iterations during comtJutation stage of work. 

Algorithm of iteration::: .ere is as follows (if we run a 

dialogue pattern): we set down the priority topics bre.cker.ec 

between maximum and minimum 1 imi ts of the i:1.vest:nent voh..:~e 

and establish rational ~edium version of investment 

allocation in compliance with economic criteria and other 

1 imitations. 

Basic algorithmic steps here are: we grade economic 

programmes and objects according to their importance. Each 

programme and object scores points and is placed in the 

special importance range. 

So, the "place in the queue" for each object and 



• 

programme is introduced according to the scores. which the 

team of experts granted each project. Then the range is 

adjusted by other practical fac:ors (e.g. production 

conditions, expansion forecast, time limitations, foreign 

exchange reserves etc.). Basing on this we estimate volume 

of investment for each project, regarding all possible 

limitations. Her~~the olace in hierarchy may be changed due ._, - . 

to any rea5onable amendment. wr~n this stage of work is 

completed, we compare the investment resources available and 

investment demand, in order to analyze every IP and to 

investigate all kinds of relationships that may appear 

between the IPs . 

Construction in precess is cne of the ~est important 

national parameters of investment activity. According to the 

Government Decree there must be a f~ll list of construction 

in process before ~JC.rch 1, 1990. All objects that enjoy 

centralized capital spending are subject to this listing. 

This is done in order to restrain capital con:3truct ion in 

process because it affects badly economic situation in tt":e 

country. System of bank loans and credits must be introc~ced 

and secure better efficiency of capital construction. 1990 

i~ a starting point for the credit expansion of the banks in 

the sector of capital construction. 

We would like to point out the group of parameters that 

is connected with the introduction of import-substituting 

enterprises or export-oriented plants, especially when h1gh­

tech production is involved. Share of 'turnkey' objects 
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appears to be one of the rr.cst important national para'T':eters 

for a time being. As we know 'turnkey' objects are being 

constructed by one contractor, which is responsible fer all 

functions of the object. The contractor secures co~plex flow 

of investment and construction. The contractor covers all 

stages of investment, erection and installation of equipment 

as well as pre~ation of the entity for productive 

activity. General contractor spends its own money and 

attracts bank loans in order to finish the turnkey object. 

Banks and other relevant institutions feed the general 

contractor durtng the whole time of the IP in complic.nce 

~ with the plan of construction e.r.d ether terms. The c~stomer 

?ays according to the contra.ct price after specic.l Act of 

Acceptance is signed. 

The customer provides contractor with accepted 

municipal construction plans, technical-and-economic 

computations, calculations for industrial objects, separate 

buildings. The customer transfers limit investment values to 

general contractor. 

Other national parameters include number of investment 

agents in the country, building construction contracto:::-s and 

construction design orgc.nizatior.s operc.ting in the Soviet 

Union. Volume of the enterprises' investment reserves may be 

also accounted for. 

Botn economic and socioeconomic efficiency of the IPs 

are also undoubtedly major national parameters of IPs. 

Future development of national parameters may follow 
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this pattern. First and foremost we must loo~~ forward to 

inquiring in:o the relationships between the existing 

parameters but not to scoring new ones. So, we must develop 

an advanced system of different 1 . . pre_1m1nary and project 

indexes, coefficients and other analytic figures that can 

help us to comprehend investment process as a whole. 

Second, we ~e .. to pay more attention to the indexes 

that reflect precesses of mutual correlation in investment 

activity (i.e. scientific research, design, economic 

environment, especially market, social sector of economy, 

education, training) and all other phenomena that can affect 

~ investment in the Soviet Union. 

Third, we must pay due attention to the aggregated 

indexes of expanded reproduction process on the basis of 

investment processes. 

2.1.2. Standard Applicat1cns for Control Measures over 

Capital Spending. 

There is a system of ncrmals and standards applied for 

the procedure of planning and project evaluati_ons of 

building construction effected in industrial sector of 

economy as well as in social sector. It is used for budget 

costs calculation, investment projects effects assessment, 

etc. 

Standard pa1'.'ameters and standard timing for IP::; 

comprise an important share of normals and standards used in 
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building construction. As we have already mentioned all 

these standards were obligatory for economic entities before 

restructuring policy had been launched. Today the 

overwhelming majority of the standards ·is being 

decentralized due to the decentralized investment policy in 

this country. Some standards re~ained unchanged but now they 

are being used OP~. Jfor centralized investment and for 

investment· effected with the help of Central Bank (Gosbank) 

loans. In all other cases these standards appear to be of 

recommended nature. None the less we hope that these normals 

and standards may be of great importance due to the fact 

~ that all economic entities that effect capital spending 

expect high rate of efficiency. That's why they may be 

inclined to observe these reco~mended normals and standards. 

We have already covered some problems dealing with standards 

in Report 1, but we think it important to dwell upon the 

bl · .. ' · R . t pro _em in ~n1s . eport oo. 

Here we can distinguish normals of capital spending, 

investment cycle standards, and output normals. 

Specific index normals stand for input values allotted 

to fixed capital development related to the unit of output 

and/or output incre~ent. In this country we deal with 

normals covering unit investment allocated to erection and 

installation works and equipment acquisition. Also we 

distinguish special type of expenditures for 'fastening the 

object in place' (landing). Besides we operate with 

generalized normals of investment composed for· branches of 
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economy and sectors. These generalized normals are based on 

long-term practice and ta~e into consideration all types of 

economic proportions (industrial. territorial. sectorial). 

_ Compound normals are used for types of branch 

industries. When we use specific (unit) investment normals 

and standards we bear in mind limit of investment. It is 

defined as a pro~ct of industrial output capacity and unit 

investment normal. 

Individual normals and standards are used for 

individual objects and for output capacity values of these 

objects. 

There is a special Handbook in the USSR devised and 

adcpted by State Committee for Building Construction of the 

USSR (Gosstroi). This Hc.~dbook covers all investment normals 

and standards. There are investment normals and standard for 

environmental objects erected in the framework of industrial 

objects. 

Time standards of investment cycle cover time standards 

for de:3ign, for initial stage of erection works, standards 

for construction in process and time of completion of the 

object. Normals for project development of planned 

industrial output capacity, economic coefficients, standard 

basic industrial output capacity, standard labour 

productivity, profitability, etc. 

Investment standards and normals as well as normals and 

standards for fixed capital are used for forecasts and short 

-term and long-term- programmes. Investment standards and 
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normals are used as a base for contract price estimation and 

as a measure of control over commercial activity of 

industrial self-accounting entities. 

Time slandards of investment cycle have been widely 

exploited up to 1988 for capital construction planned 

indexes and coefficients. These time standards facilitated 

assessment &~d e~6ration of the limits for project and 

development works, for erection and installation 

expenditures, for investment allocations spent over the 

erection period years. Today these time standards are 

regarded as investment normals and standards which we 

described earlier in this Report. 

Standard indexes applied for reaching planned level of 

industrial output have been recently used for government 

contrects formulation and for elaboration of checking points 

for industrial entities. The enterprises worked under the 

burden of esti~ated by plan labour productivity indexes, 

output volumes, profitability and other rigidly planned 

indexes and coefficients. All these check normah· anc 
standards were used during the initial stage of productive 

activity in order to control different sphe_res of 

enterprise's activity. 

When five-year-plan preparation is underway specific 

(unit) investment values are used to form basic grounds for 

investment forecasts, construction project evaluations. They 

are used for preparation of the lists of building 

construction projects and individual objects. 



Social normals and standards are exploited when we 

want to describe and generally assess national economy 

investment demand. These social normals and standards are 

viewed as successive and gradual values. Approximate dema.~d 

for material resources is subject to computation based on 

standard specific (unit) investment defined with a ce~tain 

attention paid to ~~anced tec~nical-and-econcmic features 

of the objects in question. 
• Standard efficiency rates are used fer total efficiency 

assessme~t of the object as well as for assessment of the 

plan versions and plan computations effected in order to 

award the contract to the best contractor. Especially this 

may be used when government contracts are subject to the 

tenders. 

There are several normals and standards that are taken 

into account when invest~ent sources are being defir.ed 

(whether for centralized investment or comrr:ercial 

investment. i.e. effected by enterprises themselves). 

These standards and normals are following. Standard 

rate of profit deductions that are allocated to the 

expansion and development funds. Standard rate of operation 

profit deductions that are allocated to the centralized fund 

of expansion and development and to the ministerial reserve 

funds. 

Technical-and-economic normals and standards for 

investment resources evaluation that includes material and 

labour standards. Material standards are needed for better 



allocation of limited material resources, for precise 

co~putation of demand rate for materials, especially when 

invesLment is effected by centralized funds of capital 

spending. 

Labour standards facilitate labour force demand 

computation in order to secure full coverage when possible. 

Labour standards~~:rve analytic purposes when investment is 

not effected by centralized funds. 

Scientific research institutes alongside relevant 

minist~ies and other administrative bodies established a 

profound system of normals and standards that can be applied 

for investment activity in the Soviet Union. But we must 

confess that this huge and complicated system of standards 

and nor~.als leaves much to be desired if we compare it with 

international analogues. This is true for all types cf 

parameters national as well as regional. which deal with 

specific climate and weather conditions in the North and in 

the South of the USSR. 

2.1.3. Government contract. 

Govern~ent contract (hereafter GC) envisages turnkey 

· contract financed by government from centralized investment 

funds. This type of contra.ct sets up some terms and 

conditions for contractor and for customer: 

- installation and productive operation of the equipment; 

- installation of environmental facilities; 



- construction and creation of social infrastructure. 

In order to achieve ad.justed and matching development 

of investment activity all investrrent objects under 

centralized investment funds are specially listed· in State 

Plan of Development in the Article dealing with 'limited 

Special analy~~--is done in order to estimate initial 

construction position that determines the situation with 
• 

industrial output capacity. Special coefficients, indexes 

and quantitative values reflecting s;tuation with 

construction in process ere verified and detailed. We derine 

and adjust list of construction objects that are to be 

completed during the following years. This is done by way of 

version selection. Project evaluations of these objects and 

their technical-and-economic features are analyzed and 

thoroughly scrutinized in order to have detailed picture of 

the objects. 

Ministries and other administrative bodies. Soviet 

republican Councils of ministers elaborate and present five 

year plans of development covering investment po~:cy of 

these bodies. These plans include information about 

industrial enterprises that will start their productive 

activity durin~ this five-year period. five year plans 

define the objects that would be created under centralized 

government investment allotted according to the GCs; 

investment funds and reserves of individual enterprises and 

organizations. This is done for statistic purposes and for 



the purposes of rraterials supply and for subcontractors 

inf or mat ion. 

Plans for new productive economic entities are ~omposed 

for national economy, for ministries and ether 

administrative bodies, for branches and sectors of economy. 

Centralized and non-centralized 

regarded separatelY-. ~ 
~-

investment are being 

Centralized public investment allocated to GCs aimed at 

advanced technologies and scient~fic research appears to be 

one of the most important spheres where centralized 

investment can be successfully effected. 

Such IPs are designed to facilitate implementation of 

the most advantageous programmes of scientific and 

technological progress in the Soviet Union. This is done i~ 

order to conduct united scientific and tec~nological policy 

in the country. Government contract is aimed at new 

technologies, high-tech prod~cts, materials, services, etc. 

Contractors compete for the GCs. GCs are adjusted in 

conformity with the lif9 cycle stages of scienti.fic 

developme~:s so as to secure most effective exploitation of 

the economic results of scientific research. 

GC covers development of material base and includes 

contracts providing better equipment and applications for 

scientific research aimed at innovation in industrial sector 

of economy. This P-mbraces all kinds of laboratories and 

research certers, advanced technical installations and other 

types of research-and-devel0pment structures that are 



created and operated under centralized public investment. 

GC facilitates accelerated development of material 

base, supporting delivery of new products accordi~g to 

complex GCs that secure installation and productive activity 

of the i~~ortant enterprises engaged in R & D projects and 

programmes. 

As we have ~~.r-eady mentioned there is competition 

between contractors for government contract a~d it is 

absolutely clear that the nest effective version is adopted 

as a basic one and the winner organization, &nterprise or 

plant is granted this contract. All govern~ent contracts 

become a substc.ntial and major part of the development 

plans, and are executed in the framework of these plans. GCs 

are regarded as rre.jor elements and basic targets of the 

development plans. Governmer.t contracts form certain network 

of contracts including all economic c.gents engaged. 

Contracts include job assessment, timing, contract prices, 

penalties, and other provisions. 

Research and development are budget-supported. State 

Science and Technic Committee receives ~udget funds and 

supports scier.tific research affecting government contracts 

implementation in all fields. 

State Planning Committee (Gosplan) is one of the 

sponsors for new enterprises and units producing new types 

of equipment and goods and operating under 1r:overnmen~. 

contracts. If investment is effected by a republican 

government then it is backed ma.inly by republican investment 
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fund. Soviet Republics pay great attention to environmental 

investment in the area and we may consider following 

investment as environmental ones: 

design of territorial indust;ial complexes aimed at 

creating better industrial structure of the region. This 

includes residue processing plants and factories. Output 

product of these ~&~ts can be utilized as raw materials by 

regional industry. Environmental projects ~.a.y envisage 

erection of (closed) reserved rranufacturing cycle plant in 

order to preserve clean nature in the region . 

2.1. 4. Industrial Expansion Investment. 

Decentralized (commercial) investment are effected by 

enterprises and provide new pla~ts construction, renovation 

of the enterprises, reconstruction and expansion. This 

investment is effected by way of investment funds of the 

enterprises and by attracting bank loans and sometimes 

municipal funds. Preliminary limits of investment funds are 

elaborated and established by ruling bodies of Soviet 

Republics, ministries and departments. These administrative 

bodies take into consideration various topics and seek to 

implement socioeconomic proportions ar.d ratios, to find 

better ways for acceleration and intensification policy as 

well as establish total amount of capital spending 

(centralized CS). Alongside this work republican 

admin:strative bodies work out guidelines for government 
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contracts and send them over to State Planning Committee, 

where these guidelines are analyzed, verified and adopted as 

guidelines for new five-year-plan of investment policy. 

Here we must say once again that planning stage of 

investment policy begins at the level of economic entity 

(enterprise, trust, concern, amalga.rration, association, 

joint-stock compa,rty:.etc.). These economic units estirrate the 

demand for investment that can be allocated to industrial 

expansion of these economic entities. Then investu.ent tha~ 

would be allocated to renovation and reconstruction is 

estimated. This estimation is based on the volume of 

industrial development funds and reasonable volumes of bank 

loans. 

Computation of the derr.and for investment, t:1e.t can Je 

allocated to expansion activity of the enterprise is 

effected this way. 
L'; -s~ L • .L l,, r we assess industrial capacity of the enterprises 

that will be operative in th1 analyzed period due to 

finishing construction in process. Here we compute extra 

investment demand for these enterprises taking into account 

~ balances of the previous investment. After this value is 

estimated we may start computing the amount of extr~ 

industrial output capacity that should be introduced during 

the analyzed (planned) period. Version selection i~ this 

case is effected by way of investigation of all 

major technical and economic values of the varsions 

presented ~or assessment. Now we will try to demonstrate in 
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short how social infrastructure objects are developed in 

compiiance with the State law regulating activity of the 

Enterprises. An enterprise aliocates major share of its 

social funds to construction of the objects serving social 

needs of the working people. It facilitates and org&1izes 

residential cooperative construction, parallel to this it 

helps workers to bdl-ld~ individual houses. (We hope that this 

activity of the enterprise will increase greatly in the near 

5-10 years). The enterprise develops network of 

kindergarter.3 and other children's facilities, erect rest 

houses, sanatoria and other recreation facilities . 

Local budget's funds are widely attracted when social 

infrastructure is being created. They are taken into 

consideration when investment that can be allotted to social 

infrastructure is estimated. 

Planning of nonproductive construction is usually 

effected by local municipal authorities and these 

authorities appear to be single customer of the social 

objects. 

Planning of investment policy when contracts constitute 

lion share of investment activity was hard to introduce . 

M.ajor trouble here was that government contracts were not 

precisely defined by terms and a lot of smaller scale 

objects were considered to be for government contracts. 

There were many discrepancies between customers and 

contractors as far as contract volumes designed for both of 

them were not adjusted and put in conformity. Government 
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contracts turned to be obligatory for general contractors 

but subcontractors were not responsible for its fulfillment. 

In 1988 government contract's share exceeded 90% of 

industrial output capacity of contractors. This fact has 

restrained commercial flexibility of contractors. They c0uld 

not operate 

development 

according to the new rules of economic 

in t~S6viet Union, they could not form their 

economic policy and commercial operations. 

In 1990 government contracts' share decreased 

substantially and was at the restrained level of 15% of 

investment . 

2.1.5. Investment Activity of the Enterprises. 

Today soviet enterprises in their investment activity 

are oriented at their own invest~ent funds that can be used 

for expansion and development of the enterprise. Each 

enterpri~a devises five year plan for renovation and renewal 

investment according to its financial and material 

resources. Due to those plans it becomes eas) to adjust and 

reconcile development strategy of the enterprise with its 

investment policy. Moreover this plan helps to form the 

limits of economic efficiency of newly introduced advanced 

equipment and machines. Economic associations, concerns and 

other industrial conglomerates compete with branch 

ministries and force them to step away in structure 

competition. These- types of economic entities (i.e. 
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concerns, associations. consortia and other amalgamations) 

assist renovation and technical renewal of the enterprises 

within the framework of the amalgamation. 

National and republican ministries and other 

authoritative bodies used to design and back up target 

progr9ll'IMes of development, but today because of restrained 

investment polic~h'ese bodies exercise recommendations and 

expert assessments for individual enterprises, though these 

recommendations are not at all obligatory. 

As far as an enterprise has to invest by itself, it is 

going to make a market research for it to estimate 

investment options. 

and analyzes market 

Expert team of the enterprise gathers 

information dealing with the goods 

produced by this enterprise. Present and forecast demand for 

the product is evaluated. Then. basing on this data, experts 

forecast input-output data for the enterprise as well as 

manufacturing capacity. Today we cherish the idea that the 

enterprise shou~d have a part of its manufacturing capacity 

free in order to be capable to switch rapidly to the new 

type of commodity. 

The enterprises present evaluated market information to 

their superior organizations for them to form indicative 

plans of output. The information presented by ~he 

enterprises includes assessment of govern~ent contracts 

awarded to the enterprise and other relevant figures and 

estimations. After this the enterprise sets down to 

investment planning .bearing in mind that it must operate its 
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own investment resources. The enterprise can apply for bank 

if its investment funds are not large enough to cover 

planned investment. 

Renewal and develop~nt construction works are effected 

according to contracts signed with external contract0rs and 

with the help of non-~ontracted plant construction. 

Local departrr@fit~ of State CoIM1ittee of Supplies 

envisage distribution of materials and equipment for the 

enterprises (if this equipment and materials are not of 

foreign origin, i.~. if they are not imported or scarce.) It 

is a little bit rrore difficult for the enterprise to acquire. 

imported equipment if it does not have current account in 

hard currency with Vnesheconombc.nk of the USSR. Distribution 

of equipment is effected according to project ~apers 

presented by the enterprise. 

As we have already mentioned the enterprises often 

stick to recommended standards and normals for investment. 

They tend to observe standards covering timi~g and specific 

(unit) investment in order to secure the highest possible 

investment efficiency. It is done although the enterprises 

are free in choice when they operate their own investment 

funds or loans granted by commercial banks. All terms and 

conditions of projected construction are envisaged in the 

Contract which stipulates rights and liabilities of the 

counterparts and settles down time of construction and all 

other conditions. No third person is engaged in contracting 

and no one i~ to control and supervise construction except 



customer. But all aforesaid does not include environmental 

norms and standards, fire-safety controls and some other 

national standard applications. 

2.2. The Sources of Data Relevant to the Calculations. 

2.2.1. ThA lSo.urces of Information about 

National Evaluation of the IPs Parameters. 

Statistic data and aggregated statistic standards are 

used to evaluate IPs' parameters. There are two main sources 

4t of information: accounts, records and selected statistics, 

(seldom nationwide statistics). M:>st important data is 

provided by the first one, i.e. by records end accounts 

covering investment policy. These records and accounts are 

presented by custo~ers, and cover actual volumes of 

investment, construction in process, types cf construction 

projects. These data are presented in quantitative and in 

value meanings. Quantitative figures play greater role when 

introduced industrial capacity as well as social 

infrastructure objects c:..re evaluated. Statistic records give 

information about investment limits, about fixed capital and 

manufacturing capacity introduction. 

reconstructed capacity is also recorded.) 

(Renovated 

Special census of construction in process 

and 

is 

periodically conducted as well as inventory stock listing, 

residential construotion listing and other .types of records. 
' 
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These measures facilitate full coverage of economic activity 

in investment sector of economy. 

Other sources of information on parameters are: 

balance of productive capacities and fixed· assets in 

building construction, 

- records and reports that describe renovation and 

reconstruction ~ecesses at the enterprises, 

- actual equipment balance, 

- actual material balance, 

- data on investment structure. 

Specific (unit) investment standards and other normals 

and standards, retrospective comparison data, actual data on 

productive capacity gains due to renovation of operating 

enterprises, actual data on productive capacity gains due to 

reconstruction of operating enterprises. 

Let us dwell upon the basic methods of ·statistic 

corr.putations. The term "Gross National Product" (GNP) we.s 

introduced in the USSR since 1988 although it is a generally 
.. 

accepted term for other countries. GNP is estimated in 

addition to other. aggregated nationwide coefficients ar.d 

values. GNP value defines the result of economic activity in 

material and nonmaterial sector of economy and allows to 

make comparison between economic standards of different 

countries and to make these comparisons more accurate and 

precise. 

GNP value covers economic results of all economic 

entities, manufacturing and non-manufacturing, productive 
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and nonproductive. 

GNP value is computed as 'gross added value' produced 

by all sectors of economy. GNP value does not cover 

expenditures included in finished goods costs (raw material, 

fuel energy and other material resources processed) and it 

does not cover services rendered to economic entities. When 

we assess income,~w; evaluate total revenue of economic 

entities and individuals stemming up from commercial 

operations (economic activity) and we take into 

consideration annual depreciation (prices comparable). Index 

of fixed capital r&novaticn is computed as ratio between 

liquidation value of replaced assets and assets value at the 

beginning of the year (livestock is not included). 

Modern economic developments, liberalized plann1ng 

system require profound economic analysis and advanced 

forecasts cf investment policy. To be more precise we must 

say that now we do not have single investment sector of 

economy. Today it is decentralized to a certain extent. 

Aggregated statistic data must include following items: 

total investment and divisions of investment ( centralized, 

commercial, budgets etc.), bank loans allocated to 

investment of various types. Advanced investment policy in 

the USSR demands for a comprehensive data bank covering 

information on investment in this country and abroad. There 

may exist two basic approaches to the problem of data bank 

of investment. First approach describes this data bank as 

dialogue pattern system with easy access to the data 
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satisfying users' requdsts, but the second approach is aimed 

at proficient users and en·fisages new functions of 

administrator of the data bank. He would be entitled to 

define structure of the data bank, keep it operative and 

flexible. M:::>reover he would be entitled to training and 

consulting users. Clients will be able to work with the data 

bank and receiv~requested records, accounts and other 

information. Time spent by user to learn control over 

system would be b~neficial because of extraordinary 

opportunities to exploit the system. This approach has 

already proved to be advantageous with the data bank on 

~ scientific-research developments in the Soviet Union. Basic 

information might be presented in form of tables and charts 

composed of data taken from various sources home and abroad. 

This inforrr.ation will describe following iterrs: investment 

policy of the country, desi~n &~d constructin~ skilled 

p~rsonnel, indexes and coefficients of invest;:ner;t, ct.:i.er 

topics. 

2.2.2. The Sources of Information about Parameters 

Evaluation at the level of Economic Entity. 

Bookkeeping records are one of ;nost important sources 

of information on investment. There are two types of 

account: general accounts and analytic (separate) accounts. 

General accounts are following: ' Erection and 

installation works· in process', 'Complementary works', 



- 31 -

'Machines and equipment in work'. 'Overheads'. 'Wages and 

capital'. 'Profits'. etc. Balance sheet is composed 

quarterly and at the end of the financial year. 

Price information constitutes another source of 

commercial information. Price information ma.y be used for .. 
micro-economic le~ as well as for macro-economic level. 

There exist various price lists and basic contract 

prices and tariffs for all kinds of works and services 

rendered by contractors to customers (erection works, 

installation works, price of equipment, tools and 

instruments prices, etc.). 

Aggregated source of information is Contractor's list 

of Construction (so-called "titul"); budget and cost 

calculations are widely used for information too. 

All documents composed of future construction 

(projects, calculations, etc.) should be regarded as an 

infor~ation source for successful assessment of the IP. 

These documents should reflect all technical-and-economic 

results that have been obtained due to construction of" the 

object by stages. 

One must take into consideration all costs and 

expenditures incurred during object erection, in order to 

improve standards applicable to investment projects. Local 

conditions should be ta~en into account because of 

diversified investment. All peculiar features of the region 

must be investigated· and thoroughly regarded during project 
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stage of the IP. Norma.ls and standards applicable to the 

certain IP have to be adjusted and verified for them to be 

comparable with reality. 

Basic data preparation embraces General calculation 

analysis and object cost calculation analysis. 

Construction costs cover all types of works and are 

fully reflected il"f!icost calculation under relevant articles. 

These articles of the Costs calculation absorb such items as 

"Site preparation"_, "Erection of main industrial buildings", 

"Energetic facilities erection·, 'Transmission facilities'. 

"Transportation faci 1 i ties', 'Water faci 1 i ties' and otrLer 

~ overhead facilities construction. 

Here we would like to present data sources for costs 

and expenses grouped according to the chapters of finc.ncial 

calculation. 

1. Land allotment costs co~puted by price of lend and 

price lists for land allotment works, project leases controi 

sizing, etc. There are special price lists or c~arts 

covering land allotment prices in various regions of the 

Soviet Union. 

2. Compensation for allotment of the private houses 

located on the allotted land. Replacement costs. 

3. Compensation for allotment is computed in accordance 

with estimated value of the allocated objects or balance 

value of the objects if these objects are owned by 

cooperatives. Land cadasters are used for value estimation 

of private houses and constructions if they are to be moved, 
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replaced or dismantled. Special estimation acts may be 

composed where depreciation of the object is calculated and 

if replacement work is expedient. 

4. There may emerge some problems with dismBn.tling and 

disintegrating of existing buildings and constructions when 

reconstruction work is t..:.1derway as well as problem:; with new 

buildings and construction that should be erected. Then 

there must be extra investigation and estimation of costs. 

Financial calculations of the objects are effected in 

the same way as General Financial calculation. Financial 

calculation is based on job-operation calculation. 

When project task for contractor is designed, there 

must be Financial calculation computed by way of generalized 

values and coefficients and this is to be compared with 

other analogues (if any) and duly adjusted in accordance 

with individuai terms and c~nditions of the construction. 

Price lists are used when it is necessary to estirrate 

environmental costs and cost of site rehabilitation e.s well 

as cost of wall or fence put in place around the territory 

of the object. This cost is calculated by price list 

regarding one meter as a unit of calculation. 

Par estimate miscellaneous costs (e.g. cost of 

provisional building and constructions) one can use 

'Standard miscellaneous costs guidebook' where all these 

costs are listed. One can find there all costs of 

provisional buildings and constructions and costs of 

construction base expansion. There is another Handbook 
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covering sta~dard costs of winter works because winter works 

are rrcre costly than the summer works. This Handbook is 

called 'Standards of extra costs of winter-time construction 

and erection works'. 

Project costs are based on calculations computed with 

the help of special Handbooks, Guides and Reference bocks 

issued by State ~C~mmittee ~f Building Construction 

(Gosstroi). 

Extraordinary and uns:heduled costs are computed as 

actual costs and these costs are added to final costs 

calculation and to Financial calculation. 

In order to estimate final costs of construction we 

compute following types of costs: erection costs, 

installation costs, equipment costs, costs of tools and 

instruments, other capital costs directly connected with 

building construction process. 

But there may emerge some problems in overheads 

estimation. We define administration overheads, general 

overheads, manufacturing overheads and other types of 

overheads that can be incurred during the construction 

period. 

General overheads stand for total general services and 

administratio~ expenses and indirect shop labour expenses 

(overtime costs). Service expenses cover extra wages of 

labour force directly engaged in erection and installation 

works, social security taxes, welfare expenses, health 

expenditures and others. 



- 35 -

Main expenditure items in building construction are 

depreciation of equipment and tools. provisional buildings 

and constructions. research-and-developrrent costs, project 

costs. material test costs, site preparation costs, etc. 

It is very important to have all basic data on the 

object because then it can be described, timing may be set 

as well as volume~~partners, construction site location and 

other distinctive features of the object. To obtain all 

basic data one must have technologic rules and standards, 

construction map and card of the object, typical projects, 

schedules, schemes and plans covering all possible cases and 

~ options of construction works. 

Scientific research infor~.ation is used when Project 

Evaluations are composed especially patents for inventions, 

all kinds of licences. other data on advanced experience and 

skills in the area Catalogues, Handbooks, Guides, 

Glossaries and Research Papers supply this type of 

information. 

2.3. Institutions Supervising National and Regional 

Pararreters in the Soviet Union, their Functions 

and Responsibilities. 

There are many economic units and other organizations 

which are involved in investment policy and which actively 

form it. This bunch is comprised of economic departments and 

ministries, R & D centers and institutes. design institutes, 
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enterprises and other customers and contractors. All these 

organizations involved are investigated in detail in the 

Repo~t N 3. Here we would like to dwell upon the hecdlines 

of their activities in investment sector of economy. 

2.3.1. StaLe Planning Committee (Gosplan). 
&-.· .. 

Gosplan is an economic research Headquarters of the 

Soviet Government. It exercises main functions by conducting 

socioeconomic development policy of the USSR, by 

facilitating economic changes in the country (switching to 

tt market econony), by putting planned investment in conformity 

wit~ newly formed economic structures, by estimating total 

amount of investment expenditures and by evaluati:~g plc.r.nec 

sectorial distribution of investment, by forece..sti~g 

distribution of investment; by estcblishing long -term 

standards designed for better investment effects; by 

elaborating investment ratio between centralized and 

commercial investment 

structure and volume 

expenditures, 

of centralized 

by planning the 

public (government) 

investment (bearing in mind that this ratio must envisage 

fulfillment of all major economic tasks as well as security 

goals of the country), by facilitating technologically 

advanced investment projects. 

State ::: .. ;;erts Commission investigates al 1 major 

econo~ J problems including General Plan of Productive 

Forces Deployment, ·other Plans of Development, Project 
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Evaluations of major economic objects to be erected. It 

elaborates and works out instructions, standards and 

normals. It condu~ts investigation of other pre-plan and pre 

-project documents, including papers of offshore objects and 

joint ventures. Two departrrents compri3e State Expert 

Commission. First department evaluates and investi~ates all 

presented data The second department (consists of 

expert-members of Expert Council) is academic group of the 

Commission. Experts of this group are recognized independent 

scientists from academic and training bodies of the Soviet 

Union. 

There is a new procedure for expert assessment of the 

investment projects which was elaborated and established in 

1987. This procedure allows to inve·:;tigate large-scale 

investment projects in order to prevent negative effects of 

these projects such as pollution and other environ~ental 

damc..ge that may occur ~ue to tha developmer.t of the 

projects. 

That's why Gosplan is vested with the power to analyze 

and estimate all possible negative effects stemming up from 

running of the projected large-scale economic units. Gosplan 

has the right and opportunities to provide complete analysis 

of the productive forces development plans, in order to 

secure environmental requirements when expert evaluation of 

various development plans is conducted. 
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2.3.2. State Committee for Building Construction 

(Gosstroi) and Other Authoritative Bodies 

in the Area 

State Committee for Building Construction (Gosstroi) is 

a Union-republican administrative body, a constant body of 

Council of minist~s of the USSR that governs building 

construction in the Soviet Union. Gosstroi is responsible 

for implementation of the decisions adopted by the highest 

governing bodies of the Soviet Union in capital constructiGn 

sector of economy. At the end of 1989 functions and power 

vested with Gosstroi have been verified and checked for the 

purpose of more precise distinction between the 

authoritative bodies eng~ed in building construction 

activities in the country. It controls govern~ent contracts 

fulfillment together with other authoritative bodies of 

Council of Ministers and republican governments; conducts 

technical policy in building construction area. Gosstroi 

does the work of aggregation of the data on starting-up of 

the objects (together with State Committee for Statistics, 

Goscomstat) and processes other data relevant to building 

construction. Gosstroi analyses technical-and-economic 

situation in building construction sector of economy, 

investigates and evaluates trends in development, elaborates 

and devises appropriate measures in oraer to improve 

construction activity in the country. Gosstroi controls 

fulfillment of the programmes of reconstruction and erection 
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of the objects and industrial complexes. Consultant's 

investigation (experts' investigation) mainly depends on 

budget costs calculation (i.e. its a.nnunt). It also depends 

upon what authoritative body is superior to the customer. 

Gosstroi investigates if the construction is on the large 

scale and if the object is of great importance to the 

national economy,~if project of the objec~ is endorsed by 

Council of Ministers of the USSR or by Council of Ministers 

of the Union Republic. State Committee for Science and 

Technology takes part together with State Committee for 

Prices. 

Aggregated report on the res11l ~ 3 of investigation 

is issued by Gosstroi. 

If budgeted costs are over 4 mln roubles, then 

consultant's investigation is effected by ministerial 

advisory group together with experts attracted from 

Republican Councils of ministers. budget costs 

are less tha~ 4 mln Rbls then investigation is conducted in 

accordance with ministerial rules and applications. 

Here exists this pattern: if the project should be 

confirmed and adopted by republican Council of Ministers, 

then Republican Committee for Building Construction 

investigates the project. If only ministerial confirmatiGn 

is needed then ministerial expert crews investigate the 

projects. 

All relevant papers, computations, calculation5 and 

other documents are verified under this consL1ltant' s 
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investigation. All these papers ll'l.lst be in conformity with 

~ational standards and parameters. Budget costs calculations 

are rrost thoroughly verified. After consultant's 

investigation is over expert team issues special account 

where following items are exposed: General assessment of the 

Project, Technical-and-economic coefficients describing 

budget costs cal~la:tion, Recommendations and advisory 

remarks, Quality assessment of the project. 

All recommendations and advisory remarks must be taken 

into consideration and effected in order to obtain 

confirmation of the authoritative body. Expert crew usually 

follows all stages of correction and conveys its evaluations 

over to organization in charge of confirmation. 

Consultant's investigation turned out to be very 

effective especially when material input is concerned. Due 

to consultant's investigation it was possible to save up 

to 250000 tons of steelworks and 464000 tons or cement. 470 

objects have been investigated during 1987-1988. (See: 

"Economics of Construction", 1989. N 8, p. 58). 

But in this country we are looking forward to 

establishing completely independent experts organization 

where recognized professionals would be able to work on 

investment projec~s' investigation. 

Building construction ministries do not exercise full 

power today and we think that in 1990-1995 administrative 

system in building construction sector of economy will cease 

to exist. We thin~ that ministries will transform into 
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administrations of newly formed ass~ciations. concerns and 

other economic conglormrates that are coming i~to being in 

this country. Administrative functions of the transformed 

ministry will be absolutely different from the previous 

ones. Soviet republics may establish one Department of 

building construction for it to coordinate construction 

throughout the regijbl1c. This department would oe engaged in 
~ 

elaborating different juridical papers and special s~andards 

facilitating advanced development and successful policy in 

construction sector of republican economy. This department 

may define structure of investment and republican priorities 

411 in lnvestment sector. 

Regional and local administrative bodies effect 

regulation of relevant building construction industry by way 

of planning of capital expenditures, coordinating activities 

of local contractors. They control plans fulfillment and 

quality of erected objects as well as facilitate development 

of industrial base of construction firm5. 

For example, in Byelorussia complex measures are 

devised by Republican Government in order to facilitate 

switching to new economic structures. As tar as investment 

policy is concerned only up~er limits of centralized 

investment would be obligatory for the republican investment 

sector. These limits would be defined by the Soviet 

Government as well as allocated materials end government 

contracts awarded to Byelorussia. Byelorussian Government 

will independently. establish priorities for investment 
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spending financed by Republican budget. It can award 

contracts to r~publican building construction contractors as 

well as sign contracts for social infrastructure objects. 

So, Byelorussia is vested with freedom to operate its own 

investment resources regardless of construction costs and 

expenditures. Similar rights are granted to Volgograd 

regional administrJ¢~«1n. It can use all regional investment 

funds to create all kinds of objects including 

non-manufacturing public objects. But all these investment 

expenditures must be financed by regional budget. Volgograd 

regional administration has rights to attract contractors 

~ (except all -union-contractors) if these contractors have 

idle capacities after government contract is awarded. 

Regional administration projects are aimed at expansion and 

development of local productive capacities, basic and social 

infrastructures, transportation facilities, etc. 

Environmental measures are planned and executed by 

enterprises and local administrations and funded from local 

budgets and funds of the enterprises. We think that during 

1991-1995 we may expect further strengthening of the 

executive functions of local administrations. They will 

beneficially influence building construction industry, 

taxation, banking system and other spheres of economic life 

of the Soviet Union. 
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2.3.3. Banks in the USSR. 

There are special banking institutions in the USSR that 

facilitate development of industrial construction. Major 

role here is played by the Industrial Construction Bank of 

the USSR which is called Promstroibank (PSB). The special 

banks and their Qranches issue loans and credits for 
-~ 

industrial 'investment. Their activities cover all sectors of 

economy. As it is stipulated by bank laws in the Soviet 

Union Prorrstroibank and other special banks issue long-term 

loans and finance investment of stateJ cooperative 

~ enterprises and public organizations. They allow short-term 

loans and settle payrrents for various entities engaged in 

building construction and geology. The banks provide finance 

for operational expenditures, for repair works on capital 

goods owned by building construction firrrs and other 

relevant firms and organizations (e.g. installation firrrs, 

project firms, drilling firms). These banks raise money for 

capital spending, form reserves and effect other kinds of 

banking operations. As a matter of fact these banks 

facilitate credit operations in investment sector of 

economy. 

Today special ba.~ks are oriented at credit operations 

development within the framework of investment cycle. They 

have an opportunity to control financial soundness of their 

clients and supervise material and labour balance. 
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But we are convinced that some of these fUnctions are 

stale and hinder future development of these banking 

institutions. We think that special banks should become 

independent credit institutes in order to exercise credit 

fUnctions and drop other, not relevant to banking 

operations. We are deeply convinced that special banks can 

exercise their co~ol fUnctions by way of loans and credits 

i.e. by comrrercial means. They have to drop administrative 

measures that have proved to be absolutely ineffective. 

There may be merits and credits granted to efficient 

building contractors and this way will lead to increase in 

efficiency of building contractors' work. interest rates are 

the best possible lever to operate contractors' activity. 

For example if project is completed before scheduled time 

and its quality is appropriate then interest rate may be 

reduced down to 50% of initial rate. 

If a contractor is behind planned schedule, the bank 

can cut back a loan or cancel a credit. 

Today banks have the rights to allow loans for new 

objects with construction cycle exceeding standard time of 

construction computed for these types of objects as well as 

for the objects in process which have limits of investment 

or volumes of erection and installation works less than is 

needed for finishing them in scheduled time. Enterprises and 

organization which want to start construction or 

reconstruction works on industrial objects have to provide 

funds completely covering planned investment costs and 
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perfect time schedule of construction. At the same time a 

wide network of commercial banks is being created in the 

Soviet Union. These banks attract spare capital of 

enterprises and pay interest, by this way comrrercial banks 

receive an opportunity to take active part in investment. We 

hope that all banks of the USSR will become commercial and 

will be able to cdq)ete for clients. 

2.3.4. Enterprises. 

In accordance with the State Law on State Enterprise 

adopted by the Soviet parliament i~ 1987 enterprises 

formulate programmes of continuous rrodernization and 

renovation of material-and-technical base (i.e. fixed 

assets), concentrate available reserves for proper 

reconstruction and re-equipment of their productive 

capacities. These measures ~ay be backed up by development 

and expansion funds, other funds and reserves. Bank loans 

may be also attracted for these purposes. As far as 

government centralized investment tends to shrink in volume, 

enterprises will be able to operate greater material and 

rroney resources, investment projects of enterprises would be 

sufficiently provided with materials and contractors' bids. 

Today all enterprises have an ultimate right to develop 

projects and strike relevant contracts with project design 

and research organizations and estimate construction costs 

of industrial building coDstruction. An enterprise has an 
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opportunity to work out relevant papers (budget costs 

calculation. project papers. other documents) if 

construction of industrial and social objects is financed by 

enterprise itself or by bank loans and credits. Time 

schedule of erection works is designed by customer and 

coordinated with contractor. 

By act of J.a+t. ~an enterprise ensures standard time of 

construction, other normals and standards (profitability, 

introduction of industrial capacities in due course. etc.) 

An enterprise can have contract covering full time of 

construction. M'.lreover. customer, general contractor and 

~ subcontractors ensure starting up of productive capacities 

in due time and bear responsibility for its quality. 

The law on enterprise is considered to be subject to 

several amendments which will secure broader opportunities 

for enterprises in the sphere of investment. Present version 

of the law envisages centralized investment e:·pendi tures if 

an enterprise is going to launch large-scale reconstruction 

and expansion works and if it is going to erect social 

objects though this activity of an enterprise may not 

attract centralized investment expenditures provided by 

state budget. Projected version of the law omits this 

opportunity for an enterprise to enjoy budget investment 

(Special provisions applied). 
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2.4. Timing of changes. 

Timing is a great thing when investment policy is 

assessed and evaluated, because a lot of investme·nt projects 

are not finished in due time. 

We think that many investment projects are not finished 

in time because t~eJwas too little of fundamental research 

work and applied research. Often there are no alternative 

versions of investment project and it seems impossible to 

select the best alternative. There are flaws in material 

supply and we suffer from incompetent and unskilled manpower 

9 as well as from labour shortage. Time schedule of 

construction is being prolonged and distorted by various 

reasons. 

Sometimes we face overestimated project efficiency and 

underestimated construction time computed by designers. It 

becomes especially vivid when centralized capital spending 

are projected. But we hope that these factors will become 

less adverse due to the switch to commercial investment 

policy, when investment projects would be backed up by 

investment funds of enterprises, regions and localities. 

Losses incurred due to 'freezing' of investment, badly 

affect general situation in construction. Construction 

process may be stoppej if standard time (contract time of 

construction) has expired. 

this way. 

Losses incurred may be computed 



U:::~. 
..J2 a:lt 

r . r 
-on 

- 48 -

+ K -~o 
,) 

(2.1) 

Where (2.1) stand for annual investment expenditures 

after expiration of contract time of construction; 

te~ - overtime construction, 

f( - final year investment expenditures, 

EtJn - efficiency standard rate (computed on the basis of 

profit increase). 

Alongside these losses one nay enco~nter with 

intangible losses (i.e. production potential losses due to 

deffered start-up of productive activity of an enterprise 

and due to moral depreciation of would be goods and 

commodities). tvbreover these adverse circumstances hinder 

contractual relationships between customer, contractor and 

subcontractors and some juridical problems ~ay emerge and 

become a stumbling block for all members of investment 

projects. 

By act of law there would be severe penalties for 

nonperformance of contract and tardiness penalty if customer 

failed to ensure productive activity of an enterprise in 

iOOd time. This is done when investment is bud~eted by 

centralized investment funds. Customer would be charged 3% 

of the sum constituting incomplete investment. 

Investment contract is signed by customer and 

contractor for full time of investment project. According to 
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the law customer should present package papers on project to 

contractor within 15 days since annual State plan of 

economic and social development was adopted. General 

contractor must send over to customer a draft contract and 

time schedule of works. Customer in its own turn 

investigates this draft contract, signs it, and sends back 

within 10 days. Cefltfadictions are infrequent, but if they 

occur contractor tries and settles the problem within 15 

days since reception of the letter, where customers' remarks 

and recommendations are listed. In case of failure the 

problem is presented at superiors (if any). 

~ General flow of contractual activity in investment 

sector of economy looks like following: customer sends over 

to contractor all relevant papers before July 1 of the year 

preceding planning year (all required documents are listed 

in special instructions issued by Gosstroi of the USSR). 

We would l~e to stress once again that there are 

severe penalties for nonperfornance of contract envisaged by 

new bills and acts of law. Tardiness penalties of all kinds 

would become widely exercised by both sides. There are 

penalties for delay in project papers or PE delivery, 

penalties for delay in draft contract presentation and for 

delay in supplementary contracts presentation, etc. For all 

kinds of delay guilty party pays 250 roubles a day during 

the whole time of delay. 

Penalty of 0.05% of annual turnover of erection and 

installation works is paid by guilty party if contract is 

not signed in due course (but not more than 1000 Rbls per 

day). 
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2.5. Miscellaneous Features. 

(Value Analysis Applied to the Control over 

Economic Parameters). 

Highly effective rrethod of Value Analysis (hereafter 

VA) is used for parameters control in some regions of the 

Soviet Union. VA a,ppears to be a combined and comprehensive --.. 
method of special measures introduced in order to expose, to 

predict and to reduce excessive costs by way of 

investigation of the functions inherent to the scrutinized 

object and those costs that facilitate these functions. 

The design stage of construction plays a major part 

during the whole life cycle of the erection of the object. 

Although only 2% of the capital spendings allocated to the 

project may by attributed to the design stage this job 

secures the future successful work of the object. 

That is why VA is rrostly important during this stage of 

IP. 

The qualitative functions and special features of the 

object are being assessed by certain coefficients that 

stipulate technical and technological qualities of the 

object. 

Combined analysis of these main features and conditions 

allows investigators to enjoy benefits of the VA, giving an 

opportunity to assess not only economic factors but social, 

environmental, architectural and design factors as well. 

To impose certain structure upon the process of 

construction we have to expose its main elements and try, 
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having these ele~ients as a base, to comprehend the 

sophisticated erection process. Moreover, we have to screen 

all possible versions of the erection stage of the project 

and to reflect the succession of the stages. · It seems 

important to draw attention to the stages, components and 

versions of the construction building object and parallel to 

this we have to~~stimate relative costs of these stages, 

components~ etc. 

Each case of analysis of the certain object must be 

supplied with precise assessment and revision of all the 

co~~onents and versions of this building construction 

~ project. We have to underline the fact that not only 

components but stages as well have certain succession in 

implementation. The succession of stages is determined for 

each case independently. 

Each component of the building construction project has 

several versions. For instance, different equipment a.~d 

machines can be used for excavation works. This equ:pment 

may differ in quality as well as in quantity. Amount of work 

that should be completed and its types are closely connected 

with the final purpose of the object under construction. If 

there are several versions of development for each component 

they should be elaborated not only by way of plain selective 

search, but by way of combined version assessment correlated 

with other construction stages and components. 

. He ··e we would 1 ike to introduce some symbols: 

Xl 

,;rn 
- stands for a.mount of work placed in certain hierarchy 

system expressed in enlarged standardized units on 
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the 'i'-th stage of construction under 'j'-component 

and version of the separate component of the project 

erection process. 

i~ f - building construction works 

t·~z - acquisitio~--pfJthe equipment and materials needed for 

the.object to start its productive activity 
• '? 

L =-,..) - installation of the equipment 

t' =:;.. r - other works 

l 

5 . - direct estimate costs per unit of the relative 
J/77 
~ 

general works 

a variable value that facilitates selection of the 

construction versions under different components (j) 

and versions (m); at the same ti~e it rejects ill 

versions and adopts feasible versions 

Minimization model of dtrect estimate costs will be 

formed in thi 5 way: 

177 /r; 
( 1) 

( 2) 

( 3) 
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( 4) 

( 5) 

X t. --, (} 
"7' ;m ( 6) 

. 
-{_ 

Where C. is the limit sum of expenditures that 

can be allocated to the i-stage of building construction. 

{:_ - is limit sum of investment allocated to the project 

. 

CL_ is the minimal limit sum tr.at can be allocated to the 

i stage of building construction. This minimal limit 

sum is imposed for us to get a selection of optimal 

expense budget version for relative building 

construction versions. 

Limitations under numbers 2,3,4 describe the election 

procedure of the versions that can be adopted for 

implementation with certain regard of the lim1t sum of 

investment allocated to each stage of building construction 

project and to the project as a whole. 

We can facilitate further step from direct expense 
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budget estimate to calculation of costs of the selected 

version of building construction with the following formula: 

where -f.4 is ~~calculation of costs of building 

construction; 

/(;., ;.:;:, I\.~;·- coefficients which allow to take into 

consideration overheads, capital spendings according to the 

adopted plan, miscellaneous (limited) expenses allotted to 

the i stage and to the j component of building construction 

accordingly. 

There is a special list of expenses which covers the 

whole life cycle of building construction. We can list 

expenses by commercial elements: wages and salaries, 

materials, depreciation, miscellaneous expenses, but there 

may exist another grouping of the expenses more or less 

aggregated. As each combination of separate versions and 

components of the building construction project brings us to 

a certain version of construction process, we have to list 

the expenses allocated to the life cycle of the process 

according to the adopted version of construction object. To 

clarify the forecoming let us examine the Chart 2.1, where we 

distinguish the first two stages of building construction 

process. ( i-1, 2). 

As it proceeds_ from the Chart 2 ( several different 

combinations of component versions are available. For 

instance the combination 

( l { y_ ( z 
~~: fJ;I ~ !i? __., .. ~Y 

{.... ..... ... )/ 12 
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Chart 2. { 
Separate versions' selective examination. 

------------------------------------------------------------
Stages ( i) I Components 1- Versions, or I Symbol 

I ( j) ' component t ( 
~;l_ 

/ m) 

I 
. .I 

' coll"!' i nat ions ' ~:..... ..... 

' ' ( m) ' 
1 2 ' 3 ' 4 

-----------------------------------------------------------

• i=1 ' j=1 ' Replacement of f 

Erection f ?reparation ' the existing 

works ' of the con- buildings 

( bui !dings ' struction ' & con- site 

structions)! 

t m-1 - rranual 

t labour and one 

type of equip-

ment . • m-2 - ma.chines'! 

t work 

' m-3 - m1xm2 

combination 



• 

I 

.... 2 3 4 

-----------------------------------------------------------
' j=-2 

f Auxiliary ' m-1 rroving in ! 

objects !and installation! 

! era~tfrm f of the prepared ! 

! building and 

constructions 

m=2 Erection oft 

f the temporary f 

!objects in place! 

m=3 - m11' ni2 

combination 

. . ! 

j-5 

Elaboration ! m-1 Concrete 

of the ! blocks. 

evaluations m-2 liquid 

f f concrete of one! 

f f sort (brand) 

t m-3 liquid f 

f concrete of f 

' another sort ' (brand) 

( 

Yz1 



e 

1 2 3 4 

i-2 ' j-1 ~t ' m-1 Generators ' 
2.. 

Y11 

Acquisition ' Acquisition ' m=2 Carburator ' 
2 

YI Z. 
of equip- I of electric engines f 

ment, and power equip- m=3 Diesels z. 
Y13 

other in- ment 

ventories ' 2 
to start j=2 ' m=1 Other y ll 

the enter- Electric types of f~' 
prise power equipmentl.~ ! 

operating supply m=2 
2-

Yzz 

This combination gives us certain version of the 

building construction, where the preparation of the 

construction site is ma.de by manual labour, auxiliary 

construction objects are erected in site, industrial 

buildings are made of concrete blocks, carburator engines 

are supplied and the 1-st type of electric equipment. We 

think that it is most useful to attract experts to 

facilitate selection of the best version and reject less 

advantageous versions. The expert team establishes 

K = number of all possible versions, i.e. K=1, 2, ... K -

all possible combinations l y, . 
/ 07 



Every combination under i, j, m has its owr1 direct 

budget costs. These direct budget costs have symbol ~K 
According to the adopted system of symbols CJ< may be 

showed as follows: 

. (2.2) 

for K-1,2 ... n of possible combinations' i' 

For each K-1,2 ... n we distinguish figures 

~ft - life cycle costs of the erected object (without 

depreciation). 

-;;,.~ - operational period of industrial object can be 

established by version selection with 

ck -f- .2 K 

//(' 
taken as a criteria with imposed limitations 2 - 6. 

Under optimization problem formulation the target 

function takes into consideration total direct budget costs 

and life cycle costs per year cf the object's activity. This 

function can be expressed as follows: 
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For us to exercise detailed analysis we may introduce 

costs structure of life cycle cf the object due to costs 

e laments. Then we substitute 21< for L;: . where 

€!.. - are corresponding elerrents of the 'e' costs. 

~~ allows us to work on the problem having certain costs 

allocated to the ~ife cycle of the object and limitations 

imposed on the individual elerrents of the costs. 

We know that each erected object has its own 

destination and purpose. Its destination is expressed by the 

functions (ma.in and supplementary). There are some major 

problerrs when we try to evaluate function exacution. They 

are: undefined nature of the functions and their elements. 

measurement of the distinguished functions and their 

elements, methodological evaluation of the complex 

assessment of the correspondence of the objects' destination 

and planned level. When we assess destination of the object 

we use qualitative features and qualified experts are 

attracted to the job at this stage. Later we will try to put 

the procedure in detail and describe qualitative analysis of 

the erected (designed) object . 

Here we may distinguish so~e parameters (approximately) 

of the industrial object being under erection: industrial 

parameters: output capacity, labour productivity, level of 

automatization and mechanization, quality of the products, 

etc.; socioeconomic parameters: creativeness of the labour, 

rational utilization- of labour force, industrial and 

architectural design etc. Environmental problems: residuals 

processing and level of pollution by industrial residues, 

etc. 



Experts can specify particular functions attributed to 

every separate object. If we expect quantitative assessment 

of the object's correspondence to its destination by the VA 

method, we have to work on the following research stages: 

1. We rust assess and evaluate each separate function's 

importance and itnpQft~ce of every individual elerrent. 

2. we· Il'llSt assess individual elements of the functions 

for each version of building construction. Special scale is 

used. 

3. We involve aggregation procedure for the estirretes 

we got for separate versions of construction and combine 

them into complex quantitative esti~ation. 

In order to evaluate the importance of the 

distinguished function and its elements, we have to list 

functions and their elements according to the adopted 

targets and under several levels of hierarchy of the 

individual elements. 

By expert's evaluation we verify the list of the 

functions and their elements placed in the certain levels cf 

hierarchy. Then we assess every ele~ent and function at each 

level of hierarchy, i.e. we try to estimate the weight of 

the function or element in the bunch. General requirement 

here for all weights is that the sum of different weights 

should be equal to 1 at every conjunction of the branch in 

the level of chosen hierarchy. This requirement facilitates 

the work on aggregatJon of individual estimations. 



The next step for us. after we have built a system of 

weights for building construction objects. is computation of 

estimations for every analyzed object (Chart 2. 2.). 

In this Chart we show how we can assess ea.ch 

individual version as a whole. There may be another type of 

assessment, wher~~e .. use smaller steps, stages, components 

and even component versions of the construction process. 

This will make qualitative assessment procedure rrore 

precise. But at the s~ time it is not always useful to 

assess qualitative parameters of smaller ingredients of the 

e project. 

• 

Chart 2. 2. 
Template-chart for expert opinions fixing 

Versions ! T~e highest grade eler.ents• assessment 

of building !------------------------------------------
construction r 1 2 

1 

2 • • • • • • I • I I I I I I I 

3 I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

K I I I I I I I I I I I I I I I 

Ea.ch version is assessed by the expert team and graded 

according to the spacial grading system. The best possible 

project wins the best score and, bearing this in mind, the 



expert team judges every version by the highest-grade 

elements. Zero score is given when the object doesn't 

possess the function. Complex assessrrents· of the 

distinguished construction versions may be effected by one 

or another type of aggregation. it seems rocist convenient to 

use aggregation ~thod based on Euclid's distance. in this 

case the obtained assessments can be standardized by maximum 

of scores got by the individual construction object 

(version). Chart 2. 2 clarifies the foregoing. 

For every column j ( j=1,2, ... ~n ) of score B~· 

(i=1,2, ... n) we choose maximal value -8 and divide it by all 

elements of the volumes. 

Standardized values are: 

(13) 

Aggregated assessment of the i-object is composec with 

the assistance of the following formula: 

where ~· - is a weight of the j-element of the highest grade 

Here we must stress that aggregation process should be 

conducted (see f(14)) according to the target tree, which is 

depicted in Chart 2._2.., i.e. we use the succession of 

the elements being united down to the first level. And the 



aggregated assessment effected by the distinguished 

functions of the individual version would be a complex 

assessment of the destination of the object. By other words 

this will be a complex qualitative assessment of the 

building construction object. 

Selection of .:o;~onstruction version with the relatively 

highest quality could be expressed the following formula: 

f7 . L /7· £ // . -I - ;,; - / / 

4,. = v; ~ ( / -/7 {/) 2 

0·=_f(c) Y/ 

where 

I 

( 15) 

( 15) 

/ 
( 17) 

( 18) 

~· / '/ · - upper and lower 1 i mi ts of the standardized 

qualitative assessment of the object by 

individual elements of the highes~ grade 

:{ ( c) - costs function 

These costs facilitate the achievement of the certain 

qualitative level by j element of the highest grade. 

In order to have the best version of construction we 

usually combine three rrajor ele~ents, i.e. budget costs of 

construction, life cycle costs and successful functioning of 

the object. This enables us to work with combinations of the 
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first two features (minimum costs - maximum quality of the 

object) or we can work with individual features put 

together. The combination of the features 1. 2, 3 can be 

effected by formula ( 9} as the target function and 

limitations 2 - 6 and 16. 

It seems interesting to work with version 

solutions estimated under various limitations of c~i ; ~i. 
and ~- C i = 1, 2 ... K) . 

These limitations have been presented earlier, and they 

may enable us to exercise euristic methods for us to select 

the best construction version. M:lreover it wili give us an 

opportunity to take into consideration not only economic, 

but social and environmental features of the project. 

Value analysis may save 10 to 15% of IP costs, reduc:ng 

construction period as well. 



Report 3 

Organizational set-up for project planning in the USSR 
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Plan of the Report 

3.1 The relationship between the national development plan 

and project preparation and evaluation. 

3.2 The procedure of investment decision making especially 

in cases of the proj~cts financed by the government, private 
~~ 

investment, joint venture projects. 

3.3 The role of the agencies involved (government, banks, 

consulting companies, 

etc.). 

investors, 

3.4 Other relevant topics . 

prorroters, intermediaries 
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Foreword 

This report ends up the succession of three· independent 

reports a.~d it is prepared in compliance with UNI00 1 s task 

received through 1 ITC Inter Trade Consult1 (Vienna, Austria) 

consulting firm. 

The authors did their best to cover all topics that are 

of interest to Chinese experts from the Research Institute for 

Standards and Norms, Beijing, when it did not run counter to 

UNID01 s requirements. So we presented a piece of Standard 

Project Evaluation and filled blank of General Budget Costs 

Calculation. We tried and paid great attention to the 

procedure of coordination of project decisions and Project 

Evaluation. 

As far as this Report is the last in a row and because of 

some changes that took place ir1 our economy just in the past 

few weeks, we tried to expose some new trends and tendencies 

that are developing in the USSR. We are aware that this fact 

forced us to repeat some iterrt3 of the previous Reports but in 

the Report 3 we focused our attention on the near future of 

Investment Policy in the USSR. 
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3.1. The Relationship between the National Development 

Plan and Project Preparation and Evaluation. 

3.1.1. Macroeconomic planning in the USSR. 

Soviet economic planning is th~ oldest system of economic 

planning in the world. JThe USSR cont>ines current planning and 
~::-

long-run planning and ensures its persistent and successive 

basis. It is done by way of The Guidelines of Social and 

Economic Development which are being designed for the period of 

15 years and by State five-years Plans ( with annual plans 

within the five-year plan) . 

A Concept of social and economtc developrrent of the USSR 

is being elaborated as an indepP.ndent pre-plan strategic 

document. This document precedes The Guidelines of Social and 

Economic Development and is designed for the period of 15 

yea.rs. 

VJhen plans are worked out several approaches are taken 

into consideration: intersectoral, sectoral, territorial, 

programme and functional. The ini t:al star,e of plans' 

elab(":-ation is concept stage of planni:-.i. This stage serves e.s 

a political and economic basis for the planning process and 

includes long-term strategic goals, means and methods. Targets 

and priorities are established at this stage, shifts in 

the structure of national economy and in investment policy as 

well as in scientific progress. Today we recognize social and 

environmental problems as th~ hottest ones, at the same time we 



pay due attention to defence capacity of the USSR which is 

based on the principle of sufficient defence. 

The Concept is revised and prolonged every five years and 

if it is r.ecessary some changes IT!ay be introduced .. 

Draft of the Concept is based on the Complex programme of 

scientific progress in the USSR, on the long-term economic 

programmes, state _target scientific-and-technical progranvnes, 
~~ 

socioeconomtc drafts and forecasts of executive bodies of Union 

Republics, of trade-unions, ministries and other authoritative 

bodies as well as on the forecasts made-up by scientists and 

sociologists. 

The Cuncept covers following parameters: macroeconomic 

(rates and proportions of economic development), functional 

(invest~ant, environment etc.), sectoral, material resources 

and organisational mc.na.gement. Today we think that foreign 

trade and informational parameters may be added. 

State Planning Committee (Gosplan) together with State 

Committee for Science and Technology and Acad~ ; of Science 

work oat the D!·aft of the Concept. Today more Soviet scientists 

are pnrticipating in this precess. w'hen this Draft is examined 

and investigated by the Soviet Government (we think that 

Supreme Soviet will exercise this function together with 

relev:mt bodies of Union Republics) it serves as a basic 

document for the elaboration of the Craft of the Guidelines of 

Economic and Social Development of the USSR. 

The Guidelines of Social and Economic Development of the 

USSR are wor'.<ed out for the period of 15 years. There the 
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details and targets are set for each five-year-period and the 

first five-year-period targets are set more definitely, with 

executive bodies listed. 

During the elaboration of this document Gosplan goes hand 

in hand with Supreme Soviet Commissions, and executive bodies 

of Council of Minis~~rs~ Gosplan attracts to this work leading 
~~ 

research, project and scientific organizations, institutes and 

scientists. 

Today we see the new problem of planning system of the 

USSR in the relationships between the Central bodies and 

operating enterprises. During the last few years the 

enterprises compose economic plans for therrselves and exercise 

contractual activity seeking most beneficial contracts in 

accordance with recommended planned values, direct consumer 

contracts and contracts With supplying bodies 

(material-and-technical suppl ler::;). 

Enterprises send over through superior organizations 

(concerns, associations, ministries, republican authoritative 

bodies) generalized economic information to Gosplan for this 

body to process it and work out state pla~s cf social and 

economic development by way of sectoral and territorial plans. 

Gosplan elaborates the State plan of social and economic 

development of the USSR based on the data presented by 

concerns, associations, ministries, republican planning bodies 

etc. This plan defines economic coefficients, indexes and other 

economic values for each year of five-year period. Gosplan pays 
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great attention to the problems emerging when dit.Ferent 

economic complexes are concerned and when their interests are 

entangled. The Draft of the State Plan of Economic and Social 

Development prepared by Gosplan is sent over to Council of 

Ministers. Then the Soviet Government introduces this Draft to 

the Supreme Soviet of the USSR. 

All economic entit.ies (enterprises, organizations, firm:>, 
~~ 

etc.) inrlependently plan production output (output of goods and 

services) basing on the market situation and five-year 

development plan of the entity. 

Basic planning data is being used to form the five-year 

plan of the enterprise. This data covers government contracts, 

constant economic standards and norms. Controlling (indicative) 

values reflecting more or less exactly national demand for the 

product of the enterprise and marginal industrial efficiency 

are the data on total output (in money terrrs), profit in 

foreign exchange, achievements of the enterprise in scc:a~ 

sphere, etc. As we have already stated the:3e values are net 

obligatory, they appear as reco~mended ones. 

3.1.2. Investment Policy & Investment Activ1ties . 

Project preparation and evaluation occupy substantial 

place in planning and management system of the USSR. All 

financial and material spendings effected in order to gain 

economic and social effect are considered to be investment. One 

can invest Soviet roubles, foreign currency or any kind of 

property (materials, equipment etc). 
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Capital spendings may be effected in the form of financial 

investment and in the form of equipment and materials in order 

to ensure reproduction of fixed capital and other elements of 

national wealth. Investment may be effected in all sectors of 

national economy and all objects disregarding the character of .. 
property may enjoy ~~v~stment excluding those dangerous objects 

that may be hazard~us to people's health and to environment. 

These objects can not be created under the investment projects 

if they may violate civil rights, ownership etc. 

As we want to exercise indirect ways and methods of 

macroeconomic nanagement i.e. no direct interference of state 

into the economic life of the enterprises, which envisages only 

decentralized and credit facilities for investrrent, territorial 

and local investment markets and other radical changes in 

investment policy; we hav~ to forecast some changes in 

relationships between national ple.n of social and economic 

development and project preparation and evaluation. 

Governmental management of investment concentrates on 

investment policy formulating, on strategic goals and targets 

of this policy and on creating beneficial condition:3 for 

• achieving :hese goals and targets. 

Alongside this process new indirect ecor.om1c metrlod:3 are 

being introduced into practice of investment management. These 

methods embrace taxation, credit facilities, depreciation 

rates, competitive government-financed contract allocation, 

price limits, licences and quotas for production of goods, 
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crea1~s ana benefits for intersectoral and international 

investment, etc. 

National planning of investment sector looks like this. 

National investment policy is stipulated and evaluated in The 

Concept of social and economic development of the USSR and 

construction sector of economy is evaluated in this document 

too. Targets and goals of investrrent policy as well as sources 
~~ 

of investment and expected economic results of the programmes 

are detailed in The Guidelines of Social and economic 

Development of the USSR. Guidelines for Construction Sector of 

economy and priorities for government contractual activity are 

also defined in this document. Five-year plans establish 

controlling values of scale and structure of invest~ent and 

contractual activity. 

Sources of investment and objects ere defi~ed :c~et~e~ 

with government contracts on industrial objects and sccial 

infrastructure which are to be financed by state budge~. At 

this stage of planning certain limitations are imposed on 

centralized investment and allccated material back-up. System 

of corrections of planned values is also imposed at this stage 

of planning. 

Annual control data is subJect to correction as annual 

plans are being fulfilled. 

Methods of investment and contracts management can be 

corrected too if they run counter to economic reality. Planned 

investment reserves are allocated to the objects accord1~g to 

the selected priorities. 
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1 t. appears Lo oe very oener 1c1a1 arm .n::t~urn:wH:t 1,,u t:.L .L 1::1..;1.. 

combined investment backed up by state republican and regional 

(local) budiets cs well as by sectoral centralized investment 

fands a.t~d by investment funds of the enterprises, firrrs and 

organ i zat i ans. 

So, we [11.lSt say, that in the franlework of the national 

strategy of economi9_deYelcpment, total volume of investment is 
.:/:'=:-

defined and it is based on profour.d investigation of national 

income allocated to consumption and accumulation funds, 

depreciation fund and other sources of reproduction. Total 

volume of investment is defined and its structure is also 

evaluated and estir:ated in order to select the best version of 

allocation to industrial and social sectors of economy cs weil 

as to compute the volu~ cf investment allocated to the 

industrial complexes opera.tin~ in the economy. 

Volt:rr.es cf f:J.ture ::-:vest~e~t. are computed tn suer. a way 

that they w: ~ l er.sur ..J ;,)!':::~res::;: ve st.ructure cf nat:cr..al ecc:--.:::t:".y 

and Wl. 1 , o' e -=:1h 1 ° ~ ..... ·-ec· ,,....°' 
- J.. ~-- -v ·=> ....... - ~la""'.ned ra:.es cf econom:c gr:::w:.h ar:d 

r~tes of public we1:=·are. 

Here we must say that ir.vestment should be coordi~ated 

with other economic values especially with ~.aterial rescurces 

allocated to capital construction indus:ry and With 

con~3:ruct. ion capacities of the industry based on tr.e General 

plan of Develop~ent of Co~struction and Construction Materials 

production Industries. 

So, let us dwell upon the accumulation fund. This 

accumulation fund of national economy is a part of social 
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lownea oy soc1eLy as a wno1eJ proaucL wn1cn 1s usea Lo ensure 

increrrent in manufacturini and non-manufacturing fixed capital. 

current capital and to increase state reserves. 

We may use fo~thcoming scheme in order -to estimate 

accumulation of fixed capital (cattle excluded) and increase in 

value of work-in-progress. 

1. Investment.in building construction. 
~~ 

2. Acquisition of equipment and tools effected by 

budget-financed organizations. 

3. Writing off of the investment. 

4. Repair works (including repair works in process) . 

5. Total investment increasing fixed capital estimate 

( 1 + 2 + 3 + 4). 

6. Fixed capital put-in-place. 

7. AcGuis:t:on of eG~ip~ent a..~d tools effected by 

budget-fina~ced organizations. 

8. Total fi!ed capital put-in-place (5 + 7). 

9. Repai~ works of fixed c-=:m;•~1 
~·"'--

( ~, n• .--~ea·) ._ ~ J. .,:'t L '- ' • 

10. Deprec~ation cf fixed capital. 

1 "' Residual value of liquidated fixed capital. 

12. Total accumulaticn (5 - 10 - 11) 

including: 

fixed capital (8 + 9 - 10 - 11) 

construction in process (5 - 8 - 9) 

repair works in process (4 - 9). 

Estimation of fixed capital accumulation (cattle excluded) 



for the pla."1ned period rrey be effected with the help or· 

fixed-capital balance where fixed capital is registered in full 

value minus depreciation. One should first draft a balance 

reflecting full value of fixed capital (without - regard for 

depreciation) in order to estimate elements of the former 

balance (volume of repair works, depreciation rate, etc.) 

Estimates of ~Urr:llated current capital and inventories 

of branches· of economy are coordinated With current capital 

cal cu lat ions. 

Volume of investment is closely connected with national 

welfare balance. Fixed capital balance exposes reproduction 

e process defined by brar.cr.es of economy a11d by t'orr.s of 

property. Original balance of fixed caµital (withou~ regard for 

• 

depreciation) describes phys1cal condi~1or:s cf fixed cap1~ai, 

~d the balQ~ce of fixed cc.pital mi~us depreciat:cn describes 

the process of the tra~sfer cf value of fixed capital. 

Sale.nee of fixed capi~a~ wi~hout regard for depreciation 

is computed like this: fixed capita~ at the begin~i~g of the 

year, plus projected (~oreccsted) fixed capital p~t-in-place, 

minus written-off (deprec:a:ec or other reasons) f:xed capital 

at the end of the yee.r eql!e.is to fixed ce.p ital c.: tr.e e11d cf 

t~~e year. 

?re.ctice of planning and macrceccnomic analys:s show::; that 

it is necessary to deveiop advanced system of generalized 

indexes, coefficients and values reflecting social-and-economic 

growth of the country. It turns out to be rrore vivid ;_n 

investment sector of. economy. In order to cope with this task 
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ir. this country we started to compute GNP va1ue since i~oo. 

This value adds up to the values of national income. social 

product end others and is considered to be an advancement in 

macroeconomic management. 

Today we start to reassess present methodology used to 

compute indexes of accumulation fund. This methodology is 

widely used when p~ end analytic works are conducted in order 

to estimate basic proportions of national economy, investment 

efficiency, etc (using the French accounting system). But here 

in the USSR we still use some methods of estimation of 

accumulation that are to be improved because they are based on 

pure investment volumes (i.e. annual depreciation of fixed 

capital is excluded). These methods are loosely connected with 

allocation of invest~2nt resources for simple and increasing 

reproduction processes in the USSR.(1) 

As there is a widening gc.p in absolute output volumes c~ 

investment products and fixed capital put-in-place, the 

estimates that are being obtained due to these methods become 

mo~e and mere invalid because accumula:ion fund estimates are 

bc.sed on the volume cf means of labour in industry and relevant 

economic estimat&s of their annual consumption (depreciation). 

(1) Refer to: Vodyanov A.A., Zamaraev B.A. Methcdologic 

problems of national economy development generalized indexes 

cor.putation. Transactions of the Academy of Sciences of the 

USSK (' Isvestya AN SSSR'), ser. Econcmica, # 5, 1989, pp. 

23-35. 
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radical chan~es in proportions of accu1rulation fund and 

sometimes these changes run counter to tr.a real trends in 

economy. 

Peculiar features of investment viewed as advanced value 

display themselves in the fact that basic macroeconomic 

proportions are shaR~dJwhen accurrulation fund is being planned. 
·;: 

Efficiency parameters of national economy and turnover time of 

resources during the whole cycle of reproduction are being 

fornulated and planned as well. Gross national investment 

demand should be computed with full account of capital 

intensity of capital goods production . 

Today investment planning greatly depends on structure 

shifts which take place in the USSR ar.d which are caused by 

social changes in the Soviet Union. 

Several figures rray be very helpful to bring abcut the 

situation. In 1989 the share of national income spe~t 

consumption and non-manufacturirw: building construction reached 

83% (82.3% in 1988). 

The she.re of the accumulation fund is being reduced 

according to the plans. Sc in 1985 consumption f~nd wa~ 74.2% 

f 
. , o nationa ... income and accumulation fund reached up to 25%. 

Here we ccr. distinguish certain trend in national income 

spending. It seems to be quite beneficial as far as social 

needs are concerned. 
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Table 2.1. Social parameters of economy. 

( i.) 

Indexes I 1985 I 1990 I 1995 

I I (plan) I (plan) 

-------------------~--~----------------------------------------
~~ 

Current consUDl)tion and social ' 
building construction share in the r 81 

national income I 

' 

' ' I 86.7 I 87-90 

I I 

Consumer goods industry share in 

total amount of industrial output I 26 I 28 31-33 

I Imported consurrer durable goods in I 

total arrount of imported goods 15. 4 ! 18 23-24 

Share of nonindustrial investment in f 

total amount of investment financed ! 23.3 

by all organizations (5-year period)! t 

Share of construction-installation 

26.7 ! 

' 
35-36 

works done for non-industrial 37.7' 44 ' 55-57 

' objects in total amount of works ' -----------------------------------------·---------------------



Today we seek improvement in investment policy in the 

framework of general changes in Soviet economy. 

The Soviet government stated that in 1991-92 it will take 

measures to reduce the number of industrial objects under 

construction by 20-25% of the total number; to cut short 

construction in p~cess, to liquidate its extra volumes, to 

reduce construction cycle by way of resource concentration. 

The Soviet government will introduce optimal proportions 

to budgeted construction with the help of long-term bank loans 

granted to the contrac:ors on the competitive basis. Other 

4t measures will deal with industrial capacities of building 

construction industry. They are to be renovated and 

reconstructed. 

Building construction ministries should be reshaped into 

commercial concerns. consortia. corporations. Leasing and 

cooperative firms and entities will be also favoured. 

Small constructions shops will be created and protected by 

the economic entities where there is no need in powerful 

construction firms. 

Enterprises, e.ssociations and self-accounting intermediary 

firms will acquire a lot of coordinating functions because 

state bodies will be reoriented and restructured. 

And here we must say that the Soviet government set down 

to elaborate new Act of law regulating investment activities in 

the Soviet Union. It is due to be issued by the Supreme Soviet 

in 1990. 
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3.1.3. How investment plan is elaborated and adopted 

While in M:>scow. Chinese experts expressed their wish to 

get some additional information on large investment projects. 

They considered it to be of great interest to examine this 

problem in detail. So, in spite of the fact that this problem 

ha.s been investig~d 1n the Reports 1 and 2, we found it 

possible to dwell upon the problem in separate chapter and 

bring about the government contracts for huge investment 

objects. The forthcoming procedure will come into life in 1991-

1992 with some minor changes. 

So here we would like to say it once a.gain that 

centralized government all-union investment is effect.ed in the 

form of government contract. 

A certain construction object ~.ay be subject to government 

contract and its budget cost calculation is presented by state 

bodies as well as al: other terms and condit1cn:; cf the obJect 

(per annum) includir.g social and environmental object:; releva'1t 

to the main one. 

Government contract is financed by centralized public 

investment and by current assets of all other investors. 

Investment resources of all other investors are attracted on 

the basis of joint stock. All members of joint-stock compai·w 

are free and have access to the project according to the share 

of the paid- in capital. 

There may be no free investors if the object is ultimately 

governmental and the government exercises full power over its 



construction. Government contract will be placed on 

competitiveness basis (contractors will have to compete for the 

contract). As we have already said this contract will be 

awarded to the best contractor. But some objects that are 

considered to be very important ones won't be subject to 

contractors'contest. The contractor will be obliged to accept 

the contract. The §Qvi-et government will choose the form of 
;: 

contract pla.Cement taking into account specific features of the 

object. 

It's proposed that the government contract should be 

directly awarded to the investors or to republican bodies 

vested with the power to effect investment. This is done 

irrespective of the form of the contract (either competitive or 

obli~atory). The Soviet government. the government of the Union 

Republic or other bodies or organizations vested with relevant 

power should exercise supervising functions and bear all 

responsibility for the effective construction of the object. 

Construction objects effected under the relev?nt 

government contract must be provided with all kinds of ~aterial 

resources. Investors' interests are secured by ac~s of law 

adopted by the Soviet Union or by the Union Republics. 

Final quality control should be effected by the customer, 

local authorities, and State Controlling bodies. All general 

standards accepted in the country as well as contract terms and 

conditions should be met by the contractors. 

Terms of payment are stipulated by bilateral or 

multi lateral contract~. , 



Payment for industrial objects must be effected to prime 

contractor only when environmental and social objects which 

should be created according to the contract are finished and 

examined by the experts. 

And here we would like to bring about some particular 

features of the investment policy conducted in the regions 

where environmenta~~ problerrs are acute and where there is 

higher rate of danger for environment or of natural disaster. 

It is planned to allocate funds in the framework of 

centralized public investment for the works to be done in the 

regions with high rate of environmental danger. These funds 

alongside people#s contributions and contributions of the 

public organizations and charitable funds would be allocated to 

construction-installation works in the regions with higr.er rate 

of environmental danger. Local municipal authorities are rested 

with the power to effect these wo~ks in order to improve 

environmental conditions in the region. These works are done in 

the framework of centralized and municipal public investment. 

Centralized public (all-union, republican, municipal) 

investment will be effected in the form of government contract 

for environmental objects in certain regions, Le. government 

~ contract will envisage a package of measures aimed at better 

environment in the region. 

We expect that these kinds of investment projects, as well 

as investors and contractors participating, would enJOY tax 

allowances and certain grace period. 

Special insurance investment reserve is expected in the 



attracted money (contributions) will back up rescue and 

restoration works conducted in the Soviet Republics which 

suffered from natural disasters or accidents. This-reserve will 

help to reduce negative consequences of the catastrophes. 

Centralized investment backed up by this reserve would be 

effected as an oblii~tory government contract. 
-;: 

All contractors engaged in restoration works would enjoy 

tax allowances and other privileges, such as special 

compensating payments for extra expenditures connected with 

restoration works (e.g. emergency compensation for urgent 

transportation of labou~ and material resources to the area 

from other regions of the country) .. 

3.1.4. How construction lists are designed and adopted 

Construction lists and other object papers are considered 

to be most important documents where planned tasks and volume::; 

are detailed. These papers serve as a major source of 

construction and project data for the contractors. 

Five-year plans include lists of objects constructed on 

the new sites and enterprises and economic objects where large­

scale reconstruction and expansion works would be effected 

during the five-year-period according to the plan of public 

centralized investment. Councils of Ministers of Union 

republics, ministries, concerns, intersectoral Research & 

Development complexes send the list over to Gosplan (State 

Planning Committee c& the USSR) and outline reasons for the 



required volume of investment. 

This list covers construction-in-progress started in the 

previous years and projected objects which would be constructed 

during this five-year-period. This list usually embraces 

industrial objects but sometimes social objects are also 

included in this list if they are of great int.iortance 

irrespective of thear budget costs. 

Construction lists of the objects set up definite tasks 

for contractors as far as time and volume of industrial 

capacities to be put-in-place are concerned. These lists define 

volume of investment, erection and installation works, 

construction period, prime contractors, and manufacturers of 

the equipment. 

New investment projects are designed in accordance with 

the Development plans of national economy and the Development 

plans designed for regions with relevant Project Evaluations 

(Refer to the Report 1). 

An adopted object list serves as a grour.d to consider the 

object under construction planned for the next five-year-per1cd 

as an object in progress. 

If the objects listed as financed by the government do not 

have appropriate adopted projects and project evaluations then 

major technical-and-economic values shouid be supported by 

other relevant papers (e.g. sectoral and territorial 

development plans, technical-and-economic Reports). 

Gosplan takes into consideration all recommendations of 

the ministries, republican governments and other authoritative 



bodies and formulate government contracts that would be later 

adopted by the Soviet Government. These contracts estimate 

industrial capacities that should be put in place in due 

course. These contracts are distributed between construction 

sites, enterprises and objects and Gosplan fix these contracts 

in the State five-year plan of social and economic development. 

Indexes and ot~r economic values relevant to the projects 

listed for the government contract are adopted be the Council 

of Ministers of the Union republics, by ministries, concerns 

and other authoritative bodies and should be coordinated with 

State Planning CoI11mittee of the USSR. 

Indexes and other economic values for the objects where 

large-scale reconstruct~on works should be done are adopted 

almost in the same way. 

General directors and other high ranking executives of the 

enterprise which is gain~ to invest its own money in 

reconstruction or expansion examine and adopt releva~t indexes 

and economic values as far as this investment project is 

concerned. 

In accordance with the adopted Lists of objects the 

Construction lists (or sheets) are worked out. They are 

elaborated for the whole construction cycle of the object. 

The Construction lists of the new objects are elaborated 

in compliance with the adopted project and costs calculation 

documents which give all necessary information on industrial 

capacities that should be put in place, on objects, volumes of 

investment, erection and installation works and estirrated data 



on construction-in-progress. 

Construction time is calculated with the help of time 

standards and if there are no such standards construction time 

is computed according to the time period estimated in project. 

Standard efficiency of investments and requirements for 

advanced technological development Il1..1St be observed in the 

investment project~, · 

The Construction list of the new object includes data on 

budget costs of construction, on time schedule of construction, 

on customers and contractors, on project-and-design 

organization and on procuring organization. 

Investment and volumes of erection and 

done by foreign (capitalist) firrrs 

installation works 

according to the 

ccmper.3ation agreements as well as for the objects created by 

joint venture are ~ettled due to the terms of the contracts. 

When investment objects e:e designed for imported 

equipment time of construction is computed and estiriated so 

that when installation works and testing of equip~ent is over 

the guarantee period of the imported equipment is far from its 

expiry date. 

The Construction lists of the new industrial objacts are 

subject to the following procedure of adoption. 

1. \Yhen construction of the object is financed by 

investment fund of the enterprise or if it is partially 

financed by the local, municipal or regional budgets, or 

centralized investment funds and reserves of the ministry, the 

Construction list -is adopted by the executives of the 



enterprise or/and relevant organization. 

2. If construction of the object is financed by 

centralized funds and reserves of the ministry, then they 

establish this proc(1ure by themselves. 

3. If construction of the object is financed by 

centralized public investment, then the Councils of Ministers 

of the Union r~u~lics, all-union ministries and other 

authoritative bodies adopt these lists in accordance with the 

accepted procedure. 

The Construction lists of the objects for 

R & D organizations, Academy of Sciences of the USSR and for 

Academies of Sciences of the Union Republics as well as the 

underground transport facilities are adopted in the same way as 

for industrial objects. 

fhe Construction lists of the objects where foreign 

capital is involved are adopted in compliance with the 

procedure designed for the relevant industrial a~d social 

objects. 

But we are inclined tu think that in the near future the 

obligatory planned regulation of contractual activity 

( inc:·1ding the Construction lists) wil~ ..;e cancelled. 

3.2. The Procedure of Investment Decision-Making 

3.2.1. The Procedure of Investment Decision-Making for 

Investments Effected by the Enterprise. 

The Enterprise .formulates the programme of perpetual 



D'l)dernization of its material and technical base. concentrating 

its efforts and resources on the technological renovation and 

reconstruction based on advanced projects. 

It estimates resources available for this purpose and 

evaluates the means that can be attracted from expansion fund, 

other funds and with the help of bank loans and credits. The 

enterprise estima.tes~reasonable demand for materials and am::>unt 

of contract works. 

The enterprise works out itself or strikes contract with 

project organizations for project and costs documents. 

The enterprise examines and adopts these documents and the 

Construction lists of industrial and social objects projected 

and financed by the enterprise. 

The enterprise coordinates the time schedule of the works 

with the contractor. It accepts (or does not accept) project 

papers presented by the designers. 

The enterprise is f~ee to choose the method of 

construction. whether to find a construction firm or use its 

own construction shop or department. If it strikes a cont~act 

the latter must cover the whole t~me of construction. 

A constructor toget~er with the customer should er.sur~ 

construction schedule and bear responsibility for the quality 

of erection and installation works. 



Sorretimes. government contract may be awarded for 

industrial and social objects fine.need by enterprises or by 

other organizations if these objects are of great importance 

and if they are put forward by enterprises, local Il'l.lnicipal 

authorities and ministries. Ministries and other authoritative 

bodies of the USSR do not have the right to make any changes in 

government contrac~ when they are adopted by Gosp lan. 

We would like to state it once again that in this country 

we are looking forward to introducing comprehensive system of 

competitive contracts. Some contracts are already competitive 

but this must bacome comrron practice. 

Government contracts for consumer goods production are 

estimated in money value. Volumes of production should ensure 

certain equilibrium between cor..modity turnover and comrr.odity 

resources (inventories). Government contracts cover only ~a.sic 

products that are produced by manufacturing brar~ches. 

agric~lture and other branches of economy. 

Sur~lus consumer goods proctuced by the enterprises go to 

the market and are not regulated by government contracts. All 

products produced by the enterprises according to other 

contracts also go to the market. Moreover, government cont~acts 

tend to decrease in volumes in order to fact 1 i tate rrarket 

relations and commercial activities of producers. A:3 fC,;."" as 

government contracts are being rationalized producers should 

demonstrate higher rate of responsibility when working under 

government contracts. 

System of penalties is supposed to be introduced in order 

to secure fair work of the producers. This system Will envisage 



penalties for the enterprise if the latter rejected government 

contract without valid reasons or if it failed to observe the 

terms of the contract. Penalties will be charged and 

paid out of the consumptior1 fund of the producer. 

This measure seems to be necessary because restructuring 

of investment policy goes rather slowly and meets some 

obstacles. ~~ 

In 1989 government plans for capital assets to be put in 

place were only 92 % fulfilled. And only 50 % of planned 

industrial capacities were operative in 1989. Only 145 objects 

of total 395 (about 40 %) proved to be ready to operate in 1989 

(in 1988 - 59 %). As to the total volume of effected government 

investment, in 1982 it was 27.6 billion roubles more than fixed 

capital put in place. That means that a lot cf money wcs wasted 

and investment wcs inefficient. That is why we think U"lat tr1e 

sooner we reform the national economy the better. And this 

reform must be based on new principles of self-accountance. 

profitability, market relations. economic equilibrium. 

A new Act of law is reported to be underway. This Act of 

law will cover all kinds of activity of socialist enterprise 

(and not only that of state enterprise). We expect that there 

won't be any regulations imposed on profit distribution. All 

enterprises will be able to create special funds for expanding 

their operations and providing better social welfare for 

the employees. And what is more important there would be no 

standard rates obligatory for the enterprise when the latter is 

creating these speci-a.l funds. The State will be able to 



regulate cornrMrcial activity of the enterprise only with the 

help of taxation. 

3.2.2. How joint ventures are established 

During last few years we witnessed active process of 

establishing joint ventures in this country. Now it becomes 

clear that free eeonOiniC zones Will be introduced as well. As 

investment policy has its particular features for joint 

ventures we would like to dwell upon the problem. 

There are several successive stages of this procedure. You 

will find the structure of the procedure and executive 

authorities .n the Chart 3.2. 



Chart 3.2. How joint venture is established 

Stages 

1. Goal and targets of joint 

venture 

2. Research work done in order to 

find the best foreign partner 

3. Business talks and joint venture 

proposal formulation 

4. Joint venture efficiency evaluation 

Executives 

Enterprise or other 

economic entities 

Enterprise or 

intermediary firm 

Enterprise 

Same 

5. Elaboration of joint venture evaluation Se.me 

6. Coordination work and establishment 

of the joint venture 

7. Busi.ness talks. Final agreement. 

Documents signed. 

Shareholders 

Enterprise or other 

economic entities & 

foreign partners 

---------------------------------------------------------------



In fact joint venture proposals are prepared by partners 

where one of them is a Soviet enterprise or organization. This 

preparation work results in the package of documents including 

Establishment Agreement, Status of new joint venture and 

evaluation of joint venture. 

As a matter ~ fact one must do a lot of work in order to 

establish a new joint venture in the USSR because it is 

necessary to examine and analyze all juridical, managerial, 

economic and other problems which emerge when a new joint 

venture is due to appear. 

In order to find foreign partner one may take the 

following steps in the research work. 

First, one may examine and investigate a Wider circle of 

potential partners (including smaller firms and companies) 

producing the commodity or service in question. 

Then one should do some research work in order to find out 

whether these candidates are eligible (if commodities they 

produce are competitive) a~d whether they are willing to 

cooperate. 

Economic evaluation of joint venture should be based on 

the following topics. 

Costs of importing of' goods must be compared with the 

costs of the analogue product produced in the USSR by join~ 

venture. 

Quality standards of the goods to be produced must be 

examined, evaluated .and compared with the imported products of 

the same kind. 
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compliance with the national standards, as well as that of the 

import-substituting products manufactured by the joint venture. 

Export output of the joint ve~ture is considered to be an 

important feature due to the fact that all 1int ventures 

should be profitable as far as foreign exchange is concerned 

because foreign pqrtners are interested in profits in hard 
--:~ 

currency. 

Analysis of all relevant data according to this scheme 

should be conducted by the enterprise which is going to 

establish new joint-venture together with ministries. 

Problem of joint-venture feasibility may be solved when 

profound and accurate analysis of basic economic values and 

coefficients of the enterprise is effected. 

This analysis covers quality of produced goods and their 

competitiveness, technical-and-eccr:~mic paramete!"s cf the 

enterprise. It helps to de(;ide whetr,er the enter;Jri:;e can 

effect its capital contribution in :he form of capital goods. 

Buildings and constructions owned by the enterprise are also 

analyzed in order to find out w~ether these buildings and 

constructions may comprise fixed capital of the new joint 

venture. Comparable evaluation of :he enterprises proposed by 

foreign partners also may be usefu:. 

Prognosis analysis of the future joint venture and 

long-term cooperation with the foreign partner seems to be 

beneficial as well. 

Final partner selection should be based on this analysis 

because it provides comprehensive evaluation of the 



opportunities. 

Ownership capital of the joint-venture is fUrnished by 

partners. Ownership capital is furnished according to the 

regulations imposed on the activity of the joint-venture. And 

so, ownership capital has definite natural and rroney 

composition. In natural form ownership capital consists of 

natural resourc~, land, equipment, buildings and 

constructions, communication and transportation facilities. 

Ownership capital composition in rroney terms is based on 

rroney worth of its elements, which in its turn is based on 

contract prices and international market prices. Capital 

composition in money terms may be analyzed from different 

angles. For example ownership capital may be compared with 

total costs of the project; partners' shares may be compared; 

elements of partners' contribc~ions may be analyzed as well as 

own stock and debt capital of the joint-venture. 

Profit gained by the joint-venture may be allocated to 

owner:3hi p capital and partner:; can r:iake extra con tr i but ions to 

owner:3hip capital of the joint-ventu:-e. 

Part:-:ers e:::t i mate total out;:lut Qf products of the future 

joint-ven:~re enterprise and est~:ri.ate costs and expenditures 

covering the initial stage of joint-venture's activity. 

Partners then coordinate their shares and time schedule of 

allocations that would secure the break-in period. When it is 

necessary to estirrate soviet enterprise contribution or other 

problerrs with foreign exchange emerge the official exchange 

rate established by State Bank of the USSR is applied. 



Partners coordinate the date of fixing the exchange rate used 

to estirrate Soviet Cc il contribution. Date of signing 

contract may be this date but partners are free to choose. 

Price of land, price of natural resources or rights to use 

land or natural resources are considered to constitute Soviet 

contribution to ownership ~apital. Estimation of this 

contribution is con\J.4cted in accordance with mutually accepted 

method and is based on the principle of mutual benefits. 

Ba.sic approach to these methods is presented in special 

document "Estimation of land, natural resources, buildings and 

constructions allocated to ownership capital of joint-ventures 

or leased to joint-ventures by the Soviet side". 

Price of buildings, basic infrastructure, communication 

facilities and social infrastructure allocated to ownership 

capital of the joint-venture as Soviet contribution is 

estimated in accordance with contract prices of objects of this 

kind con::;tructed in the USSR by foreign contractors. 

Depreciation of operating buildings, constructions and 

facilities should be estimated and deducted from the initial 

price of the object. 

Average unit values published in international reference 

books on construction may be used to estimate price of 

buildings and other objects according to their class and 

quali~Y. International price lists and market prices are used 

when price of equipment must be estimated or when partners want 

to purchase equipment using their own or attracted capital. 

Each partner must estimate his resources in order to know 
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whether he would be able to invest his own rroney or capital 

goods or he would be forced to borrow. Joint venture recognizes 

no liabilities for loans attracted by a partner in order to 

provide his paid-in capital. 

When total arrount of raised capital is estimated and if it 

is not sufficient to start business activity joint-venture may 

apply for credit to.1the banks. And therefore it accepts certain 

1iabi1 i ties. 

Today there is a lot of new opportunities for Soviet 

people and foreign investors in the USSR. 

In March 1990 the Supreme Soviet of the USSR adopted new 

Property Law regulating ownership relations in the Soviet 

Union. This Law will come into life on July 1, 1990. According 

to this Law there are three types of property: state property, 

collective property and property of soviet citizens. T!:ere may 

exist property of foreign states. international organizations, 

foreign corporations and private persons. Mixed property is 

also allowed. From now on Soviet people can o·m small shops and 

other small business if they war!< there. The Soviet government 

will protect property rights of all these proprietors. 

We think that alongside joint-ventures other forrrs of 

economic activity of foreign investors may be rather 

beneficial. And we are sure that it is import~t to work out an 

advanced system of privileges, credits and guaranties in order 

to at tract rro:i.·e foreign investors. It seetrS to be rather good 

to create special investment zones and free econorr ~ of 

construction indust~y where international economi~ ~.~e~ would 
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be feasible. 

We think that it would be very beneficial for Soviet and 

foreign partners to concentrate construction activity on the 

objects where illl)orted equipment and technologies will be used. 

Export capacities may also be in the scope of this 

business as well as import-substituting production. This will 

lead to broader competitive contracts which will be awarded to 

foreign contractors and government will definitely support this 

kind of commercial activity. These contracts may be awarded to 

construction firms or to procurement firms supplying equip~nt, 

materials or technologies. Acquired experience and skill may be 

successfully used for joint export operations in the third 

countries. 

Property rights of foreign investors arq protected by 

Soviet law. And we would like to say that there soon will be a 

package of bills which would provide extra protection for 

foreign investors. For instance, if an investor :s fcrced to 

stop his business because of some circumstances that do not 

depend on his will he will be able to claim refunding of 

actually effected investment. 

And now we find it useful to dwell upon the problem of 

foreign investors on government contracts. Today the majority 

of soviet experts is inclined to solve the problem in the 

following way. 

Government contracts should be ~warded to foreign firms 

and companies which win international tenders organized by the 

Soviet side in order-to secure the best possible contractor. 



3.2.4. A Draft schema of coordination procedure applied to 

projects and project evaluations. 

Here we present procedure of coordination of projects and 

project evaluations applied in the USSR in detail. 
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So as you may see this procedure is rather difficult 

and painstaking. That is why now this procedure is being 

rationalized and simplified si~ce a lot of bur~aucratic 

bodies are eliminated and reorgaruzed. 

One cf t.t>scow research institutes has developed a new, 

advar.ced procedure which may be widely used by State 

Conmittees, republican goverrurents, ministries and by other 

autr10ritative bodies of the USSR for project evaluation. 

This procedure '(fas nam:-d "Complex analysis of project 

decisions and project evaluations" - CAPO. It is based on 

computer processing or basic inforrra.ttcn ~1ecessary r~cr· the 

pr·oject decision making. 

CAPO is airred at higher· investrrent 8ft'ic1ency. Another 

t1as~ of tndustr·ial constr·uct1on as well as tmproverrent or· 

l i vtng conditions. 

tt·iiS procedure will ensure concentration on quality ancj on 

efficiency of construction. It will lead to putting emphasis 

on reacr1ing final results of construction process instead of 

contr·olling the intermediate results and it will rationalize 

utilization of material resources. 

CAPO wi 11 concentrate on the design stage of tt"ie 

project., especially on the stage of Oeveloprn3nt schern3S and 

plans. Project evaluations and technical-and-economic 

computation wi 11 oecome an efficient tocl of dee is ion 
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CAPO will secure observance of industrial developrrent 

priorities even at the initial stages of design works. 

Application software gives perfect opportunity to 

examine following functions of the project: 

- it becomes possible to survey the object on the 

landscape (to ~put• it on the landscape), 

it is possible to generalize and decompose functions 

of the object and analyse its external ties with environment 

as well as to examine construction requirements. 

it is possible to forecast its behaviour, 

it is possible to evaluate several versions of 

project decisions as far as quantitative values ar-e 

Dialogue pattern is used and al 1 operations or u-ie 

Information may b€ displayed in various foril's: 

- ct.3ita l t st.s. 

r·cw:;/ co 1 umns. 

- analytic computations of fragments of construction 

and otl"i~r· components of elaborated object. 

Iterative subprogram "economic eficiency quality" 

plays sut;stant tal part in ttus pr·ocedure. 

r1·1is subpro~ram allows the users 

expected time 

to set p 1 anne11 

of "doubling the investment volume, set 

capital" of investment (i.e. per·iod of ti~ wr1icr1 is needed 

ror return of the invested capital and pr·ofi t gain equal to 
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invested capital). Then the user car1 evaluate versions of 

developrrent, reconstruction, expansion or new construction, 

etc and choose trte best version of planned investrrent. This 

subprograrrme provides users with full information about 

arection-installation works, construction costs, profits, 

contract price of construction, price of design works etc. 

(}-.=.er may alter any of his previous operations with var·iables 

and fix new economic values displayed by the computer. 

"Economic efficiency - quality" subprogramrre allows to 

alter investrrent set-ups, tactics and acquire the t:est 

possible versions of investrrent. 

(Functions ancj Re lat tons) 

A lot of agencies ariij organtzat10ns takes part in 

investrrent pr·ojects r·ealization. We r1ave alr·eady cover·ecj 

sorr-e of the questions dealing witr1 agenci~s involvecj in 

Report 2. In this Report we would like to dwell upon the 

problerrs we failed to cover in tr1e previous Repor·ts. So we 

rnust state tria.t autt"iOri tati ve bodies of the Communist Par·ty 

of tr1e USSR exercised ultimate power as far as invest~nt 

policy was concerned. Party Congresses, Plenary meetings, 

Politburo made decisions over main problem:: of inve::>trrent 

policy. The Supreme Soviet of the USSR played no important 
-part in tl'"1ese questions. It 'llas a for·mal supplement to Party 

decisions. And the Soviet government re~ained executive 
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body. 

Today this situation is changing and as trae Act of law 

on inve.:::tment is being worked out, the roles of different 

authoritative bodies are being outlined. 

We think that the Supreme Soviet of the USSR will 

pr·obably accept some additional functions. Beginning rrom 

1991-1992 this legislative body will exercise following 

functions as far as investment policy is concerned. 

The Supreme Soviet of the USSR wi 11 work on the 

of centralized put-lie 

irwestrrent. target complex nationwide programr~s and it w1ll 

go·.;i:-cnrri&nt. rt·;iS wor·k Will bt?. :jone Simultaneously Witt"1 the 

.?JJopt ion 0f State Plan of Social and Economic Oeve lcprn-~nt 

an1j Stat.:. budget c:f the Soviet Uruon at u-1e Sesstons of the 

Su.pr-err~ Sov 1et o( tt"ie USSR. 

Experts consi(ft::r· it to be advisable for u·ie S:~preme 

Soviet to ar1nounce national r·er~erendurrs on lar·ge ta:·get 

complex pr-0gramrries or nationwide importance. 

Investment Policy will be formulated by riational and 

r·epubl ican gover·nroontal bodies, Academies of Sciences of tl'"ie 

USSR and Union republics under close ~ ... ..ii dance ,....,..,.. 
°' ''-' 

super·v1sion of tr1e Supreme Soviet of tr1e USSR and Supr·eme 

Soviets of Union Republics. 

Tr1e Supreme Soviet of the USSR wi 11 compose the list of 

tar·get complex programroos of nation-wide importance triat 

wi 11 be launcr1ed in planned period and local Soviets 
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together with republican governments Will work out these 

prograrrmes in detai 1. 

The Supreme Soviet will examine volumes and structures 

of centralized public investrrent and target complex 

prograrrmes With the help of specially established Experts~ 

Cormtission of the Supreme Soviet. If this Conmissio1 

approves volumes and structures of pl2nned centra11· 

public investment and t&iet complex programnes, then tht.se 

projects will be sent over to the Supre:re Soviet of the USSR 

for approval. 

The Soviet Government is not vested with the right to 

attract foreign invest~nt, loans or accept otr1er 

liabilities if this is not approved by the Supr·eme Soviet. 

The Supreme Soviet of the USSR acc~rding to the 

proposals put forward by Republican Supreme Soviets .-.:l.ef'ines 

trie 1 ist of trie regions where environmental cianger ex::.sts. 

It defines volumes of investment and other relevant topics. 

The Republican Supreme Soviets have the rigt1t to grant 

privileges and credits to economic entities which are 

dir·ectly invoived in investment projei:ts financed by 

government and airood at environment protection. 

The Supreme Soviet of the USS?. will demand re~~lar 

reports of Supreme Soviets of Union Republics dealing with 

trie problem of centralized public investment allocated to 

environment projects in the regions w1 th higt"1er 

envi~onmental danger. · 

Tt"ie Supreme Soviet of the USSR wi 11 probably be th~ one 
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to approve Insurance Investment Fund budget which is 

r·epi'.H'i:e(1 to t.e createcj in the framework of State System of 

Stocks and Reserves. 

So, respectively we should dwell upon the functions of 

trie Soviet government as far as investment pol icy is 

concerned. 

The Council of Ministers of the USSR will issue orders 

ancj decrees securing further improver.~mt of inv~str~nt 

policy~ the development of buil11ing construction industry 

.=u11j otr1er r·e levant problerrs. The Soviet government will 

&ff~.::t its e;{ecut i ve fun.-~t ions tr,rougt"1 State Committee for 

( Go~:o lan ! . 

~ov~rnrr!E'nt .::ont.racts. which wt 11 tld 

.:;ompose<i by State Planning Cornmi ttee. Tl"ie Soviet government 

capital construct ion workt?d out together wi U'"i Academy of· 

Sciences of trie USSR. 
,,.,.,,.-. 
•.Jl $0'1er·r1mer1t special assessrner1t bor1ds is 

ror centralized public invest~nt if tr1e governroont is sriort 

of funds. The Council of Ministers of tr1e USSR will be able 

to apply to tr1e Supr·erre Soviet in order to get permission to 

attract international capital to finance centralized public 

investment. 

We assume tria.t tr1e gover·nment is unlike 1 y to ria.ve trie 
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right to attract foreign investors without permission of the 

Supreme Soviet of the USSR. 

Counc i 1 of Ministers of tr~ USSR is expected to 

formulate principles of establis~nt of joint stock 

companies which can be engaged in goverrurent contracts. 

Certain privileges for these joint-stock companies will be 

also worked out. 

Councils of Ministers will establish regulations and 

the order of awarding goverru'Tlent competitive contracts. Then 

Councils of Ministers of the USSR and Union Reput1l ics wi 11 

ria.ve to name administrative bodies bearing responsitii l i t.y 

for material procur·errent. 

Counci 1 or Ministers of trie USSR and 

governments together with all otrier involved agencies and 

public organizations e latiorate draft:; of target complex 

programrres of nat ion-Wiije importance that should be 

introduced in plannecj per·io(L 

Council of Ministers iS supposed to 

r·esponsibi 1 i ty for tr1e equi 1 ibrium between planned volurres 

of centralized public investrrent and volurres of investrrent 

allocated to objects- in-progress and launched constr·uctions 

according to target complex programmes, their feasibility 

and coordination of investrrent. 

Republican and local adI'linistrative bodies according to 

this scherre execute following functions. 

They take 
-part in the elaboration of national 

development plans and in coordination of planned decisions 
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dealing with these republ~cs &~d regioi"\S. They may grant 

pr iv i leges and impose 1 imitations on investors and 

contractors including restrictions on land allotment and 

deployment cf industrial enterprises. They supervise labour 

force balance in the region, secure social and enviro~ntal 

standards. They allocate local and regional budget funds to 

various projects. These bodies work out and approve plans of 

capital construction 1n tr~ region. The scope or directly 

planne•:l projects is restrained and include republican and 

municipal construction objects effecte11 under republican and 

m . .micipal contracts and financed by regional budgets and/or 

Special investl'lf.;nt bank is expectec:l to t;B created. This 

t:ianl< wi 11 finance a.ncj gr-ant loans to cr·gar11zat ions engagecj 

tnvest~nt ar ... -1 ,,_. 

closely connecti?c:l w1tr1 tr;e process cf establisl'"ting free 

m.::··=.r-ket er~ building contr·actors, training of personnel, 

advanced ma.nageroont systerrs, r·estr·uctur i ng of' i nvestroont 

policy anc:1 builcjing construction industry. 

We assume that this bank will take active part in 

international integration projects, joint-ventures, and we 

hope that this bank will work on the problems of analysis of 

trie capital markets. 

Regtonal bodies begin to play rrore active role in the 

formulation of investment policy. Councils of Mirusters of 

Union Republics, regional executive bodies actively 

par·ticipate in elaboration of Development plans ( 15 year 
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perspective plans) and participate in other 

projects. 

long-term 

These administrative bodies colJl)Ose regional and 

intersectoral target progran;nes~ prepare recorr«Mndations on 

regional industrial co~lexes and centres. 

They compose prograrmes of contract construction works 

ror industrial objects of republican and local subordination 

and for social objects irrespective or tr~ir subordination. 

Af'oresaid does not refer to investment financed by 

enterprises and organizations (share of this type of 

investment totalling to 494 of gross vol~ of investment in 

1989 (40% in 1988). As we have already said the Gosstroi 

C State Committee ror Building Construct ion) srlould drop some 

or its runctions aa"'id concentrate its work on control over 

ar·ct'"ii tecture and building construe tr on. It sr1oul d work out 

surveys or 
participate 

pol icy aJi•j n-anagement system~ for·ecasts and 

construct ton 

l
- .... 
II elaboration 

business. Gosstroi 

legislati'le 

construction. Gosstroi will probably engaged in 

elaboration of the following standards and normals: safety 

standards~ quality standards applied to construction 

materials and erected buildings (detailing standards 

regulated and approved by the Supreme Soviet of the USSR). 

This committee may work out recommended regulations and 

standards, design standards, standards for erection and 

installation wori<s, quality control standards. re~4Jlations 

applied to competitive contracts, generally accepted ter·rrs 



3a"ltj conditiOi&S or contracts. price estimatior.s. a.."ld other 

standards. 

At the same time Gosstroi should issue following 

recommended additional and con'{>limentary standards and 

regulations tt·iat may be applied to construction firns as 

reference data: 

- unit investment rates 

- investment efficiency target rates 

- investment cycle lo~gevity 

typical rates of fixe.j capital per worker for 

construction f i rrr-.3 

- typical rnanag.:-rr~nt systeri't3 

regulat icns. 

•:lo n.ot c~ease to exist) may sor~ standar·ds 

regulatiGns for construct ion fi r·m; too, suc~1 as the q1Jal i ty 

standards ror· construction materials, finisr1ed obJects and 

iS>rection and installation works. 

Republican Committees for Building Construction may 

ela.bor·ate rules for· construction works, quality contr·ol 

rules and regulations, issue regulations for contractors and 

custorMrs, contractors and subcontractors, banks, etc. 

Triey may establish r·ules for competitive contracts, 

estimation of contract prices, standard rates of investment 

efficiency applied to the region, construction cycle and all 

other standar·ds and normals that can be under tr1e 
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supervision of these bodies. Regional executive bodies will 

be probably engaged in control over land allotrrent, 

environment protection, leasing rates, tax ~ates, prices of 

construction materials and some other proble~c. 

In fact Ministr:~s of building constructicn will cease 

to exist. Large construction entities will be reformed into 

corporations. L&w-.ge building cor·porations arr.:1 aa"l'algamations 

will show certain flexibility in order to provide their 

depart~nts, subsir1iaries aa"'ld branches With co~rcial 

spirit. I nte rsector·al coope rat ion and coo rd i nation may tie 

shaped in Ute form of associations, consortia, groups, 

syn•.:1 i cates. 

into self-accounting corporate 

be 

into the Headquaters of tr1ese corporations. So trns wi 11 

to competition between bui l•.:1 i ng 

cor·porations togetr1er witr1 decentraltzattcm or building 

r.:1epar·trrents or the ministries. 

") ,f 
.. _;. -s. Otl"ier Relevant Topics. 

General budget costs calculation. 

CFragroont or project evaluation). 

General budget costs calculation 

estimate rul 1 construction costs 

iS computed 

and 

to 
...... -. 
'.Jl 
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erection-installation works envisaged by the project in the 

fran~work of two-stage design or by the draft project if one 

-stage designing is applied. General budget costs 

calculation (hereafter GBCC) is considered to be the basic 

dccument used for plaa"l.ning anc :'inancing of the construction 

worl-:s, for effecting payme .. ·:.s, and for other relevant 

topics. ~breover economic efficiency of project decisions is 

"'Orr'lt-..ut ~,1 ac"or.-1 i· n--~ ~ o t """"" l".!nr ... ,,. ( buc1ge~._ .~c·~~.-·~ ''l~lue""' .... - ar""- us-.... _d (_, ' 't' - , ,_, l.,i ~ ·- -l ~ UL:ol..A. - - - ~ r-:: r-:: 

for estimation). 

GEI::!C is composecj according to generally accepted 

procedure described in "'Instructions on compositions, 

e labo:rat ions, coor-ri i nat icn and approval of project and 

norrJ::nclatur-e of var .. ious t:;pes of buildings. constructions 

budget calculat icns. Horrogeneous costs and 

article (item) of expenciitures. Refer to Table :3.2. 



• Table 3. 2. • 
General budget costs calculation 

in U1e sum of 2'"130710 roubles 

wi tt·1 '?950 roubles refunded. 

General budget costs calculation or inclu:::tr·ial l)uilding (st"1op) 

INN I Namas of articles 

I I objects. works 

I I and costs 

1 I 2 

1 I Article 1.Prepara­

tion of construe-

Budgeted 

erection 

works 

3 

co:::t::; 

i n:::tal lat ion 

wor-k::: 

4 

( t1·1ousands 

e'°~U i prr~nt, 

furn i tur·e, 

tools 

5 

Prices of '1984 

of r·oubles) 

ott"1er· Total 

expedi tur·es 

6 7 

I 

°' Cl\ 



I 1 
c;:> .4 

tion site 

Pr·eparat ion of 

construction site 

Total Article 1 

Article 2. Basic 

nanufacturing 

objects 

Industrial 

bu i l di ng ( shop) 

Total article 2 

Ar·ticle 3. 

Suppleuentary 

cbject.s ancl 

service f.:tc i 11 ti es 

Admi n i str·al i ve 

• • 
----- --·-··-----···-·-- ------·- - . --·----··-·-----

3 4 5 

14?.92 

14?. 92 

682.64 108.86 602. 11
) 

682.64 'l 03. 8f1 602. 19 

6 

0.18 

0.18 

"'/ 

148.1 

1-18. 1 

1388.69 

1388.69 

°' 
~ 
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I 1 I 

., I 3 I 4 I 5 I 6 I .. , 
,_ I 

I 
building I 222_ 813 I '18. •;ig I 45.23 I - I 286.88 

Scrap netal 

storehouse I 3. 01 I 0. ·113 I - I - I 3. 4"'1 

Total Article 3 I 300. 13 I 4?. "11 I 64.64 I - I 411. 88 

Article 4. Energy I I I I I I 
°" 
°"' facilities 

In-site 

low-voltage cables I 0.83 I :~. 08 I - I - I 2.91 

Out-site 

high-vc..ltage 

cables I 10.?5 I 34. 5 1
) 

I - I - I 45.35 

Total Ar·tiele 4 I 11. 59 I 313. 6? I - I - I 48.26 

Article 5. 

Transportation 

facilities 

Asphalt r·oads I 2?. 13 I - I - I - I 2"'1.13 
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t 2 3 4 5 6 ? 

Total Ar·t icle 5 I 56.24 I 2.39 I - I - I 58.63 

Article 6. 

Basic infra-

structure 
' 

facilities I I I I I I I 

~ 

(water mains, I I I I I 
l.() 

I 

sewerage, gas 

pipelines &tc.) 

Water refining 

system I 4'?. 92 I 'i'. 8 I 3. 8'? I - I 59.59 

Total Article 6 I 278. 6 I 8.23 I 4.04 I - I 290.87 
I 

Article ?. 

Ret-iabi l i tat. ion 

or the territory 

Ver·t teal landscape 

rehabilitation I 5.38 I - I - I - I 5 '3C1 • ""•.J 
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Q 

'· 3 4 5 6 7 

Total Article ? I 33.05 I ~~. 1 I 0. 1 I - I 35.25 

Total Articles 1-7 I 1510.17 I 200. ~36 I 6'?0. 9'7 I 0. 18 I 2381.68 

Article 8. 

Tempor~--y I 

t)Ui ldings and I I I I I I 
.... .., 
~ 

I I I I I I 

const.r·uct. tons 

Temporary 

buildings and 

constructions -

3.1% I 46.82 I 6.21 I - I - I 53.03 

Total ar·t icle 8 I 46.82 I 6.21 I - I - I 53.03 

Tot.al Articles 1-8 I 1556.99 I 2oe.. 5'? I 6'i'O. 9'i' I 0.18 I 2434.?1 

Article 9. Other 

re levarit. 

<Jxpenditures 

1 Winter prices of 
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I 1 <:> 
'~ 3 4 

1-~~~~~~~~~~~~-~~ 

I 

I 

- I 

wor·ks - 2. 1 %. 

Total Article 9 

Total Articles 1-9 
• 

Article 10. 

Admi n i str·at ion 

costs and 

super·vision costs 

Supe l''V is ion costs - I 

0.2% of total 

sum 1-9 

Ar·ticle 11. 

P~rsonnel training 

Article 12. 

Design and 

development wor·~~s 

32.? 4.84 

32. 'i' tl. 34 

1589.69 210. 'dl 

• 
5 

6'70. 9'7 

6 

59.08 

89. ?'7 

5.12 

? 

37.04 

96.12 

2561.34 

5.12 

""\J 
~ 
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Design works 
I I - I I 84.72 I 84.72 

Total Articles 1-

12 I 1589.69 I 210. ·~H I f.'i'O. 9'i' I 1"19.6 . I 2651. 1'7 

En.::rgency reserves 1 I I I I 
I 

- 31 I 4'i'. 69 I 6.33 I 20.13 I 5.39 I 79.54 

Total GBL~ I 163'i'. 38 I 21 'i1. 24 I 691.1 I 184. gg I 2'730. 71 

Contract price I 1589.69 I 210.91 I - I - I 1949. '78 

I I - I - I 7.95 
Refunded rooney 

Refer to: Ronanova K. • Zt'1arl~ovskaya E. , Isaeva G. Labour standards and budget costs 

calculations. - MJscow, 'Stroi izdat', 1989, pp. 256-260. 

I 
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Epilogue 

Here we would like to dwell upon the problem of 

formulating new investIOOnt policy in this country. A lot of 

scientists take part in this process and autr1ors of the 

presented paper also investigate this problem. 

It is supposed that in 1990-1991 the investroont sector 

or economy will manage to overcome current crisis and the 

economic situation will be more stable. New legislative acts 

regulating investrrent and building construction will t.e 

adopted anij we r1ope triat grounds for market relations in 

this sector er economy would be establishe•i. 

It is now being planned and we hope that these plans 

will come true, triat basic eleroonts of" market relations in 

investment sector of economy wi 11 be created by l 992-9:3. 

National and regional investroont markets will be coordinated 

and closely bonded w1tr1 eacr1 other and with tr1e 

inter·nat ional investrrient rrarket. 

Contractors· mar·ket is also expected to be established 

by tr1is time. Var·ious ror·rn; cf property will t"ielp to form 

this market. Competitive contracts as well as contracts on 

delivery of materials and equiproont will play an important 

r·ole in boosting investment mar·ket. Investment banks and 

credit agencies are being established today by enterprises, 

cooperative firrrs and by otr1er· economic entities in order to 

ha'le free investment funds. State banks are not alien to 

this process and actively par·ticipate in it seeking 
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cooperation with foreign banks. 

Difierent intermediary firrrs and agencies will play 

positive role in supplying information to clientele 

operating in the investment sector of economy. Insurance 

firrrs in building construction are also f~voured. 

"General terns of contracts" are being prepared in 

order to rationalize contractual activity in compliance with 

the new economic system. 

This document envisages higher status of contract. 

partners' independence and competence to enter into 

contracts. w.~ ttu nk that these "General term; of contracts" 

will be designed in compliance '.tith the internationally 

acceptecj term; and conditions. 

It. seem=: f"easible to take into account tr1e interest 
_.;,· .... -.... -..~·~ ... -t ... -. 
'~'=" ""::l& ,,... J. .;j 

'" ,,.... ... ,.._; ........ 1 
1t1• .. u I .L •-· .L tJO..L 

gov.:-rnment bonds systern f"or financing capital spendings is 

comroodities wt"1icr1 will be produced by the enterprise wr1en it 

star·ts pr·oduction) as well as credit privileges nay be also 

used to raise capital for· centralized public invest~nt. 

Corporate profits or the enterprises using this form of 

attracting capital may~ tax exempt for tr1e period of 

loans repayment.. Ther·e may be centrally established uniform 

bor·rowing rate for long-term investment loans in order· to 

increase investment efficiency. This borrowing rate may be 

computed for each year depending on the economic situation 

in the country. 



Price policy in building construction is expected to c~ 

altered and prices will be forrred on the market by all 

rrent>ers of investment process. 

We think that domestic prices of construction works and 

materials will be adjusted in compliance With the 

international prices. During the 1-2 years a 

COOl>rehensive system of compensations for risks is likely to 

be elaborated. Customers and contractors will include risk 

compensations in terns of contracts and thus they Will 

secure their profits and stable rates of construction costs. 

National quality control inspecticn is expected to be 

establishecj in order to ensure quality control over erecterj 

Objects. TtHS inspection Will be ab-3olutely in•jependent ancj 

it will exercise control over national anci r·epublican 

adopted by iegislati ve bodies or the USSR and trie Soviet 

government. 

It is very important to get over tt'ie rronopol 1st ic 

trends in building construction sector of economy. Tr1at's 

wtw the establishrrent of amalgamated building concerns 

covering residential, public and industrial building is 

di scour aged. Thus, we think that creation of smaller 

construction firms must be encouraged by way of tax credits, 

privileges and government contracts, local and municipal 

contracts awarded to these smaller firrTG. We assu~ tria.t 

large ~sociations of building contractors that are able to 

cover l'"ia.,lf of building contracts in the region must be 
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refused registration. 

Information on competitive contracts proposed by the 

~overnrrent or by the local autrierities rrust be available for 

any contractor in the field. 

All contractors applying for co~titive contracts 

srieuld tiave equal rights and opportunities irrespective of 

tr~ form of property, size and place of registration. 

Free investrrent zones and areas are likely to be 

established in the Soviet Union and internationally accepted 

regulations st1ould be adopted for these zones and areas. 

Here in the USSR the status of tr1ese zones is being_ 

elaborated as well as r-equir·e~nts for the consortia of 

Soviet firrrG and corporations triat will oper·ate in triese 

zones ar1<j areas in cornpl iance wi tr1 tr1e adopte<:1 ar1cj prepared 

investrrents. 

......... 
~_.t ' 

Soviet Union rias accumulated profound experience in the 

area of i nvestirent process and today the r·eforrrs are 

un•:1er·way in order to criange trie out-dated appr·oacries and 

rootr1ods. 

We l"iope tri3.t t~iis exper·ience and tr1eoret ical outlooks 

wi 11 be beneficial for our Chinese counterparts. 




