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PREFACE

Ever since the Bolshevik Revolution of 191 7, social scientists in the

English speaking world have shown an interest in observing, studying,

analyzing, and interpreting the planned economy that has been taking shape

in the Soviet Union, a country which occupies one-sixth of the entire land

surface of the earth. But the widely held view that a centrally planned, so-

cialist economy could not function at all, or could function at best very inade-

quately, deterred many social scientists from devoting their time and effort to

the study of the U.S.S.R. Handicapped, furthermore, by lack of available in-

formation, travel restrictions within the Soviet Union, and language difficulties,

only a relatively small number of Western scholars had become Soviet area

specialists by the middle of the twentieth century.

When the first S'putnik began to orbit a sleepy globe, people all over the

world awakened to the realization that an economic and military power had

arisen in the East which presented a formidable challenge to the supremacy

of the economic and political institutions of Western capitalist or semi-capi-

talist democracies. By then Stalin had died, the publication of statistical in-

formation in the U.S.S.R. had increased greatly, and the "Iron Curtain" was

being lifted, permitting thousands of Westerners a personal glimpse at the

country whose productive output and military strength were second only to

those of the United States.

During the past few years, an ever increasing number of social scientists

in the Western world have been devoting their efforts to the study of the

various aspects—economic, political, social, historical, psychological, etc.—of

Soviet society. A veritable flood of scholarly books, monographs, and articles

has been published; Soviet area courses have been added to the curricula of

many liberal arts colleges and universities; instructors of introductory courses

in the various social sciences have begun to pay increasing attention to a

"comparative systems" approach; and the enrollment in Russian language

courses on the college level has been expanding rapidly.

Until recently, the student who wanted to learn about the Soviet econ-

omy and who was not familiar with Russian had to depend almost exclu-

sively upon the interpretations of Western scholars. This is no longer the
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case. Although any university student interested in understanding the Soviet

economy would be well advised to learn Russian, particularly if he envisages

extensive research in that area, he need not postpone his reading of original

publications by Soviet scholars until he knows the language, since English

translations of large numbers of Soviet articles and books are available.

As early as 1949, the Joint Committee of Slavic Studies began its

weekly publication of The Current Digest of the Soviet Press which trans-

lates, without comments, articles from Soviet newspapers and magazines.

The International Arts and Sciences Press began its unedited translations of

scholarly Soviet articles in the field of economics with the publication of the

first monthly issue of Problems of Economics in May, 1958, and since then

has expanded its service by publishing similar journals in such areas as so-

ciology, education, history, and psychology. The United States Joint Publi-

cations Research Service (JPRS) was established in 1957 to furnish the

various units of the Federal government with translations of unclassified

foreign documents, scholarly works, research reports, and other selected

source material. During its first five years of existence JPRS translated over

300,000 pages, more than 176,000 of which were in the social sciences.

While JPRS publications include translations from non-Russian originals

(such as Chinese, Hungarian, etc.), translations from Soviet sources alone

for the fiscal year 1960-61 accounted for 23,000 pages. (Organizations or in-

dividuals can subscribe to any JPRS social science report series, to all reports

published on any subject category, country, or area, or to any combination of

these.) Other occasional translations can be found in the publications of

Radio Free Europe/Munich, in the International Economic Pa'pers, and in

the World Marxist Review, to name but a few. Furthermore, some English

language journals such as New Tivtes and International Affairs (not to be

confused with the British journal by the same name) come straight from

Moscow, and so do translations of many Soviet books. An index of English-

language periodicals on Communism and the Communist countries in the

areas of the social sciences, the humanities, and related fields has been pub-

lished in Harry G. Shaffer (ed.). The Communist World: Marxist and Non-
Marxist Views (New York: Appleton-Century-Crofts, 1967). Many of these

periodicals deal exclusively or primarily with the Soviet Union.

When Western Soviet area specialists study one or another aspect of

the Soviet economy, they utilize Soviet sources as well as Western interpre-

tations. The purpose of this book of readings on the Soviet economy is to

introduce the student to this method. To this end, each of the thirteen main

topics covered has been subdivided into Western Views and Soviet Views.

Without further explanation, the subdivision into "Western" and "So-

viet" could easily be challenged. Marxian ideology itself, after all, is "West-

ern" in origin and so is most of the technological foundation upon which

rests the economic development of the Soviet Union. On the other hand,

several of the writers whose views are presented as "Western" were born
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east of what today is generally referred to as "The West." The division, then,

is ideological rather than geographic. All the writings presented in this book

under Western Views, although they may differ in many aspects of their ap-

proach and interpretation, have one common denominator: they are anti-

Marxist or at least non-Marxist. To maintain this ideological consistency, a

separate category entitled Western Marxist Views was reserved for contribu-

tions by Western Marxist authors. An alternate possibility would have been

to subdivide the book's main topics into "Anti-Marxist and Non-Marxist

Views" on the one hand, and "Marxist Views" on the other. Such a sub-

division, however, would have been misleading, as the selections included

under Soviet Views represent only the current Soviet interpretation of Marx-

ism-Leninism—an interpretation which does not necessarily coincide with that

of other adherents to Marxist ideology.

To enable the student to gain even a basic understanding of the Soviet

economy, more than mere sets of tables and graphs depicting output, con-

sumption, and growth are necessary. To this end the thirteen main topics in

this book of readings encompass Western and Soviet interpretations of the

institutional framework of the Soviet economy, of some relevant features

of social life and institutions in the U.S.S.R., and of some theoretical aspects

of Soviet ideology, with emphasis on economic ideology. Apart from selections

dealing with the problems, the past achievements and shortcomings, and the

anticipated future progress of Soviet industry and agriculture, the reader will

thus become familiar with Western and Soviet views on such topics as the reli-

ability of Soviet statistics, the meaning of the transition to communism, and

the position of the Soviet citizen as a consumer and as a worker. To make the

study of the Soviet economy more meaningful to Western students, selections

on some topics (such as national income) have been chosen that draw compari-

sons between the United States and the Soviet Union, and one section is

devoted to a discussion of the problems and the methodology of comparing

the economies of the two countries. In choosing selections, articles that would

be comprehensible only to advanced students of economics were not included

or were cut so as to exclude difficult mathematical or highly technical theoreti-

cal material.

The identification of Soviet economists presented problems, since the

same individual is frequently affiliated with several research organizations and

on the faculty of various institutions of higher learning. For purposes of this

book, what appeared the most important or the most recent affiliation has been

used in each case.

In recent years, Soviet leaders have shown a willingness to introduce

changes in their economic system, to experiment with new ideas in economic

planning and administration, and to discard procedures of old standing as well

as more recent ones which, when tested, failed to live up to expectations. It has

therefore been deemed essential not merely to revise a few chapters, but to put

together what amounts almost to a new book.
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In the revised edition, sixty-six of the seventy-six selections are new.

Apart from the first three chapters, which have been only slightly altered

from the first edition, only two selections (one in Chapter IV and one in Chap-

ter V) have been retained.

A chapter on the economic relations between the Soviet Union and the

other socialist bloc countries has been replaced by a chapter on international

economic relations, subdivided into "Soviet Foreign Trade" and "Economic

Relations with the Less Developed Countries." A chapter on "Price Deter-

mination in the U.S.S.R.," with emphasis on both theory and policy, has

been substituted for the chapter dealing with the "Great Value-Price Con-

troversy" of the late 1950's and the early 1960's (which may, however, still

be of more than passing interest to the student of Marxist theory). A section

dealing with the question of unemployment has been added to the chapter

on labor, and a brief appendix on economic development in the East Euro-

pean member countries of the Soviet Commonwealth of nations has been

added to the chapter on Soviet economic growth.

Perhaps most significant in the revision of this book is the vastly in-

creased emphasis on Soviet economic planning. Since economic planning

is the bloodstream of the Soviet economic system (just as the social owner-

ship of the means of production is its heart and soul) it necessarily per-

vades the discussion of any aspect of the Soviet economy. To facilitate a

thorough understanding of this vital topic, thirteen selections, contained in

Chapter IX, deal with economic planning under socialism in general and in

the U.S.S.R. in particular; eight others, in Chapter XI, concentrate on the re-

cent economic reforms in the Soviet planning and administrative apparatus,

both proposed and implemented; and various features of Soviet economic

planning are brought in where relevant in the chapters on Soviet agriculture,

industry, price formation, etc.

The cooperation of the authors, editors, and publishers who gave per-

mission to reprint the selections contained in this volume is greatly appre-

ciated; permissions are acknowledged on the first pages of the respective selec-

tions. As always, I am greatly indebted to my wife. Dr. Juliet P. Shaffer, for

her critical suggestions and her editorial assistance in the preparation of this

preface and of the introductions to the various sections.

H. G. S.
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I

SOVIET STATISTICS:

THEIR AVAILABILITY, ACCURACY

AND RELIABILITY

From the late 1930's to Stalin's death, statistical information concerning

the Soviet economy was hard to come by. Since then, and especially since

1956, a veritable flood of statistics concerning all aspects of Soviet economic

life has been published and has been readily available to Western scholars.

The U.S.S.R. statistical yearbook of i960 alone contains almost one thou-

sand pages of statistical tables and has been translated into English in toto}

But how reliable are these statistics? To what extent can the Western stu-

dent of the Soviet economy depend upon the information published under

the auspices of the government of the U.S.S.R.?

Literally dozens of articles and monographs on the reliability of Soviet

statistics have been published in the United States and in Great Britain dur-

ing the past quarter of a century, representing a variety of views.^ For in-

stance, Naum Jasny, author of many articles and several books on the Soviet

economy, took to task such well-known Soviet area specialists as Alexander

Gerschenkron, Abram Bergson, and Harry Schwartz for their view that the

Soviet Union may withhold but does not consciously falsify statistics.^ Ger-

schenkron replied that Jasny's own extensive use of Soviet statistics is evi-

dence that they must represent more than sheer invention and that Soviet

data, while they need to be investigated critically, are definitely usable.^

More recently, Nicolas Spulber has maintained that the Soviet Union not

only withholds statistical information or presents it in a very ambiguous way

whenever it suits propagandistic purposes, but that its policy makers actually

falsify it if it appears to be politically expedient.^ Robert W. Campbell, on

1 Translated by the US Joint Publications Research Service.

2 For a partial list of such articles and monographs, published during the 1940's and

50's, see, for instance, G. Warren Nutter, Growth of Industrial Production in the Soviet

Union (1962), footnote p. 26.

3 Naum Jasny, "Soviet Statistics," The Review of Economics and Statistics, February,

1950, pp. 92-99.
4 Alexander Gerschenkron, "Comments on Naum Jasny's 'Soviet Statistics,' " The

Review of Economics and Statistics, August, 1950, pp. 250-51

.

5 Nicolas Spulber, The Soviet Economy: Structure, Principles, Prohlems (1962),

pp. 143-44-
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the other hand, considers outright falsification quite unlikely, as cross-checks

for internal consistency would reveal such manipulation. "By and large," he

concludes, "our experience has been that the mass of Soviet statistics are more

or less internally consistent, and this reinforces the doubt that the Russians

are engaged in a process of double bookkeeping or outright statistical falsifi-

cation."^

Regardless of their views on falsification at the governmental level.

Western economists are in essential agreement that Soviet statistics must not

be taken at face value because of the possibility of error and of cheating on

the local (plant and collective farm) level. In the section on Western Views,

Alec Nove summarizes the prevalent Western position on the availability

and reliability of Soviet statistics, and Gregory Grossman reviews the Soviet

government's own concern with the reliability of statistical information sub-

mitted to them by the lower echelons of the Soviet reporting hierarchy. Tam-
pering with figures at the plant and collective farm level (to gain personal

advantage or to cover up shortcomings) appears to be the main problem.

Under Soviet Views, the authors, while firm in their assertions of the su-

periority of Soviet over Western statistical methodology and reliability, show
awareness of shortcomings. Starovskii, Director of the U.S.S.R. Central Statis-

tical Administration, dwelling on the role of statistics in a socialist society, dis-

cusses past accomplishments, points to deficiencies, and proposes improve-

ments. Kolpakov looks towards the future, outlining the road that is to lead

towards the perfection of the statistical system of the U.S.S.R.

^ Robert W. Campbell, Soviet Economic Power (i960), p. 35.
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1

A NOTE ON THE AVAILABILITY AND
RELIABILITY OF SOVIET STATISTICS^

Alec Nove
University of Glasgow

Availability

A few years ago, it would have been easiest to make a quite short list

of the few figures which were available. The fact that the contrary procedure

is now the most convenient one is a measure of the 'liberalization' achieved

since the death of Stalin, or rather since 1956, when the systematic publica-

tion of economic statistics gradually began again after a long interval. How-

ever, there are still some conspicuous gaps, of which the following are the

most important.

(a) Output figures for some industrial products are missing, among

them non-ferrous metals, ships, aircraft, many chemicals, some machines, as

well as military weapons.

(I?) While more is now appearing about the breakdown of the labour

force, including agriculture and the military services,^ numbers in particular

industries are not given in any detail.

(c) Very little has been published on earnings, either of wage-earners

or of peasants. Such information as we have still has to be reconstructed from

scattered and ill-defined statements. By contrast, Poland, Hungary and

Czechoslovakia publish detailed wage statistics.

* Reprinted from Alec Nove, The Soviet Economy (rev. ed. 1966), pp. 323-30- By
permission of the author, of George Allen & Unwin, Ltd., and of Frederick A. Praeger, Inc.

Published in the United States by Frederick A. Praeger, Inc., New York. (Footnotes re-

numbered.)
1 Until it was decided to pubHsh the numbers in the armed forces (i960), the number

of peasants and the age and sex distribution of the population were unpublished, no doubt

to prevent calculation by residual.
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Cd) There is no information given on the composition of turnover tax

revenue, and only a few actual rates of tax are published.

However, let us give credit where credit is due. Gone indeed is the day

when one had to search for statistics in leaders' speeches and make do with

percentages of an unknown base. The statistical compendia on the economy

as a whole, on agriculture, on various republics and localities, on transport,

and so forth, together with the reports on the 1959 census, do give us a size-

able stock of statistics to work on, despite the remaining gaps. One difficulty

is that many of the figures given are ill-defined; there is an unfortunate lack

of explanatory notes; though minor attempts are being made to remedy this,

we badly need longer explanations, and a new edition of a handbook on

economic statistics is much overdue.^ The lack of clarity about definitions,

and especially changes in definitions, is a constant danger; it affects budget

data, and also a number of the output figures and indices.

Credibility: Physical Output Figures

(fl) Industry. Whatever the vagueness of definitions, the first question

to ask is: are the figures true, or are they invented? Very few persons now

believe that they are invented. The evidence against such a view is very

strong. Despite captured documents,^ despite the presence in the West of

various Soviet officials who had defected, no evidence exists that the central

Soviet statisticians invent figures to order, to produce propaganda effect. By

this is meant that no one issues orders to print a figure of 400 knowing that

the correct one is 350. Further support for this view comes from the fact

that, when certain figures were discreditable, they were on occasion simply

suppressed; many years later, they were published and showed that there

was a fall in production in the 'suppressed' year. If it were possible simply to

invent, then such behaviour would be pointless. Of course, we must note

that selective suppression is a means of distorting a statistical table, but it is

not invention. Not to tell the whole truth is not the same as telling a lie.

Therefore we can legitimately conclude that when, for example, the Soviet

authorities announce that 60 million tons of steel or 300 million pairs of

shoes have been produced in a given year, this accords with the records of

the Central statistical office in Moscow.^ However, there are several qualifica-

tions to be made. One of these relates, not for the last time, to ambiguities of

definition. Footwear sometimes includes only leather footwear, sometimes all

footwear, the definition of leather footwear can and does alter, handicraft

2 There used to be such an explanatory handbook, entitled Slovar-sp-avochnik po

sotsia'lno-ekonomicheskoi statistike, but this was last published in 1948.
3 Especially the 1941 Plan, published in America by the American Council of Learned

Societies, after it had been taken from the Germans.
4 This is also the broad conclusion of G. Grossman in his searching examination of So-

viet Statistics of Physical Output of Industrial Commodities (Princeton, i960).
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production can be omitted from the base-year without this being stated. Fur-

thermore, most commodities for which statistics are published are not homo-

geneous, are in reahty many different kinds of goods aggregated under a

single head for statistical convenience. The methodology of aggregation is

often unspecified. Of course, this is often true of similar statistics in all coun-

tries. But the point is that rewards for growth are so important in Soviet in-

dustry that the definitional changes, and the adjustment to definitions at

local level, can aim deliberately at whatever result looks best from the stand-

point of statistical publicity. This point is also relevant to the reliability of

aggregate indices, and we shall return to it.

The figures may correcdy reflect the data available in Moscow, yet this

data could be wrong by reason of statistical padding' by the reporting agen-

cies, especially the enterprises. They are interested in claiming plan fulfil-

ment, and this could lead them to exaggerate. Scattered reports of measures

against directors who indulge in such practices confirm that such dangers

exist, but measures are taken to minimize them. The close link between

production and disposals C^hyO puts a limit on the amount of likely cheat-

ing: to report non-existent production which one would be called upon to

deliver is asking for trouble. There are also some temptations to conceal out-

put, in order to keep extra stocks in hand or to cover up pilfering or some

semi-legal deal. Defective goods, on the other hand, seem frequently to be

foisted on customers in the guise of standard products, the quality inspectors

being overruled. On balance, one should expect some exaggeration in report-

ing, and no doubt the possibilities of getting away with it vary in different

sectors and at different periods. Unless it can be shown that the extent of

exaggeration changes, the rate of growth remains unaffected, for obvious

reasons; this is the 'law of equal cheating, which the author of these lines

'invented' in 1956.^ There seems no evidence one way or the other, in indus-

try at least, to suggest that the rate of growth since (say) 1937 or 1950 has

been affected by falsification from below.^ However, it is manoeuvring within

the system of success indicators—without actually cheating—which seems

much the most serious source of distortion. Reference back to the large num-

ber of plan-fulfillment 'dodges' listed in chapter 6 will provide a host of exam-

ples of how the wily director can distort the truth without actually breaking

the regulations.

Clearly then, care is needed in interpreting the various figures, exaggera-

tion is possible. But an excess of scepticism can lead to unfortunate results.

Thus a certain American commentator noticed that cotton and wool cloth

output figures were below the previous year in physical terms while the offi-

cial statistical report claimed an increase, and jumped to the conclusion that

this was evidence of cheating. It was not; there had been a shift of statistical

5 In Lloyd's Bank Review, April, 1956, p. 3.

^ This is also the conclusion of Grossman, op. cit., p. 1 33.
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reporting from linear metres to square metres, the object of which was in

fact to stop cheating by those who sought to fulfil plans by making cloth

narrower. This illustrates the danger of using the 'cheating' hypothesis. Far

better is it to assume that the figures represent some aspect of reality, and
proceed, on that assumption, to examine with care the coverage and defini-

tion of the figures cited.

(1?) Agriculture. For many years, until 1953, crop data were published

in terms of 'biological yield', for reasons which cannot be gone into here.'^

It is very much to the credit of N. Jasny to have been the first to have docu-

mented and calculated with great ingenuity and surprising accuracy the ex-

tent of the consequent exaggeration.* This was due partly to the nature of

the Tjiological' statistics, which purported to represent the on-the-root crop,

and were therefore gross of the considerable harvest losses, and partly to the

tendency of the inspectors to exaggerate the on-the-root crop estimates, since

certain delivery obligations of kolkhozy (payments to the mts) were de-

pendent upon them. In 1952, the grain harvest was said to have been 130

million tons. This has officially been revised downwards to 92 million tons,

an exaggeration greater than many of the fiercest western critics thought pos-

sible.

Biological yield figures were dropped in 1953, and for several years no

physical output data were published at all. Then they reappeared, and are

now available in abundance, for every major farm product, down even to

non-cow milk and non-sheep wool. However, there are several reasons for

supposing that the 'law of equal cheating' may fail to operate in agriculture.

Firstly, the large volume of unsold products makes it harder to keep track of

reality. Secondly, a series of agricultural campaigns (grain, maize, meat,

milk, and so on) have placed great pressures upon local officialdom, and we
have Khrushchev's own word for it, at the January, 1961, plenum of the

central committee, that it drove them into various kinds of simulation and

exaggerated reporting (including the purchase of butter in the shops and

its re-delivery to the state as new produce). Thirdly, the much better prices

now paid for produce probably led to a discouragement of various forms of

evasion by which production remained unreported.^ Finally, the very large

proportion of meat and milk originating in the private sector is very inade-

quately counted, through a sample survey, and seems to be unreliable and

possibly o\'erstated. For all these reasons, there are grounds for supposing that

both the absolute level of and the rate of increase in the output of some farm

products are overstated, though we cannot tell by how much.

^ See A. Nove, 'Some Problems in Agricultural Statistics', Soviet Studies, January,

1956.
^ See his Socialized Agriculture in the USSR, and other works.
9 An interesting parallel may be found in Great Britain, where an increase in the

official buying price for eggs shortly after the war led to a spectacular rise in the reported

number of eggs laid.
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It is also noteworthy that the definition of meat includes offal, lard, rab-

bits, poultry, and so is wider than that usually adopted in the West. Maize

figures include the grain equivalent of ensilaged cobs since 1955. American

analysts have claimed that milk sucked by calves is included in the Soviet

milk statistics, but this has been denied. ^°

Indices: Are They Credible?

According to the official statistics, gross industrial output rose almost

twenty-one times between 1928 and 1955. The highest western estimate, by

F. Seton, allows for a twelve-fold rise. The lowest, by W. Nutter, supports

a much lower figure, a five-and-a-half-fold increase. There are some others in

between. There is not the space here to comment in detail on the many west-

ern attempts to reconstruct an index of industrial production, based on Soviet

physical output series. The point is that all are unanimous in completely re-

jecting the official index, even while at odds with each other about the 'correct'

figure. My own view tends to favour the Seton index, because the much

lower figures of Nutter and some other analysts seem to me inconsistent with

what is known and accepted about Soviet fuel utilization and freight transpor-

tation. However, this still leaves the official index way up above the realms

of possibility.

It is not that this index is deliberately 'cooked'. But all indices are con-

ventional aggregations, necessarily lacking in accuracy. So much depends

on price weights and on the treatment of new products, especially where, as in

the machinery sector, these are extremely numerous. Anyone who wishes to

make any such calculations should take an awful warning from A. Gerschen-

kron's calculations, in which he showed that, from 1899 to 1939, American

production of machinery increased more than fifteen-fold with 1899 price

weights, but less than doubled with 1939 price weights, and he emphasized

the enormous difficulties due to changes in type and design. What is 'truth'

when such divergences are possible?^ ^ This is why the care and refinements

of some attempts to aggregate all available physical output data for the ussr

seem to me to lead to such uncertain results, which would remain uncertain

even if there were none of the sizeable statistical gaps in the output series.

The official series suffers from the following defects:

(fl) Until 1950, the weights used were those of 1926-27. Apart from

giving 'preindustrialization' weights to the fastest growing sectors of industry,

the introduction of new products gave an opportunity (for directors) to

manoeuvre so as to adopt for them high '1926-27' prices. Despite occasional

^° See Confpansons of the United States and Soviet Economies (Washington, 1959),

p. 236, and V. Starovski, Vop. Ekon., No. 4/1960, p. 105.

11 A Dollar index of Soviet machinery out-put (Rand Corporation, Santa Monica,

1951).
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efforts to check this practice, the big rise in costs in the 'thirties meant that

the prices at which new products were introduced into the index were higher

than they would have cost in 1926-27. There was then a tendency to concen-

trate on the production of items bearing high '1926-27' prices, even at the

cost of underfulfilhng plans for the less highly valued items, because plan

fulfilment was measured in 1926-27 prices. All this led to a creeping inflation

of the index, made easier by the fact that it was genuinely difficult to deter-

mine what is a new product and what it would have cost to produce in

1926-27.*^

(fc) It is a 'gross' index, in the sense described in chapter 10. Therefore,

it is affected by vertical disintegration.

(c) While since 1950 the index is no longer based on 1926-27 prices (it

was calculated first in 1952 and then in 1955 prices), the growth rates prior

to 1950 were simply chained on to the new index, and were not recalculated;

or, if they were, the results have not been published. Much remains unclear

about how the index is compiled. For instance, suppose that machinery out-

put is expressed in 1955 prices, the problem of valuing new models remains,

and, since in all countries such valuations are somewhat artificial, this makes

possible the systematic selection of the highest of a range of possible figures,

which can lead to distortion. It is only right to add that all analysts agree that

the post 1950 indices are markedly less unreliable than those for earlier

years. However, whatever the price base and whatever the regulations, the

directors and local officials tend so to choose between possible alternatives as

to be able to report a large increase in output. Because of the unavoidable

imprecision of the regulations and of the definitions, the index can be

affected by such choices in ways which are unlikely to arise in the West
(where there is also a degree of imprecision and of arbitrary comparison),

because increases in production as such are not vital 'success indicators' in a

western firm.

With so much room for more or less legitimate manoeuvre, Soviet statis-

ticians can select the base and the weights which help them to show very

large increases, and omit to publish calculations which reflect less credit on

the system. For instance, base-year weights give a larger increase in output

than end-year weights, so, in discussing industrial production indices, one

Soviet statistician went so far as to proclaim that end-year weights were
contrary to science, a remarkable doctrine indeed. ^^ Yet, when Soviet statis-

ticians calculate a cost of living index, they are careful to use end year

weights,^'* which minimize the increase in prices and so represent real wages
in a more favourable light.

12 See A. Nove, '1926/7 and all that', Soviet Studies, October, 1957, pp. 117-30.
Soviet journals have denied these exaggerations, but contemporary evidence, cited in the
above-named article, is against them.

^^D. Savinski, Vest. Stat., No. 10/1958, p. 39.
^^ A. Gozulov, Ekonomicheskaya statistika (Moscow, 1953), p; 359.
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National Income

The official index is at all times to be treated with a degree of suspicion.

The official claim to a seventeen-fold increase in the period 1913-55, for in-

stance, is utterly incredible. Thus it seems very widely agreed, by Soviet

economists among others,^^ that the national income of the Russian empire

in 191 3 was approximately a fifth of that of the United States. If the official

claim were even remotely correct, the Soviet national income would now be

well ahead of that of the United States, which, even allowing for the

familiar vagaries of index numbers, just is not acceptable. Then it is de-

cidedly odd that the national income can increase by seventeen-fold when

one of its principal components, agriculture, showed a rise (in gross output)

of only 70 per cent. The computational methods are not properly explained.

There seems to have been a substantial overstatement of the growth of the

net product of trade and construction, at least during the period of '1926-27'

prices.^^ But even in more recent years strange things happen to national in-

come data. Thus an increase of 5 per cent in 1964, given by several reliable

Soviet sources, including Kosygin, was suddenly transformed into an in-

crease of 7 per cent in the statistical report published in Pravda on the 30th

January 1965, without (so far) a word of explanation. One can but show

reserve in using officials claims, and seek explanations where possible to

clear up doubtful points.

Some Other Items

Housing data (in square metres) may be given in living space (ex-

cluding kitchens, corridors, etc.) or in total space Cohshchaya •ploshchyad'')

.

The former is roughly two-thirds of the latter, and the unwary are some-

times confused between them.

Real wage and other such figures are sometimes given by reference to the

year 1940, or to some early post-war year. It should be noted that these were

not good years for the consumer, and that a fairer picture of progress

achieved requires a calculation based on some better year, say 1937 or 1928.

This is never done by the official statisticians. It is important to distinguish

data on real wages, which, allowing for the chosen base year, check well

against other figures, from vague and barely credible claims about 'real in-

come per head'; these include estimates of the value of social services and

such indirect 'income' as the length of vacations with pay, and the methods

used are never explained.

15 Y. Kronrod in Sovetskaya sotsialisticheskaya ekonomika, 1917-57 (Moscow, 1957),

p. 168.
16 See A. Nove, '1926/7 and all that', already cited.
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Conclusion

Despite some justifiable scepticism about certain Soviet data, it should

be clearly stated that the published physical output series and many other

figures must be taken seriously, that they generally represent an expression

(though sometimes an ambiguous or distorted expression) of reality. Much
greater doubt attaches to some of the index number series, which are in some

instances just not credible. Yet these comments are by no means intended

to deny that the Soviet system has achieved rapid growth. Undoubtedly it

has, though not at the tremendous pace which the official indices allege. Its

achievements have, indeed, been such that it is surely about time that some

of the wilder claims were quietly buried.

SOVIET CONCERN WITH RELIABILITY^

Gregory Grossman
University of California

Even a cursory reading of the Soviet literature reveals that the central

statistical authorities have been well aware of the imperfect reliability of the

data submitted to them. A closer study leaves no doubt that they have been

gravely concerned over the problem, and that the question of accuracy of

physical output data occupies the very center of this concern. It is also clear

that the main source of inaccuracy is believed to be distortion of reported

data by interested parties, aided by the negligence, if not abetted by the

connivance, of the lower statistical agencies.

It is quite understandable that concern with data reliability should have

been greatly intensified, as it was, in the early thirties, in view of the changes

in the internal political atmosphere, the reorganization of industrial structure

* Reprinted from Gregory Grossman, Soviet Statistics of Physical Output of Industrial

Commodities. Their Compilation and Quality (i960), pp. 49-54, by permission of the

National Bureau of Economic Research.
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and management, especially the transition to a full-blown command econ-

omy, the turbulent economic conditions in general, and the mounting pres-

sure for plan fulfillment, that characterized those years. It is also noteworthy

that within two months of the completion of the First Five-Year Plan the

USSR Supreme Court issued a resolution, dated February 27, 1933, which

read (in part) :
".

. . The special attention of courts must be directed to the

following criminal acts in record-keeping and reporting ... 6. Premedi-

tated submission of incorrect data with the purpose of indicating fulfillment

or overfulfillment of a plan."^ This was followed in the same year by a reso-

lution of the Central Executive Committee (Tsentral'nyi isfolniteVnyi ko-

mitet, abbreviated as TsIK^ and SNK SSSR, entitled "On the Liability for

the Submission of Incorrect Statistical Information and Reports, and for the

Violation of Forms and Dates of Submission of Statistical Materials and

Reports," dated November 27, 1933. It extended certain sections of the

criminal code of the union republics to apply to "intentional," "systematic,"

and "malicious" acts of the sort indicated in its title.^

Although the specialized literature of the middle thirties was on the

whole more preoccupied with statistical organization, methodology, and

coverage than with data reliability, it did occasionally reveal the seriousness

of the authorities' concern on this score. For instance, the administrator of

TsUNKhU, A. I. Kraval', is reported to have told the all-union conference on

industrial statistics in December 1935 that: "The struggle against distortions

in record-keeping and deception in reporting . . . must become an integral

and important part of the work of statistical agencies."^ Only a little over a

year later, such distortions and deceptions were among the charges thrown

at the alleged "wreckers" within the statistical apparatus, among them

Kraval' himself.*

Since the middle of 1948, concern with the reliability of statistical in-

formation has been openly and frequently expressed in the specialized

literature. It will be recalled that this was one of the reasons cited for the

separation of the statistical apparatus from the Gosflan in August 1948, and

attainment of a high level of data reliability was one of the principal assign-

ments given to the new TsS L7 at the time. Shortly thereafter, on September

22, 1948, TsSU issued an order demanding that the personnel of the statis-

tical apparatus "ensure the collection of truthful, scientifically justified,

rigorously checked, and reliable statistical data, and fight against any out-

1 Shornik postanovlenii Verkhovnogo Suda SSSR [Collection of Resolutions of the

USSR Supreme Court], Moscow, 1946, pp. i8f., as cited in Kh. E. Bakhchisaraitsev, Sfra-

vochnik fo zakonodatel'stvu dlia rahotnikov gosudarstvennoi 'protnyshlennosti SSSR [Legal

Manual for Personnel in State Industry of the USSR], Moscow, 1951, p. 499-
2 Sohranie zakonov i ras-poriazhenii Rahoche-krest'ianskogo fraviteV stva SSSR [Col-

lection of Laws and Decrees of the Workers' and Peasants' Government of the USSR],

Moscow, 1933, No. 70, p. 417, as cited in Bakhchisaraitsev, op. cit., p. 499.

3 Plan, 1936, No. 3, p. 27.

4 Cf. Plan, 1937, No. 8, pp. 22-26.



12 SOVIET STATISTICS

cropping of 'localistic' [mestnicheskie] tendencies in statistical work."^ Simi-

lar orders are said to have been issued on subsequent occasions after inspec-

tion of the work of various local statistical offices. The question of data re-

liability has been—at least until the mid-fifties—one of the dominant themes

of the editorials and articles in Vestnik statistiki, the organ of the new
TsSU, and of the various other publications emanating from the statistical

authorities in recent years.^ Virtually every address by the administrator of

TsSU, Starovskii, by one of his chief lieutenants (Volodarskii, Ezhov), or

by one of the regional heads of the statistical apparatus before the frequent

periodic conferences of statisticians from 1951 through 1953 dwelt at length

on the theme of reliability/ It seems that in those years Starovskii hardly

addressed his subordinates on any other subject, at least judging by the sum-

maries printed in Vestnik statistiki.

The campaign to ensure the reliability of data submitted to the statisti-

cal offices reached its high mark approximately in 1952. After early 1953—

that is, after Stalin's death—the campaign, as such, virtually disappeared

from the pages of the specialized literature, although occasional references

to the problem of data reliability have continued to appear. On the other

hand, no outright claim of substantial improvement in this respect has been

made by the statistical authorities. It is difficult for the outside observer to

decide whether there has in fact been any such improvement in recent years,

or whether the apparent subsidence of the campaign was largely due to the

internal political shifts following Stalin's death, coupled with the usual

spasmodic occurrence of such events in the Soviet Union.

The existence of the problem of data reliability has been attributed to

the presence of "individual persons in enterprises and ministries" who try to

"embellish the true state of affairs, to conceal or minimize mistakes and de-

fects by inserting false data in their reports."^ These individuals, it is said,

are a small, irresponsible, dishonest, and unconscientious minority; but few

as they are, their work is insidious and must be thwarted. How can these

dishonest few get away with their shady acts? They can, it is admitted, be-

cause not all functionaries of the statistical apparatus are sufficiently alert or

conscientious.

Hence there is the insistence that the record-keeping and reporting of

5 I Dugin, "O nekotorykh nedostatkakh v rabote s kadrami" [On certain Shortcomings
in Personnel Work], V. S., 1951, No. 5, p. 55.

^E.g. L. M. Volodarskii, Promyshlennaia statistika [Industrial Statistics], Moscow,

1954, pp. 1 1-13; idem, "Gosudarstvennaia statistika i narodnokhoziaistvennoe planirovanie"

[State Statisics and Economic Planning], V. E., No. 8, 1955, p. 21; idem, Statistika fro-

myshUnnosti [Statistics of Industry], Moscow, 1956, p. 14; V. S., 1952, No. 4, p. 13; 1953,
No. I, p. 23; 1958, No. 6, p. 20; and especially the editorial entitled "Reliability—the Most
Important Law of Soviet Statistics," 1952, No. 2, pp. 8-20.

7 E.g. V. S., 1951, No. 2, pp. 91-95, and No. 6, pp. 92-95, No. 2, pp. 92-95, and No.

5, p. 88.

8 Ibid., 1952, No. 5, p. 88.
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enterprises and departments be subjected to constant and thorough super-

vision and checking. But checking cannot reveal irregularities where there

is strong intention to conceal and little motivation to uncover. This explains

the exhortations to honesty and uprightness on the part of those who submit

the data and those who receive them. Thus we read in an article over the

signature of the deputy chief of the personnel division of TsSU SSR:^

The chiefs of the statistical administrations of the union republics must pay

close attention to the personnel of the local agencies of TsSU; they must proceed

painstakingly with the selection and deployment of [statistical] workers; they must

educate them in the spirit of honesty, truthfulness, and responsibility for assigned

tasks; they must analyze the personnel, replacing the unsuitable workers and pro-

moting to responsible positions the able and promising ones. . . .

The chiefs of the statistical administrations must insist that, in resolving any

question, all statistical workers bear only the interests of the state in mind, that they

defend these interests in matters small as well as large, that they counter all ex-

pression of activity against the state, of localistic and narrowly departmental inter-

ests, and all forms of writing-up, misrepresentation, deception of the state, etc. . . .

A year later, an editorial entitled "Raising the Standards of Perform-

ance of the Raton and City Inspectorates of TsSU SSSR" asserted:^"

Truthfulness and adherence to principle are the distinguishing characteristics

of the Soviet statistician. [This statement, of course, really means that there is some

question of that.—G.G.] Everything that raion and city inspectors, as all other

Soviet statisticians, do must be suffused with a zeal to depict the actual state of

affairs correctly, objectively, and honestly. In all their work raion and city inspec-

tors, as all Soviet statisticians, must adhere to [high] principles, and must place the

interests of the state above everything else. [Such interests] . . . require that So-

viet statisticians produce absolutely reliable data, which permit the drawing of

accurate inferences on the condition of the economy and the resolution of questions

of its further development.

Raion and city inspectors are called upon to lead a decisive struggle against

anti-state tendencies, against the attempts of some workers to place narrowly depart-

mental and particularistic interests above those of the state, against attempts to

distort reported data—to conceal unused equipment, raw materials, and supplies

from the state, or to include in the reports of plan fulfillment output that has not

been actually produced.

It is worth noting that the exhortations to honesty and appeals to high

principles in these and other passages are aimed chiefly at the lowest levels

of the statistical apparatus, that is, at those levels which come into immedi-

ate contact with the suppliers of data, and where, therefore, control is most

crucial and corruption most likely.

The suppliers of data—especially the accountants of the enterprises and

^ Dugin, o-p. cit., pp. 53 and 55.
10 V. S., 1952, No. 4, p. 13. Cf. the editorial in V. S., 1955, No. 6, where the refer-

ences to honesty are imphcit however.
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departments—must also remember their principles. A well-known text on

accounting in the industrial enterprise prefaces its section on the keeping of

records of finished output with the following remarks: ^^

The quantity of output can be ascertained from the primary documents on the

transfer of finished products [to the warehouse]. However, it is not a matter of the

simple arithmetic addition of the data on output recorded [in the documents]. It

must be remembered that such an economically and politically important indicator

as the fulfillment of the output plan is determined from these computations. There-

fore, the absolute accuracy and truthfulness of this indicator must be assured. Any
deviation from absolute accuracy and truthfulness on the part of the figure for

output represents, in our country, a deception of the state and constitutes a crime.

In distinction to capitalist records, Soviet records in general, and the accountant's

record of output in particular, give a completely objective picture of actuality.

Textbooks for students and manuals for inspectors and auditors also

provide abundant evidence of widespread distortion at the enterprise and

departmental level, and of the concern among the various controlling au-

thorities with this fact.^^

The leaders of the Party are not only aware of the imperfect reliability

of the statistical data on which their day-to-day decisions must be based, but

even see fit at times to speak out on the subject. From their point of view,

the situation is doubly serious, in that individual Party members, far from

being invariably the alert guardians of legality and morality, themselves com-

mit acts of distortion and deceit.^^ At one time the Party Central Committee

issued a demand to all subordinate units to uncover instances of writing up

and to turn the culprits over for criminal prosecution; yet, the Party's "house

organ" complained, the order was ignored "in some places."^^

In sum, one can infer from the specialized literature on statistics that

deception in reporting has been widespread, and that the authorities have

been well aware of this fact and have been seriously concerned about it;

although of course we are not told the over-all magnitude, or even the pre-

^^ M. Kh. Zhebrak, Kurs promyshlennogo ucheta [Course in Industrial Accounting],

Moscow, 1950, p. 242. The last sentence of the quotation is, of course, to be understood in

the hortatory rather than the positive sense. The soiorce proceeds to list ways in which
finished output may be recorded inaccurately, e.g. by the inclusion of items before their

acceptance by the technical inspectors.

^2 1. la. German, Finansovyi kontroV i dokumental'naia reviziia v mestnoi 'promy-

shlennosti RSFSR [Financial Control and Documents Audit in Local Industry of the

RSFSR], Moscow, 1948; A. Kh. Ermolaev and G. R. Nak, Dokumental'naia reviziia na
zheleznodorozhnom transporte [Documents Audit on Railroads], 2nd ed., Moscow, 1950;
D. I. Alenchikov, Organizatsiia i tekhnika dokumental'noi revizii [Organization and
Methods of Documents Audit], 4th ed., Moscow, 1954; N. A. Sokolov, Kompleksnye dok-

umentaVnye revizii na zheleznodorozhnom transporte [Comprehensive Documents Audits

on Railroads], Moscow, 1955; and W. Kalkutin and W. Mitrofanow, Revision und Kon-
trolle der wirtschaftlichen Tdtigkeit der Industriehetriehe (translated from the Russian),

Berlin, 1955.
13 See P. Zh., 1955, No. 11, pp. 28-30. Cf. New York Times, lune 26, 1955.
14P. Zh., 1955, No. 1 1, p. 29.
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ponderant direction, of distortion. The plaintive and sometimes near-alarmist

tone of the Soviet literature on the subject of data reliability need not, how-

ever, mean that the degree of inaccuracy in Soviet output statistics is very

high from the standpoint of the student of the Soviet economy. We must

remember that the tolerances of inaccuracy acceptable for planning and

administering the Soviet command economy, which is the chief end of

Soviet statistics, may be considerably more exacting than those with which

outside observers are typically satisfied, and moreover that the Soviets are

wont to overdraw any evil that they may be mounting a domestic "cam-

paign" against.

SOVIET VIEWS

THE TASKS OF SOVIET STATISTICS^

V. N. Starovskii

Director, Central Statistical

Administration, USSR

At the present stage of communist construction, when the building of

communism in the USSR has acquired direct, practical significance, the

Communist Party, in its new Program adopted by the XXII Congress of the

CPSU, indicates that "the role of accounting and control over the conserva-

tion and proper use of national wealth will grow." The Program also indi-

cates that one of the most important functions of centralized, planned direc-

tion is the realization of a uniform system of accounting and statistics, and

that "the increasing scale of the national economy and the rapid develop-

ment of science and technology require a raising of the scientific level of

planning, projecting, accounting, and statistics." Directly following these

indications in the Program is a clause on the broad application which will

* From Vestnik Statistiki, 1962, No. i. Reprinted from the translation in The Soviet

Economic System: Structure and Policy, U. S. Joint Publications Research Service, April,

1962, Vol. II, pp. 207-241. CCondensed by editor.)
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be made during the next 20 years of cybernetics and electronic computers

and control apparatus in production processes, in scientific research, in plan-

ning and project-design calculations, and in the sphere of accounting and

management.

In essence, these clauses define the general line of development in ac-

counting and statistics under conditions of advanced communist construc-

tion—the further strengthening of accounting and statistics as a uniform

system, the raising of their scientific level, and their transition to a modern

electronic technological basis. . . .

Let us remember that the Central Committee of our Party unmasked

the vicious practice of accounting the biological harvest.^ On orders from,

the Central Committee, the statistics of agricultural productivity, which

were turned up in the course of a special inspection, were returned to or-

ganizations of the TsSU (Tsentral'noye Statisticheskoye Ufravleniye—

Central Statistical Administration), statistical organizations went over to ac-

counting the barn harvest, data on the gross harvest of grain over a number

of years were recalculated, and the true picture of the status of grain pro-

duction was restored. In this connection, we must also emphasize another

very important measure carried out on the initiative of the Central Com-
mittee of our Party—resumption of the publication of statistical data. Under

conditions of the cult of the personality of Stalin, the opportunities to pub-

lish statistical data and to use them for scientific economic work were ex-

tremely limited.

The destruction of cadres during the period of the cult of the person-

ality affected a number of statisticians—in particular, a number of workers

who took part in the 1937 population census. Although methodological

errors were committed in that census (carrying it out for a single day, in-

accuracies, and contradictions in the instructions for carrying it out and for

processing the materials), there was still no basis for accusing comrades of

consciously falsifying the census data and denouncing them as "wreckers."

The condemnation of the cult of the personalit)^ and the restoration and

tireless development by our Party of a Leninist style and Leninist principles

has opened unlimited possibilities for creative solutions to problems in

statistical theory and practice and for raising the level of statistical work in

accordance with the demands of advanced communist construction.

In the new Program of our Party and in the resolutions of the Congress

on the accounting of the CPSU Central Committee, there is in essence no

section from which conclusions applicable to accounting and statistics can-

not be drawn, above all in relation to analysis of the economic development

1 This refers to the distortion of agricuhural statistics by including among figures for

crops harvested that part of agricultural produce that never reached the barn or the ware-
house. Grain blown away by the wind or stolen during the harvest would be an example.
Khrushchev estimated the "barn yield" for 1952 as 30 per cent less than the "biological

yield." (Editor's note.)



SOVIET VIEWS 17

of the country and creation of the material and technological basis for com-

munism, the rise in the material well-being of the people, the development

of culture, and the study of the course of economic competition between the

world socialist system and capitalism.

Of central importance for all of our work in the area of accounting and

statistics is the clause in the Program stating that major attention in all

spheres of planning and direction of the economy should be concentrated

upon the most rational and effective use of material, labor, and natural re-

sources and the elimination of excessive outlays. An immutable law of eco-

nomic construction is the principle of achieving, in the interests of society,

the greatest results with the smallest expenditures. . . .

The enormous growth in the scale of socialist production and the ac-

celeration of rates of technological progress during the period of advanced

communist construction in the USSR demand continuity in the planning of

the Soviet economy. The well-grounded, scientific working out of current

(annual) plans for the development of the national economy is impossible

without a thorough calculation of the perspectives for its development. In

addition, perspective plans must be corrected by calculating the progress

toward their fulfillment through annual plans. This requires a corresponding

revision of statistical work and an increase in attention directed toward the

more complete exposure of new reserves of production.

It is of course obvious that improvement in the indexes of planning does

not seek to complicate the tasks of planning and accounting. The indexes in

the plan must be only those which are actually necessary. In addition, much
attention must be given to improving the use of existing accounts in man-

agement and planning. These offer great possibilities for a thorough analysis

of the results of the work of individual enterprises and branches, and of the

national economy as a whole. We must actively continue the struggle against

collection of superfluous and illegal accounts. . . .

"In the past," states the accounting report of the CPSU Central Com-

mittee to the XXII Congress of the CPSU, "during the period of the cult

of the personality, such shameful characteristics of Party, State, and eco-

nomic leadership as faulty administration, the covering over of defects,

working with caution, and fear of the new were widespread. Under such

conditions, toadies, flatterers, and eye-washers often emerged. The Party

is carrying on and will continue to carry on a decisive struggle against

violators of Party and State discipline, against people who attempt to de-

ceive the Party and the State. This struggle is boldly employing basic criti-

cism and self-criticism as its sharpest and most effective weapons."

The state statistical organizations are required to take steps and have

every opportunity to eradicate completely disgraceful cases of falsification in

accounting. They are required to make those persons guilty of illegal addi-

tions answer to the law.
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An important condition for ensuring the trustworthiness of statistical

data is the availabihty of well thought-out, precise, and clear instructions

which eliminate the possibility of incorrect interpretation. Instructions are

the key to the correct accounting of plan fulfillment, the key which ensures

the receipt of scientifically well-grounded, trustworthy data. The attention

of theoretical and practical statisticians should be directed toward questions

of drawing up and improving instructions—in particular, through discussing

and throwing light upon these questions in the pages of Vestnik Statistiki.

Another condition for ensuring the trustworthiness of data is the in-

tensification of control, through comparison of indexes from different

sources. For instance, data from the accounting of areas under grain crops

should be compared with data from the land balance. Data on fulfillment of

the cost plan should be compared with data on fulfillment of the plan for

profits. We are thus speaking of a higher type of control than that which is

usually called logical control in statistics. It is very important that such con-

trol be introduced into statistical work.

In recent years, our Party and government have consistently followed

the line of eliminating parallelism in accounting and of the further cen-

tralization of accounting work in statistical organizations. As we know, in

the reorganization of the management of industry and construction, the ac-

counting of enterprises and construction projects was concentrated in the

statistical organizations. Later, agricultural accounting was transferred from

agricultural organizations to organizations of the TsSU.

It is necessary to continue the work of ensuring uniformity in indexes

and in periods for the presentation of statistical and bookkeeping data. It is

time to consider the creation of centralized bookkeeping organizations,

equipped with modern machines, which could carry out bookkeeping for

individual enterprises on a contract basis. . . .

The volume of statistical and economic information needed for the

planned management of the national economy will obviously increase as we

move toward communism. In addition, greater demands will be made upon

its usefulness. Of decisive importance in connection with this is the mechaniza-

tion of all processes for obtaining accounting and statistical data—from the

initial accounting to the receipt of over-all statistical totals.

In communist society, statistics will be constructed through the efforts

of those concerned with mechanization, who must place new machines at

the service of statistics and utilize them correctly, and through the efforts of

scientists—statisticians and economists—who must analyze statistical material.

The development of our whole system of state statistics is moving in this

direction. The functions of obtaining and processing accounting and statisti-

cal data are being increasingly concentrated in machine calculation stations,

permitting an intensification of the economic analysis and methodological

direction of accounting and statistics in statistical organizations.
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The task set by the government is that of raising the level of mecha-

nization and automation in computational work connected with accounting

and with economic-planning and engineering-technical calculations (in

terms of numbers of workers employed) 40 percent by 1965. The mecha-

nization of accounting work must, by 1965, release a significant number of

accountants and bookkeepers for more rational utilization in the national

economy. . . .

In addition, we may expect that the equipping of statistical organiza-

tions with electronic calculating machines—which has already begun—will

mean a radical break in the whole organization of the collection and process-

ing of statistical materials. Electronic calculating machines are machines of

a communist society, and we must now, today, prepare more energetically

and purposefully than ever before to master them. . . .

Very closely connected with the problem of placing accounting and

statistical work on a base of electronic technology is the task of making

broader application of mathematical methods in statistical work. Our age is

the age of the intensive introduction of mathematics into all areas of knowl-

edge. This very highly progressive process will undoubtedly have a most

positive effect in the area of statistics. . . .

These great tasks for statistics which arise from the new Program of the

CPSU demand deep theoretical knowledge, utter devotion to communism,

and high work qualifications from all workers in Soviet statistics. It is im-

portant as never before that Soviet statisticians combine a high level of

theoretical preparation in the area of Marxist-Leninist economic theory and

statistics with practical experience in economic and statistical work. . . .

Now, as never before, the increasing importance of accounting and

statistics for the planned direction of the national economy has become clear.

The experience of using accounting and statistics in communist construction

again and again shows how far-fetched and scholastic were the ideas about

the future "dying-out" of statistics popular in the 1930's.

An important trait which we must instill in our young statisticians and

in all statistical workers is a deep understanding that statistics, by their very

nature, are sharp weapons in the ideological struggle.

Our statistics truly and scientifically indicate the great achievements of

socialism and expose the falsifications made by bourgeois apologists, re-

formers, and revisionists in order to hide the unsightly picture of modern

capitalism and, at any price, to understate the success of the socialist world.

The defenders of capitalism try with all their might to avoid an objec-

tive evaluation of the relationship between capitalism and socialism and to

distort the actual state of things. But the facts are obstinate. . . .

The tasks for Soviet statistics arising from the historical decisions of the

XXII Congress of the CPSU and from the new Program of our Party de-

mand the full exertion of our powers and high creative incandescence in all
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of our work. Many unresolved problems have arisen. It is more than ever

necessary to develop the initiative of accounting and statistical workers in

every possible way in all areas, listening attentively to critical remarks and to

proposals brought forward, and to study and generalize all new and valuable

ideas in the field of statistical theory and practice. In this connection, our

magazine, Vestnik Statistiki, must do a great deal, and much can be pro-

vided by conferences of accounting and statistical workers and by creative

discussion of questions in dispute.

THE TOMORROW OF OUR STATISTICS^

B. Kolpakov

Chief, Central Statistical Administration,

RSFSR

... A centralized system of accounting and statistics is the most im-

portant lever of state control and direction of the economy, providing strict

control over fulfillment of the economic plans and over the maintenance of

overall state interests.

At all the stages of socialist construction, the Party and the Govern-

ment have devoted great attention to state statistics. . . .

The realization of a single system of accounting and statistics, and the

elevation of their scientific level, are among the tasks set bv the new Pro-

gram of the CPSU.
The new Program creatively generalizes the practice of the building of

socialism and, expressing the collective mind of the Party, determines the

principal tasks and the basic stages of communist construction. In the light

of the program directives of the Party, it is important to trace the basic

directions in which accounting and statistics are to develop in the period of

large-scale communist construction in our country. . . .

* From Ekonomicheskaya Gazeta, 1962, No. i. Reprinted from the translation in

The Soviet Economic System: Structure and Policy, U. S. Joint Publications Research
Service, March, 1 962, Vol. I, pp. 312-331. (Condensed by editor.)
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1 . What Do Balanced Accounts Give?

Over 750,000 persons in the RSFSR are engaged in computing work.

But only an insignificant portion of them use special machines. Here is an

untouched field of operations for mechanizers.

Before our eyes, office work is transformed into a form of highly quali-

fied industrial work. The statistician, the accountant, and the bookkeeper

become operators controlling the most complex mathematical machines. The

now customary compilation and transcription "by hand" of bulky accounts,

their breakdown and summarization, will soon recede into the past.

As the gradual transition to communism progresses, accounting will

take on the functions of the regulation of social production, labor time, and

products among the members of society.

Today, on the basis of accounting and statistical data, the planning

organs compile current and prospective plans, correct them, and supplement

them. Sometimes a considerable amount of time passes between the receipt

of statistics' "signal" and the "answering command" to production via the

planning organs. As a result of the mechanization and automation of ac-

counting and statistical data, the "command" of the expedient volume of

output and marketing of products will be passed by the statistical organs di-

rectly to the producer, in a manner similar to that in which instruments now

maintain an assigned technological process in an automatic shop, or select

optimum operating conditions. . . .

2. Electronic Equipment Transforms Accounting

In order to keep track of the fulfillment of state plans and to adjust to

current developments, precise and objective data are required. In this con-

nection arises the pressing necessity of the extensive employment of elec-

tronic computers in the field of accounting. The ability of high-speed elec-

tronic machines to analyze, to make generalizations on the basis of this

analysis, and to prepare conclusions and recommendations signifies that man

has acquired a powerful helper in the field of logical activity.

From the theoretical and technical points of view, the mechanization

and automation of accounting work constitutes no problem. Automatic units

to compute the work done by a metal-cutting machine tool are a conven-

tional feature of contemporary machines. Automatic transmission of the data

received by them to the computer installation at the plant also causes no

difficulties. The problem lies in integration of the various types of data

arriving at the plant installation. Mathematicians and engineers will, how-

ever, undoubtedly solve this problem too, if it is precisely formulated. The
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process of automatic transmission of information further along the chain of

electronic computer installations, all the way to the TsSU (Central Statisti-

cal Administration), although it will grow in complexity, is fully realizable.

Together with the passing of accounting data "upwards" along the chain,

the issuance of necessary tables of such accounting data to the regional or

oblast link must be organized. Thus, an account can be compiled without

the intervention of human hand.

The time is not far in the future when having on the first of the month

completed the calculation of all the plan indicators, the machine-computer

station of one or several establishments, construction projects, or collective

farms will by means of facsimile transmit the perforated cards or magnetic

tapes to the machine-computer station of the oblast statistical administration.

From there, as the perforated cards are processed, they will be passed on to

the TsSU of the RSFSR, where a teletype, automatically linked to the

perforators, will total up the data for any desired portion of the national

economic plan. Thus, in many branches of the economy complex computers

will not be required. It is sufficient to provide an establishment with a per-

forator, and this establishment will transmit its report not in the form of a

table, but in the form of perforated cards.

Unfortunately, the scale of employment of electronic computers in our

statistical activities is as yet insufficient. This is due not so much to lack of

techniques, as to the extremely feeble development of the means of making

use of these techniques. This is above all the fault of the TsSU's of the

USSR and of the constituent republics. A group of statistician-scientists and

practical specialists, together with mathematician-programmers, must be as-

signed the task of working out the problems of the mechanization and auto-

mation of calculation and accounting. The presently existing organizations

are not solving these problems.

The electronic industry of our country is capable of developing and

producing any machine desired, but it is not receiving any orders from the

state statistical organs. And here the principal question is not, what kind of

machines to produce—specialized or general-purpose ones. In our view, the

general-purpose ones are more suitable, and they should be given prefer-

ence. . . .

The introduction of electronic machines in statistics is also hindered by

the insufficient preparation of economists and statisticians in the field of

mathematics. It seems to us that it is now time to review educational pro-

grams with the object of devoting more time to the studv of mathematical

disciplines and the use of computers. We cannot afford to be restricted to

but one department of mechanization at the Institute of Economic Statistics

in Moscow. . . .

The extensive employment of electronics will become feasible when the

country becomes covered by a network of electronic computers, tied together

in a single system. In order for this to occur, however, it will be necessary to
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effect a radical change in the organization of the flows of accounting data

(information), standardize its forms, radically improve the quality of lower-

echelon accounting, and, possibly, alter the organization of work in some

organs of state and economic control.

3. Centralized Summarization

The centralization of accounting data in the state organs of statistics,

started in 1957, has been accompanied by the organization of an extensive

network of machine-computing stations at each local statistical administra-

tion and at the central station in Moscow. The stations were equipped with

digital computers (elementary mechanization) and punched-card computers

(intermediate mechanization, if electronic computers are to be considered as

advanced mechanization). Only in September 1961 did the TsSU of the

Russian Federation receive two "Ural" electronic computers.

Here summarization remains decentralized as before. Each collective

farm sends its report to the rayon. Here the state statistics inspector makes a

summary. The oblast makes a summary on the basis of rayon summaries,

and the center on the basis of the oblast summaries. In all cases there is

no mass material, no "food" for the high-capacity, high-speed machines. And

there is no point in processing 73 oblast summaries on the tabulator in the

TsSU RSFSR. Of course, in practice we fully load the tabulator. For each

oblast account, several dozen perforated cards are punched, and "food" is

created for the machine. From the point of view of processing precision and

speed, the results are of a positive nature. True enough, the cost of the

operations is as yet high, but this is, after all, a break-in period.

Another procedure for centralized summarization can be presented. The

industrial establishments send their accounts directly to the TsSU. The

TsSU processes these accounts on high-speed electronic machines, extracts

the oblast summaries, and passes them on "down," into the oblast. In this

case the machines are loaded to the maximum, their speed is utilized, and

the reliability and recentness of the information reaching the center con-

cerning the processes occurring locally is assured.

The presence of mass material at the center makes it possible to carry

out various kinds of processing in depth: groupings, comparisons, searches

for optimum variants; mathematical procedures and generalizations can be

employed. An extensive opportunity is opened up for scientific research and

for plan calculations, which are the basis of our economic activity. It stands

to reason that the organization of communications is first in order of im-

portance. All the links in the statistical chain must function precisely and

without interruption. Then the oblast will receive summary data through

the center more rapidly than is the case today. Such is the principle of
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obtaining centralized summarization until such time when the complete

mechanization and automation . . . can be realized.

As has already been said, a number of other labor-consuming processes

connected with statistics should also be mechanized. In a number of cases

at present we come up against obsolete methods of duplicating materials.

Forty or fifty years ago, the typewriter and mimeograph were, of course,

advanced equipment. To this day they can be efficiently employed in a

small establishment with a restricted volume of materials, which are dupli-

cated to the extent of 3-4 copies. However, in the state statistical organs,

where in the course of several hours several hundred copies must be made

of numerous tables with tens of thousands of indicators, the typewriter pool

constitutes the principal bottleneck. Highly productive electrical and photo-

graphic duplication equipment exists, by means of which the process of

duplicating statistical material can be accelerated several times over. But

such facilities are as yet being produced in very small quantities.

4. Social Control Is a Mighty Force

Vladimir Il'ich [Lenin] said: "In capitalist society, statistics used to be

conducted exclusively by bureaucrats or by narrow specialists; we must take

it to the masses, popularize it, so that the working people would themselves

gradually learn to understand and to see how, and how long, it is necessary

to work, how, and how long, it is permissible to rest—so that comparison of

summaries of the economic activities of individual communes would become

the object of general interest and study . .

."

Without participation of the masses there is no socialist accounting. If

the "mystery" of accounts is in the possession of the plant director, the col-

lective farm chairman, the director of the state farm and the bookkeeper

. . . (while) the workers and collective farm members remain in ignorance,

then this is not socialist accounting.

We need not only the official publications of the TsSU. Every worker

must be informed of the financial and economic condition of his plant, col-

lective farm, or state farm. That is why the Party has as its aim the further

development of extensive management democratization, and constant lead-

ership accountability. The accounts of the leaders must invariably be ac-

companied by financial and economic illustrative breakdowns, so that the

workers and collective farm members will know what the result of their

work is, what they have accomplished, and what remains for them to accom-

plish. Under such conditions it will be difficult, if not entirely impossible,

for the chairman of a collective farm, for instance, to buv butter in the rural

cooperative store and to deliver it as part of the farm's planned milk delivery.

Control from below acquires constantly more active social forms. . . .

In the historic resolutions of the XXIInd Congress of the CPSU,
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majestic tasks have been placed before the Soviet people. The Party Program

adopted by the XXII Congress has aroused the millions-strong masses to

battle for the building of communist society and its material and technical

basis. In this people-wide movement, no small part is to be played by

statistics.

Statistics has been and always shall be at the service of our great state.

To show the economic achievements of the people, to disclose the available

reserves, to provide the cue for the most advantageous solution to economic

problems—such are its aims.

The multithousand-strong regiment of Soviet statisticians is fulfilled

with the desire successfully to solve the problems standing before it.
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COMPARING UNITED STATES

AND SOVIET ECONOMIES:

PROBLEMS AND METHODOLOGY

A comparison of two different economies that is to lay any claim to sci-

entific validity presents problems of considerable magnitude, even to the

well-trained economic statistician. A nomad lives in a tent on the edge of the

Sahara desert, has two wives, and keeps a two-year-old camel for transporta-

tion. A shoe salesman in Lincoln, Nebraska lives with his family in a rented

two-bedroom apartment, and owns a two-year-old Rambler station wagon,

almost paid for, that needs a major clutch repair. How does one weigh these

items in an attempt to compare the standard of living of the North African with

that of the American? A capitalist country greatly increases its production of

food while another country (where procurement and selling prices, wage
rates, and the allocation of raw materials are all determined by government

decree) sacrifices food production for increased industrial capacity. How
does one make any meaningful comparisons as to their respective rates of

growth? One nation lists the workers who transport crops from the farm to

the city as "employed in agriculture," another as "engaged in marketing op-

erations." One nation includes among its "unemployed" all those willing and
able to work who are engaged in productive labor for less than twenty-four

hours per week; another does not count as "unemployed" anyone engaged in

productive labor, irrespective of the number of hours per week he works.

These and countless other problems provide grounds for disagreement and

make a valid comparison of two economies no easy task.

The two selections below are meant merely as an introduction to what
economists in each of the two countries consider some of the major problems

connected with comparisons between the United States and the Soviet

economies. Many of the arguments presented here by Robert W. Campbell
and N. V. Starovskii, respectively, will be elaborated on by Western and Soviet

economists in the sections on national income, agriculture, labor, living stand-

ards, and other aspects of economic life in the U.S.S.R.
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PROBLEMS
OF UNITED STATES-SOVIET ECONOMIC

COMPARISONS^

Robert W. Campbell
Indiana University

Introduction—Statement of Findings

The purpose of the present paper is to explain in a general way and

illustrate with examples some of the most important difficulties involved in

making comparisons of the economies of the United States and the Soviet

Union. The past decade and a half of research has greatly increased the

amount of solid evidence we possess concerning the comparative perform-

ance of these two economies. At the same time, however, it has also added

greatly to the sophistication of economists concerning the pitfalls that await

those who seek to appraise the relative performance of two economies so

different as these. . . .

The current world situation has led to widespread recognition by the

American people of the need to know more about the relative status of these

two economies. Intelligent action on our part in many areas of public policy

requires that we know how big Soviet output is in comparison with our own,

how effectively the Soviet Union uses its resources by our standards, how
fast their output and productivit\' are increasing, and what allocations the

Soviet leaders make of their output. . . .

* Reprinted from Comparisons of the United States and Soviet Economies. Papers

submitted by Panelists Appearing Before the Subcommittee on Economic Statistics, Joint

Economic Committee, Congress of the United States, 1959. Part I, pp. 13-30- (Condensed

by editor.)
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The obstacles to United States-Soviet economic comparisons may be

said to comprise several distinct orders. It will be helpful to discuss them
under three main headings as follows:

(i) The availability and interpretation of statistical data;

(2) The index number problems;

(3) The danger of comparing isolated indicators out of context.

THE AVAILABILITY AND INTERPRETATION OF

STATISTICAL DATA

One of the most frustrating problems facing anyone who tries to make
United States-Soviet comparisons is in securing the raw materials for his

effort, namely the statistical data. This difficulty is most often presented by

the Soviet side of the comparison rather than the American, although there

are also instances where U.S. data make comparisons difficult. . . .

A second aspect of the information problem has to do with the inter-

pretation of the data which the Soviet Government does vouchsafe us. . . .

The importance of clarity in statistical definitions warrants additional

explanation. The difficulty is that it is possible for a notion which appears

on the surface to be perfectly straightforward to be defined in a number of

different ways and hence ambiguous in meaning unless the scope is clearly

stated. Many of these apparently simple concepts actually have a number of

dimensions that make alternative definitions conceivable. When one sets

out to embody even such a notion as the output of electric power in numbers

drawn from the actual workings of an economy, decisions must be made as

to what producers will be included, at what point output will be measured,

and so forth. This point can be illustrated with examples drawn from an

actual exercise in comparison. Suppose that it is desired to compare the

total industrial output of the United States with that of the Soviet Union,

and it is decided to approach this problem by determining the relative out-

puts for as exhaustive a list of commodities as we can manage. The final

step would be to weight these separate comparisons of output by some no-

tion of the relative importance of each commodity (such as value added or

employment) to obtain a single index expressing the overall relative output.

In table I a few of the commodities that would be included in such a com-

parison have been listed and columns (i) and (2) show the outputs of

these commodities in each country as given in the Soviet industrial hand-

book, and the Statistical Abstract of the United States. Column (3) shows
the ratio of Soviet output to U.S. output.

The specialist on the Soviet economy will immediately suggest many
corrections that will have to be made in these numbers before they can be

used as the raw material for a comparison of industrial output. For example,

the first item on the list—electric power—is defined in the Soviet Union as
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Table 1. Comparison of selected commodity outputs in the

United States and Soviet Union
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an exclusion, though there are no data to indicate how important this dif-

ference in scope would be.

This possible divergence in the meaning of the coal figure also serves

as a reminder that even though the output of many commodities is measured

in physical units, comparison in these terms may be deceptive, since the

commodity may not be at all homogeneous with respect to quality or some

other dimension. This problem becomes most important when one is dealing

with highly fabricated products, but is also serious even with commodities

which seem to have easily identifiable physical measures, such as those in

table I. For instance, the figures on output of cotton cloth, given in table I

in linear yards as commonly measured in the statistics of both countries, are

not at all comparable, since the average width of cotton goods produced in

the United States is slightly over 40 inches, whereas it is slightlv under 30

inches in the Soviet Union.

In the case of coal and electric power, the explanations in Soviet statis-

tical sources are clear enough to make one aware of the differences in con-

cept, though for neither country are the data detailed enough to permit

bringing both figures to a common concept. For many commodities, how-

ever, the degree of comparability cannot be so easily ascertained. Output

figures for the next two items on the list, i.e., oil and natural gas, are easily

found in Soviet sources, but when U.S. sources are consulted for comparable

data, it turns out that the petroleum extraction industry has another impor-

tant output, namely, natural gasoline and natural gas liquids, equal in vol-

ume to about 10 percent of the crude oil output. These products are un-

doubtedly much less important in Soviet operations but must surely exist.

Since they are not mentioned in the statistical source, one wonders whether

they are perhaps included somehow in the oil output figure.

The notion of lumber output appears superficially to be a fairly simple

idea, and the fact that the figures for both the United States and the Soviet

Union are expressed in terms of physical volume is comforting. But even

the briefest survey of U.S. statistical sources will disclose a number of alter-

native figures for lumber output differing slightly from each other in concept

and accordingly in amount. To which of these concepts does the Soviet

figure correspond? Moreover, if the breakdowns given in the census of man-
ufactures are examined a number of possible differences in concept imme-
diately suggest themselves. The U.S. output figures cover sawmills and
planing mills, and include both rough and finished lumber. Since the U.S.

figures are collected on an establishment basis, there is probably some double

counting of lumber sawed in one plant and finished in another. To what
extent is this true of the Soviet total? Furthermore, suppose a Soviet enter-

prise both rough-saws and finishes lumber; is its output measured in terms

of the volume of the finished or unfinished wood? Careful study may suc-

ceed in unearthing answers to these questions, but the answers are not at all

obvious from the statistical sources themselves, from handbooks on industrial
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Statistical procedure or from the more generally available books dealing with

the economics, planning, and administration of the lumber industry.

It should be admitted that definitions are not always presented along

with statistics in the more general U.S. statistical publications. Nevertheless

it is almost always possible to find in easily accessible sources detailed ex-

planations of what a given statistic covers and how it has been derived. The
difficulty of doing this for the U.S.S.R. often introduces an air of uncertainty

into comparisons such as those in table I.

The existence of differences between the concepts underlying Soviet

and U.S. economic data should not be surprising. Comparison of the statis-

tics of any two countries will always reveal similar inconsistencies. They

flow out of differences in the organization of the economy, different statisti-

cal traditions, divergent preoccupations among those who collect statistics.

Statistics are often a byproduct of some concern other than economic analy-

sis and their definition is controlled in part by competing objectives and

expediencies. What is peculiar to Soviet statistical practice, however, is the

great premium which the Russians place on the propaganda use of economic

indicators, and in the service of this end concepts are sometimes deliberately

defined in a misleading way. This propaganda objective is one of the ex-

planations for their secretiveness concerning the actual definitions of the

statistical material they publish. The propaganda uses of Soviet economic

statistics also mean that definitions are sometimes changed to mask failure

or exaggerate gains. The most infamous example of such a change is the

shift from the "barn yield" concept to the "biological yield" concept of grain

output in the thirties, adopted to make grain output appear larger than it

actually was. Even though it was possible to find out from Soviet sources

that this change in definition had been made, the appropriate correction to

achieve comparability with a barn-yield concept remained unknown. Not

until Khrushchev's speech to the plenary session of the Central Committee

in December 1958, was it revealed precisely how great the difference was.

The figure he cited for 1952, i.e., barn yield as 30 percent less than the

biological yield, involved a bigger difference than had commonly been es-

timated. A more recent example of the subversion of intertemporal and

international comparability to propaganda objectives is the change in the

definitions of meat and milk output. Khrushchev has made catching up with

the United States in meat and milk production one of the important goals

of his agricultural program, and to make the fulfillment of this goal easier,

the scope of the definitions of meat and milk output has been broadened

beyond past definitions and beyond the American concepts.

The examples discussed so far all involve a very simple class of economic

magnitudes, namely, physical outputs. The possible differences in concept

that can confound comparison in such cases are multiplied many fold when

one turns to more complex statistical indicators. Any attempt at qualification

of such complicated concepts as gross national product accounts, labor force
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and employment statistics, or output indexes, offers so many conceivable

alternatives in conceptualization, and involves so many expediencies in im-

plementing the concept with data, that it may be impossible to make any

reasonably accurate reconciliation of the actual numbers that the statistical

systems of the tv\'o countries actually generate. The Soviet concept of na-

tional income is far different from that accepted in most capitalist countries,

for instance. . . .

Deficiencies in the statistical raw materials on which comparisons are

based are not confined to the Soviet Union. There are also cases where the

U.S. side of a comparison may be obscure. Inventory statistics may be cited

as a single illustration. Recent data on Soviet inventories have included a

number of breakdowns that make it possible to ascertain fairly well the

range of items that are included in the Soviet inventory concept, and our

knowledge of Sc^'iet accounting practices makes it possible to state more

or less precisely how inventory values are calculated. In many ways the U.S.

inventory figures^ are more detailed than the Soviet ones, but variations in

the accounting practices of individual firms makes it impossible to state

with certainty just how comprehensive these figures are in terms of the

items included and the basis of valuation. It may well be that there is a

difference in the scope of the inventory concept and as a result comparisons

using these data may be misleading.

Finally, it frequently happens that the concepts relevant to some com-

parison in which we are vitally interested are not well enough defined to be

embodied very satisfactorily in actual statistical data in either country. The
vagueness of what is being measured means that the definitions used in

generating the data are chosen somewhat arbitrarily. For example, specula-

tion about the relative efforts of the United States and the Soviet Union in

science and in research has recently become a popular enterprise in economic

comparison. As one of the main ingredients of technical progress both in

military and civilian applications, the amount of research is supposed to be

a powerful influence on our respective power and growth possibilities. The
Russians, incidentally, are also interested in this comparison. In the United

States, this aspect of national economic activity has been labeled research

and development, and some statistics purporting to show how many dollars

worth of research and development are being carried out have been pub-

lished in recent years. These statistics have been strongly criticized, how-

ever, as arbitrary in definition and vague in meaning. After all, this is a

very new concept and effort, and those who report such expenditures at the

local level face many unsettled questions in deciding how much research

and development their firm does.

^ For an example of the uncertainties involved in the meaning of U. S. inventory

statistics, see George M. Cobren, "The Nonfarm Business Inventory Component," in Na-
tional Bureau of Economic Research, Studies in Income and Wealth, vol. XII, pp. 381-

400.
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The Russians call this activity science, and in the past few years Soviet

leaders have quoted a figure showing a global total for this magnitude. This

Soviet figure, however, represents more a reflection of certain budgetary and

administrative conventions than any well-defined concept of effort devoted

to the expansion of knowledge and improvement of technology. The uncer-

tainty in any comparison of the Soviet and American research efforts, there-

fore, is not so much due to the fact that the specific content of the respective

ruble and dollar amounts differs, as to the fact that neither of these amounts

measures very exactly just what we would like to measure.

The discussion above has concentrated on the obstacles to obtaining

comparable statistical raw materials as a basis for comparative studies of the

United States and Soviet economies. To restore a balanced perspective, it

should be added in concluding this section that most of these problems can

be dealt with tolerably well. Finding data and establishing their meaning

is the expected task of any economist who sets out to make comparisons of

the two economies. Given experience and enough time he can usually settle

such issues as those described with an acceptable margin of error. These are

obstacles that will succumb to knowledge, and the recent increase in Soviet

statistical output is beginning to clarify some former mysteries. So far, how-

ever, the problem has only been ameliorated, not eliminated. When a re-

searcher is unable to deal with some data problem satisfactorily, he has a

duty to present his figures with an appropriate statement of reservations.

Similarly, those who make use of the comparative studies that are made

must know that such problems exist, that they cannot always be settled

completely satisfactorily, and that comparisons made in this situation are

always subject to some qualifications. Hence, they should always ask for the

qualifications and alternative interpretations along with the answers.

THE INDEX NUMBER PROBLEM

The second order of obstacles to international economic comparisons

comprises a number of variants of what is known as the index number prob-

lem. These obstacles differ from those discussed earlier by the fact that they

do not result simply from ignorance but rather from a number of unan-

swered, and perhaps unanswerable questions of theory and conceptualiza-

tion. They are therefore more intractable than those discussed in the previous

section. The index number problem arises whenever one tries to compare

relatively large aggregates either between countries or over time. Most of

the questions which international economic comparisons are designed to

answer involve the comparative measurement of such large aggregates. The

question of relative American and Soviet economic strength, for example, is

usually posed as the size of Soviet output relative to our own, as measured

by some indicator such as gross national product. Or people may ask for

comparisons of smaller but still very heterogeneous components of this aggre-
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gate. It is common, for example, to ask how well off the average Soviet con-

sumer or industrial worker is relative to his opposite number in the United

States. Those who are responsible for making U.S. defense policy would

like to know how the Soviet military effort compares with our own in terms

of its overall size. Making comparisons in these aggregative terms is the

only way to escape getting lost in a host of contradictory details.

Economic aggregates such as those listed above can be measured only in

value terms. The diverse physical goods and services encompassed in Ameri-

can or Soviet gross national product can be expressed in a single figure only

through using the common denominator of monetary value. Hence, if it is

desired to compare Soviet and American gross national product it is neces-

sary to find some conversion factor, some exchange rate, that permits one to

translate the rubles of one into the dollars of the other, or vice versa. Un-

fortunately, however, it so happens that the value of a ruble, expressed in

how many dollars worth of output can be bought with it, varies markedly

depending on the kind of product or service that is being considered. The
structure of relative prices in the two countries is very different, so that the

value of a ruble compared to a dollar is far greater in the purchase of some

items than of others. This difference between the Soviet and American price

structure is the result of many separate factors, including differences in the

scarcities of the resources going into different commodities, the differential

degree to which the Russians have caught up with American technology in

different sectors of the economy, and the peculiarities of Soviet accounting,

pricing, and fiscal practices. Hence any even moderately aggregative magni-

tude contains components for which the appropriate dollar-ruble conversion

ratios diverge widely. The problem is to find an average ratio appropriate to

the conversion of the aggregate we are interested in. The approach that

springs immediately to mind is to average the individual conversion ratios,

weighted by the relative importance of the various components of the ag-

gregate.

The problem, however, is that the relative importance of the compo-

nents is different in the two countries. As a result, there is a choice of

weighting patterns and a choice of conversion ratios. The problem can be

illustrated by the simple numerical example shown in the following table,

in which the gross national product of two countries is compared. This ex-

ample outrages reality in assuming that all gross national product is directed

either to consumption or to military purposes, but this oversimplification

makes the nature of the problem easier to see. We have called the two coun-

tries the United States and the Soviet Union, although the magnitudes

shown for the gross national product and its components in each case are

completely arbitrary. The proportions between consumption and military

uses, however, and the implied difference in the price structures of the two

countries are plausible reflections of reality. Columns (i) and (2) show the

composition of the gross national product in each country measured in its
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Table 1 1. Schematic ili iistration of the index number problem
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would be worth only 4 rubles. Ruble valuation of the output of either coun-

try will therefore magnify the significance of the consumption component

of its gross national product and diminish the significance of the military

component, compared with valuation in dollars. Since the composition of

Soviet gross national product differs from the U.S. pattern bv its relatively

higher emphasis on military expenditure, it will look bigger relative to the

U.S. total when both are seen in the light of a price svstem which prices

military goods relativelv high and consumption goods relatively low (i.e., the

dollar price system) than in the light of one that has high prices for consumer

goods and low prices for military goods (the ruble price svstem).

This ambiguitv of answers in international comparisons is not uncom-

mon. Whenever the price structures and the composition of aggregates vary

between countries, different answers about the relative size of the aggregates

will be obtained, depending on which countrv's prices are used. The greater

the differences in price relationships and in composition, the greater will be

the difference between the alternative answers. There are appreciable differ-

ences between the alternative measures of relative size of gross national prod-

uct even when the U.S. is compared with countries with relativelv high

productivity and modem technologies such as Great Britain or Germany.^

When comparisons are attempted between the United States and countries

where allocation and price structures are more radicallv different, such as

Italy or the Soviet Union, the degree of indeterminacy is even greater.

What guidance can be offered the person who finds that the answer to

his simple question about the relative size of the United States and Soviet

economies is given in the form of an indeterminate ranger In terms of the

example in table II, is the figure 33.3 percent or 28.6 percent the "correct"

figure for the size of the Soviet gross national product relative to our own?

The answer to this puzzle turns on the fact that the two numbers represent

answers to two different questions. The comparison made in rubles (i.e., the

one showing the Soviet gross national product as 28.6 percent of American)

answ^ers the question "How big is Soviet output?" if it is assumed that it was

as hard for them to produce a given collection of consumer goods relative to,

say, a missile, as in the United States. The figure of 33.3 percent answers

the question "How big was it?" if we assume that in the United States a

given basket of consumer goods was priced as high relative to a missile as in

the Soviet Union. One might argue that neither of these questions is "real-

istic." The relative prices of consumer goods and militarv goods are not the

same in both countries. The questioner did not intend it should be pretended

they were when he asked how big Soviet output was relative to ours. This is

perhaps true enough, but the researcher is forced to such expediencies in

trying to make the comparison at all. The problem is that what appeared on

2 See Milton Gilbert & Associates, Comparative National Products and Price Levels,

Paris, 1958, OEEC, for illustrations of the differences that alternative pricing makes in

comparing U.S. output with some countries of Western Europe.
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the face of it to be a straightforward question; namely, "How big is Soviet

output relative to our own?" really begs important issues, issues which the

statistician must settle explicitly when he gets down to the mechanics of

formulating a numerical answer. And though one may object that the way

the statisticians have traditionally settled these issues (i.e., by seeing Soviet

output in the light of U.S. value relationships or U.S. output in terms of

Soviet scarcity relationships), he will find it difficult to suggest any more

satisfactory approach. In a fundamental sense the two aggregates are not

directly comparable, and the traditional approach has at least the virtue of

marking out the limits that one might reasonably wish to set conceptually.

The above example is only one variant of the index number problem;

even when comparisons involve much smaller aggregates than gross national

product the same difficulty arises. In the numerical example of table II, for

instance, it was assumed that a ruble is worth lo cents in the purchase of

consumption goods and 25 cents in buying the inputs of a military program.

But how can a conversion ratio for such a component of gross national prod-

uct be arrived at in the first place? Each of these aggregates (i.e., consump-

tion and military expenditures) is itself a heterogeneous collection of goods

and services, the composition of which varies between the two countries.

Furthermore, the purchasing power of a ruble in terms of dollars is very

different as between, say shelter and bread or between the maintenance of

a soldier and the building of a missile. This means that one would have to

choose among alternative weighting systems in order to compute conversion

ratios for the separate components of gross national product before the prob-

lem of gross national product comparison could even be formulated as in

table II. The existence of a range of possible values for the conversion ratio

applicable to consumption or to military goods means that the range between

the extremes of relative gross national product magnitudes would be even

greater.

Another well-known variant of the index number problem arises in the

calculation of rates of growth of various economic magnitudes such as in-

dustrial output, consumption levels, labor productivity, or others. In such

problems it is necessary to determine the relative size of a given aggregate

(e.g., consumption or industrial output) at two different points in time.

Characteristically, the composition and the price structures for such aggre-

gates change over time. (In the Soviet Union the changes in composition

and price relationships have been exceptionally great.) The problem is for-

mally identical with that of international comparisons of aggregates, and the

same indeterminacy arises. In this case, however, there are good grounds for

arguing that extremes at the ends of the range of possible answers flowing

from different weighting systems can be ignored and something like the

geometric mean of the extremes taken as an acceptable measure of the rate

of growth. The sharp difference in weighting patterns chosen from points

far distant in time is a function of how far apart the terminal dates of the
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comparison are. By looking at shorter periods, the changes in structure and

price relationships are found to be less important, and the range of estimates

of growth is greatly reduced. . . .

Another common exercise in these comparisons is to ask how soon the

Russians will catch up with us in GNP or in some element of it such as in-

dustrial output. By estimating the relative size of the chosen economic indi-

cator at the present time, and then projecting each of them forward at some

rate of growth a date for the Russian catching up emerges. Because of the

wide range of relative sizes that one can start with, and the wide choice of

growth rates (reflecting in both cases the index number problem) it is pos-

sible to determine a period for the catching up process varying from a decade

and a half to four or five decades. What is the purpose of a question that can-

not be answered more definitely than that? Part of the indeterminacy comes

from the fact that it is not clear what the comparison is aimed to show. If

the question one ultimately wants to answer is something like "how soon

will Soviet machinery output be great enough to cover a program of invest-

ment, trade, and military expenditure such as ours," then it might be more

nearly answerable with an acceptable degree of exactness.

DANGERS IN COMPARING ISOLATED INDICATORS OUT OF CONTEXT

The third order of obstacles to meaningful comparisons of the American

and Soviet economies involves the possibility of misinterpreting fairly specific

indicators through ignoring important features of the context. If the index

number problem makes the comparison of large aggregates difficult, at the

other extreme differences in organization, in technology, and in resource

availabilities often make comparisons of very narrowly defined magnitudes

or overly specific indicators misleading. The Soviet and American economies

differ from each other markedly in administrative structure, in the resource

endowment within which each must operate, and in technology. Conse-

quently the significance of a given economic indicator often varies between

them.

In their zeal to make some comparison appear better than it really is,

the Russians are frequently guilty of overlooking such differences. For in-

stance Khrushchev has worked hard to make expansion of Soviet per capita

butter production to the U.S. level a symbol of catching up with the United

States in general. Apart from the question of differing attitudes of the two

populations toward fats in their diets, this comparison overlooks the fact that

butter production in the United States is supplemented by an output of

margarine 3 percent greater than the production of butter itself, whereas in

the Soviet Union the output of margarine is only 70 percent of butter out-

put.^

3 These figures are taken from Statistical Abstract of the United States, 1958 edition,

pp. 674 and 681, and V. P. Zotov, Pishchevaia promyshlennost' Sovetskogo Soiuza, Mos-
cow, 1958, pp. 169-170.
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Another such prestige output which they have elevated to the status of

a symbol is the output of sugar. Soviet propagandists are fond of comparing

sugar output in the two countries. For instance, in one of the standard statis-

tical handbooks for agitators,^ the production of sugar in the two countries

is shown as 17 kilograms in the Soviet Union and 12 kilograms in the United

States. This figure appears to be accurate enough as far as it goes, but what
it fails to mention is that while Soviet sugar output is augmented by imports

only to the extent of about 2 percent, U.S. domestic output is far overshad-

owed by imports so that per capita consumption is more nearly 45 kilograms

than 12.^

Another common example is the preoccupation with individual com-

modity outputs, such as steel or electric power output, as general indicators

of "industrial base," which in turn is thought of as being some indicator of

relative Soviet military potential, or ability to implement other strategic

objectives such as foreign aid capital accumulation or growth. What this

comparison overlooks is the radically different pattern of consumption of

these two products in the two countries. Consumer goods, such as automo-

biles and home appliances take a vastly higher proportion of United States,

than of Soviet steel output. Similarly with electric power output; the Soviet

output of 231 billion kilowatt-hours in 1957 compared to the American out-

put of 716 billion kilowatt-hours seems to suggest that the productive capac-

ity of the Soviet economy must be strongly restricted by the lack of this vital

ingredient of productivity. Again, however, the pattern of utilization is very

different. Only a tiny fraction of Soviet power output goes for such uses as

household consumption, and municipal and commercial lighting, whereas a

very large share of U.S. power output is devoted to these purposes. Hence it

is erroneous to consider the relative outputs as a reliable indicator of indus-

trial power.

One of the common areas of concern for people who are making these

comparisons is the productivity of the Soviet economy, that is the amount of

output they get per unit of the resources at their disposal. The rationale of

such comparisons is a belief that productivity has something to do with the

relative efficiency of the two economies. Here, however, a different context

of technology and of resource endowments greatly beclouds the meaning of

specific productivity comparisons. One of the most commonly studied indi-

cators is labor productivity. Such studies always show that output per Soviet

worker in any area of the economy is considerably below output per worker

in the United States. The Russians themselves claim that output per worker

in industry is about half the U.S. level, although this is the kind of compari-

son that is suspect because of the index number problem discussed earlier.

* I. A. loffe, Strany sotsializma i ka-pitalizma v.tsifrakh CThe Countries of Socialism

and Ca-pitalism in Figures^, Moscow, 1957.
5 These figures are from Statistical Abstract of the United States, p. 671, V. P. Zotov,

Pishchevaia 'promyshlennost' SSSR, p. 170, and Ministerstvo Vneshnei torgovli SSSR,

Vneshniaia torgovlia Soiuza SSR za 1957 god, Moscow, 1958, pp. 21 and 33.
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The calculation presupposes some estimate of the relative size of the United

States and Soviet industrial output, and the great variety of possible weight-

ing schemes means that such comparisons have to be examined very skepti-

cally. In a number of individual branches of the economy, where it is pos-

sible to find more or less homogeneous physical measures of output, output

per worker can be easily enough compared, however. The result of such

comparisons is to show a great range of comparative labor productivity, but

despite the variation from case to case, such comparisons show clearlv that

output per worker is far lower in the Soviet Union than in the United

States.

It is but a short step from comparisons such as these to the conclusions

that the Soviet economy is extremely wasteful and inefficient. This is a con-

clusion that is often drawn, but one that is by no means warranted on the

evidence of comparative labor productivity. In general this low labor pro-

ductivity is far less a reflection of inefficiency or waste than of the different

resource situation confronting the Russian planners, a resource situation

fundamentally different from ours. Soviet industrialization has taken place

against the background of an abundance of manpower. The planners have

faced a situation where it was never any problem to secure additional labor.

The real difficulty was in finding the capital to create new capacity, new
factories in which the labor could be employed. It was therefore economically

sensible for them to use labor lavishly, substituting it whenever possible for

capital goods, and bringing in more workers whenever is was possible by do-

ing so to squeeze a bit more output out of existing enterprises. The result of

such a policy was to make output per worker low, but it was still the correct

thing to do in the light of the abundance of labor.

The low productivity of the Soviet industrial labor force can be ex-

plained alternatively as the low level of mechanical assistance which the

Soviet worker has at his disposal. A good summary indicator of the amount

of mechanical power which the worker has to assist him in doing his job is

the amount of electrical power consumed per worker. Consumption of elec-

tric power per industrial worker in the Soviet Union is less than half the

American level, and this factor alone goes a long way toward explaining whv
Soviet industrial labor productivity is so much below ours. It should be em-

phasized, again, however, that the failure of the Soviet planners to supply

their workers with as much mechanical assistance as American workers enjoy

does not necessarily imply a mistake in planning. Given the population situa-

tion and the amount of capital that could be accumulated, the Soviet plan-

ners have found that they could expand the industrial labor force much more

easily than they could build more generating plants and other power facilities

to increase the mechanical assistance provided for the worker.

The difference in resource endowments distorts other indicators in the

opposite direction. Because of the intensive utilization of capacity the output

per machine or per other unit of capital is much higher than in the United
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States. One of the best known examples is the high productivity of capital

in Soviet railroad transportation. The Russians have a much higher output

of freight turnover per mile of track and per freight car than we do in the

United States—something over three times as much freight turnover per mile

of track and almost three times as much freight turnover per ton of freight

car capacity. Another industry in which Soviet equipment productivity is

much higher is in blast furnace operation. Measuring the blast furnace capac-

ity by the total internal volume of the blast furnace and output in tons, it

turns out that the Russians get on the average 1.25 tons of pig iron per cubic

meter of blast furnace capacity, whereas American producers get only 0.92

ton. It should be added that the productivity of blast furnaces is a function

of their size, with larger furnaces being appreciably more productive per

cubic meter of space than small furnaces are. Since American furnaces are

rather larger on the average than Soviet furnaces, the higher productivity of

Soviet furnaces is all the more notable.

Soviet economists are very fond of making such comparisons of capital

productivity and concluding that they prove the greater efficiency of their

economic system and the chaotic wastefulness of capitalism. This conclusion

is as dubious as the reverse one that we sometimes make on the basis of labor

productivity comparisons. The high rate of utilization of capital equipment

makes sense for the Soviet Union but not for the United States. The relative

abundance and cheapness of capital in this country makes it rational for a

firm to provide itself generously with capacity.

The argument above should not be understood as implying that the

American and Soviet systems are equally efficient in making use of the dif-

ferent resource endowments which each enjoy. The point is rather that the

difference in relative scarcities of the basic factors of production makes pro-

ductivity comparisons a very ambiguous kind of evidence on this score,

though superficially they seem so suggestive of relative efficiencies. To what

extent the difference in some productivity indicator is evidence of inefficiency

and to what extent a reflection of different resource availabilities is a ques-

tion that can be answered with certainty, if at all, only by a detailed scrutiny

of many other aspects of the context.

Even when the influence of such radically diff'erent scarcity relation-

ships is absent, more subtle differences in the parameters which confront de-

cision makers and in technology mav mean that technological indicators must

be interpreted carefully. For instance in a comparative study of the electric

power industry of the two countries, one question that would immediately

draw attention to itself would be the expenditure of fuel per kilowatt-hour

of electric power produced. The electric power industry is engaged essentially

in the transformation of the heat energy of fuel into electric energy, and so

this ratio is an important indicator of its technological perfection. There is no

particular statistical problem to such a comparison—this is an important oper-

ating indicator used in the planning and administration of the electric power
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industry and it is a statistic the Russians collect and publish. Data of the

same form can easily be calculated for the U.S. power industry. But as the

comparison of the two industries went further, it would soon be found that

one of the important differences between the United States and Soviet power

industries is that Soviet generating equipment includes an appreciable pro-

portion of installations in which some of the waste heat is captured and used

for heating purposes. The generation of electric power inevitably involves

the loss of some heat—it is impossible to convert all the energy in the fuel

into electrical energy. The Russians use a considerable amount of this heat.

Americans use it very little. In computing the fuel consumption per kilowatt-

hour of electric power, the Russians assign a significant amount of the fuel

burned in power stations (i.e., about i6 percent) to the heating operations.^

When it comes to choosing a fuel expenditure ratio for comparison with

the American, should one use the one cited by the Russians or one corrected

to include all fuel burned in electric power stations? There are objections to

either alternative. There would be little justification for basing the compari-

son on the total fuel burned since the Russians are correct in implying that

this fuel is not one of the costs of power. It is true that most of this heat

could not be converted to electric power even if they did not have the alter-

native use for it. Nevertheless they do have a use for it, and have made a

choice of equipment which will permit them to capture it and avoid burn-

ing fuel in conventional installations for heating purposes. In the light of

the alternatives open to them, then they are correct in saying that part of the

fuel is really chargeable to heating rather than power generation. On the

other hand we hesitate to use the Soviet fuel expenditure ratio as they pre-

sent it because of doubts about the correctness of the amount of the fuel they

assign to heating. The allocation between the two purposes is made on the

basis of an engineering convention rather than on the basis of what a sophis-

ticated economist would consider correct. What it comes down to is that the

power industry in the two countries employs two slightly different tech-

nologies, and as a result fuel expenditure per kilowatt-hour of power is an

indicator with a slightly different meaning in the two countries. Even apart

from this difficulty, other qualifications would have to be considered before

this indicator could be taken as a measure of the relative efficiency of the

Soviet Union and American power industries. Fuel expenditure per kilowatt-

hour is a function of various design parameters of the equipment, such as

the temperature and pressure of the steam. Rational decisions on these par-

ameters are very sensitive to the costs of fuel relative to costs of the other in-

puts that go into the original construction and the operation of generating

stations. Hence relatively small differences in price structure might mean
that rational or "efficient" decisions would result in a different fuel expendi-

ture ratio in the two countries.

^ This percentage can be calculated from data given in Promyshlennost' S.S.S.R.
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A final illustration of the treacheries of comparing economic indicators

torn from different contexts is provided by investment in the two countries.

It has been a commonplace to explain the rapid rate of growth of the Soviet

economy as flowing in part from the high rate of investment in the Soviet

Union. The Soviet planners have been able to keep down consumption levels

and in consequence devote a larger share of current output to building new

production capacity than the United States does. To embody this argument

in statistics, one commonly resorts to a comparison of the share of GNP
devoted to investment purposes. Once attention is focused on this mode of

analysis, actual statistical comparisons of investment in absolute terms or as

a share of GNP are productive of considerable confusion. Investment as a

percentage of GNP turns out to be not so radically different in the two

countries, and this bolsters the suspicion that maybe the Soviet economy is

not growing as fast as we have been led to believe. It also prompts the com-

forting thought that if small reallocations of Soviet GNP away from invest-

ment should take place the Russians will lose whatever advantage relative

to the U.S. economy they may have had in the past. This confusion comes

from focusing attention on gross investment as an explanation of growth

rather than net investment which is the concept that covers the net additions

to productive capacity. We have traditionally emphasized gross rather than

net investment in our national income accounting and analysis because of

the difficulty of measuring net investment meaningfully, and indeed for

some international comparisons gross investment might serve well enough.

Because the Soviet and American economies are so different with respect to

the size and age of their capital stock and the rate of growth, however, the

share of gross investment that represents real net additions to productive

capacity is much greater for the Soviet Union than for the United States.

CONCLUSION

The task of this paper has been to discuss the problems involved in

United States-Soviet economic comparisons. It would be a source of great

chagrin to the author if this listing of obstacles should be taken as a justifica-

tion for a belief that it is hopeless or pointless to undertake such comparisons.

With respect to the first problem, data availability, the limitations of what

can be accomplished has certainly not yet been reached. Indeed the rate of

flow of data has increased recently much faster than our efforts to make use

of it. Also the possible approaches for clearing up obscurities in the meaning

of Soviet statistics are greater than may have been implied. The index num-

ber problem is not peculiar to United States-Soviet comparisons alone, but

actually affects many measurement problems within our own economy. It

is only that the attention of economists has been directed toward these diffi-

culties in comparison and measurement most strongly in the comparative
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Study of the United States and Soviet economies because intertemporal and

international differences in economic structure are more striking when we try

to evaluate their performance relative to ours than in many other kinds of

problems that economists deal with. Likewise our preoccupation with the

interpretation of data comes from the fact that Russians are particularly per-

sistent in choosing concepts that complicate comparability of economic indi-

cators.

In this connection a final important implication of the discussion should

be pointed out. The Russians are truly compulsive in making comparisons of

their economy with ours, and in the process they turn all the ambiguities

discussed above to good account in exaggerating their achievements relative

to ours. They ignore important differences in the concepts underlying com-

parisons, choose weighting systems that present their achievements in the

best possible light, and emphasize indicators the comparability of which is

violated by differences in the context. All these misinterpretations can, of

course, also be employed by those who would underemphasize Soviet eco-

nomic performance. With a greater respect for truth than the Russians we
should take pains to point out the errors involved in the Soviet comparisons,

and with perhaps greater sophistication about the pitfalls of international

economic comparisons we should be able to avoid the dangers of accepting

misleading evaluations of Soviet economic performance from either end of

the spectrum.



SOVIET VIEWS

ON THE METHODOLOGY
OF COMPARING ECONOMIC INDICES

OF
THE USSR AND THE USA^

V. N. Starovskii

Director, Central Statistical

Administration, USSR

In conditions of peaceful economic competition between the Soviet

Union and the United States the proper scientific comparison of our indices

with the indices of American statistics is of great importance.

Comparisons between the economic indices of the USSR and the USA
are contained in recent highly important political documents of the Com-

munist Party and the Soviet Government. . . . These estimates, based on

irrefutable facts, characterize the most important indices of our economy as

compared with the economy of the United States.

For many years Soviet statisticians and economists have conducted im-

portant research on working out a system of indices to be used in comparing

the Soviet and capitalist economies and in solving numerous and often

highly complicated methodological problems arising in the process of compari-

son. This research has been especially fruitful in recent years, for it has been

based on the highly important theoretical work of our Party on the question

of economic competition between the two systems.

The USSR Central Statistical Administration is making comparisons

of the major indices of the economy and culture of the Soviet Union with

those of the capitalist countries. Its respective divisions are working out cor-

* From Voprosi Ekonomiki, i960, No. 4. Reprinted from the translation in Prohlems

of Economics, July, i960, pp. 14-24, by permission of the publisher. (Condensed by

editor.)
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rect methods of comparison and are preparing comparable statistics for pub-

lication. Much work in this area has been done by the Institute of Eco-

nomics of the USSR Academy of Sciences, the Institute of World Economics

and International Relations of the USSR Academy of Sciences, and the

Economic Research Institute of the USSR State Planning Committee. Im-

portant work in comparing the economic indices of the USSR and the cap-

italist countries is also being conducted in the Business Studies Institute of

the Ministry of Foreign Trade, the Labor Institute of the State Committee

of the USSR Council of Ministers on Labor and Wages, the Moscow In-

stitute of Economics and Statistics, the Chair of Statistics of the Economics

Department of Moscow State University and the Moscow Financial and

Economic Institute. Manv Soviet economists have worked on the same sub-

jects. Mention should be made of the studies of Academician S. G. Strumilin

and a number of other scientists.

Much attention is also being given to the problems of comparing eco-

nomic indices in the capitalist countries, particularly by American research

organizations and some American economists. We must note with regret,

however, that until recently the overwhelming majority of these economists

(except for some progressive scholars) were engaged in the wholesale dis-

crediting and groundless underestimation of the indices of Soviet economic

growth. Only recently has there emerged a tendency to admit the achieve-

ments of the Soviet economy and give a somewhat more sober appraisal of

them.

Our press has more than once rightly noted the obvious tendentiousness

of American economists in assessing the indices of the Soviet Union's eco-

nomic growth. Even some American scholars have begun to admit this lately.

Thus, a US congressional committee recently published, among other re-

ports, a paper by Lynn Turgeon about the standard of living in the Soviet

Union. He was compelled to admit that Western economists "not only tend

to give an inflated picture of the height of Russian prices but also, to some

extent, magnify the size of the gap between the levels of living in the United

States and the USSR." Lynn Turgeon regards a simple comparison of the

wage and price levels in the two countries as incorrect and says that "these

procedures, which have ordinarily been employed extensively in the past,

will probably to an increasing degree tend to exaggerate the relative height

of Russian prices as well as the gap between the two levels of living to an

even greater extent in the future . .
."

As regards a number of indices, there is a difference in the method of

calculation employed by Soviet and American statistics. Thus, a correct com-

parison of the respective indices requires that they be made comparable. For

example, in the USA the production of electric power is figured on the basis

of off-busbar output (that is, without the auxiliarv power used bv power sta-

tions for their own needs), while Soviet statistics give gross production of

electric power. To make these indices comparable the Central Statistical Ad-
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ministration calculates either the generation of electricity in the USSR ac-

cording to off-busbar output or the gross production of electricity in the

United States. Raw cotton is used to compute cotton output in the USSR,

whereas the United States and all other capitalist countries use cotton fiber,

the weight of which constitutes approximately a third of that of raw cotton.

Therefore, in camparing the indices of the production and yield of cotton in

the USSR and the United States, it is necessary to convert US data into raw

cotton (i.e., to treble the figures pertaining to fiber), or convert Soviet data

into cotton fiber (i.e., take one third of the figures pertaining to raw cotton).

Meat production statistics in the USSR include heads, feet and fat, whereas

American statisticians sometimes exclude heads, feet and fat and often ex-

clude poultry meat in the estimates of meat production. Therefore, in com-

paring data on meat output in the USSR and the United States the Central

Statistical Administration of the USSR estimates meat output in the United

States taking into account heads, feet, fat and poultry meat (according to US
data, of course).

Official American statistics list among students of higher educational

establishments people who attend junior colleges, as well as first- and second-

year students of other colleges which, in the level of instruction, are equiva-

lent to the senior grades of secondary' school. Many American and British

educators admit that this group is incorrectly listed among students of higher

educational establishments. In 1958, Americans held that there were 3,226,-

000 college students in the United States. If the incorrectly listed students

are excluded, the number of college students in the United States in 1958

was 1,738,000. According to official calculations the United States has more

students than the Soviet Union, but according to correct calculations it has

fewer.

In these and all other similar cases, Soviet statisticians stricdy observe

the principle of comparability of data and make the necessary recalculations

to ensure their comparability. But in addition to actual differences in calcula-

tions in the USSR and the United States (all of which can be overcome),

there are many instances when there are no real differences but they are

merely invented by dishonest critics. For example, the rather well-known

Harry Schwartz, in an article published in The New York Times on Janu-

ary 16, 1959, cast doubt on Soviet milk production statistics on the pretext

that these data include both milk consumed by the population and milk fed

to calves. The impression created in the reader's mind by Schwartz was that

American statistics calculate milk production in a different way. Yet, it is a

fact that American statistics and American statistical manuals,^ just as Soviet

statistics, include in milk production both the milk consumed by farmers and

the milk used for feeding calves. It is only the milk sucked by the calves that

is not counted by American statistics, just as is the case with Soviet statistics.

1 See, for example, Agricultural Statistics 1957, issued by the US Department of

Agriculture in 1958, p. 456.
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Harry Schwartz evidently needed this invented difference to gloss over the

unpleasant fact that the Soviet Union has already outstripped the United

States and has advanced to first place in the world in the total production of

milk and the total and per capita production of butter.

There are essential differences between American and Soviet statistics

in the system of calculating industrial production indices. In calculating

these indices, Soviet statisticians draw on a complete accounting of the phvsi-

cal volume of production of all goods without exception evaluated in com-

parable prices. American statisticians do not have at their disposal a sufficient

quantity of direct and reliable data and use less perfect methods in calculat-

ing these indices. For most branches of industry, instead of using the physi-

cal output of goods indirect indices are taken: number of man-hours worked
(usually adjusted for changes in labor productivity), consumption or delivery

of raw materials, consumption of electric power, indices of the \'alue of out-

put in current prices adjusted by the price index, etc. As weights for some
branches of industry American statisticians use the so-called net product

(to be more exact, the assumed net product, because depreciation is not ex-

cluded).

American statisticians criticize Soviet indices because thev are based on

an accounting of gross output. Without going into the details of why we are

interested in calculating gross production (the most important reason is the

need for dovetailing the output of enterprises and the output of industries),

we shall merely mention that quantitatively the difference between average

indices constructed on the basis of gross and net production is negligible; it is

particularly negligible in comparisons covering a small number of years.

The differences are more serious in comparing such indices as the na-

tional income and the standard of living. Here it is a matter of different eco-

nomic definition of the content of these indices.

The economic concepts which underlie Soviet statistics, for example,

clearly distinguish between the sphere of material production and that of non-

productive branches, and correspondingly between the concepts 'production'

and 'services.' In the USSR the volume of the aggregate social product does

not include the value of 'services' in non-productive branches of the national

economy, whereas in US statistics the 'gross national product' embraces all

services irrespective of whether they are connected with production or not.

Similarly, in defining the size and structure of the national income, Soviet

statistics treat the national income not as a mere sum of all kinds of incomes,

as is the practice in bourgeois statistics, but as the sum of primary incomes re-

ceived in the sphere of material production.

American statistics, which include in the production of the national

income not only the results of material production, but also services, artifi-

cially exaggerate the total size of the national income. American statistics also

make serious mistakes in determining the indices of distribution of the na-

tional income, particularly the share of the working people.
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Comparison of the Volume of Industrial Production

The first, and perhaps most important, methodological question in com-

paring economic indices is that of comparing the volume of industrial output.

A comparison of the levels of industrial production can be made by com-

paring both the data on the physical volume of production and also the value

of the output in comparable prices. The most indisputable method is that of

comparing the actual physical output of major industrial items, since this

above all determines the industrial potential of one or another country. . . .

To characterize the relationship between the levels of total industrial

output in the USSR and the United States it would be necessary first of all

to compare the volume of gross industrial production. But in the United

States it is now customary to publish an index not of gross industrial produc-

tion, but of so-called net production, that is, the value of output less expenses

for raw material, supplies and fuel. In other words, the assumed net produc-

tion includes wages, profits and depreciation.

Several variants of calculations were made in order to compare the out-

put of industry in the United States and the USSR in 1959. First, the mag-

nitude of the assumed net production of Soviet industry was calculated and

compared with the assumed net production of American industry. Second,

the gross production of American industry was calculated and compared with

the gross production of Soviet industrv- Then, two variants of indices for

converting rubles into dollars and dollars into rubles were derived. The con-

version into dollars of the output of Soviet industry was done with due con-

sideration for the industrial structure of the USSR, while the conversion

into rubles was made by taking into account the industrial structure of the

United States. As a result four variants were obtained. If we compare the

assumed net production in rubles, we find that in 1959 Soviet output was

61% of the US output. If we compare it in dollars we find that it is somewhat

smaller than 60%. As for gross production, in both variants the gross produc-

tion of the USSR was equivalent to 60% of that of the United States.

Our official documents usually point out that in 1958 the industrial out-

put of the USSR was not less than half of that in the United States. This is

an absolutely indisputable appraisal both for 1958 and 1959. The above cal-

culations show that in 1959 the volume of Soviet industrial production was

about 60% of the output of American industry. The comparison of the physi-

cal volume of output given earlier also confirms that industrial production in

the USSR is more than half of that in the United States.

Until quite recently the American press denied that industrial produc-

tion in the Soviet Union was alreadv not less than half of the US output.

Some American economists asserted that Soviet industrial production was

about one-quarter or one-third of the American. For example, in June 1959

William Byner, Vice-President of the Chase Manhattan Bank, stated that
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the latest statistics showed that the volume of production in the Soviet Union

was probably not more than 20 to 25% of the American level.

In November, 1959 comparisons of the Soviet and American economies

were made at meetings of the Subcommittee on Economic Statistics of the

Joint Economic Committee of Congress. A number of American economists

tried to repeat the absurd allegations that Soviet industrial output was only

one-quarter or one-third of the American level. Allen Dulles, head of the US
Central Intelligence Agency, who spoke at a meeting of the committee, had

to dissociate himself from these overzealous attempts to discredit Soviet eco-

nomic achievements. He stated that industrial production in the Soviet

Union was not one-quarter and not one-third, but about 40% of the Ameri-

can level. Dulles said that "we should frankly face up to the very sobering

implications of the Soviet economic program and the striking progress they

have made over the last decade." This forced admission of Dulles speaks of

a more sober approach to the appraisal of our successes, although even Dulles

does his utmost to minimize our achievements.

A detailed reply to Allen Dulles was given in the editorial published

in Vestnik Statistiki (No. 11, 1959) and in Pravda of November 28, 1959.

Progressive American economists also refuted Dulles. The well known
American economist Victor Perlo, having studied available data, holds that

the statement of Allen Dulles that in 1958 Soviet industrial output did not

exceed 40% of the American level was absolutely groundless. In Perlo's opin-

ion the calculations of Soviet economists which show that Soviet industrial

output equalled 55% of the American level were much closer to the actual

state of affairs. In a special study of the Soviet and American economies,

Perlo arrives at the conclusion that in 1967 the USSR will overtake the

United States in total industrial output, while in 1970 it will surpass it in

per capita production. . . .

A Comparison of Labor Productivity in Industry

To compare the levels of labor productivity in Soviet and American
industry it is necessary to determine not only the relationship betv\'een the

volumes of output, of which we have just spoken, but also the relationship

between the number of workers.

According to American statistics, in 1959 the United States had 13 mil-

lion industrial workers. For a comparison of this figure with that of the

USSR it is necessary to take a comparable range of branches of industry, ex-

cluding branches which are not included in the industrial category in the

United States. In that case the number of industrial workers, including those

in cooperative industry, will be 18 million in the USSR. Another adjustment

should be made for the difference in the methods of compiling the lists of

employed personnel. American statistics practically exclude workers who are

absent on account of sickness or other reasons. If, for the sake of comparison
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with American data, we exclude from the Soviet category of employed work-

ers those who are absent on account of sickness or for other reasons, we find

that in the USSR the number of workers engaged in industry, calculated on

an average annual basis, was less than 17 million. Thus, the number of in-

dustrial workers in the USSR was about 130% of the Amercian figure. Pro-

ceeding from these data (industrial output in the Soviet Union was more

than half of that in the United States and the number of workers was 30%
greater), we find that labor productivity of Soviet industrial workers in 1959

was 40 to 50% of labor productivity in American industry. This means that

in 1959 labor productivity in American industry was approximately 2 to 2.5

times as high as in the Soviet Union. . . .

It is particularly important to study the factors making for a growth of

labor productivity, and specifically, the different composition of workers and

the considerable proportion of auxiliary workers in our industry.

Comparison of the Volume of Agricultural Production

A comparison of the volume of agricultural production is a relatively easier

task because the number of separate items of agricultural output is much

smaller than in industry. . . .

In total milk production the USSR overtook the United States in 1958.

In 1958 the USSR produced 62 million tons of milk and the United States,

according to an official estimate, about 57 million tons. In 1959 the USSR
produced 845,000 tons of butter, or 4 kilograms per capita, while in the United

States, according to an estimate of the Department of Agriculture, per capita

production, including the farmers' output, amounted to 3.7 kilograms. Thus,

in per capita butter production the Soviet Union surpassed the United States

in 1959. The Soviet Union exceeds the United States in the production of

wheat, potatoes, wool and also in sugar beets and sugar cane combined (tak-

ing into account their sugar content). The USSR produces large quantities of

flax fiber, sunflowers and some other crops which are not cultivated at all in

the United States or are grown in small quantities. So far the Soviet Union

lags behind the United States in the production of corn, raw cotton, vege-

tables, fruit, meat and eggs.

If we compare the value of the gross production of Soviet and American

agriculture in 1959 in comparable prices, we find that in rubles Soviet output

is 77% and in dollars it is 80% of the American output.

These calculations, just as a comparison of the production of separate

items, show that total agricultural production in the Soviet Union in 1959 was

only 20 to 25% less than in the United States, although the preceding year the

weather conditions were unfavorable in our country.

As for the rates of growth of agricultural production, they are several

times higher in the Soviet Union than in the United States. In the last 15

years (1945-1959) the average annual rate of growth of agricultural production
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amounted to 6.7% in the Soviet Union and 1.7% in the United States. In the

last six years (1954-1959) the average annual rate of growth of agricultural

output was 7% in the USSR and only 2.3% in the United States.

Comparison of Labor Productivity in Agriculture

In comparing labor productivity in agriculture the main problem, after

determining the relationship between the volume of output, is to establish the

comparable number of people engaged in agriculture.

According to American statistics, the number of people employed on US
farms amounted to 7.4 million in 1959 on the average. But American statistics,

in large measure, do not take into account the number of hired workers and

members of farmers' families who work only part time.^ Moreover, American

statistics do not include in agricultural work many jobs which in the USSR
are performed by the collective farms and state farms themselves. Among these

are the cleaning and dr^'ing of grain, the transportation of farm produce to the

cities, delivery of the means of production to the livestock sections, partial

preparation of livestock fodder, repair of machinery and equipment, repair of

buildings, etc.

To make the labor inputs comparable it is necessary to introduce the re-

spective adjustments in the American statistical data. Taking into account the

adjustments made by the Central Statistical Administration, we find that in

1959 approximately 12 million people, and not 7.4 million, were engaged in

American agriculture. In 1959, 33 million people were engaged, on an average

annual basis, in Soviet agriculture as a whole, including collective farmers,

workers and employees engaged in their personal subsidiary husbandry (not

counting, of course, the time spent in the household economy not connected

with agricultural production). Thus, the average number of people engaged

in Soviet agriculture was 180% greater than in the United States, while total

agricultural production was 20 to 25% less than in the United States. Conse-

quently, labor productivity in Soviet agriculture was approximately one-third

of the American level. . . .

Comparison of the Magnitude of National Income

The methods of calculating the national income in the USSR and the

United States differ considerablv. The calculation of the national income in

the Soviet Union is based on the principle that the national income is created

in branches of material production, among which are industry, construction,

agriculture, freight transportation, communications and trade, including the

supply of materials and machinery and the procurement of goods. Incomes in

2 Members of farmers' families and domestic workers who do unpaid work on farms

are included among those gainfully employed if they spend 1 5 hours or more in the course

of the investigated week (The Handbook of Basic Economic Statistics, November 1959,

p. 62).
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the non-production branches, namely, education, pubHc health services and

the state apparatus, are formed through the redistribution of the national in-

come created in the branches of material production; consequently they have

already been taken into account in the national income created in the sphere

of material production.

In the United States, however, the national income is calculated as the

sum of incomes formed not only in the branches of material production, but

also in the non-productive branches. Thus, incomes of state institutions, the

police and the army, which are formed out of incomes removed from the

branches of material production, are listed in the national income. In other

words, in the United States, some incomes are counted twice—in the branches

of material production where these incomes are created and in the non-produc-

tive branches where these incomes are utilized. The non-comparability of the

methods of computing the national income in the United States and the USSR
is recognized by the Americans themselves. Therefore to make them compara-

ble it is necessary to recalculate the national income of the United States ac-

cording to the methodology accepted in the USSR, that is, without the double

counting of the incomes in the non-productive branches, and to evaluate the

national incomes of the two countries in the same prices. The appropriate cal-

culations show that when properly compared the national income of the USSR
in 1959 amounted to approximately 60% of the national income of the United

States, while the per capita income in the Soviet Union was approximately

half of what it was in the United States.

The rates of growth of the national income in the USSR are several times

higher than in the United States. Hence, there is every ground for expecting

that the USSR in the near future will surpass the United States not only in

total national income but also in per capita national income.

A Comparison of Living Standards

The methods of comparing the living standards of Soviet workers and

collective farmers with those of American workers and farmers present the

most involved problems of all.

A comparison of the living standards of the working people of the USSR
and the United States can be made on the basis of comparing a number of

indices which indicate the level of satisfaction of the material and cultural

requirements of different classes of the population.

In comparing the real incomes of the workers in the two countries one

must not only compare monev wages. It is a fact that in the USSR workers

and employees, in addition to their money wages, receive considerable sums

in the form of pensions, allowances, stipends, free education, free medical

service and other payments and benefits at the expense of the state. Unem-
ployment was fully abolished in the Soviet Union long ago. As a result of the

higher living standard and the improved health services, the life span has been
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greatly lengthened in our country. In recent years the Soviet Union has had
the lowest mortality rate in the world, while the increase in the population is

higher than in most other countries. Account should also be taken of the fact

that while in the United States a considerable part of the wages (approximately
one-third) is spent on rent, in the Soviet Union only 4 to 5% of the budgets
of workers' families go for rent and public utility services. The task set by the
Party and the Government to eliminate the housing shortage in the next 10
to 12 years is being carried out successfully. All these factors affect the living

standards of the population to a considerable extent and must be taken into

account in comparing the real incomes of the working people in the USSR
and the USA.

The living standards of the Soviet people so far are lower than those in

the United States, a country which has not suffered a foreign invasion and has
not fought wars on its own territory during the last 100 years. But although
the individual wages of Soviet workers, when recalculated in comparable
prices, are thus far lower than the wages of American workers, the working
people of the USSR enjoy a number of advantages as compared with Ameri-
can working people. These include the absence of unemployment and security

in the future, which scores of millions of American workers and members of

their families lack. Other advantages include the lowest rent in the world, free

education, including higher education. There are also the free medical ser^dces

and a number of other benefits and services paid for by the state, of which the

American worker cannot even dream. In the USSR there is no situation such
as that in the capitalist countries, where the lion's share of the national income
created by the working people is appropriated by the monopolists and other

non-working groups of the population. In the Soviet Union the entire national

income belongs to the working people and is used in their interests. Moreover,
in the USSR the national income is growing several times faster than in the

United States. . . .

The above-mentioned problems of the methodology of comparing various

indices have been examined on the basis of Soviet and American indices, but
they are also of more general significance in comparing the economic indices

of the socialist and capitalist countries.

A great deal of work on elaborating unified methodological principles

of determining the most important economic indices and scientific methods of

comparing the indices of economic development of socialist countries has been
carried on in recent years by organs of the Council of Mutual Economic
Assistance.

It is necessary to pool the efforts of the economists of the USSR and the

other socialist countries and direct them toward working out hitherto unsolved
methodological problems connected with the peaceful economic competition
of the two systems. These problems should be discussed collectively. We must
also expose more actively the falsifying methods and misinterpretations of our
indices on the part of bourgeois economists.



COMPARISONS OF UNITED STATES

AND SOVIET NATIONAL INCOME

AND GROSS NATIONAL PRODUCT

That the gross national product and the national income of the United

States exceed those of the Soviet Union no economist in either country would

deny. The extent of the excess, on the other hand, is a major point of contro-

versy. Moreover, it does not help matters any that national income is computed

quite differently in the two countries.^ In the United States, national income

is defined as the total of all incomes earned (equivalent to all expenditures in-

curred) in the process of the production of goods and direct services, in other

words the aggregate of all wages, rent, interest, and profits. In the Soviet

Union, on the other hand, only incomes earned (or expenditures incurred) in

the production of material, tangible goods are counted, but not expenses for

direct services. Hence, the cost of operating a freight train would become part

of the national income as computed in the U.S.S.R., but the cost of operating

a passenger train would not.

Below, Morris Bornstein compares the gross national product and the na-

tional income of the United States with those of the Soviet Union. In his com-

parisons, Bornstein inevitably obtains quite different results depending upon

whether he converts the United States figures into rubles or the Soviet Union's

into dollars—a point already touched upon by Campbell in Part II. This dis-

crepancy, so puzzling to all who are not familiar with this type of problem,

constitutes another major obstacle to any comparison of the national incomes

of two different economies, or even of the same economy at two different stages

of its historical development. And, unfortunately, the problem defies a definite

scientific solution. Neither the conversion of the national income of the

U.S.S.R. into dollars, nor the conversion of the national income of the U.S.A.

into rubles, nor any mathematical average of the two is inherently THE
correct answer.

On the Soviet side, V. Kudrov, criticizing Bornstein among others, ex-

plains why he considers erroneous and unscientific the methods used by Amer-

ican economists in computing the national income of the United States and

comparing it with that of the U.S.S.R.

1 In Soviet national income analysis, there is no "gross national product."
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A COMPARISON OF SOVIET
AND

UNITED STATES NATIONAL PRODUCT^

Morris Bornstein

University of Michigan

Introduction

The purpose of this paper is to make selected comparisons of the structure,

size, and growth of the national products of the U.S.S.R. and the United

States.

Of all the respects in which the economies of those two countries may be

compared, national product comparisons probably provide the broadest, most

comprehensive view, because thev embrace, for each countrv, the net output

of all goods and services produced during the specified period.

However, because national product comparisons involve the aggregation

of quite different items bv value weights, the results obtained are very sensitive

to the weighting systems employed. The usual weighting problems of inter-

temporal and interspatial comparisons are intensified in a Soviet-United States

comparison because of uncertainties about the meaning of Soviet prices.

Hence, it is desirable to consider national product comparisons in conjuncture

with other comparisons which are less susceptible to weighting problems, such

as selected physical output comparisons and labor force comparisons.

At the same time, it should be recognized that while national product pro-

vides a convenient measure of overall economic capability, this measure is not

the most significant one for various economic, military, scientific, and political

* Reprinted from Com-parisons of the United States and Soviet Economies. Papers

submitted by Panelists Appearing Before the Subcommittee on Economic Statistics, Joint

Economic Committee, Congress of the United States, 1959, Part II, pp. 377-395. (Con-
densed by editor.)

1 The author wishes to thank Janet Riddle, Florence Roof, and Harold Demsetz for

their suggestions about various aspects of this paper.
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questions. For example, although Soviet national product may be only half the

size of U.S. national product (by one measurement), the U.S.S.R. may, as a

result of the particular composition and application of this smaller product,

match or surpass the United States in military strength or in selected scientific

programs. Thus, the usefulness of national product comparisons depends on

the question at issue. For some questions, other measures are undoubtedly

superior.

The national product comparisons in this paper concentrate on the period

since 1950 because this period appears to be more representative of the con-

ditions of economic competition between the two countries which may be

anticipated in the future than would a longer historical period, such as that

from 191 3 or 1928 to the present. These longer periods span conditions of

world war, the first rapid spurt of the Soviet industrialization drive, and a se-

vere depression in the United States. In contrast, the period since 1950 has

been more characteristic of likely future conditions in both countries. By 1950,

the U.S.S.R. had largely recovered from the effects of World War II, while

the United States had completed its reconversion from the war. In the condi-

tions of international tension prevailing since 1950, both countries have en-

deavored to maintain a strong, up-to-date military posture while continuing to

develop their civilian economies. So long as the international situation contin-

ues to be one of "cold war" and "competitive coexistence," analysis of the pe-

riod since 1950 will be more useful for an appraisal of probable future trends

and relationships than would reference to a longer period of significantly dif-

ferent political and economic conditions. . . .

Structure of National Product

In this section the structures of Soviet and United States national product

are compared, first by analyzing the shares in the total product of each coun-

try of the principal end-use components, and second by analyzing the shares

in the total national income of each country of the major sectors of origin in

which income is generated. In both instances, reference is to each country's

national product or income expressed in its own currency—rubles for the

U.S.S.R. and dollars for the United States—with the resulting comparisons

being only comparisons of the percentage shares of the specified uses or sectors

in each country's total product or income. No comparison is made, at this

point, of the relative size of the two economies. Rather only their resource allo-

cation patterns are compared, without reference to the quantity of output pro-

duced in the two countries.

Before turning to these calculations, however, a few words are necessary

regarding the serious conceptual and statistical problems encountered in such

comparisons. Although these difficulties are not, in my judgment, so severe as

to invalidate the basic conclusions to be drawn from such comparisons, they do
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qualify the precision which may be attributed to these figures, particularly the

estimates for the U.S.S.R.

Two major conceptual problems are involved in such comparisons. First,

output or productive activity in the two countries must be classified in com-

parable categories, which in some cases proves difficult because of the differ-

ences between the two countries in economic and political organization and

objectives. Second, because of the different roles in the two countries of in-

direct taxes and subsidies, it is desirable to compare their economic structures

not only in terms of established prices- but also in terms of adjusted prices,

which allow for this difference and which, therefore, permit a somewhat more

accurate comparison of real resource allocation.

The ability to make fairly precise comparisons of the structures of Soviet

and United States national product is further hampered by a lack of necessar)'

statistical data, chiefly for the U.S.S.R. The necessary basic national accounts

are not published by the Soviet Government but must instead be compiled by

a laborious and ingenious assembly of scattered Soviet data, supplemented by

many estimates of varying precision. Likewise, Soviet data are lacking for many
of the adjustments of basic accounts information which are needed to secure

comparability with the figures for the United States. In contrast, most of the

data needed for the U.S. side of such comparisons is readily available, prima-

rily from the publications of the Department of Commerce. As a result, it

ordinarily proves necessary to rearrange and adjust U.S. figures to match the

categories used for the U.S.S.R., the opposite usually being impossible.

NATIONAL PRODUCT BY END USE

Table i shows the distribution of gross national product in the U.S.S.R.

and United States in 1955 in terms of four end-use or purpose categories:

Consumption, investment, defense, and government administration.^

2 The term "established prices" is used in this paper in preference to "market prices"

in recognition of the fact that Soviet prices, with the exception of collective farm market

prices, are determined by administrative decree rather than by market forces.

3 Figures for the United States are derived from data of the Department of Com-
merce and other U.S. Government agencies. . . . Figures for the U.S.S.R. are from an
unpublished manuscript of the author, "Soviet National Accounts for 1955." This study

follows the general approach of the pioneering studies of national accounts for the U.S.S.R.
by Bergson, Heymann, and Hoeffding (Abram Bergson, Soviet National Income and
Product in 1937, New York, Columbia University Press, 1953, Abram Bergson and Hans
Heymann, Jr., Soviet National Income and Product, 1940-48, New York, Columbia
University Press, 1954; and Oleg Hoeffding, Soviet National Income and Product in

1928, New York, Columbia University Press, 1954). The results of the author's study

correspond closely to those in two other recent studies of Soviet national accounts for

1955, one by the Economic Commission for Europe (ECE) ("An Estimate of the Na-
tional Accounts of the Soviet Union for 1955," Economic Bulletin for Euro-pe, vol. 9,

No. I, May 1957, pp. 89-107), and one by Hoeffding and Nimitz (O. Hoeffding and N.
Nimitz, "Soviet National Income and Product, 1949-55," RM-2101, Santa Monica, Calif.,

the Rand Corp., 1959). . . .
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Table 1. Gross national product by end use in the U.S.S.R. and the

United States, at established prices and at adjusted prices, 1955

[1949=100]

U.S.S.R. United States

At established At adjusted At established At adjusted
End use prices prices prices prices

Billion Per- Billion Per- Billion Per- Billion Per-
rubles cent of rubles cent of dollars cent of dollars cent of

total total total total

Consumption
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sidies (which are payments to factors of production not included in established

prices). The resulting adjusted prices, intended to approach more closely a

factor cost basis of valuation, depict more faithfully the distribution of re-

sources among these end uses in the two countries.^

The effect of the adjustment is slight for the United States, where both

indirect taxes and subsidies are of minor importance in the gross national prod-

uct at established prices. For the U.S.S.R., however, the effect of the adjust-

ment is striking, because indirect taxes account for over one-fourth of the gross

national product at established prices and because they fall principally on the

consumption end use, as a result of the heavy reliance of the Soviet budget on

the turnover tax, an excise constituting about half of the value of state and

cooperative retail sales. Subsidies, which were modest in 1955, also fell more

heavily on consumption than on the other end uses in 1955, although this was

not true in some earlier years, for example, 1948.^ As a result of the importance

and differential impact of indirect taxes, the share of consumption is much
higher and the shares of investment and defense are significantly lower at

established prices than at adjusted prices.

A comparison of resource allocation patterns at adjusted prices (cols. 4
and 8 of table i) shows that in 1955 the U.S.S.R., in comparison with the

United States, devoted a significantly greater share of its productive resources

to investment (25 versus 20 percent) and defense (13 versus 10 percent) and

a significantly smaller share to consumption (59 versus 66 percent). About

the same share of resources went for general government administration in

both countries.

NATIONAL INCOME BY SECTOR OF ORIGIN

An alternative view of the difference in resource allocation patterns in the

U.S.S.R. and the United States in 1955 is given in table 2. This table shows

the distribution by sector of origin of factor incomes generated in the produc-

tion of total national output in each country. The figures for the U.S.S.R.,

and the United States are, however, not strictly comparable, because of a dif-

"* These adjustments follow the method developed in Bergson's "adjusted factor cost"

approach: see Bergson, op. cit., ch. 4, and app. E. and Bergson and Heyman, o-p. cit.,

ch. Ill and app. D. Although these adjustments constitute only an approximation to a

depletion of factor allocation in the U.S.S.R. because of many problems connected with
the valuation of the services of land, capital, and enterprise in the Soviet setting, I be-

lieve they represent an improvement over the unadjusted established prices. For discus-

sion of these problems, see the references just cited and also Peter Wiles, "Are Adjusted
Rubles Rational?" Soviet Studies, vol. VII, No. 2, October 1955, pp. 143-160: Franklyn
D. Holzman, "The Adjusted Factor Cost Method of Valuing National Income: Com-
ment," Soviet Studies, vol. VIII, No. i, July 1956, pp. 32-36; and ECE, op. cit., p. 94.

5 See Bergson and Heymann, loc. cit.
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ference in the national income concepts used for the two countries, which

arises from the difficulties of valuing the return to property factors in the

U.S. S.R.*' A serious shortcoming of the calculation for the U.S.S.R. is the in-

adequate allowance for land rent and the consequent substantial understate-

ment of the contribution of agriculture to Soviet national income. As a result,

the percentage figures for the U.S.S.R. in table 2 understate the share of

agriculture, and overstate the shares of the other sectors, in total Soviet na-

tional income.

Table 2. National income by sector of origin in the U.S. S.R. and

THE United States, 1955

Sector
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Comparative Size of National Product

In order to compare the size of Soviet and U.S. national product, the na-

tional product figures calculated in native currencies must be expressed in a

common currency, either dollars or rubles. In essence, the task is to price So-

viet output at U.S. dollar prices and/or to price U.S. output at Soviet ruble

prices. In practice, this is done by using international price deflators to convert

the Soviet national product figures in rubles to dollars, and/or to convert the

U.S. national product figures in dollars to rubles.

Foreign exchange rates are unsuitable as price deflators for such com-
parisons because they fail, for a number of well-known reasons, to measure the

internal purchasing power of currencies, even in the case of market economies

whose structure and pricing practices are broadly similar.'^ Because the official

Soviet exchange rate is arbitrary and not intended to measure the relationship

between foreign and domestic prices, it is particularly inappropriate for inter-

national comparisons of national product.

For a comparison of the size of Soviet and United States national prod-

ucts, it is necessary instead to use international price deflators which measure

the internal purchasing power equivalents of the ruble and the dollar in pur-

chasing the goods and services composing national product. The first step in

obtaining these deflators is to derive ruble-dollar (or dollar-ruble) price ratios

for individual products by comparing their internal prices in the U.S.S.R. and
the United States. Then the ruble-dollar price ratios for individual items are

aggregated into ruble-dollar ratios for categories of national product, such as

consumption and investment. For this aggregation, it is possible to use as a

basis for weighting individual items either their relative importance in Soviet

national product or their relative importance in U.S. national product. In the

former case, the aggregate ratios are said to be Soviet weighted; in the latter.

United States weighted.

Table 3 presents the results of an effort to compare the size of Soviet and

U.S. national product in 1955 by this method. It compares the national prod-

ucts both in rubles and in dollars. The ruble figures for the U.S.S.R. were

taken from table i, while the ruble figures for the United States were obtained

by converting the dollar figures for the United States in table i to rubles by

appropriate ruble-dollar ratios. Similarly, the dollar figures for the United

States are from table i, while the dollar figures for the U.S.S.R. were obtained

by converting the ruble figures for the U.S.S.R. in table i into dollars by ap-

propriate dollar-ruble ratios. In both cases, the comparisons involve the estab-

^ See Milton Gilbert and Irving B. Kravis, An International Comparison of National
Products and the Purchasing Power of Currencies, Paris, Organization for European Eco-

nomic Cooperation (OEEC), 1954, pp. 14-17; and Milton Gilbert and Associates, Com-
parative National Products and Price Levels, Paris, OEEC, 1958, pp. 29-33.
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Table 3. Comparison of gross national product of the U.S.S.R.

AND the United States, at established prices, in rubles

AND dollars, 1955
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precision of the results in table 3 is limited by the rough character of the ruble-

dollar ratio conversions, stemming from the problems encountered in obtain-

ing price data, in matching Soviet and U.S. goods and services, and in deriving

satisfactory weights.^

In the comparison of gross national product and its chief end-use compo-

nents in table 3, the size of the U.S.S.R. relative to the United States differs

considerably depending on whether the comparison is made in rubles (i.e., at

Soviet prices) or in dollars (i.e., at U.S. prices). This difference is simply a

manifestation of the fundamental index number problem encountered in both

intertemporal and international comparisons and arising from the existence of

alternative but equally appropriate weighting systems, corresponding to the

Paasche and Laspeyres formulae. ^° Even the extent of the disparity in results,

attributable to differences in the two price structures, is not unexpected. A
substantial, although not so great, spread was also found, as a result of differ-

ences in price structures, in a comparison of the national products of various

Western European countries with that of the United States at their own prices

and at U.S. prices. ^^

Likewise, it is not surprising that, for national product as a whole and for

its components (except for Government administration),^^ the U.S.S.R. is

smaller relative to the United States in the ruble comparison than in the

dollar comparison. The explanation lies basically in a negative correlation be-

tween the relative prices and relative quantities; that is, goods which have

lower relative prices tend to be produced in greater relative quantities in a

country. Thus, goods and services with lower relative prices in the United

States are, on the average, those which are relatively more abundant in the

United States, as compared with the U.S.S.R.; an analogous situation prevails

in the U.S.S.R. Consequently, when the two national products are valued at

U.S. prices, a greater price weight is given to goods which are relatively more

heavily produced in the U.S.S.R. than if Soviet prices are used. Similarly,

when the two national products are valued at Soviet prices, a greater weight

is given to items which are relatively more heavily produced in the United

^ The methodology and problems involved in ruble-dollar ratio calculations are dis-

cussed in Norman M. Kajplan and William L. White, "A Comparison of 1950 Whole-
sale Prices in Soviet and American Industry," RM-1443, Santa Monica, CaUf., the Rand
Corp., 1955; Norman M. Kaplan and Eleanor S. Wainstein, "A Comparison of Soviet

and American Retail Prices in 1950," RM-i 692-1, Santa Monica, Calif., the Rand Corp.,

1956; and Abraham S. Becker, "Prices of Producers' Durables in the United States and
the U.S.S.R. in 1955," Santa Monica, Calif., the Rand Corp., 1959, RM-2432. For an
extensive discussion of the construction of similar price deflators for Western Europe and
the United States, see Gilbert and Kravis, op. cit., and Gilbert & Associates, op. cit.

^^ Likewise, there are two sets of answers for the relative purchasing power of the
ruble and the dollar in regard to national product, depending on whether the price re-

lationships between the two countries are weighted by the relative quantities of goods
and services in Soviet or in U.S. national product.

^^ Gilbert & Associates, op. cit., pp. 97-106.
12 Where separate U.S.-weighted and Soviet-weighted ratios were not used; see notes

to table 3.
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States, than if U.S. prices are used.^^ When one country's output structure is

priced at the other country's price structure, the effect is to apply relatively

high prices to relatively large quantities and relatively low prices to relatively

small quantities. Thus, the comparison is more favorable to a country when
the other country's prices are used for both.

The existence of such a substantial disparity between the results of the

ruble and dollar comparisons makes it inadvisable to use either one alone to

depict the relative size of the two national products. Preferably, both compari-

sons should be used. However, because it is sometimes considered cumbersome

to deal with two sets of comparisons, resort is sometimes made to an average

of the results produced by the two sets of weights, such as the geometric aver-

ages in table 3. Such averages are convenient for various practical purposes, but

it should be recognized that they have no unambiguous economic meaning.

Where averages alone are presented, they may conceal a significant difference

in results, corresponding to substantially different price structures, as in the

case of Soviet-United States comparisons. Although the use of averages is often

convenient for the sake of simplicity or brevity, a more precise discussion in-

volves reference to both of the original comparisons.

The results in table 3 indicate that in 1955 Soviet gross national product

was about one-fourth the U.S. level at Soviet ruble prices and about one-half

the U.S. level at U.S. dollar prices. The geometric average of the ruble and

dollar comparisons is about two-fifths. The relative size of the two economies

(whether compared at Soviet or U.S. prices) differs, however, in regard to the

several end-use components of national product.

Aggregate Soviet consumption was about one-fifth of the U.S. level at

Soviet prices and about two-fifths at U.S. prices. If allowance is made for the

20 percent difference in population—about 200 million in the U.S.S.R. and

165 million in the United States in 1955—the respective per capita figures are

even lower, approximately one-sixth and one-third. Such comparisons for con-

sumption as a whole, however, conceal different relationships between the two

countries regarding the various components of consumption, such as food,

clothing, durable consumers' goods, etc. For example, Soviet per capita con-

sumption levels are significantly closer to those of the United States in regard

to food and basic types of clothing than they are in regard to durable con-

sumers' goods, housing, and personal services.

In the case of investment, Soviet product was substantially larger relative

to U.S. product than in the case of consumption; it was about half of the U.S.

level at Soviet prices and about two-thirds at U.S. prices. The spread between

the ruble and dollar results is not so great as for consumption, indicating less

difference in the Soviet and U.S. price structures for investment goods than

13 See in this connection the results of Kaplan and Wainstein, op. cit., pp. 30-31,

for the U.S.S.R. relative to the United States; and Gilbert and Kravis, op. cit., pp. 51-

59, and Gilbert & Associates, op. cit., pp. 23-24, for several Western Eviropean countries

relative to the United States.
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for consumption goods. As in the case of consumption, however, the aggregate

nature of the investment comparison obscures important differences in the

relationship between the two countries in regard to different types of invest-

ment. Because of the emphasis of the Soviet regime on economic growth, a

much larger share of investment is devoted to industry, and a much smaller

share to housing and consumer services, in the U.S.S.R. than in the United

States. As a result, in 1955 Soviet investment in manufacturing, mining, and

public utilities was larger, and Soviet investment in housing was smaller, rela-

tive to the U.S. level than the relationship for aggregate investment shown in

table 3.

According to table 3, Soviet defense outlays in 1955 were about three-

fourths of the U.S. level at Soviet prices and almost equal at U.S. prices. How-
ever, because of the especially crude nature of both the initial national ac-

counts estimate for Soviet defense expenditures and the ruble-dollar ratios for

this end use, it seems prudent to allow for some understatement of the Soviet

level both in rubles and in dollars and to consider Soviet defense outlays as

approximately equal to those of the United States. Even if aggregate Soviet

and U.S. outlays for defense are considered equal, however, it does not follow

that the size, equipment, or effectiveness of the two military establishments is

equal, for a number of reasons.

As in the case of the consumption and investment comparisons, the com-

position of the defense aggregate must be considered. Although total defense

outlays may be equal in the two countries, the same relationship of equality

obviously does not apply to all components of defense. The relationship of the

two countries certainly differs in regard to troop strength and the various types

of missiles, aircraft, ships, and other weapons. In a military contest, Soviet or

U.S. superiority in one or more of these component categories of defense could

be decisive, despite an accompanying inferiority in other categories. Other cau-

tions must also be kept in mind in appraising national product comparisons of

defense. For example, although Soviet and U.S. soldiers are, in this type of

comparison, priced at the same pay rates, their productivity (i.e., combat effec-

tiveness) may in fact not be the same. Also, because Soviet soldiers live more

modestly than U.S. soldiers, Soviet subsistence outlays per man are less than

U.S. outlays. Yet it should not be concluded from such a comparison that the

effectiveness of Soviet soldiers is correspondingly below that of their U.S.

counterparts. Instead, the U.S.S.R. may in fact support an equally effective

soldier at less real cost in terms of resources devoted to his subsistence.

Comparisons of the relative size of the defense components of national

product thus do not provide a sufficiently reliable index of the military strength

of the two countries. For such an appraisal, other comparisons—of manpower,

training, equipment, weapons technology, etcetera—are indispensable. The
national product comparison does, however, furnish some corroborative evi-

dence of the relative magnitude of the military programs of the two countries.

The conclusion indicated by table 3, of an approximately equivalent military
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program in the two countries, seems consistent with other information on this

question.

Little need be said about Government administration, the residual cate-

gory in table 3. Outlays for the administrative apparatus concerned with plan-

ning, administration, and control in the U.S.S.R. far exceeded Government

administration outlays in the United States, where some of the planning and

control functions of the U.S.S.R. have no counterpart.

The general conclusions suggested by table 3 may now be summarized

briefly in terms of the geometric average results. Although in 1955 the

U.S.S.R. had a national product less than half that of the United States, the

U.S.S.R. had an approximately equal defense effort and a level of investment

about three-fifths that of the United States. In contrast, per capita consump-

tion in the U.S.S.R. was only about one-fourth that in the United States. This

performance reflects the desire of the Soviet regime for a strong and advanced

military posture and a rapid rate of growth, and its willingness to pursue these

objectives at the expense of the consumption level of the population.

SOVIET VIEWS

8

ANTI-SCIENTIFIC METHODS
EMPLOYED BY BOURGEOIS ECONOMISTS
TO COMPARE THE NATIONAL INCOMES

OF THE USSR AND THE US^

V. Kudrov
Economics Research Institute, State

Economic Council of the USSR

The question of comparing the national incomes of the USSR and the

US assumes great significance in the period when the USSR has entered the

decisive stage of economic competition with capitalism. The national income

is the most important synthetic index of a country's economic power, standard

* From Voprosy Ekonomiki, 1961, No. 2. Reprinted from the translation in Prob-

lems of Economics, August, 1961, pp. 37-42, by permission of the publisher. (Condensed

by editor.) All quotations from EngUsh sources have been re-translated from the Russian.

(Editor's note.)
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of living, and economic structure, as well as the progressiveness of the social

system from the point of view of utilization of resources and rates of economic

growth. But in order to compare the national incomes of the USSR and the

US the same methodology must be employed for measurement. The problems

of calculating the US national income by the method used in the USSR have

been frequently raised in our press.

Bourgeois economic literature devotes much attention to the comparative

analysis of the national incomes of the USSR and the US. The questionable

works of Bergson, C. Clark, Hoeffding, Wyler, Seton, Wiles, etc. have

achieved a certain renown in the west. As the British economist Kaiser cor-

rectly observed, "most doubtful are the calculations (of bourgeois economists—

V. K.), that try to present data on the USSR national income for international

comparisons."*

The problem of comparing the national incomes of the USSR and the

US was also taken up by the Joint Economic Committee of the US Congress,

which arranged a series of special sessions for this subject at the end of 1959.

The American economists Bornstein and Boddy spoke on the matter of the

national incomes and products of the USSR and the US.

"The purpose of this paper," Bornstein writes, "is to make selected com-

parisons of the structure, size, and growth of the national products of the

USSR and the United States."^ This problem is very important, indeed, and

is of serious scientific interest. Let us see, however, the way in which it is be-

ing solved by American economists.

Whereas Marxist political economy defines the national income as new
value created in the sphere of material production, the component part of the

aggregate social product that remains after deduction of the compensation

fund, bourgeois economic science regards national income as a simple sum of

the incomes of individuals and enterprises. The American economist S. Kuz-

nets writes that the national income constitutes "the net income from the

economic activity of individuals, firms, social and political institutions, which

in their entirety form the nation."^ Bourgeois economic science includes any

form of activity in the sphere of production as long as it satisfies someone's

needs and yields income. . . .

In making comparisons with the USSR, American economists use not

only the index of national income, but also the national product index. Bour-

geois economists conceive of the national product as the aggregate of finished

goods and services. Actually this is national income by end use plus indirect

taxes, which are automatically reckoned together with the price. The national

product is called "gross" or "net" depending on whether or not it includes the

sum of depreciation of fixed capital (amortization). The national product

^ Economic Journal, March, 1957.
2 Comparisons of the United States and Soviet Economies. Part II, Washington,

1959, P- 377-
3 S. Kuznets, National Income. A Summary of Findings. New York, 1946, p. i.
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breaks down into the consumption fund and the accumulation fund (in the

gross product—the capital investment fund) and is tied in with the national in-

come index.

When comparing the economies of the USSR and the US, bourgeois

economists usually employ the gross national product index, inasmuch as it

enables them to determine fairly exactly, by definite kinds, the entire mass of

goods comprising the national product. The relation between national prod-

ucts of the two countries is roughly the same as that between their national

incomes. However, the country with greater fixed capital will always have

some advantage if the gross product, which includes amortization, is used.

In their comparative analysis of the Soviet and US national incomes and

products, American economists have measured the Soviet national income and

product according to the method accepted in the United States. However, they

have not familiarized the reader with the primary sources of their statistical

calculations. Therefore, we do not know, in effect, how they obtained their

calculations, and it is very difficult to trust them. But it is clear that these cal-

culations are based on the anti-scientific bourgeois theory that the national

income is a simple arithmetic total of almost all the incomes received by the

population, and that the national product is the sum total of expenditures on

goods and all kinds of services. Such an interpretation of national income and

national product distorts their true magnitudes, structure and dynamics, since

in the calculation of these indices there are included not only the basic incomes

generated in the sphere of material production and expenditures for goods and

material services, but also derivative incomes and expenditures for personal

services, as a result of which there is repeated double counting. Thereby, the

total size of the national income and national product is significantly over-

stated, and their structure and dynamics are presented in a distorted light. . . .

Characterizing ironically the bourgeois interpretation of national income

and national product, a contemporary American economist, Stanley Lebergott,

writes: "how will people comparing gross national products be able to under-

stand why one country has a greater 'economic power' than another, if their

calculations include a greater complex of the financial system (a larger degree

of control, a greater number of services rendered by financial intermediaries),

high interest rates (a bigger total of paid interest), a greater scale of litigation

(a higher quantity of legal services) and a larger number of people concerned

with the future (large expenditures on life insurance)?"^

Therefore, inclusion of redistributed incomes or expenditures on personal

services in the index of national income and product, as calculated by the

bourgeois method, results in an exaggeration, when comparing the two coun-

tries, of the economic strength of the one that has a large government staff, a

large financial banking apparatus, a huge army, an advertising business, "serv-

ices," etc. This is why the bourgeois method of measuring the Soviet national

income for the purpose of comparing it with that of the US cannot be re-

'^ American Economic Review, June 1955, p. 440.
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garded as scientifically correct. In this case the Soviet national income will in-

evitably be greatly understated relative to that of the US because the propor-

tion of the nonproductive sphere in the USSR is much smaller than in the

US. This is acknowledged also by the American economist Bornstein. He
writes that the share of services and trade in the national income of the USSR,
calculated by the American method, amounts to 31.3%, as against 48.2% in

the US national income.^ But this is not the only reason, though it is the basic

one, for the relative exaggeration of the US national income and the under-

statement of Soviet national income.

It is common knowledge that the index for US national income includes

part of the national income of other countries. This appropriation of the prod-

uct of other countries occurs as a result of nonequivalent trade exchange and

the export of capital. This international redistribution of incomes finds partial

reflection in the balance of income from foreign operations (rest of the world)

and in the US balance of payments. The national income of the USSR actu-

ally reflects only the output of domestic production. However, American econ-

omists for some reason, have not scaled down the national income of the

United States so as to make it comparable with the Soviet national income.

But even if they were to rid their index of double counting and of redistributed

incomes from other countries, it would not, strictly speaking, make the two

national incomes completley comparable, since differences in the social systems

of the two countries are not taken into account. The volumes of production in

the USSR and the United States cannot be compared mechanically, because

the products of labor are used differently in the two countries and have a dis-

similar effect. The socialist system permits a more effective use of the national

income, and, therefore, the Soviet Union can, indeed, catch up with the

United States as regards economic strength even with a somewhat smaller na-

tional income. For example, the Soviet Union will not have to overtake the

United States in the output of luxury items or advertising facilities.

Since it is not the production but the end uses of the national income that

are usually compared, the question of the effectiveness of this use assumes great

significance. There are non-productive expenditures of the national income in

the USSR as there are in the United States. To make the indices for the two

countries comparable, it is therefore necessary to reduce somewhat the Ameri-

can figure. It is known, for example, that some 31 billion dollars are spent on

luxuries in the United States and more than 10 billion dollars on advertising.

Furthermore, other smaller non-productive outlays are made annually from

the American national income. . . .

Bornstein's calculation of Soviet national income in dollars and US na-

tional income in rubles is of great interest. . . .

The question arises, in what currency should the calculations be made
—in rubles or dollars? Regardless of the differences in structure of the end use

of the national incomes of the USSR and the US, evaluation of the compara-

5 Comparisons of the United States and Soviet Economies. Part II, p. 383.
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ble indices in rubles is especially affected by the structure of prices in the

USSR and the evaluation in dollars is especially affected by the structure of

prices in the United States. Under capitalism there is a definite inverse rela-

tionship between the structure of the physical volume of production and the

price structure of the produced commodities. With insignificant exceptions,

the most popular and representative goods on the market are usually relatively

low priced. In other words, the higher the productivity of labor and the output

of a given commodity, the lower its price. . . .

When we convert the Soviet national income, let us say, into dollars, the

inverse relation between price and volume of production, characteristic of one

country, often becomes a direct ratio. For instance, the USSR produces con-

siderably fewer cars than the United States, but the price of an automobile in

the US is relatively lower than in the USSR. So, if we value all the cars pro-

duced in the USSR during one year in dollars, the resulting figure will be

very small. But if we attempt to express American car output in rubles, the

figure will be unwarrantedly large. In general, when the Soviet and US na-

tional incomes are calculated in rubles, US national income will be overesti-

mated, because its structure includes a high proportion of durable goods, which

are expensive in our country, and a comparatively low proportion of food prod-

ucts, which are cheap in the USSR. This makes clear why the American econ-

omists love to calculate comparatively Soviet and US indices in rubles. It turns

out, according to their data, that the ratio of the Soviet and US national prod-

ucts, calculated in dollars, was 53.4:100 in 1955, and if calculated in rubles,

only 26.8:100. If the first figure is to some extent, close to reahty, the second

is nowhere near it.

We hold that a comparison of the national incomes of the USSR and the

US should, from a methodological standpoint, be done in dollars, and if

Soviet prices in rubles are used a number of important corrections must be

made.

The Soviet Union has a specific system of price formation differing from

that of the United States, and the law of value is not at all a regulator of pro-

duction. As rightly pointed out by la. Kronrod, "the true rate of accumulation

in the USSR is higher than what follows from the adduced index (one fourth

of the national income). The current prices of means of production deviate,

and substantially, below value, while those of consumers' goods are above it.

Since the accumulation fund is largely formed from the means of production,

and the consumers' fund is formed completely from consumption goods, the

accumulation fund, if measured according to the mass of value in relation

to the value of the national income, would be of a considerably bigger

magnitude."^

A ruble evaluation of the US national income, on the other hand, would

greatly distort its structure. Since the accumulation fund in the national in-

6 la. A. Kronrod, Ohshchestvennyi Product i ego struktura fri Sotsializme. Gospo-

litizdat, 1958G, str. 471.



72 NATIONAL INCOME AND GROSS NATIONAL PRODUCT

come of the United States is comparatively small, it would become still smaller

if expressed in rubles, because means of production in the USSR are priced

below value. And, on the contrary, the share of the consumers' fund in the

national income of the United States, if expressed in rubles, would be greatly

inflated, since prices for consumers' goods in the USSR are above value.

Thus the calculated ratio between the US and Soviet national products,

made by American economists in rubles (100:26.8), is absolutely incorrect.

The ratio they have calculated in dollars— 100:53.4—is nearer to the truth.

However American economists use neither of these figures; they take an

average of 37.8%. That is, they allege that in 1955 Soviet national income

was 2.6 times smaller than that of the United States. This is also wrong, be-

cause in 1955 the relation of the national incomes of the two countries was

close to 100:50.

Calculations show that in 1959 the ratio of the national incomes of the

USSR and US was approximately 100:60. Consequently, if the Soviet na-

tional income equalled 1,350 billion rubles, the national income of the United

States amounted to 2,254 billion rubles (according to the old price scale). Ac-

cording to our estimations, the 1959 US national income, free of double count-

ing, amounted to 305 billion dollars (including indirect taxes for the sake of

comparison). The Soviet national income, expressed in dollars, then equalled

183 billion dollars. . . .

It is an old story that American economists try to "prove" that the official

figures on the dynamics of the Soviet national income are overstated. . . .

Obviously, the monopolistic bourgeoisie of the US is afraid of losing the

economic competition between the USSR and the US. Therefore, the bour-

geoisie and its spokesmen—the American economists and statisticians—take

measures to bar the truth about the Soviet Union's economic successes from

broad sections of the American people.



IV

THE TRANSITION TO COMMUNISM:

WHAT DOES IT MEAN?

In an article in which he compared Communism and Fascism, the editor

of this book wrote

:

In marked distinction to Fascist ideology, no Communist ever proclaimed that a

dictatorship would be the final goal of mankind. From Marx and Engels to present

day Communist writers, the dictatorship is to be but preparatory for the time when,

in Lenin's words, "mankind will inscribe on its banners: From each according to

his ability, to each according to his needs." A pure Communist society, then, is

mankind's promised land; a society without any government, police force, army, or

jails; a society in which perfect freedom reigns; a society in which production will

have been developed "to the n'th degree"; a society in which man will have been

transformed into a "social being" who voluntarily and without special personal re-

ward contributes to the best of his ability and takes from the common stores what-

ever he needs. It is this hope of an ideal order in which, quoting Lenin, "the

necessity of observing the simple, fundamental rules of everyday social life in com-

mon will have become a hahit"—it is this promise of a perfect world which Commu-
nism holds out to the hundreds of millions of its followers. . . .^

The quotation above portrays the fundamental, basic notion of the perfect

society which Marxists expect will somehow develop out of the "dictatorship

of the proletariat." However, the "final stage" of Communism has always been

but a nebulous, vague concept in Communist literature, for neither Marx,

Lenin, nor any of the theoreticians of "scientific socialism" had ever drawn a

detailed blueprint of a Communist society, nor of the way in which the "with-

ering away of the state" and the final goal were to be achieved.^

1 Harry G. Shaffer, "Communism and Fascism: Two Peas in a Pod?" Queens Quar-

terly, LXIX, No. I (Spring, 1962), pp. 146-156. Reprinted in Harry G. Shaffer, ed.,

The Soviet System in Theory and Practice: Selected Western and Soviet Views (New
York: Appleton-Century-Crofts, 1965), pp. 28-38.

2 All this was allegedly changed when the new program of the Communist Party

was adopted by the 22nd Party Congress on October 31, 1961. In this program, the road

was presumably mapped out, the blueprint drawn, and the actions prescribed which,

within twenty years, were to transform the Soviet Union into an essentially Communist
society. However, even if the ambitious goals of the twenty-year plan could be fulfilled

(including free public transportation, water, gas, heating, medicine, nurseries, kinder-
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Before turning to an analysis and an evaluation of the various aspects of

the Soviet economy as it actually functions, let us examine how Western and

Soviet authors today perceive the ideological implications contained in the

concept of "the transition to communism."

In the first selection under Western Views, William N. Loucks briefly

introduces the fundamental principles underlying the intermediate stage of

the "dictatorship of the proletariat" and the final stage of full communism. In

the second Western selection, Frank O'Brien analyzes the two preconditions

which Marxist-Leninist ideology holds to be absolutely necessary before the

final stage of man's development can be ushered in : the laying of the economic

foundation for a society of abundance and the conversion of man into a "so-

cial being." As to the affluent society, it would, O'Brien contends, "by itself

offer the world nothing but a carbon copy of the West's most brilliant com-

monplace"; as to the latter it is "at best a very long term task. . . . Perhaps

we should expect the just and perfect Russian Marxist society to be always

arriving, never quite just and perfect enough to force the CPSU to declare

itself superfluous." Arvid Brodersen, in the last Western View, gives his in-

terpretation of the makeup of full-fledged communism as it is gradually

emerging from the current ideological discussion, "a socio-economic system,

some features of which existed before, others not." While "only time can tell"

whether or not the Soviets will succeed, Brodersen warns that Communist so-

ciety, if ever it should come, might not be as perfect as envisioned by its advo-

cates but, rather, might bring on problems of its own.

In the first selection under Soviet Views, O. V. Kuusinen and others, in

the Soviet manual Fundamentals of Marxism-Leninism, describe Communist

society, addressing themselves point by point to its most important aspects:

economic abundance, work performed by each individual according to his abil-

ity, distribution according to needs, and a general environment of freedom,

equality, and brotherhood of all men. P. Nikitin, in the second Soviet selec-

tion, describes Communism as a "direct continuation of socialism" and dis-

cusses the features common to socialism and Communism and those which are

basically different.

Man, as noted above, would have to be transformed into a "social being"

before the state, in Marx's words, could "wither away" and a purely Com-
munist society be established. What is this "social being," this "new Soviet

man" as he is often called? What are his moral principles; what guides his ac-

gartens, midday meals at enterprises, etc.) the Soviet Union would be only about half-

way on its road towards a society where each member would share in the nation's output

according to his needs. In the meantime, it has become obvious that the output goals of

the twenty-year plan have been overoptimistic (the goals for 1970 were substantially re-

duced in the 1 966-1 970 five-year plan—see selection 56 below), and that the Soviet man
still seems far removed from the unselfish individual who would be quahfied to live under
perfect communism (to wit the recently renewed emphasis on material rewards to

enhance Soviet economic performance—see Chapt. XI below.) For excerpts from the 1961

Party Program relevant to the discussion here, see the first edition of this book, pp. 78-89.
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tions; what makes him behave the way he does or is supposed to? The final,

brief selection by Anatolyi Bezuglov has been included to give the Western

student a glimpse of the moral code of Communism, as officially proclaimed

in the Soviet Union today and by Marxists throughout the world for more

than a century.

WESTERN VIEWS

CAPITALISM'S SUCCESSORS:
SOCIALISM AND COMMUNISM'^

William N. Loucks

Wharton School, University of

Pennsylvania

Marx held that the culmination of the internal contradictions generated

by capitalist production would be the breaking up of the entire capitalist sys-

tem and its adjunct, the political state. The proletariat could seize power, es-

tablish its own state, crush out all capitalist employers and their class ideology,

and subject all economic processes to the proletarian state machinery. This

would be socialism or the first stage of communism. With the liquidation of

capitalist property, institutions, and surplus value, there would develop a new

socialized or communized psychology, permitting the gradual liquidation of

the proletarian state and its agencies of oppression which had been directed

against the former capitalists. Each person then would be motivated to work

in accord with his full "capacity" and to consume from the common product

merely in accord wdth his "needs." The era of full communism would be

ushered in. This latter Marx held to be the best possible form of economic

society. And, since economic institutions give the tone to all institutions, so-

ciety will have reached its highest possible state of perfection.

* Reprinted from William N. Loucks, Comparative Economic Systems, Seventh Edi-

tion, © Harper & Row, Publishers, New York, Evanston, and London, 1965, pp. 161

and 1 66-1 71, by permission of the publisher.
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The Dictatorship of the Proletariat and Socialism

NATURE OF THE DICTATORSHIP

Portions of what has come to be called Marxian theory are the develop-

ment of what were potent but much abbreviated statements by Marx and

Engels. Such is the theory which outlines the nature and functions of the

political and economic machinery to be set up immediately upon the destruc-

tion of capitalism. This machinery is known collectively as the "dictatorship of

the proletariat." Marx's brief reference to the necessity for such a transitional

stage along the way to full communism was made in his criticism of the Gotha

Program, a program of social reforms: "Between the capitalist and the commu-
nist systems of society lies the period of the revolutionary transformation of the

one into the other. This corresponds to a political transition period, whose state

can be nothing else but the revolutionary dictatorship of the proletariat."^

THE PROLETARIAN STATE

As amplified by Lenin, the state during the dictatorship of the prole-

tariat would be—as a state by its very nature always must be—an agency of op-

pression. In this particular setting it would be possessed by the proletariat (in

power after the downfall of the capitalist system) and used by them to oppress

the capitalist class—in fact, to destroy capitalists completely—"for there is no

one else and no other way to break the resistance of the capitalist exploiters."^

In terms of political power, the classes have merely changed places. The bour-

geoisie have lost possession of the state power and the proletariat have acquired

it, the ruled have become the rulers, and expropriators have had their political

power expropriated.

"democracy" in the DICTATORSHIP OF THE PROLETARIAT

But this "dictatorship" embodies more real democracy than did the pre-

ceding bourgeois state, even though that may have been called a "democ-

racy." Democracy in the Marxian sense means the absence of restrictions upon

liberty. Whereas this form of democracy formerly prevailed for the capitalists

(the few) and not for the workers (the many), it now prevails for the workers

(the many) and not for the lingering capitalists (the few). The latter must be

crushed "in order to free humanity from wage slavery; their resistance must be

broken by force; it is clear that where there is suppression there is also violence,

there is no liberty, no democracy. . . . Democracy for the vast majority of

1 Quoted by Harry W. Laidler, A History of Socialist Thought, New York, Crowell,

1927, p. 195.

2 V. I. Lenin, "The State and Revolution," Handbook of Marxism, E. Burns, comp..

New York, Random House, 1935, p. 744.
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the people, and suppression by force, i.e., exclusion from democracy, of the

exploiters and oppressors of the people—this is the modification of democracy

during the transition from capitalism to communism."^

THE PROLETARIAN ECONOMY: SOCIALISM

Certain economic features of the dictatorship of the proletariat will be

strikingly similar to those of capitalist production. The external appearance of

industry will have been changed very little. There will have been no major

changes in the industrial equipment or the technical processes of production.

The one all-important change is that the capitalists' property will have been

appropriated by the proletariat acting through what will then be their state.

The means of production are no longer the private property of individuals.

The means of production belong to the whole of society.'*

All citizens are here transformed into hired employees of the state, which is

made up of the armed workers. All citizens become employees of one national

state "syndicate." [The] scientifically educated staffs of engineers, agronomists, and

so on [who have been] obeying the capitalists . . . will work even better tomor-

row, obeying the armed workers.^

WAGES UNDER SOCIALISM

Laborers will work for wages, each worker receiving "for an equal quan-

tity of labor an equal quantity of products," and "he who does not work, shall

not eat."^ Since, as will be recalled from the Marxian theory of wages, an hour

of skilled labor is the equivalent of some multiple of an hour of unskilled

labor, daily wages will not be equal, but "every worker, therefore, receives from

society as much as he has given it."'^ "The first phase of communism, there-

fore, still cannot produce justice and equality; differences, and unjust differ-

ences, in wealth will still exist, but the exploitation of man by man will have

become impossible, because it will be impossible to seize as private property

the means of production, the factories, machines, land, and so on."^ This society

is "one which is just emerging from capitalist society, and which therefore in

all respects—economic, moral and intellectual—still bears the birthmarks of the

old society from whose womb it sprung."^

PREPARATION FOR THE NEXT STAGE

When such an economy, dominated by the proletarian state, has gotten

into smooth operation, nonconformity by an individual will be "a rare excep-

3 Ibid., p. 745.
4 Ihid., p. 748.
5 Ihid., p. 757.
6 Ihid., p. 751.
'^ Ihid., p. 749.
s Ihid., p. 749.
^ Lenin quoting Marx, ihid., p. 748.
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tion, and will probably be accompanied by such swift and severe punishment

(for the armed workers are men of practical life, not sentimental individuals,

and they will scarcely allow anyone to trifle with them), that very soon the

necessity of observing the simple, fundamental rules of everyday social life in

common will have become a habit. The door will then be open for the transi-

tion from the first phase of communist society to its higher phase. . .
."^^

Full Communism

the ultimate goal

The transition from capitalism to the ideal society does not end with the

ownership and operation of industry by a proletarian state, that is, with social-

ism. Marx referred to, and Lenin developed the details of, a full communistic

society which was expected to evolve out of the socialistic dictatorship of the

proletariat. Apparently Marx and Engels envisioned such a society when they

wrote in the "Communist Manifesto" that if the proletariat successfully

"sweeps away by force the old conditions of production, then it will, along

with those conditions, have swept away the conditions for the existence of

class antagonisms and of classes generally, and will thereby have abolished its

own supremacy as a class. In place of the old bourgeois society, with its classes

and class antagonisms, we shall have an association in which the free develop-

ment of each is the condition for the free development of all."^^ More specifi-

cally, Marx has described this full communism as follows:

In a higher phase of communist society, when the enslaving subordination of

individuals in the division of labor has disappeared, and with it also the antago-

nism, between mental and physical labor; when labor has become not only a means

of living, but itself the first necessity of life; when, along with the all-round de-

velopment of individuals, the productive forces too have grown, and all the springs

of social wealth are flowing more freely—it is only at that stage that it will be

possible to pass completely beyond the horizon of bourgeois rights, and for society

to inscribe on its banners: from each according to his ability: to each according to

his needs! ^^

FULL COMMUNISM NOT INEVITABLE

However, the transition from socialism to full communism is not inevi-

table in the same way that the internal contradictions of the capitalist system

lead to its inevitable destruction. Referring to critics who held full communism
to be an unobtainable Utopia, Lenin pointed out that their position was one of

10 Ihid., p. 759.
^^ "Communist Manifesto," Handbook of Marxism, p. 47.
12 Lenin quoting Marx in "The State and Revolution," Handbook of Marxism, pp.

751-752. Italics ours.
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"ignorance—for it has never entered the head of any sociaHst to 'promise' that

the highest phase of communism will arrive. . .
."^^ He further pointed out

that full communism cannot be "introduced" and that "by what stages, by

means of what practical measures humanity will proceed to this higher aim—

this we do not and cannot know."^'*

CONDITIONS NECESSARY TO ATTAINMENT OF FULL COMMUNISM

Only if the proletariat is prepared to accept its responsibilities under the

socialistic dictatorship of the proletariat, and to use its power to develop those

objective and psychological conditions essential to full communism, will the

highest stage of communism be ushered in. Marx hinted at the nature of these

conditions in the statement quoted above. Lenin summarized them as being

"both a productivity of labor unlike the present and a person not like the pres-

ent man in the street, capable of spoiling, without reflection . . . the stores of

social wealth, and of demanding the impossible. "^^ He contended that, when

we note how "incredibly" capitalism retards productive forces, "we have a right

to say, with the fullest confidence, that the expropriation of the capitalists will

inevitably result in a gigantic development of the productive forces of human
society."^^

Thus the organized proletariat after the downfall of the capitalist system

was to work for the establishment of state-owned and state-operated industry,

the tremendous expansion of production by freeing it from capitalist restric-

tions, and the creation of a new psychology in which each would want to per-

form his social function. All capitalist ideology would be crushed out, and all

antagonistic differentiation between manual and mental labor (and therefore

between town and country and between degrees of skill) would cease.

THE "withering AWAy" OF THE STATE

As the proletariat gradually accomplishes these goals, the state—the politi-

cal weapon of the proletariat during its dictatorship—correspondingly ceases to

exist; it "withers away." Since the Marxian theory of the state holds it to be

merely an agency of class oppression, as class distinctions and antagonisms dis-

appear there gradually comes to be less and less of a function for the state to

perform and it therefore atrophies.^" The state is not "abolished"; it disappears

by the operation of processes entirely automatic since they are generated by

changes in the "mode of production."

As these forces work to their ultimate conclusion, which "must obviously

13 Ibid., p. 753.
14 Ihid., pp. 754, 756.
15 Ihid., p. 753.
16 Ibid., p. 752.
1^ See Friedrich Engels and Karl Marx, in Handbook of Marxism, pp. 564, 733,

734, 735-
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be a rather lengthy process,"^^ the state ceases to exist in any degree. Classes
have entirely disappeared; there is no class to be oppressed and consequently
no function for a political state. Whatever economic functions of control the
state formerly performed will have been absorbed either by the operation of
the individuals' communized psychologies, which now direct them to do what
the proletarian state has previously ordered them to do, or by voluntary co-

operative agreements among citizens workers (as, for instance, on the length
of the working day). Lenin has pictured this political aspect of the highest
phase of communism in several remarkable passages.

Only in communist society, when the resistance of the capitalists has been
completely broken, when the capitalists have disappeared, when there are no
classes (i.e., there is no difference between the members of society in their relation
to the social means of production), only then "the state ceases to exist," and "it

becomes possible to speak of freedom." Only then a really full democracy, a de-
mocracy without any exceptions, will be possible and will be realized. And only
then will democracy itself begin to wither away due to the simple fact that, freed
from capitalist slavery, from the untold horrors, savagery, absurdities and infamies
of capitalist exploitation, people will gradually become accustomed to the observa-
tion of the elementary rules of social life that have been known for centuries and
repeated for thousands of years in all school books; they will become accustomed
to observing them without force, without compulsion, without subordination,
without the special apparatus for compulsion which is called the state. ^^

Finally, only communism renders the state absolutely unnecessary, for there
is no one to be suppressed-"no one" in the sense of a class, in the sense of a sys-

tematic struggle with a definite section of the population. We are not Utopians,
and we do not in the least deny the possibility and inevitability of excesses on the
part of individual persons, nor the need to suppress such excesses. But, in the first

place, no special machinery, no special apparatus or repression is needed for this;

this will be done by the armed people itself, as simply and as readily as any crowd
of civilized people, even in modern society, parts a pair of combatants or does not
allow a woman to be outraged. And, secondly, we know that the fundamental
social cause of excesses which consists in violating the rules of social life is the
exploitation of the masses, their want and their poverty. With the removal of this

chief cause, excesses will inevitably begin to "wither away." We do not know how
quickly and in what succession, but we know that they will wither away. With
their withering away, the state will also wither away.20

ECONOMIC ASPECTS OF FULL COMMUNISM

The chief economic features of full communism may be summarized
briefly. Society, now composed entirely of workers, except for those who are
physically or mentally incapacitated, owns in common the natural and man-

is V. I. Lenin, "The State and Revolution," Handbook of Marxism, p. 740.
19 Ibid., p. 745,
2<> Ihid., p. 747.
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made instruments of production. Although differences in personal tastes and

many individual idiosyncrasies remain, society is classless because the former

owning class has been partly destroyed and partly absorbed into the working

class. With surplus value no longer received by anyone, the workers possess the

entire product they, assisted by nature and man-made implements, turn out.

The more labor produces, the more labor has. Consequently, each is motivated

to perform his part in the cooperative undertakings of production in accordance

with his full abilities. The increased productivity of society assures each mem-
ber of getting what he needs and each, therefore, consumes in accord with

these needs. The citizen of such a society is unable to store up private posses-

sions in the form of capital or capital funds and finds it unnecessary to store

up private possessions of consumers' goods.

Paradoxically, economic life assumes at once both a fullness and a sim-

plicity, on the one hand affording the material basis for higher forms of pleas-

ure and culture and, on the other, permitting leisure and freedom from eco-

nomic worries to stimulate the pursuit of higher pleasures. "As soon as this

cherished system arrives, antitheses have nothing to feed on, the antagonisms

allay; and the dialectic ceases in its travails."^^ Truly, this is a new society to

its very philosophical foundations.

21 M. M. Bober, Karl Marx's Inter'pretaton of History, Cambridge, Harvard Univer-

sity Press, 1927, p. 44.

10

VIA DOLOROSA:
SOCIALISM TO COMMUNISM^

Frank O'Brien

If Russia's planners can learn to produce Marxist plenty (perhaps with

the tools of market forces) the material basis will be established for the fully

communist, abundant society. The way would be open to the eventual, if

rather far off, equalling of the United States living standard. Meanwhile, So-

vi t Russia would enjoy improvements in its living standard of kinds and in

* Reprinted from Frank O'Brien, Crisis in World Communism, The Committee For

h anemic Development, New York, 1965, pp. 91-101 (and parts of the table on pp.

6i 69) by permission of the publisher.
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quantity that would at last make the long deprived Russian people more or less

first class citizens of the 20th Century.

Yet, the creation of a Marxist affluent society would by itself offer the

world nothing more than a carbon copy of the West's most brilliant common-
place: a high standard of material well being. However hard Soviet propa-

gandists worked to cover it up, the imitative nature of this triumph would out,

unless the West meanwhile permitted its living standard to decay.

But Marxist Russia does not intend to rest its claim to world leadership

only upon the material victories it expects to win.

The more dynamic claim of the mature materialistic society is a moralistic

assertion: that through "communist consciousness" imbued in a disciplined

march from capitalism through socialism to communism, the Marxist society

can bring forth "the most just and perfect human society, when all the finest

traits of the free man will unfold to the full . .
." as the official presentation

of the Seven Year Plan to the CPSU put it.

The assertion is a revisiting of Marxism's Utopian romance. Nevertheless,

it is also a formulation of Marxism's claim to be building the good and just

society in the USSR that we cannot afford to ignore, for it seeks to reverse the

roles of the Marxist materialistic, and the capitalist humanistic, societies.

The New Program of the Russian Communist Party spelled it out in

1961:

The building of a communist society has become an immediate practical task for

the Soviet people. . . .

What is Communism;*

Communism is a classless social system with one form of public ownership of the

means of production and full social equality of all members of society; under it, the

all-round development of people will be accompanied by the growth of the produc-

tive forces through continuous progress in science and technology, all sources of

public wealth will gush forth abundantly, and the great principle, "from each ac-

cording to his ability, to each according to his needs" will be implemented. . . .

Labor for the good of society will become the prime and vital requirement of

everyone, a necessity recognized by all. . . .

A high degree of communist consciousness, industry, discipline and devotion to the

public interest are qualities typifying the man of Communist society. . . .

The social economy reaches the highest stage of planned organization, and the most

effective and rational use is made of the material wealth and labor reserves to meet

the growing requirements of the members of society.

Under communism, the classes, and socio-economic and cultural distinctions, and

differences in living conditions between town and countryside, disappear completely

. . . mental and physical labor will merge. . . .

Communist society, which is based on highly organized production and advanced

technology, alters the character of work, but it does not release the members of
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society from work. . . . Communist production demands high standards of organ-

ization, precision and discipHne, which are assured, not by compulsion, but thanks

to an understand of pubHc duty, and are determined by the whole tenor of life in

Communist society. . . .

Communism represents the highest form of organization of public life. . . . All

production units and self-governing associations will be harmoniously interlinked

by a common planned economy and a uniform rhythm of social labor. . . .

Communism is the system under which the abilities and talents of free man, his

best moral qualities, blossom forth and reveal themselves in full. Family relations

will be completely freed from material considerations and will be based solely on

mutual love and friendship.^

It is one of the great visions. Any free world nation possessed of a modern

industrial establishment and the will to produce the first fully good life for

mankind can do it at least one generation ahead of Soviet Russia, and without

coercion of the public. What Marxism adds as its exclusive own objective is

the production of a "new man," remotivated toward his society and the world

by a "communist consciousness" of public duty. But communist consciousness

does not just come about. It is learned, and earned, on a long march, by a

stony road, through the scorched lands of destroyed capitalism, to a socialist

frontier region of saving and deprivation, where the regeneration is completed

in the tilling and building of a great production system.

Communist man is indispensable to a society that will take "from each

according to his ability" and give to each "according to his needs." But com-

munist new man is not the only product of this Marxist via dolorosa that leads

to green pastures. Here is also produced what is indispensable to the Marxist

leadership: justification for unbending, unending one-party dictatorship. And

there is a further dynamic product—Russian Marxist leadership justifies itself

as the primate of world communism on the grounds that it is the only leader-

ship that has been along the whole via dolorosa, and brought its people near

fulfillment. . . .

The Law Governed March

Marxism asserts that Marx and Lenin identified and disclosed certain

"law governed" processes of the past, present and future, processes binding

upon the society of man. This "Marxist-Leninist law" is projected to the world

as a special writ of economic and political development. Marxism asserts that

all nations desirous of "scientific" progress toward a higher stage of human

experience must honor the writ.

For his part, Marx analysed the capitalism of his day (middle 19th Cen-

tury) and worked out a theory as to how and why capitalism must inevitably

1 New York Times, August i , 1 96 1

.
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tear itself apart in the throes of an atavistic contest for command over the

earth's riches. But Marx did not get around to drawing up the operating rules

for the real life operation of a communist community, or nation, much less, a

communist nations system. As the original and chief practitioner of Marxism,

Soviet Russia has had to improvise most of the rules of communist life and

government for itself.

Lenin made a critical addition to Marxism, in terms of the practical gov-

ernance of the real communist state, bv emphasizing one of the "law governed"

processes. He reminded Russians that communism would not result from the

destruction of capitalism, that the condition of communism, in fact, would only

come about much later, following a long and painful experience in an inter-

mediate stage called socialism.^

Lenin wrote

:

From capitalism mankind can pass directly only to socialism, i.e., to the social own-

ership of the means of production and the distribution of products according to the

amount of work performed by each individual. Our Party looks farther ahead: so-

cialism must inevitably pass gradually into communism, upon the banner of which

is inscribed the motto: "From each according to his ability, to each according to his

needs."^

From capitalism the next halt could only be socialism. The purgatory of

socialism is not just a beneficial thing, in Marxism-Leninism it is mandatory.

Lenin said it, so it is "Marxist-Leninist law," and the wandering in the desert

is, therefore, "law governed history" that cannot be evaded by any nation de-

sirous of attaining to the "higher stage of human development" represented

2 In Marxist terminology socialism means only what it means in Lenin's context:

precommunism, a stage of organization of a society on the road to communism. It is "a

stage at which, though capitalist 'exploitation' has ceased and counter-revolution has been
made impossible through imposing dictatorship of the proletariat, the full programme of

Communism cannot be realized" QThe Language of Communism, Harry Hodgkinson,
Pitman Publishing Corp., New York, 1954, published in the United Kingdom as Douhle-
talk').

The communist use of socialism is entirely distinct from what is meant by socialism

as a separate political-economic philosophy, such as the Democratic SociaHst parties of
the West. In Western political usage socialism is generally regarded as a political move-
ment which is an end in itself (even though Marxist), not a step on the road to com-
munism. Marx is said to have declared that he was "not a Marxist." He certainly was not
a Leninist, and it is from Lenin, not Marx, that the guide lines to real life Marxist com-
munism are derived.

Like communism, socialism (according to the Leninist view) is not seized, but must
evolve. The Soviet writer A. I. Pashkov said in Economic Law Concerning the Faster
Growth of Outfut of Producer's Goods, (Moscow, 1958, reviewed in American Economic
Review, September, 1959) that sociahsm was "established in Russia" no sooner than
1936, the two decades from 191 7 to 1936 being the "period of transformation from
capitalism to socialism." Chou En-Lai, Premier of Red China, announced September
30, 1963—on the eve of the 14th anniversary of the establishment of Marxism through-
out Mainland China—that China had "at last found the key to Socialist construction"
(New York Times, October r, 1963).

3 Control Figures, p. 115, citing Lenin's Works, Vol. 24, p. 62.
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by true communism. Nor can the journey be swift, for the progress out of

socialism into communism, Lenin said, will be "gradual." Here too an impor-

tant dynamic of political power is involved, for upon the "law" that the trans-

formation must be gradual Lenin's Russian successors in Marxism arrogated to

themselves an indefinitely long grant of authority to rule as an advanced,

already transformed elite.

The Chinese Marxists learned that by Russian Marxist standards they

might wander forever on Sinai's stony slopes, and never receive the Law unto

themselves. But the East German, the Rumanian, the Bulgarian, the Hungar-

ian, the Polish and the Mongolian Marxists, being under Russian leadership,

have had high hope held out to them that they will not be kept thirsting in

the desert overlong. When and if Yugoslavia could enter the promised land

was a matter of conjecture and accommodation with Moscow. As for Albania,

Red China's Marxist ally in Europe, little hope was felt, as was also the case

of North Korea and North Vietnam, unless they should find their way out of

China's Marxist radicalism into Russia's Marxist orthodoxy.

The Tasks of Pre-Communism

OVERCOME SCARCITY

The first feature distinguishing socialism from the higher stage of com-

munism is scarcity of material and cultural goods and services. This means

that in the condition of socialism, goods and services must be rationed. The

rationing is accomplished by parceling things out "according to work," which

is to say, according to how much money (or equivalents of money, such as

political pull) one's energies, talents and loyalty to the Marxist Establishment

can secure.^ Individuals with greater energies, more talents, and greater politi-

cal know-how will receive more than those with lesser endowments (or, those

worse positioned to use their endowments, such as a peasant in a back village).

In socialism, therefore, there are the rich and the poor, the educated and the

ignorant, the privileged and the deprived, and the society's progress in achiev-

ing its goals defends ufon the effectiveness with which the familiar cafitalis-

tic money incentive is used hy the Marxist state struggling to achieve com-

munism.

What this means, outside Marxist terminology, is that under socialism

things continue up to a point much as in capitalism: you work, you get paid

for your work, and you buy what your pay permits. But the similarity to free

enterprise is severely limited and controlled by several underlying dissimilari-

ties: (i) the state owns most things, and therefore nearly all profits of eco-

*For an amusing exploration of the importance of political pull in terms of money

equivalents, see the novel, The Banker's Daughter, by Vladimir B. GrinioflF, Pyramid

Books, New York, 1959.
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nomic enterprise go to the state, and (2) the state is the monopoly supplier

to the monopoly producer, so it sets nearly all prices of goods and services, and

(3) the state is the monopoly employer, so it sets wage rates.

Under these conditions, rationing "according to work" can be used by the

Marxist state ( i ) to squeeze the maximum profits out of its people (by paying

low wages and low prices for farm goods, and charging high prices at retail);

(2) to give high incentives where high effort is most wanted (apartments,

cars and high pay to engineers, scientists, entertainers, and Party officials);

(3) to keep consumption down (by producing only as much of consumption

goods and services as the state wants to produce, and by charging high retail

prices); and (4) to keep investment high (by using the high profits resulting

from low wages, low farm prices, and high retail prices as savings to finance

more production of capital).

The period of "building socialism," therefore, is used to overcome scarcity

in the way that best serves the Marxist vianagers of the society. The primary

objective is not that of overcoming the feofle's poverty, but is that of over-

coming the state's poverty. The immediate aims are to enrich and strengthen

the state, in terms of endowing it with an advanced production system and an

advanced military establishment. While this is being done the people are

forced to remain poor. . .
.^

But there is an eventual end to the benefits to the state and the Party to

be had from the crudities, cruelties and frustrations of the "building socialism"

period. Two converging forces signal the end. First, there is some vanishing

point to the patience and endurance of even the most docile people, even peo-

ple such as the Russians who have never known freedom and seem to have

little hankering for it.^ A feeling grows among them that they have earned

some rewards, and that a beginning should be made on payments for their

services.^ Even in the totalitarian state the slow accretion of public resentment

must in time be dealt with. If police terror methods have already driven the

public to the point of exhaustion, resentment can only be dealt with by in-

creasing rewards. This last is what underlies the development of the second

force: unless a timely shift is made from the stick to the carrot, the result will

be a creeping paralysis of economic effort. This shows itself in operation in

5 Wherever it occurs, the process of investment requires giving up something in the

present to get a future benefit, because investment in the means of production must pre-

cede the production, savings must be accumulated for the investment, and savings repre-

sent present consumption foregone. The point here is not that under Marxism people must
give up something in order to invest for a better future, but (i) they live under the

monopoly control of the Communist Party and therefore cannot share in the decision as

to how much present consumption they vdll forego in favor of what future benefits (the

Party decides) and (2) under Marxist conditions, an extremely high rate of savings has

been forced upon the people, as Table i indicates.

6 For a discussion of the failure of the Russian populace, as distinguished from a

small upper crust, ever to imbibe the idea of freedom, and of Russia's history of violent

swdngs between westernization and withdrawal into oriental backwardness, see Marc
Slonim, An Outline of Russian Literature. Mentor Books, 1959, pp. 17-27.

^ See Inkeles and Bauer, The Soviet Citizen.
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Soviet agriculture. Although terrorism has been halted, incentives have not

been increased enough to encourage good work or to create enthusiasm. Re-

wards must at some point be stepped up if the state and the Party are to go on

increasing in strength and in consolidation of power. This point was appar-

ently reached in Russia in the late 1940s and early 1950s. Stalin kept the lid

on until his death, but his successors showed that they felt an urgent need to

relieve and soothe the Russian people, and to begin paying them something on

account for their long martyrdom under Stalin's Marxism.

Create Communist Man

Where the buildup under socialism has been considerable, the output of

goods and services becomes high enough to permit the people to begin having

a bit more, that is, to begin improving their standard of living, without seri-

ously cutting into the state's profits. In fact, the loosening up may very likely

increase the state's profits: free world studies show that as the workweek went

down to 48 hours, productivity went up. The Marxist state is likely to reap a

similar benefit as it provides more leisure, more income and more to buv with

the income.

But there is a danger to the state that has as its fundamental objective the

^preservation and consolidation of sole authority in a single political party. It is

very much the same danger as the reigning powers in Oliver Twist's orphanage

felt instantly when Oliver asked for more gruel. It was not that the resources

of the orphanage would be overwhelmed if Oliver got a second cup, or even if

everyone got more. The shocking thing was the challenge to the Establish-

ment: its notion of what was enough had been gainsaid.

Under such circumstances, the question is how to yield to non-constituted

authority without impairing the Establishment's claim to be the font of all

wisdom, and therefore, the seat of all authority. This is the problem even

where, as was the case with Stalin's successors, constituted authority sees not

only that the opposition force is strong, but also calculates that production

would actually be increased by yielding. The problem was how to bow to the

need and demand for material benefits without yielding any of the authority

oftheCPSU.
The Russian Marxist authorities are trying to solve this problem by the

prescription that only a "new man" guided by "communist consicousness" will

be eligible to live in the fully communist society. There, one will be impelled

to work only by a love of work and a sense of duty, since everyone will be

supplied with all he needs (rather than with what his work earns him). Such

abundant per capita consumption implies an extremely high rate of per capita

output, so everyone must work, and must work very effectively. As the New
Program's description of the condition of true communism emphasized, "Com-

munist production demands high standards of organization, precision and

discipline . .
."
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The New Program added

:

The (Communist) Party is the brain, the honor and the conscience of our

epoch. . . .

The period of the fuUscale Communist construction is characterized by a further

enhancemient of the role and importance of the Communist Party as the leading

and guiding force of Soviet society.

Unlike all the preceding socio-economic formations, Communist society does not

develop sporadically, but as a result of conscious and purposeful efforts of the

masses led by the Marxist-Leninist party. The Communist Party, which united

the foremost representatives of the working people and is closely connected with

the masses, which enjoys unbounded authority among the people and understands

the laws of social development, provides proper leadership in Communist con-

struction. . . .*

That is, the "New Man" can be reared and imbued with his consciousness

of how to conduct himself in the ideal society by the Communist Party, and

only by the Communist Party. The CPSU got the following directives, in

the New Program, for instructing the uninstructed.

The Party considers that the paramount task in the ideological field in the present

period is to educate all working people in a spirit of ideological integrity and devo-

tion to communism, and cultivate in them a Communist attitude to labor and the

social economy, to eliminate completely the survivals of bourgeois views and morals,

to insure the all-round, harmonious development of the individual, to create a truly

rich spiritual culture. . . .

The moulding of the new man is effected through his own active participation in

Communist construction. ... As Communist forms of social organization are

created, devotion to Communist ideas will become stronger in life, in work and in

human relations, and people will develop the ability to enjoy the benefits of com-

munism in a rational way. . . .^

Resolutions adopted by the CPSU Central Committee in December,

1959, excoriated Party workers for narrowness of outlook and activity, es-

trangement from the masses and from production problems, and for "the taint

of grayness, dryness, and of insufficient expressiveness." The new man of

Marxism is not supposed to be an automaton, but, rather, a lively fellow who
can get around, without danger of straying off the reservation.

We are entitled to question whether Marxism can, in a few decades, work

a revolution in wayward humanity that the great ethical religions have not

been able to work in millenia. We can reject the suggestion of such psycho-

political alchemy as we reject the idea of metallurgical alchemy. Yet we can

also recall that the serviceable arts of chemistry grew from alchemy's attempts

to transmute base metal to gold. It is similarly possible that something quite

serviceable in the way of political organization and economic motivation can

8 New York Times, August i, 1961.
^ New York Times, August i , 1 96 1

.
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be evolved from the communist attempt to mould a new, specifically commu-
nist, human creature:

In a sense, Marx and Engels foresaw the threat of a New Class arising, and that

the threat of social differentiation was not forever exorcised by the revolutionary

establishment of a classless society. Right from the Communist Manifesto they de-

manded and predicted that intellectual and physical labor cease to be the specialties

of different people; and, in the same vein, the abolition of the difference between

town and country. There was to be one type of communist man: dreamer and

empiricist, scientist and worker, humanist, artist, huntsman, fitter, tinker, tailor and

all—replete with Socialist Consciousness of course, and working for the joy of it

alone. ^°

Unless the Marxist society can produce a highly serviceable type of closely

controlled and amiably disposed human being, "dreamer and empiricist, scien-

tist and worker, humanist, artist, huntsman, fitter, tinker, tailor and all" there

can be no full communism ever, as presently conceived.

At the best, it is a- very long term task. To the CPSU, this means that its

tutorial dictatorship can stretch indefinitely into the future. This is a prospect

the Marxist leaders of Russia may find more congenial than they would find

the prospect of withering away, as Marxist theory obliges the Party to do

once it has succeeded in moulding a nation of communist men. Lenin said

that the transition to true communism could only be gradual. Perhaps we
should expect the just and perfect Russian Marxist society to be always arriv-

ing, never quite just and perfect enough to force the CPSU to declare itself

superfluous. . . .

10 Peter Wiles, "Die Macht im Vordergrund, or The Sociology of Communism De-
sophisticated," Soviet Survey, June, 1959.
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THE PROMISED LAND^

Arvid Brodersen

New School for Social Research

. . . The Promised Land is communism. This well-worn term often

means quite different things in Soviet usage than in ours, and it is just as

well to be clear about the semantics from the outset. In our everyday dis-

course "communism" refers alternatively to the organized political movement

of the extreme left and the political power represented by states that are

governed by this movement. Accordingly, terms such as "international com-

munism" or "world communism" signify "the organization aiming at a world-

wide conquest of government power for the communist movement." This

usage fairly well describes certain aspects of the matter. It is in fact partly

analogous to Soviet terminology itself, as for instance in the official name

of the party, "the Communist Part)'," or with reference to individuals, such

as, "a good communist."

There are, however, strict limitations to the analogies, and Soviet usage

forbids the association of the adjective "communist" with any existing coun-

try, state, or government, as for instance in "Communist Russia," "the Com-

munist Bloc," and "Communist China." Such phraseology is banned as

foreign falsification and enemy language. The term "communism" or 'com-

munist," when applied to a society, a country, or a state, is only to be used

modo futuri, as describing "the shape of things to come." It is, therefore, not

a statement of accomplished fact, but an anticipation. It was conceived by

philosophers and students of human affairs in a long tradition from the

classic Greeks to the modern thinker who renewed the ancient promise for

his disciples. Marx renewed it by presenting it, no longer as a vision of Uto-

pia, but as a positive scientific prediction, and eminently pragmatic at that: a

statement to be made true by men's own action. Marxists have been busy

ever since, working out a detailed and systematic description of future com-

munist society, as if it were a piece of real territory, located some distance

* Condensed from The Soviet Worker by Arvid Brodersen. © Copyright 1966 by

Random House, Inc. Reprinted by permission.
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away, and, like the far side of the moon, invisible but bound to be reached

by people traveling the correct route. Soviet Marxists have been increasingly

preoccupied with this "mapping" of the future, especially since 1958, when

Khrushchev officially announced the actual entry of the Soviet Union into

the first stage of "communist construction." His announcement, somewhat

reminiscent of Stalin's declaration three decades earlier that the Soviet

Union had entered the stage of socialism, started a prolonged debate among

party ideologists, resulting mainly in the New Party Program of 1961. In

studying the current Soviet image of full-fledged communism we shall

mainly refer to this document, and principally to those sections that concern

the worker and his fate in future society. A few introductory notes on the

earlier history of that image should place it in a clearer perspective.

Marx was a Darwinist as well as a Hegelian in his conception of his-

tory. He visualized the sum total of human existence from its primordial

beginnings to the present as a succession of social systems or historical stages

descending one from the other like the species of living things in natural

evolution. His interest as an empiricist and professional economist was fo-

cused on the study of the most recent system, dominant in his own time; he

called it "capitalist society" or "the capitalist mode of production" (the term

"capitalism" was adopted by his successors).

As a historian and sociologist he was concerned with the reconstruction

of the long process that had finally led to the emergence of contemporary

society. In the famous Preface to his unfinished work, A Contribution to the

Critique of Political Economy (1859), he listed a series of three systems

that had preceded "the modern bourgeois mode of production," namely, the

Asiatic, the ancient, and the feudal. He later came to deemphasize the Asi-

atic form as not logically belonging in the systematic line of succession and,

instead, under the influence of L. H. Morgan, contemplated adding primi-

tive communism to the series as the oldest form. His collaborator, Friedrich

Engels, and later pupils, especially the Russian Marxists, made the four-

stage schema—primitive communism, slavery (Marx's "ancient" system),

feudalism, and capitalism—their standard doctrine, omitting the Asiatic form

as a separate system altogether, or else as a subform of slavery.

However, more important from our point of view is the following. As a

political thinker, Marx was concerned with what was to come out of the

capitalist system, that is, the new species of society that would descend from

it. Again his terminology was to some extent provisional, vacillating between

"communism," "socialism," "social democracy," and so forth. On the other

hand, there was no equivocation in his theoretical doctrine, concerning either

the revolution that was to destroy the capitalist order or the subsequent for-

mation of the new order. The Bolsheviks based themselves on his theory of

revolution, supplementing it with elements of their own making. Similarly,

they took guidance from Marx's conception of the emerging new system,

most explicitly developed in the Critique of the Gotha Program (1875).
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The crucial idea, especially relevant here, is expressed in this sentence:

"Between the capitalist and the communist society there is the period of the

revolutionary transformation of the one into the other."^ Later Marx refers

to this as a "period of transition."^ By this language Marx implies that he

sees a certain gradualism in the emergence of the new order, a time lag be-

tween the proletariat's seizure of power (an explosive event) and the final

establishment of a communist society, the end result of an evolution. Earlier

in the text he conceives of the transition period as consisting of two distinct

phases: "the first phase of communist society as this is just emerging from capi-

talist society after long birth-pains";^ and after this "a higher phase of commu-

nist society," completing the whole process.

This idea of the graduated ascent to full-fledged communism generated

much thought and controversy among the Russian Marxists in general. It be-

came . . . one of the main issues dividing the two factions of the original

Social Democratic Party, the Mensheviks and the Bolsheviks. For almost a

decade after the Bolsheviks had seized power it remained a controversial issue

within their ranks, with some maintaining that Russia still had a long way to

go before she could even enter the first phase of transition (first having to com-

plete her capitalist stage) and others seeing her somewhat further advanced

and more rapidly approaching the first phase. The latter view finally prevailed

as party doctrine when Stalin announced that the Soviet Union had, as the

first and only country, entered the first phase, now officially termed socialism.

The protracted effort of traversing this phase, officially referred to as the task

of "socialist construction" or "building socialism," was the nation's main busi-

ness under Stalin, as he defined it. The second and higher phase, in Soviet

Marxist terminology the phase of communism, could only start after [or when]

the first phase was completed. Though often evoking the image of this event,

Stalin believed that it could happen only at some point in the future, after him

and on the foundation laid by him. His successors soon decided that the time

was ripe for putting the transition into the higher phase on the agenda as a

matter of practical policy. In the ideological field, this was one of Khrushchev's

major decisions, formally announced to the Twenty-first Party Congress, 1958.

Accordingly, Soviet Marxists now conceive of the Soviet Union as having

ascended the flight of stairs all the way from the original point of departure,

the October revolution, through a preparatory state of the dictatorship of the

proletariat into and through the first phase of the new order, socialism, and

from there to the threshold of its higher phase, communism. . . .

In the current ideological discussion, the shape of full-fledged communism

is gradually emerging. It is a socio-economic system, some features of which

existed before, others not. As a way of life based on services and supplies de-

1 Karl Marx, Critique of the Gotha Program, C. P. Dutt, ed., New York, 1938. Cit.

fr. German ed., p. 211.

^Ihid., p. 211.

3 Ihid., p. 204.
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livered to the human collectives free of charge and according to officially estab-

lished needs, it reminds one of nothing so much as a modern military organiza-

tion, whose members are dressed, equipped, fed, and sheltered gratis, by
"government issue," with the significant difference that the soldier has his

home and family somewhere else. The communist's home is the large collective

which he or she shares with the spouse, while their children live (free of

charge) in another collective, subject to special treatment and service accord-

ing to the particular needs recognized for each age group.

In human terms, communism implies collective or mass living rather than

individual and family living. This means that the real practicing communist

must turn his back on the old way of life and become a new kind of man. The
first characteristic he shall have to acquire is selfless love of the human crowds

and masses, the social milieu he essentially belongs to, his "home" where alone

he is to live, work, and die. For this, no less then a complete metanoia, or ideo-

logically speaking a new consciousness, will have to come about. How is this

to happen? According to a central doctrine of Marxist materialism, the mind
and consciousness of men in a society are "reflections" of the social and eco-

nomic conditions of that society, its "mode of production," at any given time.

Therefore, as this material basis is being transformed, first from "capitalism" to

"socialism" and finally to "full communism," the consciousness reflecting it will

also be transformed. The working hypothesis here is that in a moneyless, pub-

lic-service type economy the old idea of acquisitive capitalism will die and be

replaced by a truly altruistic spirit; that in a collective society individualism

and the rootedness in the small, intimate sphere of the family will disappear,

making place for loyalty and love above all for the mass community; that a

classless society will be a society without class consciousness, let alone class

conflict.

The Soviet leaders are, as their new program as well as current ideological

debate show, determined to put this hypothesis to a real test. However, they

do not rely exclusively on the automatic action of the material forces that are

believed to be the primary factors in changing the people's mentality. They
support these actively by a massive application of what they call "ideological

work," i.e., education, persuasion, agitation, propaganda, thought control, in

short, all forms of mental conditioning. And, in addition, they are using eco-

nomic reprisals, moral constraint and pressure, as well as forcible and legal

means, to make obstreperous individuals conform to the ways of communist

man. Are they going to succeed? Only time can tell, and the new program has

once more postponed the day when Soviet society will be facing the final

test. . . .

When it comes to a social-science analysis of the Soviet Union as a com-

munist society, the matter is different, since the object itself does not yet exist

in hard reality, but is a thing half-way between the blueprint of a program and

the reflections of ideologists debating among themselves. However, its contours

can be already discerned from a distance, and as no empirical field study of the
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Promised Land itself is yet feasible, it is all the more important to analyze its

main features in the light of observation and experience gained elsewhere.

Surely, Soviet society in its current precommunist phase would offer the search-

ing observer many a hint regarding some of the problems the fully commu-

nized society might be expected to face. Unfortunately, a critical analysis of

this kind from the inside is prohibited for ideological reasons. And for similar

reasons it is also strictly forbidden to assume that there could be any likeness

between Soviet society and other industrial societies, except for the "carry-

over" of pathological features. ... In the ideological struggle led by Soviet

Marxists against "bourgeois capitalism and imperialism," such an assumption

is branded the arch heresy. Yet, for the unvetoed bystander, it seems an ob-

vious line of inquiry to pursue. He would ask, in general, whether the wealth

of studies on psychosocial problems in Western industrial civilization are, in

fact, as irrelevant to Soviet society, present and future, as Soviet thought con-

trollers contend. And he would specifically wonder whether some of our studies

of the individual person's loneliness and homelessness in modern mass society,

his feeling of impotence and frustration amidst the giant bureaucratic organi-

zations that surround him everywhere, his loss of love and of direction as the

family ties are dissolved, leaving him a nameless number in the crowd—

whether some of these insights into our own alienation problems today may

not also to some extent be valid with regard to Soviet society, particularly as it

grows more thoroughly industrialized and mechanized, as it deliberately sheds

its small social units, such as the family, the small farm, the small economic

enterprise, in favor of the mass collective and the large agricultural and indus-

trial corporation. He would wonder whether the full-fledged communism

envisaged by Soviet leaders today is not likely to develop its own peculiar

alienation syndrome. Soviet communism appears to be carrying modern social,

economic, and technological trends to their logical extremes, unhampered by

traditions and beliefs still existing in the West, and one may legitimately won-

der, therefore, whether communist alienation may not turn out, in the end,

even more severe than our own. Communist reality is bound to differ remark-

ably from the ideological posters of today, and yet some of the problems of the

future are bound to develop precisely because of the present ideological com-

mitments (cf. Prof. Robert Havemann, Dialektik ohne Dogma?, 1964, an East

German heretic).
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ON COMMUNIST SOCIETY'

O. V. Kuusinen (1881-1964)
Late of the U.S.S.R. Academy

of Sciences

and others

Defining the conditions in which the higher, communist, phase of the

new society will be established, Marx wrote: ".
. . After the enslaving subor-

dination of the individual to the division of labour, and therewith also the an-

tithesis between mental and physical labour, has vanished; after labour has

become not only a means of life but life's prime want; after the productive

forces have also increased with the all-round development of the individual,

and all the springs of co-operative wealth flow more abundantly—only then

can . . . society inscribe on its banners: From each according to his ability,

to each according to his needs!"^

These conditions, named by Marx, are gradually taking shape in the

socialist countries, the Soviet Union in the first place, . . . Ultimately these

conditions with natural historical inevitability will bring about the complete

victory of communism.

The birth of this new, higher system is a matter of the not very distant

future. Hence, in our day the question as to what communism is has become

of great practical interest for millions of working people. They want to know,

and should know, what kind of a society will arise as a result of their efforts,

their day-to-day endeavours—big and small, heroic and prosaic.

Can social science satisfy this interest? It doubtlessly can, if we are con-

cerned not with details, but with the general outlines of the new society.

It should, of course, be borne in mind that the victory of communism does

not mean a halt in historical development: communist society will change and

improve continuously. It is impossible therefore to predict precisely what it will

* Reprinted from O. V. Kuusinen and others, Fundamentals of Marxism-Leninism,
Second Revised Edition, Foreign Languages Publishing House, Moscow, 1963, pp. 698-

717. (Footnotes from pp. 734-735.)
1 K. Marx, F. Engels, Selected Works, F.L.P.H., 1962, Vol. II, p. 24.
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be like after a number of centuries, and still less after thousands of years. But

to the question what communism will look like to many of our contemporaries,

what the communist system will be like in the first stages of its development—

to this question a quite definite answer can already be given. It is given by

Marxist-Leninist theory.

In doing so, Marxism-Leninism does not try to fit communism into some

kind of preconceived pattern, but proceeds wholly from an analysis of the

tendencies of present-day life, from which the communist future of mankind

arises directly.

The most complete expression of modern Marxist ideas of communism is

to be found in the Programme of the C.P.S.Ll. adopted by its Twenty-Second

Congress. It contains a detailed description of the fundamental features of

communist society, its material and technical basis, social relations, and the

moral qualities of communist man.

A generalised definition of communism is formulated in the Programme

as follows:

"Communism is a classless social system with one form of fuhlic ownership

of the means of production and full social equality of all members of society; under

it, the all-round development of people will he accompanied hy the growth of the

productive forces through continuous progress in science and technology; all the

springs of cooperative wealth will flow more abundantly, and the great principle

'from each according to his ability, to each according to his needs' will be imple-

mented. Communism is a highly organised society of free, socially conscious work-

ing people in which public self-government will be established, a society in which

labour for the good of society will become the prime vital requirement of everyone,

a necessity recognised by one and all, and the ability of each person will be em-

ployed to the greatest benefit of the people."^

1 . A Society of Universal Abundance

Communism is a society that puts an end to want and poverty once and

for all, assuring the well-being of all its citizens. The working people's age-old

dream of abundance comes true.

Thinking of communist abundance, today we no longer have to dream of

fabulous lands flowing with milk and honey. It is enough to think of the bene-

fits which people will be given in the near future by the latest achievements

of socialist science and technology, and by the successes of social production,

freed by socialism from the fetters that had hindered its rapid and continuous

advance.

These successes make it possible to construct a mighty material and tech-

nical basis, to raise labour productivity to an unprecedented level, and to

2 Programme of the Communist Party of the Soviet Union C^he Road to Commu-
nism^, F.L.P.H., 1962, p. 509.
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achieve a very high degree of planned organisation of the entire social economy,

which will ensure the most effective and rational utilisation of material wealth

and manpower resources. As a result, man's mastery of nature will attain vast

heights. The elemental forces of nature will increasingly be more fully utilised

in the interests of man, who will at last be able to solve problems which pre-

ceding generations attacked in vain.

Worry over his daily bread has always been man's prime care. Commu-
nism will solve this problem fully and for all time. In communist society, agri-

cultural labour will become a variety of industrial labour; agriculture will be

amply provided with the most diverse up-to-date machines and will be based

on the most advanced scientific methods. This will bring about an unprece-

dented rise in its productivity and enable all members of society to have an

abundance of healthy, tasty, and varied foods.

This task is fully feasible. The present achievements of agronomy and

biology and successes in the mechanisation of agricultural production are al-

ready laying a solid foundation for its accomplishment. If all these achieve-

ments could be applied in all countries, this alone, scientists estimate, would

make it possible fully to meet the scientifically based food requirements not

only of the present population of the world, but of one many times greater.

The higher the level of civilisation, the wider and more diverse the range

of things and services that people need. The conception of well-being today

already includes not only good food, but also convenient and spacious homes,

high-quality beautiful clothes, diverse household articles which make daily life

more comfortable and beautiful. It also includes convenient means of transport

and articles needed for cultural recreation (books, radios and TV sets, musical

instruments, athletic gear), and many other things.

Communism aims at fully satisfying people's needs for all these things and

services. Present-day achievements of science, technology, and the organisation

of production make this aim fully realisable.

What indeed can prevent the accomplishment of this task, despite its

complexity?

A shortage of raw material? Depletion of the storehouses nature has pre-

pared for mankind? It is already quite clear that this danger does not threaten

man. The advance of agriculture opens up huge sources of raw material for

the production of consumer goods. Colossal wealth still lies concealed in the

bowels of the earth and the ocean depths. But perhaps still greater promise is

held out by the manufacture and utilisation of synthetic materials which, far

from being inferior in quality, even exceed natural raw materials in many re-

spects. Man has learned to make remarkable new materials from coal and

natural gas, oil, and by-products of wood, sea-water, and even air. It is along

these lines that mankind will be able radically to solve the raw material prob-

lem in the near future.

Nor can a shortage of labour-power become an obstacle to abundance, for

there is no limit to the productivity of human labour. People have already



SOVIET VIEWS 99

learned to harness such mighty forces of nature and to create such machines

that the productivity of man's labour can be multiplied thousands of times.

They have discovered inexhaustible sources of energy in nature itself—in

water, in the air, deep in the earth and, lastly, in the atom. They have learned

to make very clever automatic machines which in the relatively near future

will be able to give humanity an abundance of all the things it needs for its

life.

The achievements of modern science and technology, and the discoveries

that they are on the threshold of making, provide tangible and real prospects

of satisfying all the needs of the members of society not only as regards prime

necessities but also as regards goods and services that are considered luxuries

today.

Scientific communism, therefore, regards the problem of universal abun-

dance in inseparable connection with the problems of developing Socialist pro-

duction and raising the productivity of labour. This undoubtedly is the only

practicable approach. It distinguishes Marxists from all supporters of so-called

"consumer communism" who, discussing the path to abundance, have laid em-

phasis not on production, but on the distribution of material benefits. Their

ideal was simple division, the distribution between members of society of all

the accumulated riches, both possessed individually and those concentrated in

the hands of society, which should be utilised for the development of produc-

tion. But such a division could only create a brief illusion of general well-

being. Then it would inexorably lead not to abundance, but to impoverish-

ment, not to equality in wealth, but to equality in poverty. A just system of

distribution, according to the deep conviction of Marxists, which is confirmed

by experience, can be of benefit only if it rests on powerful, continuously ex-

panding production, if society thinks not only of how to divide the available

benefits, but also of how to augment them constantly.

Hence, the way to create communist abundance is further to develop the

large-scale machine industry of socialist society at a rapid pace. That this is the

natural path of development is self-evident today. But in the period when
Marx and Engels drew this conclusion and made it part of the basis of scien-

tific communism it was a cardinal discovery of socialist thought. At that time,

the most widely held views were those of the representatives of Utopian so-

cialism who thought that the well-being of the people could be achieved only

by going back from large-scale machine industry that arose in the epoch of

capitalism to small-scale production. Can anyone today doubt that such a path

would ultimately lead to the restoration of the capitalist order of things, to the

regress, and not to the progress, of mankind.

By regarding large-scale modern production, and technical and scientific

progress as the only possible basis for the creation of abundance, Marxism-

Leninism by no means makes the solution of this problem dependent only on

production, on technology. No, this problem has a no less important social

aspect. Its solution is quite impossible without the social conditions formed
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after the victory of socialism. No technical or scientific progress under capital-

ism can ensure abundance for all members of society. A vivid example is fur-

nished by the United States, the richest and most developed country in the

capitalist world, where the high level of production, it would seem, could en-

sure a comfortable life for the entire population, but where despite this, there

are millions of people who are undernourished, live in bad conditions and lack

the bare necessities of life.

This means that it is only in combination with the principles of socialism

that a high technologv of production can provide genuine abundance for all

the people. It is only after the social system, and the production and distribu-

tion of material and spiritual values, have been remade along socialist, and

then along communist lines, that this abundance begins to yield its fruits for

every member of society.

2. From Each According to His Ability

Under communism, as under any other social system, human labour re-

mains the necessary source of all values. . . .

Hence, whatever the development of technology, whatever the victories of

science, people will have to work and the slogan "from each according to his

ability" will remain the immutable principle of the communist system.

It is well known that this principle already prevails under socialism, pro-

claiming the duty of all members of society to work to the full measure of their

abilities. Communism, however, introduces deep changes into the content of

the formula "from each according to his ability."

Firstly, by ensuring the all-round development of the individual, the con-

ditions of the communist system lead to the flowering of all the abilities of man
and thereby make labour performed to the full measure of his ability much
more productive. Secondly, owing to the abolition of the old division of labour,

all the necessary conditions will gradually be created for each person to do the

work for which he is best fitted by ability and inclination, and which will be

for him his favourite occupation. Thirdly, the fulfilment by each person of his

duty to work according to his ability is ensured under communism by different

methods than under socialism. As we know, in socialist society material stimuli

(payment according to work), operating in combination with moral stimuli,

are of decisive significance. Under communism, all members of society will

work, prompted solely by moral stimuli, a high degree of social consciousness.

In other words, this will be labour without payment, and the satisfaction with-

out payment of all the needs of the workers.

"Communist labour in the narrower and stricter sense of the term," Lenin

wrote, "is labour performed gratis for the benefit of society, labour performed,

not as a definite duty, not for the purpose of obtaining a right to certain prod-

ucts, not according to previously established and legally fixed rates, but volun-

tary labour, irrespective of rates, labour performed without expectation of
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reward, without the condition of reward, labour performed out of a habit of

working for the common good, and out of a conscious realisation (become a

habit) of the necessity of working for the common good—labour as the re-

quirement of a healthy organism."^

It is clear that labour can become a habit, life's prime want of each person,

not only when the consciousness of people reaches great heights, but also

when the very nature of labour itself changes.

One of the prime conditions for this exists already under socialism: the

exploitation of man by man disappears. Other conditions are created in the

period of transition to communism. Human labour is replaced by machines

wherever excessive physical exertion is required, wherever work is monotonous

and exhausting. The time spent working in material production is steadily

reduced. Lastly, these is abolished the old division of labour which crippled

man, chained him for life to one trade, barring the road to the development of

his capabilities and inclinations.

Thus, the labour activities of people are transformed on the basis of

the technical re-equipment of industry and the wide application to it of the

achievements of science, on the basis of the social and cultural progress of the

new society. Under communism human labour will be entirely freed from

everything that made it an onerous burden for thousands of years. It will be-

come not only free, but also genuinely creative. In the automated production

of communist society an ever greater place in man's work will be assumed by

the functions which no machine is capable of performing, i. e., primarily the

creative functions associated with the design and improvement of machines,

their adjustment, and the compilation and control of programmes and regimes

of technological processes.

An approximate picture of what labour will be like under communism
can be drawn by bearing in mind its main features, which are as follows

:

each worker, both as regards skill and the nature of his labour, performs

functions for which trained engineers and technicians are required in present-

day production;

people work 20-25 hours a week (i. e., approximately 4-5 hours a day)

and, in time, even less;

each person can choose an occupation in conformity with his or her in-

clinations and abilities and change it at will;

all talents and abilities inherent in people are fully developed and applied

either in their production activities or in their free time;

while working, a man does not have to think about his livelihood, or how
much he will get for his labour, because society has assumed all responsibility

for satisfying his requirements;

labour enjoys the highest respect in societv and becomes in the eyes of all

the chief measure of man's worth.

Under such conditions, labour naturally turns into a free, voluntary mat-

3 V. I. Lenin, Selected Works, F.L.P.H., 1952, Vol. II, Part 2, p. 339.
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ter, into an inner urge and habit of all members of society, because creative

labour is liked by every normal human being and is, as Engels put it, "the

highest enjoyment known to us.""*

For labour to give people happiness, it need not be converted into a sort of

entertaining game that requires no exertion of physical or mental effort, as

some Utopian socialists imagined. Polemising against such naive views, Marx
wrote that "free labour, for example the labour of the composer, is at the same

time a devilishly serious matter, a most intensive strain." No less serious a mat-

ter is the labour of a designer, inventor or writer, in a word, every genuinely

creative labour. But does the exertion which it involves make such labour less

attractive?

Free creative labour under communism will give the members of society

such deep satisfaction that the conception of leisure will not be associated in

their mind with the conception of complete idleness. Besides their main pro-

duction activities, which will take up only a small part of the day, many peo-

ple will undoubtedly engage in science, invention, art, literature, etc. The gen-

eral cultural level and the special knowledge of millions of people will be so

high that all these forms of "amateur" activities will represent a constantly

growing contribution to the development and prosperity of society.

Communism will gradually make the supreme joy of free and creative

labour available not only to a few but to all; the time spent working, which

throughout the centuries was considered lost by the millions, will become time

that makes life fuller.

That will be a great achievement of communist humanism. Its results will

be felt in all spheres of society's life, giving rise to new relations between

people, creating prerequisites for the unprecedented development of the per-

sonality and ensuring conditions for the firm establishment of the new, com-

munist mode of distribution.

3. To Each According to His Needs

Communism makes possible and necessary a mode of distribution of ma-

terial and spiritual benefits which is based on the principle "to each according

to his needs." In other words, everyone, irrespective of his position, of the

quantity and quality of labour he can give society, receives from society gratis

everything he needs.

It is easy to understand that this means not only a very great revolution in

views on labour which, as shown above, ceases to be a mere means of earning

a livelihood. Together with the disappearance of the need to control the

amount of labour and consumption, together with the abolition of money and

the disappearance of commodity-money relations, the very nature of the con-

4K. Marx, F. Engels, Selected Works, F.L.P.H., 1958, Vol. II, p. 165.
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nections between man and society are radically changed. These connections

are completely freed from selfish considerations, from everything introduced

in them by the quest for an income, for material gain.

The opportunity to obtain gratis at any time from the public stocks every-

thing needed for a cultured and carefree life will have a wholesome effect on

man's mind, which will no longer be weighed down by concern for the mor-

row. In the new psychology and the new ethics there will be no room for

thought of income and private property, the quest for which constitutes the

entire meaning and purpose of life for many people under capitalism. Man,

at long last, will receive the opportunity to dedicate himself to lofty interests,

among which social interests will take a foremost place.

Distribution according to needs is introduced under communism, how-

ever, not only out of humane considerations and not only out of a desire to

free all members of society from concern for the morrow. It takes place also

owing to a direct economic necessity which arises at this high stage in the de-

velopment of social production. Distributing material and spiritual benefits in

conformity with the requirements of people, the communist system thereby

creates the best conditions for the further development of its main productive

force, the working man, for the flowering of all his abilities. This will benefit

both the individual and society in equal measure. Pointing to this circum-

stance, Engels wrote that "distribution, in so far as it is governed by purely

economic considerations, will be regulated by the interests of production, and

that production is most encouraged by a mode of distribution which allows all

members of society to develop, maintain and exercise their capacities with max-

imum universality."^

Some none-too-clever critics of Marxism try to prove the unfeasibility of

the ideals of communist society by raising various "tricky" questions. If all

benefits are distributed gratis, will not everyone want to get every day not only

a new suit of clothes but also a new automobile;' and what if each member of

society demands for himself a palace with scores of rooms, or wants to get a

collection of jewellery and unique works of art?

The authors of such absurd suppositions slander the citizens of the future

communist society, to whom they ascribe their own failings. The communist

system naturally cannot undertake to satisfy all whims and caprices. Its aim, as

Engels stressed, is the satisfaction of the reasonable needs of people in an ever-

increasing measure.^ Does this mean that instead of money relations some other

forms of a forcible regulation of consumption will be needed? No, under com-

munism, it should be expected, there will in general be no need to determine

which needs are reasonable and which are not. People themselves will be suffi-

ciently cultured and conscious not to make obviously unreasonable demands

on society. As Lenin wrote in 191 7, communism "presupposes not the present

productivity of labour and not the fresent ordinary run of people, who, like

5 F. Engels, Anti-Duhring, F.L.P.H., 1962, p. 276.

6K. Marx, F. Engels, Selected Works, F.L.P.H., 1958, Vol. II, p. 165.
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the seminary students in Pomyalovsky's* stories, are capable of damaging the

stocks of public wealth 'just for fun,' and of demanding the impossible."^

Naturally, a certain amount of time will be needed to develop in all citi-

zens a reasonable attitude to consumption, but the society of the future with

its abundance of material and spiritual benefits and high level of consciousness

of the citizens can fully cope with this task. And if nevertheless there are some

people with unjustifiably high claims, they will not be able to disorganise the

communist system of distribution. Society will be able to give people with an

inordinate appetite ... a double portion,^ Engels wrote. But in communist
society this will only place such people in a ridiculous light before public opin-

ion. After that, hardly anyone would want to repeat such an experiment.

It will be all the easier for people to get used to communist forms of con-

sumption since it does not require of them any artificial self-restriction or asceti-

cism, or an austere way of life. In general, the preaching of asceticism is alien

to scientific communism, which sees the aim of social production precisely in

the full satisfaction of the material and spiritual requirements of all members
of society. Moreover, communist society itself from the very beginning will be

sufficiently rich to satisfy generously all the needs of the citizens for food,

clothing, shelter, and other prime necessities, and also to place at their disposal

everything an intelligent and cultured person needs for a full and happy life.

Under such conditions of general abundance there is hardly likely to be any-

one who will think of accumulating wealth and multiplying articles of per-

sonal consumption in excess of his needs and the amount freely provided him
by society.

Under communism, moreover, there will be radical changes in forms of

consumption. It has already been mentioned that during the transition to com-

munism an ever-increasing part of people's needs will be met from public

funds. These needs will be, in the first place, those whose satisfaction in an

individual way (if it is a matter of all members of society) presents the greatest

economic difficulty. Convenient public transport instead of private cars; rest

homes, boarding-houses, country hotels, etc., instead of personal country cot-

tages; model public dining rooms and kitchens providing readvmade meals;

clubs, creches [day nurseries] and kindergartens, places for rest and recrea-

tion, libraries, and so on, which will do away with the need for continually

increasing the size of flats and dwellings—all this is not only a great economy
for society, but has many advantages for the consumer, saving him from irra-

tional expenditure of time and labour, and at the same time providing a relia-

ble guarantee against private-property hoarding tendencies.

Undoubtedly, under communism, consumption itself will rise to a higher

level, the tastes of people will develop and become more refined. Communist

* N. Pomyalovsky, a Russian writer of the nineteenth century, described the strict

regime which prevailed in seminaries and the coarse customs of their students.—Ei.
^ V. I. Lenin, The State and Revolution, F.L.P.H., 1961, p. 166.
s F. Engels, Anti-Duhring, F.L.P.H., 1962, pp. 471-472.



SOVIET VIEWS 105

social relations will educate a man who will abhor depraved tastes and require-

ments, characteristic of past epochs when possession of things and the level of

consumption were primary criteria of man's position in society. Instead of lux-

ury, the main criteria of the value of things will become convenience and real

beauty : people will cease to see in things an object of vainglory and a measure

of success in life, will cease to live for the sake of amassing things, and thereby

will restore to things their real purpose: to ease and beautify man's life.

It may be assumed that the laws governing mass production—and produc-

tion of all the main articles will be such under communism—will operate in

the same direction. Of course, in time communist societv will become so rich

that it will be able to satisfy the highest requirements of people. But it will also

be so rational that it will not waste human labour and public wealth. More

rational and worthier application will always be found for both. It will involve,

of course, not the lowering of aesthetic demands, but the rise of new higher

aesthetic criteria, corresponding to the entire pattern and way of the new life.

Thus, "for all their diversity, the requirements of people will express the

sound, reasonable requirements of the fully developed person." (From the

Programme of the C. P. S. U.)^

All this shows that the realisation of the communist principle "to each

according to his needs" will be a tremendous achievement of mankind. There

is no point in trying to guess what concrete form these needs will take. One

thing is clear—they will be much higher and more diverse than at present.

Human wants are not something petrified and immutable, they are developing

all the time. Under communism, this process will be particularly rapid. That

is why the communist system sets itself the task of satisfying the constantly

rising needs of all members of society.

4. The Free Man in the Free Society

"Communism," states the Programme of the C. P. S. U., "accomplishes the

historic mission of delivering all men from social inequality, from every form

of oppression and exploitation, from the horrors of war, and proclaims Peace,

Labour, Freedom, Equality, Fraternity and Happiness for all peoples of the

earth."^° What mankind has dreamed of during hundreds and thousands of

years will become a reality under communism.

EQUALITY AND FREEDOM

Equality and freedom have always been the ideal of the progressive part

of mankind. Many social movements of the past developed under this banner,

9 Programme of the Communist Party of the Soviet Union (The Road to Commu-
nism^, F.L.P.H., 1962, pp. 471-472.

10 Ihid., p. 439.
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including the bourgeois revolutions of the eighteenth and nineteenth centuries.

But in a society founded on private ownership of the means of production

and divided into classes of exploited and exploiters, oppressed and oppressors,

this ideal remained unrealisable.

It is only when the means of production become public property and ex-

ploitation of man by man is made impossible that a way is opened to actual,

not simply formal, equality of people, to their real emancipation.

This historic task is fully accomplished by communism. Universal actual

equality of people is one of its main social principles.

Equality is achieved in the first place by the fact that communism is a

classless society in which the last remnants are abolished of the social distinc-

tion and attendant inequality still preserved under socialism, including the dis-

tinctions between town and country, between manual workers and brain

workers.

The disappearance of these distinctions in no way signifies a levelling of

individualities, a uniformity of human capabilities and characters. Commu-
nism is not a barracks inhabited by persons who lack individuality. Such a

caricature of the future society can be painted only by incorrigible vulgarisers

or deliberate slanderers. In reality this society opens up boundless scope, which

has never existed in the past, for the all-round development of the human
personality in all its limitless diversity.

Communist equality presupposes the eradication not of all distinctions be-

tween people, but only of such distinctions and such conditions as would give

rise to a difference in the social position of people. Irrespective of a person's

origin and position, irrespective of his contribution to social production, under

communism he will receive equal opportunities with all others to decide com-

mon affairs, will receive opportunities for self-improvement and the enjoyment

of all the good things of life. It is one of the salient features of communism
that it ensures that highest degree of equality under which, as Marx said, even

"distinction in activity, in labour does not involve any inequality, any frivilege

in the sense of possession and consumption."^^ Herein lies the great social

significance of the mode of distribution of material and spiritual values which

the communist system introduces.

At the same time communism also brings with it the final triumph of

human freedom. Already in the first, socialist phase of development of the new
society people receive the most important of all the freedoms, freedom from

the need to work for exploiters. The fact that the working people are at the

helm in socialist society gives true meaning to democracy, i. e., the principle of

rule by the people. Communism goes farther, creating for the first time the

conditions under which all need for coercion disappears.

Why does this become possible under communism, although in past his-

tory no society could even dream of renouncing coercion? The point is that for

lip. Engels, Deutsche Ideologie, MEGA, i. Abt., Bd. 5, Moscow-Leningrad, 1933,
S. 526.



SOVIET VIEWS 107

thousands of years social conditions prevailed that made irreconcilable contra-

dictions, the clash of interests of individuals and entire classes, inevitable. It

is this division of society that gave rise to coercion, bringing into being a

special machine of class violence and also a system of legal standards imposed

on people by a force concentrated in the hands of the ruling classes.

Such division of society is abolished already with the victory of socialism.

Communism, transforming production, distribution and labour, at the same

time ensures the full fusion of the social and economic interests of all members

of society. As a result, the grounds for any measures of coercion disappear. The
relations of domination and subordination are finally replaced by free co-

operation. There is no need for the state. The need for legal regimentation

withers away. For cultured people imbued with lofty ideas and high moral

standards, as people will be under communism, the observance of the norms of

human behaviour in the community becomes a habit, second nature. In these

conditions, Engels wrote, "the government of persons is replaced by the ad-

ministration of things, and by the conduct of processes of production."^^

The disappearance from public life of all compulsion will transform not

only the social conditions of future society, but also man himself, who in every-

thing will act freely in accordance with his convictions and his moral duty.

ALL-ROUND DEVELOPMENT OF THE PERSONALITY

The supreme goal of communism is to ensure full freedom of development

of the human 'personality, to create conditions for the boundless development

of the individual, for the physical and spiritual perfection of man. It is in this

that Marxism sees genuine freedom in the highest meaning of this word.

Universal abundance, an improved system of social hygiene and health

services and a rational mode of life in communist society will ensure man's

health, longevity and physical perfection. The mode of distribution inherent in

communism will free people for ever from care for their daily bread. Free, cre-

ative labour, the opportunity to engage in a congenial occupation, far from

suppressing, will, on the contrary, develop man's versatile capabilities.

The cultural life of society will attain an unprecedented level of develop-

ment. The Programme of the C. P. S. U. states in this connection:

"Absorbing and developing all the best that has been created by world

culture, communist culture will be a new, higher stage in the cultural progress

of mankind. It will embody the versatility and richness of the spiritual life of

society, and the lofty ideals and humanism of the new world. It will be the

culture of a classless society, a culture of the entire people, of all mankind."*^

Leisure time will increase greatly. Let us recall the great significance that

Marx attached to this. He said that under communism the wealth of society

12 K. Marx, F. Engels, Selected Works, F.L.P.H., 1962, Vol. II, p. 151.

^3 ProgTamme of the Communist Party of the Soviet Union (The Road to Commu-
nism^, F.L.P.H., 1962, pp. 576-577.
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will be measured not by the amount of working time but by the free time of

its members. Leisure means not only time for rest, the restoration of man's

strength, but also, to use the words of Marx, space for the development of his

personality.

The members of the new society, cultured people of versatile develop-

ment, will undoubtedly find rational and worthy ways of filling this "space."

Study will become just as much an integral element of each man's way of life

as work, rest, and sleep. The enjoyment of all kinds of cultural benefits will

rise immeasurably. Society, becoming richer, will be able to assign ever more

resources and labour for the production of these benefits.

The development and improvement of the individual will also be facili-

tated to a great extent by the fact that communist society will ensure boundless

opportunities for the display of all man's abilities and, as is known, talents need

to be used in order to flourish and become perfected.

With the creation of all these prerequisites the full power of the human
intellect will be developed. The cultivation of people's characters and senti-

ments will also attain immense heights. The new conditions of life will fully

develop new moral stimuli: solidarity, mutual good will, a deep sense of com-

munity with other people, members of the single human family. All this will

open before mankind boundless opportunities to enjoy life, to partake of its

pleasures in full.

At the same time the all-round development of the individual will be a

powerful factor in the further rapid progress of communist society. For the

intellect, talents, and abilities of people are the greatest of all the riches any

society possesses. But in the past, owing to social conditions, this wealth was

utilised only to a minimal extent. What boundless prospects will open up
when the abilities and talents of each man are fully developed and when they

are utilised fruitfully and not wasted!

AN ORGANISED COMMUNITY OF PEOPLE OF

VERSATILE DEVELOPMENT

The freedom that communism gives man will not mean the disintegra-

tion of society into separate communities and still less into individuals who
do not recognise any social ties.

Such a conception of freedom is entertained only by the followers of

anarchism and petty-bourgeois individualism. For them freedom consists in the

rupture of all social ties and the abolition of any social oganisation. But such

"freedom" cannot be of benefit to people.

Society needs a perfected form of organisation for social production to

function normally and develop, for culture and civilisation to advance, ensur-

ing all people well-being, and a free and happy life. "Communism," the Pro-

gramme of the C.P.S.U. stresses, "represents the highest form of organisation
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of public life."^^ That is why the place of the state is taken not by the reign

of universal anarchy, but by a system of fuhlic self-government.

It is pointless to guess at the definite forms this system will assume, but

some of its general outlines can be discerned with a considerable degree of

certainty.

Public self-government under communism is an organisational system em-

bracing the entire fOfulation, which will directly administer its affairs with the

help of this system. The Programme of the C.P.S.U. draws the conclusion that

the Soviets, trade-union, cooperative and other mass organisations of the work-

ing people will be united in such self-government. In this way the active par-

ticipation of all members of society in the management of public affairs will be

ensured. The Programme points out: "Public functions similar to those per-

formed by the state today in the sphere of economic and cultural management

will be preserved under communism and will be modified and perfected as

society develops. But the character of the functions and the ways in which

they are carried out will be different from those under socialism. The bodies

in charge of planning, accounting, economic management, and cultural ad-

vancement, now government bodies, will lose their political character and will

become organs of public self-government. Communist society will be a highly-

organised community of working men. Universally recognised rules of the

communist way of life will be established whose observance will become an

organic need and habit with everyone."^^

The atmosphere in which the activities of public self-government will be

carried on will also be different. Public self-government presupposes not only

full publicity and knowledge of society's affairs, but also a very high degree of

civic activity of people, their deep interest in these affairs. To take part in ad-

ministering the affairs of society will become the inner need and habit of every-

one just as much as socially useful labour. Most likely a public discussion of

society's affairs will involve disputes. This, however, will not be an obstacle,

but on the contrary will help to find the most correct solution of problems.

Insoluble contradictions, as experience shows, arise on the basis of irreconcil-

able interests and ignorance. These causes will be ruled out under communism;

consequently, only differences in experience, in degree of knowledge, in ap-

proach to some particular questions will remain. But it will not be difficult to

resolve such divergencies in conditions of a deep-seated community of inter-

ests, aims, and world outlook.

All these features of communist public self-government will make com-

munism the highest form of organisation of social life, in which all production

units, all self-governing associations, will be harmoniously dovetailed in a gen-

eral planned economy, in a single rhythm of social life.

Of course, public self-government presupposes a different type of man

and, in turn, creates him. The communist man is not an egotist and not an

^'^Ihid., p. 511.
15 Ihid., p. 556.
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individualist. He will be distinguished by high communist consciousness and

organisation, love of labour, honesty and discipline. But those qualities will be

ensured not by compulsion but because they have become his inner duty, the

expression of his morality. The mainspring of this morality is devotion to the

collective, readiness and ability sacredly to observe the public interests. It is

these qualities of the free and equal citizens of the new society that will make
communism a highly-organised and harmonious community of people, real

masters of creative communist labour.

5. Peace and Friendship, Co-operation and

Rapprochement of the Peoples

Communism means new relations between the peoples.

They will arise as a result of the further development of the principles of

socialist internationalism, which today constitute the basis of relations between

the countries of the socialist world system.

The victory of the socialist revolution abolishes the social and economic

causes which give rise to wars between states and makes peace and friendship

the basis of relations between the peoples who are building the new society.

Communism still further reinforces these relations, a result which follows from

the very essence of the communist system. ".
. . In contrast to old society,

with its economical miseries and its political delirium," Marx wrote propheti-

cally about communism, "a new society is springing up, whose international

rule will be Peace, because its national ruler will be everywhere the same—

We see that today, too, the principle of equality of nations, irrespective of

their size and level of economic and cultural development, prevails in relations

between the socialist countries. The victory of communism raises this principle

to a new, higher level, ensuring the actual equality of countries where the

new system has been established. Already during the transition to communism
all of them are brought up to the level of the advanced ones and they will

more or less simultaneously enter the communist era.

The creation of a world socialist system has brought with it the close co-

operation and mutual assistance of the liberated peoples. Communism means

the further consolidation and advance of this co-operation, the increasing all-

round association of the nations on the basis of common economic, political,

and spiritual interests, fraternal friendship and co-operation. Such association

will serve to promote the most rapid and successful development of each na-

tion and, at the same time, of communist mankind as a whole.

All these changes are an inalienable part of the communist remaking of

society, which will result in the disappearance of all traces of disunity and iso-

lation in the relations between peoples.

Nations and, therefore, also national cultures and languages will, of

18 K. Marx, F. Engels, Selected Works, F.L.P.H., 1962, Vol. I, p. 490.
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course, continue to exist for a very long time after the victory of communism.

But life and the contacts of various peoples will be freed from everything that

gives even the least pretext for enmity and discord, isolation and estrangement,

national egoism and exclusiveness.

This will be a colossal gain for mankind. The abolition of only one such

wasteful, savage, and bloody form of international "contact" as war, even at

the present level of economic development, would make it possible to accom-

plish gigantic tasks. It has been calculated, for example, that the resources

swallowed up by the Second World War were enough for building a five-room

house for each family in the world and also a hospital in each town with a

population of over 5,000 people and to maintain all these hospitals for ten

years. Thus, the resources wasted on one world war would be enough for radi-

cally solving the housing and health problems that today are so acute for the

majority of mankind.

What treasures could be created by employing for constructive purposes

the funds now spent on the arms race, the energies of tens of millions of peo-

ple now serving in the armed forces or working in war industry!

The economic drawing together of the communist countries, the develop-

ment of their economy along the lines of a world communist system, will also

bring tremendous benefits to the peoples. Broad co-operation and specialisation

will open up new opportunities to save human labour and increase the output

of all goods. On this basis, rates of economic growth will be accelerated to an

unprecedented degree.

Boundless possibilities are opened up under communism for the cultural

advancement of mankind as well. The cultures of different peoples, national

in form, will be increasingly imbued with a single communist content. Their

drawing together on this basis will provide a mighty stimulus to the mutual

enrichment and development of national cultures and in the long run will

lead to the formation of a single, deeply international culture which will be

truly the culture of all mankind. The rates of scientific progress will be greatly

accelerated because it will become possible to co-ordinate the efforts of scien-

tists on an international, and then on a world-wide, scale. The contacts of

people of different countries and nationalities will be on an unprecedented

scale. They will know each other better, learn from each other and increasingly

feel that they are members of one human family.

It may be said that communism will impart a new, lofty meaning to the

very concept of "mankind," turning the human race which for thousands of

years was torn asunder by discord, quarrels, conflicts and wars, into one world-

wide commonwealth.

6. Future Prospects of Communism

So far we have discussed primarily the immediate prospects of commu-

nism, the prospects in store for the first generations of people who will have
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the good fortune of living in that society. Even its general contours show that

the communist system from its very first steps realises the most cherished as-

pirations of mankind, its dream of general sufficiency and abundance, freedom

and equality, peace, brotherhood, and co-operation of people.

This is quite natural because the ideal of communism goes back deep into

history, into the very depths of the life of millions of the working people.

Dreams of this ideal can already be found in folk tales about the "Golden

Age" that were composed at the dawn of civilisation. The liberation move-

ments of the working masses in antiquity and the Middle Ages put forward

many demands which were communistic in their substance. At the boundary

between the two epochs, feudal and capitalist, the outstanding thinkers of

those days, the Utopian socialists, Moore, Campanella, Saint-Simon, Fourier,

Owen, and the Russian revolutionary democrats Herzen, Chernyshevsky,

Belinsky and Dobrolyubov, made the communist ideal the corner-stone of their

doctrine of the perfect society. True, those thinkers could not divine the secret

of the laws of social development, could not give a scientific justification of the

real possibility and historic necessity of communism. Only Marxism turned

communism from a Utopia into a science, while the merging of scientific com-

munism with the growing working-class movement created that irresistible

force which is moving society to the next stage of social progress, from capital-

ism to communism.

By merging with the working-class movement, communism did not lose

its great general human content. Engels was profoundlly right in pointing out

that "communism is a question of humanity and not of the workers alone."^^

The victory of communism v\all mean the realisation of the dream of all work-

ing mankind. For the communist system signifies the triumph of humanity,

the complete victory of real humanism, as Marx said.

What makes communist humanism practicable is not only the fact that

the creation of an interesting, happy, and joyous life for all becomes a mighty,

all-conquering motive of human activity. Of decisive significance is the fact

that under communism society will at long last have the full opportunity of

attaining such a goal. A powerful basis for production, greater power over the

forces of nature, a just and rational social system, the social consciousness and

lofty moral qualities of people—all this makes it possible to realise the most

radiant dreams of a perfect society.

It is with the victory of communism that the real history of humanity in

the loftiest meaning of this term begins. Man differs fundamentally from all

living creatures in that his intellect and labour save him from having to adjust

himself passively to his environment, enable him to remake this environment

in conformity with the interest and needs of mankind. And although mankind

has existed for many thousands of years, it is only communism that ushers in

the era of its full maturity and ends the prolonged prehistory when the life of

^^K. Marx, F. Engels, On Britain, F.L.P.H., 1953, p. 332.
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each man individually and the life of society as a whole were shaped by alien

forces, natural and social, which were beyond man's control. The victory of

communism enables people not only to produce in abundance everything nec-

essary for their life, but also to free society from all manifestations of inhu-

manity: wars, ruthless struggle within society and injustice, ignorance, crime

and vice. Violence and self-interest, hypocrisy and egoism, perfidy and vain-

glory, will vanish for ever from the relations between people and between

nations.

This is how Communists conceive the truimph of the genuine, real hu-

manism which will prevail in the future communist society.

But even after attaining that summit, people will not stop, will not be

idle, will not give themselves over to passive contemplation. On the contrary,

their energies will multiply tenfold. Solved problems will be replaced by new
ones; in place of the attained goals, new ones, still more entrancing, will arise.

The wheels of historv will continue to revolve.

Herein, if we think of it, is the greatest good fortune for mankind, a

pledge that it will never be deprived of the supreme satisfaction and happiness

resulting from creative labour, active endeavour, and the bold overcoming of

obstacles.

Exceptionally rapid, practically boundless development is indeed a salient

feature of communist society. Even after the victory of communism, life will

confront people with ever new problems, whose solution will require the crea-

tive effort of each succeeding generation.

First of all, it is clear that the development of social production will never

come to a stop. Its continued progress will stimulate the growth of people's

needs in communist society, especially the needs for new cultural values, con-

tacts between people and nations, and so on.

It is not difficult to foresee that the development of production itself will

call for the solution of many very complex problems connected with the im-

provement of production organisation, the training of highly-skilled personnel,

the invention and application of all kinds of technical innovations.

Science, which will take an outstanding place in communist society, will

be faced with ever new problems. Today it is already clear that their dimen-

sions will be truly grandiose. The conquest of outer space that has already be-

gun shows convincingly that the one task alone of mastering the secrets of dis-

tant worlds and penetrating ever farther into the Universe affords boundless

scope for human thought and creation. Yet this is only one of numerous future

tasks.

Academician V. A. Obruchev, the well-known Soviet scientist, reflecting

on what people have a right to expect of science, wrote

:

"It is necessary:

"to prolong man's life to 1 50-200 years on the average, to wipe out infec-

tious diseases, to reduce non-infectious diseases to a minimum, to conquer old

age and fatigue, to learn to restore life in case of untimely, accidental death;
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"to place at the service of man all the forces of nature, the energy of the

sun, the wind and subterranean heat, to apply atomic energy in industry,

transport and construction, to learn how to store energy and transmit it, with-

out wires, to any point;

"to predict and render completely harmless natural calamities: floods, hur-

ricanes, volcanic eruptions, earthquakes;

"to produce in factories all the substances known on earth, up to the most

complex—protein—and also substances unknown in nature: harder than dia-

monds, more heat-resistant than firebrick, more refractory than tungsten and

osmium, more flexible than silk and more elastic than rubber;

"to evolve new breeds of animals and varieties of plants that grow more

swiftly and yield more meat, milk, wool, grain, fruit, fibres, and wood for the

needs of the national economy;

"to reduce, adapt for the needs of life and conquer unpromising areas,

marshes, mountains, deserts, taiga, tundra, and perhaps even the sea bottom;

"to learn to control the weather, regulate the wind and heat, just as rivers

are regulated now, to shift clouds at will, to arrange for rain or clear weather,

snow or hot weather."^^

It goes without saying that even after coping with these magnificent and

sweeping tasks, science will not have reached the limits of its potentialities.

There is no limit, nor can there be any, to the inquiring human mind, to the

striving of man to put the forces of nature at his service, to divine all nature's

secrets.

Nor will man ever cease his efforts to improve the structure of the society

in which he lives, the forms of public self-government, the way of life, the

norms of human behaviour and contact in the community.

What a boundless field of activity will be open before communist society

in the development of the abilities and personality of all its members, in

achieving the physical and spiritual perfection of the people themselves!

The advance to the shining heights of communist civilisation will always

engender in people unusual power of will and intellect, creative impulses,

courage, and life-giving energy.

^8 Science and Youth, Publishing House of the Academy of Sciences, Moscow, 1958,

p. 63.



13

THE HIGHER PHASE OF
COMMUNIST SOCIETY

AND
THE LAWS OF DEVELOPMENT OF
SOCIALISM INTO COMMUNISM^

p. Nikitin

Communism is the direct continuation of socialism. Socialism and com-

munism are two phases in the development of one and the same communist

socio-economic formation and so have features in common and also substantial

differences.

1 . Economic Features Common to Socialism and

Communism and Their Points of Difference

features common to socialism and communism

The economic basis of socialism and communism is social oxvnershif of

the means of 'production. This means that the land, the mineral wealth, the

factories, the mines, power stations, transport facilities, communications and

the products of the national economy are socialised and constitute the property

of the whole people.

In both phases of the communist formation the relations of -production

conform to the productive forces, i.e., the social ownership of the means of

production corresponds to the social character of production. The appropria-

tion of material wealth is in the interests of society as a whole.

Under both socialism and communism there are no exploiting classes and

no exploitation of man hy man, there is no racial and national oppression. In

the first and in the higher phase of communist society, comradely co-operation

* Reprinted from P. Nikitin, Fundamentals of Political Economy, Progress Pub-

lishers, Moscow, Second Revised Edition, 1966, pp. 354-362.
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and mutual assistance between people freed from exploitation are typical of

the relations of production.

Steady growth of social production on the basis of rapid progress in sci-

ence and technology for the purpose of ever more fully satisfying the material

and cultural needs of all members of society is also typical of both socialism

and communism. Under socialism and communism, man himself with his ma-

terial and cultural needs, the creator of material and spiritual values, occupies

first place.

Planned develofment of the national economy which guarantees rapid

rates of growth, rational use of society's material and manpower resources and

steadily increasing labour productivity, is also typical of both phases of the

communist formation.

Under both socialism and communism there is no antithesis between

town and country, between mental and physical labour.

In both phases of the communist formation labour is free and creative.

Common to both phases is the equal duty of all members of society to work

according to their ability.

Under socialism and communism there exists a single Marxist-Leninist

ideology.

These, then, are the chief features common to socialism and communism.

That socialism and communism have features in common does not mean
that no differences exist between them.

BASIC DIFFERENCES BETWEEN COMMUNISM AND SOCIALISM

The basic differences between communism and socialism arise from the

unequal degree of economic and cultural maturity in communist society at its

lower and higher stages of development.

Communism differs from socialism primarily in its incomparably higher

level of develofment of the productive forces. Communism will have a con-

siderably more powerful and improved material and technical basis, making it

possible to raise labour productivity immeasurably and to guarantee an abun-

dance of material and spiritual wealth. Under communism there will be a

higher level of planned organisation of social economy as a whole; more effec-

tive and rational use of material wealth and manpower to satisfy the growing

needs of all members of society will be ensured.

Under communism the relations of production will be more mature in

character. For instance, under socialism there are two forms of social property

—state and co-operative and collective-farm, but under communism there will

be one communist •property, owned by the entire people. The two forms of

social property under socialism condition the existence of two classes, the

working class and the co-operative peasantry. With the establishment of one

communist ownership, the economic basis for the existence of classes and class
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distinctions will no longer exist. The socio-economic, welfare and cultural dis-

tinctions between town and country will also disappear.

As production techniques and the standard of education and technical

skill of the working people improve, there will be an organic fusion of mental

and physical work in the productive activity of people. The intelligentsia will

no longer be a special social stratum; the level of education and technical skill

of people performing physical work will draw level with that of people en-

gaged in mental labour.

In communist society the very -nature of work will change. Work under

socialism is not yet a prime necessity of life. Under communism, free, creative

work for the whole of society becomes a prime necessity of life, giving people

the joy of creation and great pleasure. But communism does not free members

of society from their duty to work; it is incompatible wih idleness and para-

sitism. Everyone capable of working will join in social labour and so ensure a

continuous increase in the material and cultural wealth of society.

During the transition from socialism to communism the forms of distribu-

tion of material and cultural wealth among the members of society will de-

velop further. When under communism an abundance of wealth has been

created and work has become a prime necessity of life, it will be possible to

make the transition from the socialist principle "From each according to his

ability, to each according to his work" to the communist principle "From each

according to his ability, to each according to his needs."

When everyone is equally related to the means of production and to

work, there follow equal relations in the distribution of material wealth in

accordance with the rational requirements of culturally developed man. "The

purpose of communist production is to ensure the uninterrupted progress of

society and to provide all its members with material and cultural benefits ac-

cording to their growing needs, their individual requirements and tastes," the

Programme of the C.P.S.U. points out.

In communist society, commodity production and the economic categories

typical of it—commodity, money, price, wages, cost accounting, credit and

finance—will die out.

Communism represents the highest form of organisation of fublic life.

As the transition to communism proceeds and with the development and im-

provement of socialist production relations, changes will also take place in the

corresponding superstructure—in the sphere of political and juridical institu-

tions—and in the forms of social consciousness.

In the higher phase of communist society, where there will be no classes

and no class distinctions, where it will not be necessary to measure the amount

of labour and the rate of consumption, and the danger of an attack by the

imperialist countries will no longer exist, the state as the form of political or-

ganisation of society will wither away. Socialist statehood will become com-

munist social administration.

With the transition to communism, nations will draw even closer together
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on the basis of their common poHtical, economic and spiritual interests, of fra-

ternal friendship and cooperation.

But in spite of the differences between communism and socialism, there

is no wall dividing these two phases of social development. It is already pos-

sible to speak of the shoots of communism maturing within socialism. Thus,

communist methods of work and organisation of production, communal meth-

ods of satisfying the needs of the working people: public consumption funds,

public catering, boarding-schools, kindergartens, nurseries, etc., arise and de-

velop in socialist society. Already now many palpable and visible features of

communism exist and are developing.

2. Objective Laws Governing the Development
OF Socialism into Communism

HOW socialism develops into communism

Communism is the most just and perfect society on earth. To build com-

munism is the final goal of the Communist and Workers' Parties.

The development of socialism into communism is a historical fwcess gov-

erned hy objective laws which cannot be arbitrarily violated or ignored.

The transition from capitalism to socialism takes place in conditions of

class struggle and demands a radical breakup of social relations, a profound

social revolution and the dictatorship of the proletariat.

It is quite another matter with the transition from socialism to commu-
nism. Socialism develops into communism without social revolution, because

socialism and communism are just two phases of one and the same communist

socio-economic formation. The transition to communism takes place in the ab-

sence of exploiting classes, in circumstances where all members of society-

workers, peasants and intellectuals—are vitally interested in building com-

munism.

Although it was possible and is still possible in certain historical circum-

stances for some peoples to reach socialism without going through the capital-

ist stage, no country can pass to communism wihout going through socialism.

Only after building socialism can society pass on to the building of communist

society.

The transition from socialism to communism takes place gradually and

continuously. Communism does not appear suddenly, all at once.

During the transition from socialism to communism, the material and

spiritual preconditions are gradually prepared which are required for the sec-

ond phase of the communist formation.

The main conditions of the transition from socialism to communism are:

construction of the material and technical basis of communism, which will se-

cure an abundance of material blessings; the development and merging of the
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two forms of socialist property into one communist property; the development

of labour into man's prime necessity of life; eradication of the essential distinc-

tions between town and country, and between mental and physical labour; re-

moval of the socio-economic distinctions between the classes of socialist society

and transition to a classless society; all-round physical and spiritual develop-

ment of all members of society, and the development of a communist attitude

to public property and labour.

The transition to the higher phase of communism cannot take place until

the necessary conditions for it are ready, i.e., until an abundance of material

wealth has been created and people are prepared to live and work on commu-

nist lines.

"The creation of the material and technical basis of communism, the de-

velofment of socialist relations, the moidding of the man of communist society

—such are the major tasks confronting the Party in the sphere of internal pol-

icy during the 'period of the full-scale construction of communism," points out

the resolution of the Twenty-Second Congress of the C.P.S.U.

The gradual transition from socialism to communism does not mean slow

development. On the contrary, this transition takes place at a ra-pid, hitherto

unknown rate. Typical of it is vigorous development of the productive forces

and culture, revolutionary leaps in the development of science and technology.

In the period of communist construction, there is a rapid development of mod-

ern industry, large-scale mechanised agriculture, of the whole economy and

culture, with millions of working people taking an active part in it.

All this is fostered by the continuous growth of social production based

on rapid scientific and technical progress, by the greater technical skill of the

workers, and the increased understanding and activity of working people in

the struggle to build communism.

Communist construction is not a spontaneous process, but the creative

work of broad masses of working people, their conscious and active participa-

tion in the development of social production, culture and science.

Rapid building of communism is based on the knowledge and application

of objective laws which enable socialist society to select the shortest and most

effective ways and methods of introducing communist changes.

THE U.S.S.R. IN THE PERIOD OF FULL-SCALE

COMMUNIST CONSTRUCTION

The first phase of communist society—socialism—has been built in the

U.S.S.R. "The gradual development of socialism into communism," says the

Programme of the C.P.S.U., "is an objective law; it has been prepared by

the development of Soviet socialist society throughout the preceding period.

The great victories of socialism in all spheres of economic and socio-political life

in the U.S.S.R. have enabled the country to enter into the period of full-scale

communist construction. The complete and final victory of socialism, highly
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developed productive forces and socialist relations of production, the flovi'ering

of science and culture have produced the situation in which the first shoots of

communist society are daily growing stronger in the Soviet Union. Communist
construction in the U.S.S.R. has become the practical concern of every Soviet

worker, the immediate task of the present day. . . .

Communist construction in the U.S.S.R. is of the greatest international

importance. The Soviet Union which paved the high road to socialism is now
paving mankind's way to communism. Communist construction in the

U.S.S.R. will lead to a further increase in the productive forces, to the coun-

try's increased economic might. This will strengthen the positions of the

world socialist system in its competition with capitalism. The Soviet Union
will have a higher standard of living than any capitalist country. This will

be tremendously important for the revolutionary struggle of the working class

in capitalist countries. . . .

The country that first proceeds to communism facilitates and accelerates

the advance towards communism of the other socialist countries. By building

communism, the peoples of the Soviet Union are blazing uncharted paths for

the whole of mankind, testing by their own experience the correctness of

these paths, revealing the difficulties, finding means of overcoming them,

selecting the best forms and methods of building communism.
Communism is the age-old dream of mankind. It is becoming a reality

for all the countries of the world socialist system. In the final analysis, all

mankind will arrive at communism. This will be the inevitable trend of

social development.
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THE MORAL CODE
OF

THE BUILDERS OF COMMUNISM^

Anatoliy Bezuglov

Senior Researcher, Institute of State

and Law, USSR Academy of Sciences

We are on the threshold of communism. Communism! For centuries

this, for the best sons of mankind, was a dream, a bright and attractive dream

but only a dream, and only likely to come true in the very remote future.

Philosophers, writers, and ardent revolutionaries persistently and coura-

geously sought the path which would lead to a social system in which all

working people could lead a free and joyful life, and where material and

spiritual assets would abound. This system has been found—it has been out-

lined by Marx and Engels. Along the unexplored path to this goal Lenin and

the Party of Communists have led the working people. Today the dream and

the reality have approached each other . . . The new program of the CPSU
—this profoundly scientific and profoundly practical plan for building com-

munism—proposes to achieve this in the main over a period of 20 years. This

means that it will be not some beautiful strangers but we and our children

who will have the honor of being the first citizens of a communist society.

What sort of people must we be to enter this bright future? We agree,

every day and everywhere one can come across people for whom the moral

code of the builders of communism has become the law of their lives. Some

go to sea in bad weather to save victims from a shipwreck, others argue with

the doctors that it is precisely their skin that is suitable for grafting on to a

patient, others go to a team at a factory that is lagging behind to help their

comrades become first-class workers, or leave a comfortable flat in Moscow to

go to Siberia to work on a building project, or rush to rescue people from a

* From a radio broadcast delivered over Radio Moscow on May 1 1, 1962, as part of

the series 'The Moral Code of the Builders of Communism." Abridged and translated

under the title "What We Shall Not Take vidth Us into Communism," in Radio Free

Eurcpe/Munich, Research and Evaluation Department, Background Information USSR,
May 30, 1962, pp. 2-6. Excerpts reprinted from the translation by permisson of Radio

Free Europe.
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burning house, or risk their lives to stop a train, or dive into icy water to

save someone's life. All this is done for the sake of a human being, for the

sake of someone who more likely than not is just a stranger, yet is regarded

as if he were a next-of-kin. All this is done for the common weal. For these

people the road to communism is open, they are worthv of communism and

they constitute the overwhelming majority of our people.

But . . . there are among us others who have goals different from this.

It is easy to recognize them by their words, life and actions. With them every-

thing is subordinated to their own selfish interests. Such concepts as faith-

fulness, justice and honesty are but empty sounds to them. Although they are

few in number, and with every day they are becoming fewer, such people

do still exist. I remember that when the "Komsomolskaya Pravda" public

opinion poll asked readers the question "Have you any aim?" the editorial

office received thousands of letters, fine, warm letters testifving to the rich-

ness of the soul of the young Soviet citizen. Yet what a discordant note was

sounded in a letter from a building engineer in Askhabad. He wrote: "My
aim is to lead a life of pleasure, to build a career ... I get R.210 in new
currency; soon I shall be arranging to marrv^ the daughter of a senior official:

this promises me a 'Volga' and a further advance in my work." Career, a

"Volga," advance in his profession—for these things this man is prepared to

stoop to anything. He is prepared to arrange a marriage, precisely "to ar-

range" . . . The main thing to him is that the girl of his choice is the daugh-

ter of a senior official. That is how cynics and careerists argue. . . .

But whatever path they choose, each of them is equally loathsome and

incompatible with the standards of the communist attitude to work, to life

and to people . . . They are on the look-out for every chance to defraud:

they are not above cooking the wage accounts, entering the names of non-

existent people and obtaining monev for them; they are not above using tim-

ber earmarked for the building of a factory, to build their own country

house. They are capable of stealing expensive components in short supply,

. . . collective farm grain, and their conscience will not stir, or, to be more

precise, they simplv have no conscience.

People of this kind are not condemned in a world where dog eats dog

because bourgeois moralit)^ puts up with the fraud, deceit and hypocrisy. But

in our country where men are friends, comrades and brothers, there is no

room for such behavior. With us respect and mutual trust are the basis of

relations between people. Today at many Soviet enterprises the services of a

cashier are no longer used to pay wages. In cinemas in hundreds of towns

and villages, ticket checkers have been done away with. In almost every in-

dustrial center there are enterprises where workers have been put on their

honor to hand over the completed product without technical checking. These

and other similar facts in our life show the visible features of the communist

future.

But there are also those who abuse this trust, who act dishonestly, un-
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scrupulously. Yes, unfortunately, there are. As a rule, passengers pay their

fares without any reminder, but there are those who try to get a free ride

... It seems to me that a "free rider" does not always understand that acting

dishonorably, he is deceiving both himself and the society as a whole. Surely,

the money from passengers' fares does not go into the pocket of some private

employer but the State, and the Soviet State uses the money in the interests

of the whole people . . .

Will it thus be the frontrankers, the fully aware people, who will march

forward into communism, leaving the others lagging somewhere behind? No,

this will not happen. The Communist Party has solemnly proclaimed: The

present generation of Soviet people will live under communism. So it will

not be just the chosen ones, but all—the whole generation—which will live

under communism. Our Party has set us this historic task . . . The point at

issue is to educate everybody and not just some in the spirit of communism.

This is why the moral code of the builders of communism provides that the

norms of behavior of Soviet man must include an uncompromising attitude

to injustice, sponging, dishonesty, careerism. . . .



SOVIET AGRICULTURE:

PROBLEMS AND PROSPECTS

Out of some 5.5 billion acres of land area in the Soviet Union, 1.2 billion

are in agricultural land, and of these approximately 523 million acres are

tilled. Roughly 38 percent of all income earners in the U.S.S.R. are engaged

in agricultural pursuits. In the United States, as a comparison, the percentage

of all gainfully employed who worked on farms had dropped below this fig-

ure by the turn of the century, and by the mid-1960's stood at about 7 percent.

Most of the land area devoted to agriculture consists of large collective

and state farms. The former are cooperative enterprises, each peasant sharing

in the net profits available for distribution according to the amount and type

of work performed; the latter, the state farms, are agricultural factories, where,

as in industry, the workers' income consists primarily of wages, but there are

bonuses for successful fulfillment and overfulfillment of targets set by the

state. About 3 percent of the tilled land consists of private plots to which

peasant families are entitled. Much of the fresh fruit, vegetable, and livestock

product comes from these private plots which have been estimated to con-

tribute between 20 and 33 percent of the total value of agricultural output in

the Soviet Union.

From the days of the first attempts to collectivize Soviet farms to the

present, agriculture has been the millstone around the neck of Soviet eco-

nomic progress. Even from 1953 through 1958—the years of the greatest ad-

vances in Soviet agriculture—the rate of growth of the agricultural sector

lagged far behind that of the industrial sector and was barely adequate to keep

pace with the increasing population and the increased demand resulting from

enhanced purchasing power. The bumper crop of 1958 made the Soviet plan-

ners unduly optimistic. The 1959-65 seven-year plan called for an increase in

agricultural output of 70 percent, but actual increase achieved totalled only 14

percent for the seven-year period. During the first three vears of the subse-

quent five-year plan, to be sure, Soviet agricultural output registered a highly

respectable total increase of about 20 percent. But good or bad, a three-year

period is too short, and in this case the annual variations were also too great,

to be useful as an indicator of long-run trends.

Why has the nation that has astonished the world with its economic

successes in the field of heavy industry been unable to match its accomplish-
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ments in the vital area of food production? Will agriculture remain an im-

pediment, blocking the road towards the promised era of abundance for all?

Or will the Soviet Union eventually be able to achieve its hoped-for upsurge

of agricultural output?

In the first selection, Roy Laird critically analyzes Soviet agriculture

under Stalin, under Khrushchev, and under the Brezhnev-Kosygin lead-

ership. He discusses in detail the changes in agricultural policy that have

taken place since the removal of Khrushchev. But, since he believes that "at

least half of the problem lies in deep-rooted administrative defects of the sys-

tem," he expects results of the increased capital expenditures and of im-

proved incentive systems to be disappointing. The "fundamental alterations"

of the existing system which he considers necessary for improved performance

of Soviet agriculture will, in his opinion, not be introduced because they

would be an implicit admission that "Marxist-Leninist forms are incompati-

ble with efficient agricultural production."

Alec Nove, in the second selection under Western Views, also points out

some of the major difficulties encountered and some of the major errors com-

mitted in the Soviet agricultural sector. Nove is, however, much more optimis-

tic than Laird with regard to the policies of the new leadership which he con-

siders, in general, steps in the right direction. He refers to the new 1966-70

agricultural plan as "sensible" and "balanced," and he expects that "we shall

witness, for the first time in Soviet history, the fulfillment of an agricultural

five-year plan."

Western Marxist Andrew Rothstein, next, points out that agriculture in

the U.S.S.R. has made considerable progress during the half century of Soviet

history. Western denials notwithstanding, but he emphasizes that this does

not mean that the Soviet people and the CPSU are not searching for further

improvements.

Soviet authors also usually point out how far Soviet agriculture has pro-

gressed since the days of the Czars, but admit that progress in that economic

sector has left much to be desired and that rapid advance is now a matter of

great urgency if the Soviet Union's other goals are to be attained. They ac-

knowledge the present superiority of United States agriculture but they dis-

agree with western economists on the extent of the superiority, some of the

major reasons for it, and the outlook for the future. They proclaim their confi-

dence that the Soviet Union can achieve its agricultural objectives—although

some concede that it may take somewhat longer than originally envisioned.

In the section on Soviet Views, Braginskii and Dummov challenge some

Western claims that labor productivity in American farming is eight to

twelve times that of the Soviet level, but even by their own computations

arrive at a three to one ratio. However, they express no doubt that the discrep-

ancy is but temporary. Once the advantage of the United States in agricul-

tural mechanization and electrification has been overcome, socialist agriculture,

they maintain, will prove its superiority over capitalist farming methods.
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Next, Soviet Minister of Agriculture V. Matskevich gives the official

Soviet view on agricultural development in the U.S.S.R. from 191 7 to the

present. While pointing to past shortcomings and errors, he expresses confi-

dence that the future holds high yields, high productivity, increased outputs

and decreased production costs for collective and state farms in the Soviet

Union.

G. Lisichkin, discussing ways of achieving the planned upsurge in agri-

culture, concentrates on the new program of land improvement in the Soviet

Union, which he considers "now the main objective of all work in the coun-

tryside." He pays particular attention to the prospective results of the exten-

sive irrigation and drainage programs which have been given official Party

and government approval. His conclusion : "The plans for boosting farm pro-

duction are now more realistic than ever before."

WESTERN VIEWS

15

NEW TRENDS
AND

OLD REMEDIES^

Roy D. Laird

The University of Kansas

Whether or not one accepts the view that failures in agriculture were

the primary reason for the decision to remove Nikita S. Khrushchev from

his position of leadership in the fall of 1964, clearly the recognition by his

associates of the need for changes on the agricultural front was a factor of

enormous importance. Such a conclusion is strongly supported by the impos-

ing list of modifications introduced in agriculture in the months immediately

* Reprinted from Prohlems of Communism, March-April, 1966, pp. 21-28 by permis-

sion of the author and of the United States Information Agency. (Explanatory footnotes,

defining some of the terms with which the reader may not be familiar, have been pre-

pared by Professor Laird especially for this reproduction of his article and are denoted by
lower case letters. Ed.)
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following the leadership change. Besides the removal of Khrushchev himself

as the key formulator of agricultural policy, the changes, most of which were

widely publicized by the new leadership, included the following:

CO The removal of T. D. Lysenko^ from his leading position in agri-

cultural science and experimentation;

(2) the reinstatement of the Ministry of Agriculture as the dominant

central agency of production administration;

(3) the reestablishment at the local level of unified raion (district) ad-

ministrative agencies for both industry and agriculture, and the abolition of

Khrushchev's "territorial production administrations";

(4) the reinstatement of V. V. Matskevich as Minister of Agriculture

and D. A. Kunaiev as First Secretary of the Kazakhstan Party (Khrushchev

had previously dismissed both men as scapegoats for the growing failure of

his virgin lands scheme);

(5) the establishment of stable purchase plans for agricultural produce,

these plans to remain unchanged throughout the new five-year planning

period;

(6) significant increases in state prices paid to farms for their output,

accompanied by a return to the old two-price system—i.e., base prices for

plan fulfillment and higher prices for purchases of produce in excess of the

plan;

(7) the announcement of plans for significantly speeding up the recla-

mation of marshlands and expanding the areas under irrigation;

(8) encouragement of private-plot production, primarily by removing

the added restraints placed on such operations during Khrushchev's last

years in office;

(9) the promised introduction of a new model charter for agricultural

artels,^ probably by the spring of 1966; and

(10) the decision to halt, for the foreseeable future, the further trans-

formation of kolkhozy'^ and sovkhozy^ and the amalgamation of farms into

even larger units.

This is an imposing list of changes, and it raises the question: Do they

—and other moves which have received less publicity—portend a significant

transformation of the Soviet agricultural system? The answer to this question

is not to be found simply by examining the post-Khrushchev innovations

alone; indeed, any valid answer must be preceded by another question: In

addition to the known—and serious—physical limitations facing Soviet agri-

^ Although long regarded as a fraud by Western biologists, Lysenko was able to win
the favor of both Stalin and Khrushchev to the point that he was able to dominate much
of biological and agricultural sciences for years.

^ In Soviet usage the collective farms are sometimes referred to as agricultural artels,

sometimes as kolkhozy.
<^ Soviet collective farms, primarily distinguished from state farms by the fact that the

collective farm members are not on the state payroll.

^ State farms.
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culture, what is the political-economic environment that also must inevitably

shape and limit any reformation of the Stalinist agricultural order^

The Stalinist Legacy in Agriculture

An evaluation of the current trends must start not only from recognition

that the Soviet system is a collectivized system, but also from appreciation of

the fact that, while the Soviet Union is not the only modern state experi-

menting with a large-scale collectivized form of agriculture, both the size of

the Soviet farms and the. administrative scheme of the system are unique.

The kolkhoz-sovkhoz system is, perhaps, the most important of all of Sta-

lin's contributions to the Soviet system of rule; and in spite of many modifica-

tions introduced in the 1950's and early 1960's, that system remained essen-

tially intact in the fall of 1964. This being so, it is pertinent to inquire why
Stalin, in spite of the impressive revival of agricultural production under the

policies of the NEP, chose to impose the tragically heavy cost of forcible

agricultural collectivization on the Soviet peasantry in the first place.

The most obvious, though perhaps not the most important, reason was

the realization that only out of agriculture could be squeezed the enormous

amounts of capital necessary for the rapid industrialization of the USSR.
Some form of agricultural collectivization therefore seemed essential if the

required amounts of capital were to be transferred from the farms to industry.

The second reason, less obvious but at least as important, was political

in nature. Already prior to the 191 7 revolution, Lenin and his followers had

clearly perceived that the 1905 revolution had aborted because it lacked the

organized support of the peasantry, who constituted the overwhelming bulk

of the population. Later, the Bolshevik leadership was equally aware that

its success in 191 7 as well as in the subsequent civil war was achieved

through a merger of the agrarian and urban revolutions, the peasants choos-

ing to side with the Bolsheviks as the least repellent of the forces contending

for political power. In view of the tenuous nature of the peasant-Bolshevik

alliance, however, the potential of peasant power loomed ominously in Soviet

politics after the bloodletting was over. Thus the concessions granted to free

peasant enterprise under the NEP^ reflected the new rulers' recognition

that the mood of the countryside demanded a "peasant Brest-Litovsk."^ ^

Although Stalin terminated the NEP in 1928, no one could have been more

aware than he that just as the peasant masses had been the key factor in the

^A new economic policy promulgated by Lenin in 1921, that involved legalized

widespread private enterprise in small scale manufacturing, trade, and agriculture but not
in large scale industries.

f Brest Litovsk was the place where the victorious German armies in the First World
War forced Lenin's representatives to accept German terms for an armistice.

1 David Riabanov is credited with originating this description of the NEP. See Merle
Fainsod, How Russia Is Ruled, Cambridge, Harvard University Press, 1953, p. 97.
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Communist victory, so they also constituted the most important potential

source of political—even revolutionary—opposition to the regime. Conse-

quently, it seems logical that the most important motivation behind Stalin's

agricultural "revolution from above" was the need to emasculate the peasantry

politically. The risks involved in forcing the peasants into the collectives were

certainly enormous, but once the kolkhozy had been successfully established

(and the MTS^ created and placed firmly in control of agricultural ma-

chinery as the major means of production^). Communist rule in Russia was

assured of a long tenure.

Between the early 1930's and the early 1950's, few if any significant eco-

nomic or administrative innovations were introduced in Soviet agriculture,

while politically the collectives gradually pressed the peasantry into a mold

from which effective deviation became more and more impossible. Beginning

with the amalgamation of collectives initiated by Khrushchev with Stalin's

blessing in 1950, the pace of economic change in agriculture accelerated

sharply, especially after 1953, but still there was no really fundamental de-

parture from the established system. True, Khrushchev did away with Sta-

lin's MTS, but this meant no weakening of party control over agriculture; it

merely shifted the focal point of this control from the MTS to the kolkhozy

themselves. By 1958, when this step was taken, the party network within the

collectives had been so strengthened by the transfer of cadre reinforcements

from the cities that virtually every farm had a party-member chairman sup-

ported by a party unit, making the MTS superfluous.

Nor did Khrushchev's innovations contribute much in the long run

towards advancing agricultural production. The augmentation of the number

of specialists on the farms had perhaps the greatest impact,^ while some

short-range advantages also resulted from the expansion of the area sown to

corn under the "virgin lands" and corn campaigns.*" On the other hand, the

1955 decree on decentralized farm planning was almost completely ignored.

In sum, although the Khrushchev regime made apparently serious attempts to

improve farm output through economic changes, these were overshadowed by

s Machine tractor stations were central machinery pools, owned by the state, which

serviced individual collective farms. The MTSs were formally abolished by decree in 1958.

2 Under Stalin, the MTS (Machine Tractor Stations) held a monopoly over agricul-

tural machinery. Thus, by placing trusted party cadres in key positions in the MTS, the

party was able to utiUze them as an effective means of exercising control over the collec-

tive farms.

3 As a result of Khrushchev's policies, the number of agricultural speciahsts working

on the farms more than doubled between 1953 and 1963. For further details, see the

author's forthcoming article, "The Dilemma of Soviet Agricultural Administration," in

Agricultural History.

^The virgin land campaign involved Khrushchev's scheme to put huge tracts of

semi-arid land, largely in Kazakhstan, under the plow in the mid 50's. The corn campaign

involved Khrushchev's championing the cultivation of corn over wide areas of the Soviet

Union. While both campaigns proved of some value in the effort to increase Soviet grain

output, both were greatly over-estimated, to Khrushchev's and the nation's later regret.
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political moves designed to strengthen the system of controls—often to the

point of nullifying the economic gains that might otherwise have been real-

ized.

Finally, any examination of the rationale behind the Stalinist agricul-

tural system must not ignore the theoretical determinants. From the stand-

point of Marxist doctrine, the Bolshevik undertaking to introduce commu-
nism into predominantly agricultural and peasant Russia was an anachro-

nism, and it necessitated devising some scheme for bringing the masses of

peasant farmers, no less than the urban workers, into a proper Communist
relationship to the means of production. The kolkhozy and sovkhozy an-

swered this ideological need. Beyond this, in the more practical realm of

administrative theory, Lenin repeatedly argued for the application to agri-

culture of an organizational pattern similar to that for industry. Closely re-

lated to this idea was the conviction—also influenced, no doubt, by the vast

expanse of Soviet lands—that hugeness was a criterion of superiority in agri-

cultural as in industrial enterprise. Even Khrushchev, although he occasion-

ally damned the excesses of "gigantomania," became caught up in the mo-

mentum of bigness and presided over the amalgamation program which

increased the size of farms severalfold.

Khrushchev's Later Initiatives

Although the blind spots of a totalitarian dictator are probably such that

Khrushchev was unable to see the roots of many of his own failures in agri-

culture, he appears to have realized some time before his ouster that radi-

cally new courses of action were required. Thus, in response to the drought

of 1963, he called for a crash program to expand enormously the production

of artificial fertilizers and other chemical aids. Indeed, there is good reason

to believe that he had already seen portents of impending agricultural disas-

ter at least a year earlier, in 1962, when he established the Territorial Pro-

duction Administrations' as a new arm of local control over agriculture. In his

call for establishing the TPAs,'* he emphasized that, following the aban-

donment of the MTS in 1958, too many comrades in posts outside and above

the farms had wrongly taken that move to mean a lessening of their respon-

sibilities for satisfactory farm production whereas they should have taken

these responsibilities even more seriously.

^The Territorial Production Administrations were local party-state administrative
subdivisions created on the "territorial production principle." Each of the TPAs was
responsible for some 40 collective and state farms.

"* Although the TPAs had no monopoly over farm machinery as had the MTS, they
were local party-state administrative agencies responsible for the production performance
of the collective farms in their respective districts. Every TPA had a party unit and a

staff of inspector-organizers, each of whom was responsible for supervising operations of

some three or four farms.
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The attempt to tighten agricultural controls through the TPAs, how-

ever, soon proved inadequate. Even though 1962 produced a relatively good

harvest, 1963 brought the drought, and the USSR, finding its grain reserves

dwindling, had to resort to purchases abroad. Khrushchev then launched his

much-publicized campaign to step up fertilizer production. This, however,

was not the only important shift in policy. Khrushchev also dusted off his

call of several years earlier in favor of adopting the "production principle,"

instead of plan fulfillment, as the primary criterion of agricultural success.

The "production principle"—in effect a kind of Libermanism^ for agricul-

ture—involves gauging farm performance primarily on the basis of output

per unit of land, rather than the simple fulfillment of planned quotas. Fi-

nally, during Khrushchev's last few years in office, an increasing number

of articles appeared in the press—seemingly with tacit official encouragement

or approval—advocating a return to the zveno (a team made up of some half

dozen individuals) as the basic work unit on the kolkhozy in place of the

existing huge brigades, sometimes numbering over a hundred individuals.

Full adoption of the "production principle" and the zveno would un-

doubtedly result in profound changes in the collective farm system. The

kolkhozy themselves might be preserved in name, but the logic of the "pro-

duction principle" carries the implication that central planning authorities—

indeed, planners at any level above and outside the farms—would be deprived

of the power to determine what crops or animals would be produced on the

farms. If output were to be made the criterion of farm performance, then such

basic production decisions would logically have to be left to the farmers

themselves since they would best know what crops and livestock to raise in

order to maximize the yield of their particular farm. Even more significantly,

perhaps, a return to the zveno would, in effect, subdivide each collective

farm into what would amount to numerous smaller farms operated by indi-

vidual teams controlling the segments of land and the livestock under their

care. Thus, the combination of these two reforms, had they been carried out,

would have simultaneously done away with central controls over agriculture

and with the kolkhozy as single, large, and wholly coordinated administrative

units. Unfortunately, however, neither proposal received much attention,

and what little changes Khrushchev was actually able to effect were, like the

Stolypin reforms'^ of over a half century earlier, too little and too late. This

failure, more than anything else, may well have sealed the political fate of

Nikita S. Khrushchev.

J As used tiere, Libermanism refers to proposed and partly implemented alterations

in the Soviet planning and administrative apparatus that would aUow local production

management greater freedom of decision making. (For a detailed discussion of Liber-

manism, see Chapter XI below. Editor's note.)

^ Stolypin was the Tsar's prime minister from 1906 to 191 1 who attempted to settle

the peasant unrest by adopting a series of governmental policies that would work to

strengthen the peasants' position, particularly that of the more ambitious, hard-working

element of the peasantry.
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Now Khrushchev is out, and the renewed emphasis placed by the pres-

ent leadership on plan fulfillment suggests that the "production principle"

will at best be soft-pedaled and more probably discarded.^ Consequently, the

only current trend in Soviet agricultural policy that appears to offer some

promise of leading to vitally needed fundamental changes in the existing

system is probably the trend iniated under Khrushchev towards reviving the

zveno as the basic unit in the organization of kolkhoz production. The im-

portance of this developing trend will be further elaborated upon later in the

discussion.

Policies of the New Leadership

The first major action of the post-Khrushchev leadership was to call a

special Central Committee plenum on agriculture. There were probably few

Soviet citizens who missed the significance of the single added word in the

title of Brezhnev's address—delivered at the March 24, 1965, session of the

plenum—which otherwise was virtually identical with the title of Khru-

shchev's speech of September 3, 1953, admitting serious agricultural failures.

Whereas Khrushchev's title had been "On Measures for the Further Develop-

ment of Agriculture in the USSR," Brezhnev's was "On Urgent Measures

for the Development of Agriculture in the USSR" (italics added).

^

Both Brezhnev's speech and the resolution subsequently approved by the

plenum heavily stressed matters of agricultural administration, thus falling

into line with the long-established idea that if the administrative setup were

properly readjusted, the problems of agricultural production would automati-

cally be solved. A reading of these pronouncements might well have given

the first impression that at long last the new leadership intended to take

serious steps to decentralize agricultural production decision-making, giving

the farms greater freedom to respond to local conditions and needs. Unfortu-

nately, however, the long history of advancing centralization in Soviet agri-

cultural administration, plus the stress which key officials have given to

certain changes introduced by the new leadership, does not support such

optimism.

Already four months before the special March plenum, hopes of a shift

towards greater on-the-farm autonomy in production decisions had been

spurred by the new leadership's action in November 1964 to rid the Territo-

rial Production Administrations of their party committees. However, the

5 Addressing the March 1965 special Central Committee Plenum on agriculture, it

is true, Brezhnev asserted that "the level of profitabihty must be placed at the base" of
measuring the success of farms. However, the new leadership's simultaneous stress on
plan fulfillment as the most important factor is incompatible with a shift to the "pro-

duction principle" and cost-accounting. See "O neotlozhnykh merakh po dalneishemu
razvitiiu selskovo khoziaistva SSSR: Doklad . . . L. I. Brezhneva ... 24 Marta 1965
goda," Selskaia zhizn, March 27, 1965, pp. 2-4.

6 Ihid.
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March plenum, in deciding to dismantle the rest of Khrushchev's economic

administrative apparatus, also moved to recreate all too familiar control agen-

cies. In fact, the machinery of agricultural administration has been restored

to much the same form that existed prior to 1958, although without the MTS7
As oudined by the newly-designated Minister of Agriculture, V. V.

Matskevich, the reorganized structure of agricultural administration is as

follows: The USSR Ministry of Agriculture (including some 43 "main ad-

ministrations," commissions, and associations responsible for almost every

conceivable aspect of agricultural activity^) has been reinstated as the focal

point of production control and direction over counterpart ministries in the

various republics. Below the republic ministries, the ohlast (or kraiy admin-

istrations continue to function as major agencies of administrative control

and are specifically charged with responsibility for "operational direction"

Coferativnoe rukovodstvo} of the farms. Finally, although somewhat fewer

in number than they were in the late 1950's, the raion administrations (rees-

tablished earlier by the new leadership) have again been made potent cogs

in the control structure. Operating directly under the supervision of the

ohlast authorities and immediately over the farms, they are responsible for

"working out problems of placing orders for production and delivery" of state

purchases, "distributing funds for equipment and construction, . . . [and]

rendering day-to-day assistance to the farms in solving complex problems."^

All this casts doubt on Brezhnev's promise at the March plenum that

there would be "a resolute turning away" from the practice of excessive inter-

ference by higher authorities in the management and personnel affairs of the

kolkhozy and sovkhozy."^*' Production failures on the farms necessarily result

in failures to fulfiill planned delivery quotas, and Matskevich himself has

unequivocally stated that the assignment to the raion, ohlast Qkrai^, and re-

public administrations of responsibility for "operational direction" of the

farms means that the "fulfillment of the [state] plan for the purchases . . .

will be guaranteed . .
."^^ Perhaps the central authorities will no longer

7 There were even hints of a possible revival of the MTS at the March Plenum.

Noting that the "repair base" had been "seriously undermined" when the MTS were

dismantled, Brezhnev specifically proposed "the creation of mechanized detachments and

machine-rental, mechanized animal husbandry, and meadow-reclamation stations for the

fulfillment of various specialized jobs. . .
." See Pravda, March 27, 1965.

8 "V ministerstve seliskovo khoziaistva SSSR," Kolkhoznosovkhoznoie proizvodstvo,

No. 8, 1965, pp. 47-48.

'Below the republic level in the USSR the country is divided into administrative

subdivisions. In most cases these regions are known as oblasts, sometimes as krai.

9 "Na uroven novykh zadach," Selskaia zhizn, June 24, 1965, p. 2. As of early 1965,

some 1,945 unified urban-rural raion administrations had been established in the Ukraine

and the RSFSR alone (see Pravcia, Feb. 6, 1965, p. 2; and Izvestia, Jan. 16, 1965, p. 4),

and at the March Plenum, Brezhnev announced that some 2,434 raion party committees

had been created (_Pravda, March 27, 1965).
10 Ihid.

11 V. V. Matskevich, "Ekonomicheskie problemy dalnaishnevo razvitiia selskovo

khoziaistva," Vo^rosy ekonomiki. No. 6, June 1965, pp. 1-13.
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attempt to interfere in the day-to-day production administration of the kolk-

hozy and sovkhozy as did Khrushchev, but it is surely impossible in practice

to separate responsibility for planning, enforcement of delivery quotas, and

direction of farm production. Perhaps orders may now emanate from republic

or ohlast offices, but these offices are just as much out of touch with local

conditions and needs as are the central agencies in Moscow. Finally, the Min-

ister of Agriculture has made it absolutely clear that the raion administrations

will be directly responsible for enforcing such higher orders and for seeing

not only that planned state delivery quotas are "unquestionably fulfilled," but

also that "possibilities for above-plan . . . purchases . . . are fully utilized.

. .
."'^ This would hardly seem to augur any diminution of outside controls

over farm operations, or any increased autonomy for farm managers.

On the other hand, Soviet commentary has stressed that certain eco-

nomic measures—principally the establishment of stable, unchanging pro-

curement plans for the 1966-70 planning period and the expansion of state

investments in agriculture over this period to a total of 62 billion rubles

(nearly equal to total Soviet investments in agriculture during the first nine-

teen postwar years^^) will assure a substantial improvement in farm produc-

tion. The promised increase in investments is indeed impressive and, if

carried out, should produce new levels of output. If, however, as this writer

believes, at least half the problem lies in deep-rooted administrative defects

of the system, the gains to be realized through increased capital expenditures

and greater production incentives are bound to be disappointing.

Before Khrushchev ended the old two-price system for state purchases

of farm produce,"" Western observers agreed that it distorted incentives. Yet,

one of the new leadership's moves to solve the agricultural problem has been

to go back to the old scheme of higher prices for above-plan sales to the

state. More than this, there has already been an intimation that the pro-

fessedly voluntary above-plan sales may increasingly come to be regarded as

mandatory.^'*

Beyond these key economic changes, restrictions on private-plot produc-

12 Ihid. Further elaborating on the responsibility of the raion organizations, Matske-
vich asserts that they "must carefully examine the plans given to them [by the farms]
and, if necessary, make corrections, and only after this, confirm the individual plans for

each kolkhoz and sovkhoz, but with the understanding that the state purchases for the

raion must be fulfilled unquestionably" (emphasis added).
13 Brezhnev speech at March 1965 plenum, Pravda, March 27, 1965.
*" Under Stalin there were sometimes two or even three different prices for agricul-

tural commodities paid to the same kolkhoz. Primarily this multi-price system arose out of

the compulsory delivery system imposed upon the farms by the state. Thus for that portion

of a farm's produce that state plans demanded be delivered to the state a relatively low price

was paid. Produce beyond the compulsory delivery was paid for by the state at a higher

price or could be sold on the market where it would often bring a yet higher price.
1'* The lead editorial of Ekonomika selskovo khoziaistva (No. 4, April 1965, pp. 1-9)

stated that above-plan sales to the state would "initially" be placed on a "voluntary

basis," implying a possibility that they might later become obligatory.
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tion (which apparently were encouraged by Khrushchev in his later years

in office) are to be stopped; the hopelessly large debts of many of the more

backward collectives, accumulated largely through purchases of MTS equip-

ment, are to be canceled; large new drainage and irrigation projects are to be

undertaken; terms of credit extended to farms for improvements are to be

eased; and a new, more liberal tax, levied on net rather than gross farm in-

come, is to be adopted.

By and large, these economic reforms appear to reflect a new trend in

Soviet policy which—if conscientiously pursued and fully implemented—

can bring about a significant improvement in agricultural productivity. Nev-

ertheless, this writer still adheres to the conclusion advanced in an earlier

analysis of Soviet agricultural potential for 1980, that the USSR can be

expected to remain a net importer of food (or at least of the key commodity,

grain) for several years to come.^^ The Brezhnev-Kosygin program of eco-

nomic reforms in agriculture provides no new reason for altering this conclu-

sion.

Prospects for Fundamental Reform

The long-term outlook for Soviet agriculture is, moreover, beclouded by

the fact that there has as yet been no clear indication that the economic im-

provements described above will be matched by equally necessary reforms on

the administrative side. Perhaps the new leadership's promise to write a new

kolkhoz charter does imply a resolve to effect far-reaching modifications in

the sovkhoz-kolkhoz system; however, as stated earlier, the only hopeful sign

pointing in this direction as of the time of writing has been the apparent

tendency toward a revival of the zveno. Whether this development is con-

nected in any way with the formulation of a new kolkhoz charter is, however,

not yet clear.

An important aspect of the administrative problem of Soviet agriculture

is the unwieldy size of the farms themselves. In early 1965 there were some

10,000 sovkhozy averaging 28,200 hectares each, including 9,800 hectares in

crops and 2,356 devoted to cattle, and 37,600 kolkhozy averaging 6,000 hec-

tares, including 2,900 hectares in crops and 944 devoted to cattle. As of that

same time, the long-run trend toward ever larger farms—greatly accelerated

15 See the author's "Soviet Agricultural Output in 1980: An Appraisal," Ost-Eurofa

Wirtschaft, No. 2, June 1965. Even if Soviet agriculture were to achieve the current

average US level of grain output per hectare, the resulting maximum possible output of

some 214 million metric tons by 1980 would still fall far short of Khrushchev's goal of

300 miUion tons, which would be required to meet the needs of Russia's increasing popu-

lation and provide sufficient animal feed to raise the protein content of the average citi-

zen's diet to a level comparable with that prevailing in the United States and Western

Europe. Moreover, if reasonable allowance is made for the lower efficiency of Soviet farm

production, the USSR's annual grain output by 1980 seems unlikely to reach more than

an estimated 170-180 million tons, indicating that grain imports will be necessary even

to maintain the present starch-heavy diet.
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by the Khrushchev program of amalgamations inaugurated in 1950—had as

yet to be definitely reversed, although the appearance in recent years of So-

viet studies of optimum farm size and Brezhnev's statement at the March

1965 plenum that some of the present farms are "so large that they have

proved to be unmanageable"^^ suggest the possibility of a reversal. If the

findings of American studies on farm size and management can be consid-

ered universally applicable, the average Soviet farm today is several times too

large for efficient operation. ^^

True, American farms vary considerably in size according to the type of

operation, and the size of the average farm (some 300 acres, or 120 hectares,

in 1959) is continuing to grow. Nevertheless, as a general proposition, it

seems clear that the optimum size of the most efficient farm, regardless of

setting, must be closer to the American average than to the Soviet.

Viewed in this light, a reorganization of Soviet farms on the basis of the

zveno would be at least a step in the right direction. As implied previously,

this might be done without fully dismantling the collectives; indeed, con-

tinued kolkhoz ownership of at least the most expensive farm machinery and

continued common marketing and storage of produce might prove advan-

tageous, since changes in these areas would probably entail considerable out-

lays of capital for machinery, transportation, and buildings. What would be

essential in such a reorganization, however, is that for production purposes

not only the workers but also the land and animals should be divided into

much smaller units, and above all that these units should be vested with the

power to make production decisions. In short, although the framework of the

kolkhozy might be retained, for all practical purposes of production the exist-

ing farms would be broken up into smaller parcels much closer in size to the

average American farm.

Stalin, it should be noted, damned his fellow member of the Politburo,

A. Andreiev, in the late 1940's for championing the zveno as the most effi-

cient basis for organizing farm production. The reason for this condemnation

undoubtedly was that zveno members tended to develop separatist attitudes

towards the collectives and to regard the fields and animals under their

charge as private property. Andreiev, however, was correct in his observation

that these teams, which had grown in importance under the relatively relaxed

controls during the war, had proved themselves more efficient producing

units than the large brigades.

^^Pravda, March 27, 1965.
^^ E.g., See John J. Brewster and Gene Wunderlich, "Farm Size, Capital, and Ten-

ure Requirements," in Adjusments in Agriculture: A National Basehook (Carlton F.

Christian, Ed.), Ames, Iowa, Iowa State University Press, 1961, pp. 196-228. For com-
parisons of farm size and management efficiency and their implications for Soviet agri-

ctolture, see the author's paper, "Khrushchev's Administrative Reforms in Agriculture:

An Appraisal," forthcoming in a collection of papers on Soviet and East European agri-

ciilture (Professor Jerzy Karcz, Ed.) to be published by the University of Cahfornia
Press.
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Soviet agriculture in the late 1940's was in serious trouble, and Stalin

found himself facing a choice between Andreiev's recommended course,

which on the basis of the record promised more efficient production, though

at the cost of weakened controls, and Khrushchev's alternative program of

further farm amalgamations, which offered no demonstrable hope of in-

creased farm production but on the other hand assured heightened party

and state control over agriculture and hence continued maximization of capi-

tal transfers from agriculture to industry. Adoption of the latter alternative

had the effect of completing Stalin's "revolution from above," bringing the

managements of the kolkhozy fully under the monolithic control hierarchy

extending from Moscow down to the local unit.

In the later years of Khrushchev's tenure, a quiet reversal of attitude re-

garding the zveno became apparent. Articles published in various journals,

including the important weekly Ekonomicheskaia gazeta, began praising the

effectiveness of the zveno in sovkhoz and kolkhoz operations. ^^ This trend,

moreover, does not seem to have abated with Khrushchev's removal from

office. Should it continue, and should the new kolkhoz charter promised by

the present leadership provide for the displacement of the brigade by the

zveno, there is little question that the result would be a radical change in the

kolkhoz-sovkhoz system. The implications of such a move were clearly indi-

cated in a recent article by V. Zhulin, Chief Agronomist of the Krasnoyarskii

Sovnarkhoz, Altaiski Krai, who strongly argued for the zveno on the basis of

highly successful experiments carried out in his region. His remarks included

the following:

In order that a team be on the land as an active owner, the land should he a legal

assignment, not a conditional one. A team has to consist of four to six persons . . .

A team that enters a kolkhoz or sovkhoz as a primary production unit must have a

single will . . . subordinated ... to the authority of the detachment leader

. .
.19 [Emphasis added by R.D.L.l

It seems more probable, however, that the zveno movement will prove

to be a minor countertrend which will be overcome by the major sweep and

direction of the post-Khrushchev changes in Soviet agricultural policy. The
reestablishment of a centralized administrative hierarchy from the Ministry

of Agriculture down to the raion administrations and the individual farms,

the call for ohlast and republic offices to exercise close "operational direction"

of farm production, and the demand that raion authorities continue to give

first priority to the fulfillment of centrally-determined production plans—all

these moves by the new Soviet leadership militate against the prospect of a

Libermanist-type trend in agriculture. While it is still possible that the new

kolkhoz charter to be promulgated in 1966 may alter the current picture of

18 E.g., see "Organizatsiaia truda v kolkfiozakh i sovkhozakh," Ekonomicheskaia

gazeta, No. 5, Feb. i, 1964, pp. 1-6 of insert.

^^ Komsomolskaia fravda, August 7, 1965, pp. 1-2.
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unremitting agricultural controls, the new leadership appears unwilling as

yet to carry out a fundamental alteration of the existing system at the cost of

inviting the evolution of independent peasant interest groups and admitting

implicitly that Marxist-Leninist forms are incompatible with efficient agri-

cultural production.

16

SOVIET AGRICULTURE:
WHAT CAN BE DONE?''

Alec Nove
University of Glasgow

Agriculture has been described as the Achilles heel of the Soviet econ-

omy. Agricultural plans have hardly ever been fulfilled, and the last few

years have provided no exception to this rule. The seven-year plan envisaged

a rise in farm output of 70 per cent. The officially claimed figure is only 13

per cent, which barely exceeds the rise in population in the same period.

Grain has had to be imported on a scale unprecedented in Soviet history.

How do Brezhnev and his colleagues look at this situation? What do they

intend to do about it? Among other measures they have announced large in-

vestment expenditures designed to improve matters. Is this approach a sound

one? Are their other measures sensible? These are the kind of questions I

want to discuss here.

Foreign observers have been analysing these ills for a long time. There

are material inadequacies in virtually everything from rural roads to the pro-

duction of harrows; there is the fact that peasants' pay is too low and of un-

certain value; there are price irrationalities, bureaucratic interference, the im-

position for political reasons of wrong cropping practices, the conflict with

the peasants over their private activities and so on. That these weaknesses

exist is common ground as between Brezhnev and his fiercest western critics,

and there would be no justification for the present broadcast if I were merely

to go over this ground again. However, the Soviet Communist Party has ap-

* Reprinted from The Listener, 31st March, 1966, pp. 357-359, by permission of

the author and the British Broadcasting Corporation.
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pointed a high-level commission to prepare major reforms, and has announced

a vast investment programme and a new five-year plan. A great deal of new

information on the present situation has become available. Therefore there

is a good case for taking another look at Soviet agriculture. The more so as

some western critics—for instance an anonymous writer in The Economist—

are suggesting that the Russians ought to be investing not in agriculture but

in the exporting sectors of industry, and rely much more on imports of farm

products.

Is this so? Let us discuss this view, since this will help us to understand

more clearly the nature of a complex and difficult problem. Soviet farming is,

beyond doubt, inefficient and high-cost. This is no place to quote any elabo-

rate statistics, but the simplest arithmetic would show that the prices now

being paid to farms for wheat are very high, particularly the grain purchased

over and above the fixed delivery quotas. This price, in central Russia, is as

much as 190 roubles per ton, or more than 75 pounds at the official rate of

exchange. It certainly looks as if it would be more sensible to import grain

rather than to pay such prices. And if this year the Soviet harvest is good and

exports are resumed, Soviet wheat will be sold in the work market at prices

which will ensure a large loss.

The situation in the livestock sector is even worse. The shop prices of

meat, and to a lesser extent also of butter and milk, are lower than prices

paid to farms. This is despite a large increase in retail prices in 1962. The

Minister of Finance has announced that there is now a substantial budgetary

subsidy. This is indeed a change from the days when the state exploited the

peasantry through forcible deliveries at very low prices.

All this does appear to demonstrate the high cost and inefficiency of

Soviet agriculture. What, then, is wrong with the arguments of those who

favour less investments in this chronically loss-making sector? To answer

this question one must first ask another. Costs are high, many farms make

losses. Yet work incentives are inadequate because labour is poorly paid.

Many millions of people have left the villages because of poor living con-

ditions. Why are costs high when pay is so low?

The answer requires a brief look at the past. In the heyday of Stalin,

pay for collective work was much lower, since the state compelled farms to

deliver produce at confiscatory prices. But at this period most animals were

privately owned, and most crops other than grain and industrial crops were

privately cultivated. Mechanization was even more deficient than it is today,

but costs were unknown and in fact no one bothered to calculate them. The

farms and the peasants paid a kind of tribute to the state, in the form of

compulsory deliveries, and the rest of the produce was used on the farm, was

eaten by the farmers, or was sold on the free market at high prices. In these

conditions, work for the collective has some similarity with unpaid work for

the lord on a medieval manor. The peasants made their living in the time

they had available for work on their own holdings.
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But gradually the balance was altered. Under Khrushchev in particular

the share of state purchases in total farm output grew rapidly, and so did

collective farms' claims on their members' time. Their reward for work is

indeed much larger than it was under Stalin. But the point is that it has

changed its nature. What was for many peasants a burdensome and almost

unpaid part-time duty became their chief occupation. For this purpose the

pay is still too small to act as a sufficient incentive. But the rise in pay did

make a great difference to costs, and in fact made the livestock sector look

hopelessly uneconomic. The principal reason was simply that there was a

grave shortage of labour-saving equipment, and consequently the labour in-

puts on farms were very high. Khrushchev once said that it takes sixteen

times more man-hours than in the United States to produce one ton of pork.

Under the circumstances production costs rose sharply with every increase in

pay.

This explains why, once the chief part of production ceased to be in the

private sector and became collective, one could and did have both low pay

and very high costs. At the plenum of March 1965, Pavlov, the Secretary

of the Young Communists, quoted some bitter milkmaids as saying: "All our

mechanization is shovels for manure, ropes for carrying silage and hay, and

our own hands for milking". In such conditions as these, labour requirements

are very high. If these women are to be paid an adequate wage, comparable

with women in industry, costs are likely to be fantastically high. To me the

moral is obvious: to provide the missing mechanical aids, and so reduce the

quantity of physical labour. But this is nothing else than investment in agri-

culture! A continued refusal to mechanize agriculture would make little sense,

unless it is assumed that the U.S.S.R. is inherently incapable of producing

at lower cost. But is this so? Russia has a great deal of land similar in soil

and climate to Canada and to the north European plain. Output, per hectare

and per man, is far below that of other countries. There are, admittedly, many
causes for the inefficiency of Soviet agriculture, and under-investment is only

one of them.

Imports of Foodstuffs Not Enough

But in any event, a country with the resources and population of the

U.S.S.R. can scarcely rely on imports for the bulk of its staple foodstuffs. For

example the U.S.S.R. consumes an amount of meat far in excess of the total

exports of all the countries of the world. Naturally, this does not preclude

the desirability of food imports at particular times and places, and exports and

manufactures are growing and will grow. But Russia has the land which,

properly used, should supply her basic needs at reasonable cost. In the in-

tensification of her agriculture, Russia has fallen far behind the West since

the revolution, and it is surely necessary to take remedial action, not to give

up. Intensification needs capital.
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The critics will say that Mr. Khrushchev did greatly increase invest-

ments in agriculture, and the results were, to say the least, disappointing.

True, but Khrushchev's policies were in many respects exceedingly unsound.

The livestock sector remained gravely under-equipped. A disproportionate

effort was devoted to maize. And the entire non-black-earth region, covering

most of the area in which rainfall is reliable, suffered, in the words of a

Minister at the Central Committee plenum, from "the negative influence of

personal, I would say pathological, fantasies for the reconstruction of agricul-

ture". He did not name the villain of the piece, but this was unnecessary.

Khrushchev enforced unsound cropping practices, tried to outlaw grasses and

fallowing, insisted on grain deliveries on a scale which left whole areas with-

out seed, meat deliveries which caused the slaughter of breeding stock, ran

down reserves recklessly. Machinery output was so badly planned that a high

proportion of existing tractors and combines were out of action for want of

spare parts. Fertilizer was not allocated to the northern and western portions

of European Russia, where it would have the maximum effect. There was

hardly any liming of acidic soils. Pastures became overgrown. Necessary

drainage and road-building were neglected, crop rotations disrupted, Ly-

senko's mad genetic theories misapplied on a national scale. All these and

other harmful activities were bound to negate the effects of an enlarged in-

vestment programme. In any event, the investment programme was cut back

in 1958. The poor results do not prove that it is wrong to invest in agricul-

ture, only that the adoption of wrong policies leads to unfortunate conse-

quences.

Let me illustrate the present state of affairs by direct quotation from the

speeches of party officials at the plenum of the Central Committee, held last

year.

Here is the secretary of the Volgograd province

:

Despite the fact that under the dry conditions of our province it is essential

for agrotechnical reasons to sow early, the collective and state farms have to pro-

longue the spring sowing because of the lack of cultivators, grain sowers and even

harows. Things have reached such a pass, comrades, that in the last four or five

years even these simplest machines cannot be bought, they are distributed one by

one. Farms are very short of tractors for ploughing, and of grain combines.

Here is the secretary of the Bashkir republic speaking:

The level of mechanization [in livestock raising] in the republic is extremely

low. Water supply is 50 per cent mechanized, milking only 8 per cent and fodder

preparation, feeding, and manure removal a mere 2-4 per cent mechanized.

More Investment, Improved Amenities

This suggests that there is urgent need for more investment. Improved

amenities are essential, too. As Pavlov said: "The population of rural areas
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aged between seventeen and twenty-nine has fallen in the last few years by

6,000,000. In many collective farms today the average age of the working

population exceeds fift>'". Young people flee because of the pay, the working

conditions, the lack of amenities. To quote Pavlov again: "It is considered

normal that a dairymaid stays on the farm twelve to fourteen hours a day and

has no day off for years." The secretary of the Pskov provincial party reported

that nearly half his labour force had left the farms in the past seven years.

Labour statistics for the country as a whole show that during the seven-year

plan, which ended last year, between 6,000,000 and 7,000,000 more people

had left agriculture than had been foreseen by the planners.

When the fact of the flight from the villages is brought to their atten-

tion, some critics react in two very different ways. They may say there can-

not be a big unorganized movement from village to town, because it is il-

legal—to which the answer is that, whatever may be the law about internal

passports, the movement takes place. Or else, secondly, the critics would claim

that in any case Soviet agriculture employs too many people.

This last argument leaves out of the account the fact that, with present

inadequate standards of mechanization, Soviet agriculture has no labour sur-

plus, and is in fact compelled to borrow labour from other sectors at peak

periods. So we are back again at the need for more, not less, investment.

Bearing all these things in mind, let us examine critically the policy of

Mr. Brezhnev and his colleagues for putting things right. The evidence of

what they intend to do is to be found in the speeches and resolutions of the

Central Committee plenum of last March, and also in the draft five-year

plan submitted to the Party Congress.

A Sensible, Balanced Plan

First, a big investment programme is being pressed forward. I have al-

ready argued that this is necessary, and that the contrary view is a mistaken

one. However, experience shows that it is not just the volume of investment

but its direction which will determine the success or otherwise of the plans.

Mr. Khrushchev's excessive emphasis on chemicals is to be moderated, but

there is still to be a very ambitious expansion of the fertilizer industry, and

there will also be many more pesticides and weed-killers, more drainage in

the north and north-west, more irrigation in the south and south-east, and
also more agricultural machines of many kinds, lorries, building materials,

repair facilities, and so on. The plan as it stands looks sensible and reasonably

balanced, though perhaps with one exception. This is the apparent neglect

of one of the worst problems of Soviet agriculture, which is the almost total

lack of proper roads. This causes paralysis every autumn and every spring.

Traffic just sinks into a sea of mud.

Then it has been recognized that progress is impossible without a radical
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improvement in pay and living conditions in the villages. It is very likely that

proposals will be put to the Collective Farm Congress, which is to be called

later this year, to ensure that there is a reasonable minimum pay for all

peasants engaging in collective work. Demands are also being voiced in the

press for guaranteed sick pay and holidays for peasants. These necessary

measures are a pre-condition for the retention of young and skilled labour in

agriculture, and this in turn is a precondition for its mechanization. In-

creased productivity is hardly likely if new machinery has to be worked by

sixty-year-old women.

Further, the leadership is seeking to assure the management of both

state and collective farms, and also their agronomists, that their advice will

be listened to, and their freedom of action in their respective spheres assured.

We are told that arbitrary interference will cease, so that they will be able

to adjust their behaviour to local conditions. The desirability of such reforms

is beyond doubt. However, such freedom for farm management has been

promised before. Under the proposals now being put forward, it is subject to

their meeting compulsory delivery quotas of produce to the state. It is true

that these quotas have been fixed at comparatively modest levels, to avoid the

administrative pressures typical of past years. However, some Soviet critics

are pointing out that this element of compulsion is wrong in principle. There

should be free contractual relationships. These would require rationally in-

terrelated prices. Present prices, though much better than they were, are not

in this sense rational at all. Grain is much more profitable than livestock.

This may make it necessary to impose livestock plans on the farms, and the

rot will set in again. Evidence of good intentions is not enough. It is true that

Brezhnev has promised that all sales to the government over and above the

fixed quotas are to be truly voluntary. However, Soviet history abounds in

examples of "compulsory voluntary" activities. The wording of the five-year

plan draft document about "ever-increasing sales to the state" above the quota

is ominous. Perhaps this shows an unjustified cynicism. Perhaps times really

have changed, and the wave of reforms which is engulfing industry will make

a decisive difference to agriculture. We shall see.

Efforts are also to be made to develop small-scale industry in rural areas

to give the peasants work and an extra income at off-peak periods. Uneven-

ness in employment over the year is inevitable in agriculture, particularly

under Russian climatic conditions. The rule is: no work, no pay. This, as

well as the low rate of pay for the actual work, depresses living standards and

wastes manpower. Yet, until recently, most villages had no industrial employ-

ment to offer, even in food processing. The new policy sounds like an over-

due but positive step, and perhaps it is. Yet one wonders what effect all this

is expected to have on the peasants' private enterprise. Might the new em-

ployment opportunities be used to reduce the time available for looking after

the household plot and livestock? It is true that Brezhnev has cancelled the

restriction on private activities which Khrushchev was unwise enough to im-
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pose in his last years of office, and so perhaps such suspicions are ill-founded.

But historical experience justifies suspicion.

This raises, finally, the whole question of the status of the peasants.

Peasants have no passports, their rights to move about the country are limited,

there have even been cases of refusal to allow them to study other than agri-

cultural subjects. They often manage to circumvent these regulations, but

their very existence is a painful reminder of second-class status. Their rights

to participate in the running of their own, nominally co-operative, farms have

often been ignored. It is probable that these issues will be raised at the forth-

coming congress of collective farms. There may also be further experiments

in giving small groups of peasants an area of collective land to cultivate which

would give them a sense of responsibility which is lacking in the very large

farms which now exist.

What will the effect of all these measures be? The five-year plan is a

sober and cautious document. The grandiloquence and over-confidence of

Khrushchev's agricultural pronouncements is absent. While he spoke re-

peatedly of solving all problems "within two or three years", the new plan

expects only to increase output on average by 25 per cent, comparing the

next five years with the past five years. This seems to be sensible, and re-

minds one of the fact that one way of ensuring the fulfilment of plans is that

the plans be modest enough to be fulfillable. It is true there will have to

be a sharp reduction in sown areas in the formerly virgin lands, which is

essential if disastrous erosion is to be avoided. However, there is scope for a

substantial increase in yields in the temperate zones of the centre, west, and

north, where productivity per acre, per cow, and per man is abysmally low at

present. In this connection it is worth dwelling briefly on the example of

Estonia. The land of this Soviet republic is far more productive than the

adjoining areas of Russia proper by anv standard of measure. Yet the collec-

tive farm system, with all its familiar defects, exists in Estonia too. I am not

suggesting that the West has anything to learn from the Estonian example.

On similar land, the Scandinavian countries do much better. But it does teach

us that collective agriculture is capable of far better performance than it has

yet achieved, even without a drastic change in productive relations. The
relative success of Estonia is due to her using twice as much fertilizer, double

the amount of electric power, and three times as manv tractors per acre as

the rest of the U.S.S.R. She has been the first republic in the Soviet Union
to give collectivized peasants guaranteed minimum pay. It is in this general

direction that the government is going. We cannot assume that it will fail,

provided of course that the plans which have been announced will be carried

through.

Nor should we overlook the advantages which can accrue merely from

refraining from stupidity. The demotion of Lysenko and the resurrection of

real genetics is worth a great deal in itself, and costs little. Nor does it cost

the budget anything to stop ordering farms to sow crops which do not grow
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and which they have not the labour or machines to cultivate or harvest. In

spite of various doubts and reservations, the evidence suggests that a more

sensible policy is being applied, and if we were right in asserting that Khru-

shchev's excesses did positive harm to production it would seem to follow that

the new policies will have a positive effect. I would, therefore, expect that we

shall witness for the first time in Soviet history, the fulfilment of an agricul-

tural five-year plan.

WESTERN MARXIST VIEWS
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SOVIET AGRICULTURE:
WESTERN ALLEGATIONS

AND
SOVIET REALITY^

Andrew Rothstein

Chairman, Marx Memorial Library, London

On no aspect of the Soviet economy has so much lofty scorn-and so

much gross ignorance, putting it charitably-been displayed by British 'Krem-

linologists' as agriculture. Listen to a few choice examples recendy. 'Stuck

hopelessly in the mud' (Crankshaw in the Observer, July i8) and requiring

'salvage' (September 26); a 'sorry mess' (Ecowowist, August 21); 'paradox

and tragedy of . . . what used to be the granary of Europe' (T^e Times,

September 4)-and so on, ad nauseam. Now the fact is that, with less than

half the number of feofle em-ployed in agriculture as compared \vith 1913

(Tsarist Russia's peak year^, and with a population to feed just over 40 per

cent larger than in that year, the Soviet Union in 1964 produced 75 per cent

more grain, and 180 per cent more wheat! '33 per cent more meat, 60 per

* Reprinted from Andrew Rothstein, "Two Kinds of Plan," Lahoiir Monthly, No-

vember, 1965, pp. 507-509, by permisson of the author and the publisher.
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cent more milk, 200 per cent more sugar and 170 per cent more vegetables are

now being produced, per head of 'population. It should be borne in mind, too,

that before 191 7 the wealthy classes ate more than their 'fair share' (P. S.

Mstislavsky, Soviet Economy, 1962, p. 18).

Moreover, if statistics mean anything, the lesson they teach is blindingly

clear—that the change is due to public ownership of the land, and its planned

management by the (at present) 37,600 collective farms, and 10,000 State

farms. Here are the figures for a few basic products (and note that the last

line includes the very bad harvest of 1963). They are taken from the annual

publications of the Central Statistical Department.

Output
(million tons)

average yearly Grain Wheat Sugar Beet Cotton

1909-13 72.5 21.0 10.1 0.68
1928-32 (1st 5 -Year

Plan) 73.6 21.7 9.8 1.03
1933-37 (2nd 5 -Year

Plan) 72.9 25.4 14.6 1.84
1938-40 (3rd 5-Year

Plan) 77.9 30.9 15.8 2.51
1949-53 80.9 34.5 21.1 3.49
1954-58 113.2 58.3 35.5 4.19
1959-64 (six years of

7-Year Plan)* 134.2 65.8 54.0 4.71

* For 1966, Soviet grain output was reported as 170. 8 million tons, sugar
beets as 73.8 million tons, and raw cotton as 6.0 million tons (Pravda ,

January 29, 1967.) (Editor's note.

)

What a 'sorry mess', indeed—and how much sorrier it must have been in

1913, when Tsarist Russia was the 'granary of Europe', at the expense of its

peasants and workmen, kept down to the lowest possible standard of nutri-

tion and health!

It is not surprising that, knowing of figures like these, the anti-Soviet

propagandists prefer to take refuge in mare's nests like the one launched by

the British United Press Moscow correspondent on August 8. The figures

given above explain why Soviet collective farmers eat better, are clothed and

housed better, enjoy better health and longer lives, and have incomparably

greater amenities, than in the happy days of 'private enterprise'. But they

are far from satisfied, nor are the Soviet people, nor is the C.P.S.U.: they

want far greater improvements—and this desire is constantly reflected in the

Soviet newspapers. In one such paper, Komsomolskaya Pravda, an article

appeared by an agronomist, working on a State farm in Kazakhstan (Central

Asia). He suggested making teams of workers on such farms responsible (to

the management) for making their section of the job a paying proposition

for a period of years, instead of under contract from year to year as at present

—a proposition, like any other, to be considered on its merits. The corre-
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spondent read into this that it meant 'breaking up the big State and collective

farms into smaller units owned by the men who farm them'—and that this

was 'regarded' (by whom?) as a 'trial balloon' in which 'the Kremlin is

strongly interested', because the paper is 'a leading newspaper of the Com-

munist Party'.

Immediately a hullabaloo broke out. 'Russia tries private farming' was

the headline in the Guardian next day—though, to be fair, it printed a letter

from the present writer on August 17 exposing the nonsense, and has not

returned to it. Inevitably Mr. Crankshaw jumped in : 'It suggests nothing less

than the break-up of the whole system of collective and State farming which

has been the sacred cow of the Soviet leadership and the bane of the Russian

people' COhserver, August 15). The sorry mess had brought debate 'into the

public arena', communicated the Economist on August 21: the suggestion

'amounts to a quiet revolution'. Much later—late enough for its experts to

have noticed that no one, either in 'the Kremlin' or elsewhere, backs any such

'revolution'—TIze Times thundered in (September 9): 'juridical ownership

over the land' was to be passed over to groups of five or six peasants (in fact,

'ownership' had not been mentioned), 'the question of land ownership has

been raised', and so on, with many grave saws and wise sayings on how a

personal incentive of this kind would 'increase production and stop having to

import wheat'.

The allegations of 'going back to capitalist profits' in industry"^ and

'going back to private farming' in agriculture are only two of the more out-

standing examples of the lengths capitalist propagandists are going as the

Soviet Union advances towards Communist society. In one sense they do not

represent anything new. The building of Socialism had to start without any

blue-print: it was sufficient to begin with such 'prerequisites of civilisation'

as expropriating the landowners and capitalists. After that, it was a question

of trial and error, with only the big targets of Socialism—recognised by all

British Socialists before the days of Ramsay MacDonald, Hugh Gaitskell and

Harold Wilson—to guide them. Every time the Bolsheviks changed their

methods of economic organisation—from the New Economic Policy in 1921

onwards—the inevitable howl of delight went up, and the hopeful prophecies

of breakdown which remind one of nothing so much as an old Russian prov-

erb: 'A hungry chicken dreams of millet'. The present is just such a time.

* See Chapter XI, especially selections 66-68. (Editor's note.)
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LABOR PRODUCTIVITY IN AGRICULTURE
IN THE

USSR AND THE USA''

B. I. Braginskii

Chief, Section on Statistics

Scientific Research Economic Institute

of Gosplan, USSR

D. Dumnov
Department of Agricultural Statistics,

USSR Central Statistical Board

In analyzing the present position and the prospects of economic com-

petition between the USSR and the USA in agriculture, we must not forget

that although in scale, multiplicity of crops, and diversity of soil and climatic

conditions, agriculture in the USA is most closely comparable to our own,

nonetheless climatic conditions in the USA are immeasurably more favorable

to agriculture than in the USSR. This must be remembered in comparing

labor productivity in Soviet and American agriculture. First of all, however,

we must briefly analyze the social and economic conditions under which the

productive forces in American agriculture have developed.

As a result of specific historical circumstances, labor productivity in

American agriculture far exceeded that of all European countries for many
decades, let alone that of economically backward pre-revolutionarv Russia.

Agriculture in the USA developed in newly settled regions, without feudal

survivals, and under conditions of a relative abundance of land, low prices

and a shortage of labor. All this stimulated the use of machinery and eco-

nomical methods of farming, particularly livestock farming.

Thanks to favorable climatic conditions and an abundance of highly

fertile land, the American farmer used relatively little fertilizer and received

* From Vestnik Statistiki, 1961, No. 2. Abridged from the translation in Prohlems

of Economics, May, 1961, pp. 3-9. Reprinted by permission of the publisher.
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a much greater return per unit of labor than the peasant of France, Germany,

Italy or Britain, where the survivals of feudalism and serfdom made them-

selves felt. In Russia these survivals greatly hampered the development of

productive forces in agriculture. Labor productivity in farming was particu-

larly low. Before the Revolution (in 1913) 75% of the gainfully employed

population of Russia worked in agriculture; in the USA in 1910 only a little

over 30% of the gainfully employed population worked in agriculture and

produced a much higher level of output.

As we know, the growth of labor productivity in capitalist agriculture

is a deeply antagonistic process. Higher labor productivity on the big farms

brings ruin to the mass of small farmers. Between 19 10 and 1959 average

labor productivity in American farming almost tripled. This increase led to

the impoverishment and pauperization of many hundreds of thousands of

farm families. Between 1945 and 1958 alone the number of farms in the

USA dropped from 6 million to 4.7 million and the farm population from

25.3 million to 21.4 million.^ The increase in labor productivity on American

farms is being effected more and more through backbreaking intensification

of labor. The working day on American farms is very long and the output

quotas exceedingly high, and farm owners use only physically strong and ex-

perienced persons as farm laborers, dooming the less capable and older work-

ers to chronic unemployment.

Constant fear of unemployment and ruin forces the hired laborers and

small farmers to work beyond their strength. But the increase in labor pro-

ductivity benefits only the monopolies and capitalist farmers.

An entirely different situation exists in the USSR. The growth of labor

productivity in Soviet agriculture leads to substantial increases in living stan-

dards both in the city and the countryside. Between 1940 and 1959 labor

productivity in the socialized economy of the collective farms registered a

77% increase. During the same period the average real incomes of the peas-

ants increased 2.2 times (calculated per working person). In 1965 labor pro-

ductivity on the collective farms should be about twice the 1958 level, with

at least a 40% rise in collective farmers' real incomes.

The advantages of the planned socialist economy make for a steady and

rapid growth of labor productivity in all branches, including agriculture. But

at present the USSR is still considerably behind the United States in agri-

cultural labor productivity. However the lag is less pronounced than the

enemies of socialism would have us believe. Bourgeois statisticians and econo-

mists, in comparing labor productivity in the USSR and in the capitalist

countries, resort to falsification and often use obviously absurd figures. Thus,

the report of the Joint Economic Committee of the United States Congress,

A Com-parison of the Economic Growth of the Soviet Union and the United

States, makes the claim that labor productivity in American farming is be-

1 Statistical Abstract of USA, i960, p. 615.
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tween 8 and 12 times the Soviet level. The same figure is repeated by Fortune

magazine and other journals. An analysis of statistical data on agriculture in

the USSR and the USA shows that these figures have nothing in common
with the facts.

For the real dimension of the lag to be determined, the indexes of labor

productivity in the USSR and USA must be placed on a fully comparable

basis. This requires comparable data on output, employment and labor time

expenditure. We have already referred to the level of output in agriculture.

As for the number of persons employed in American farming and the num-
ber of man-hours worked, the US statistical data are understated and not

quite comparable with similar data in Soviet statistics. American farmers keep

records of their personal labor and paid labor only, but do not record much
of the work performed by their families. A sizeable part of the work done by

other workers in agriculture is also not recorded.

Let us first consider the data on agricultural employment. The figures

for the USSR and USA cannot be mechanically compared. The fundamental

differences in the social and economic structure of agriculture in the USSR
and USA lead to substantial differences in employment. American farmers

operate on a capitalist basis, under conditions of competition and the ruthless

exploitation of labor. In the USSR, on the other hand, agriculture is run

along socialist lines. All the collective farmers are equal participants in the

artel. But they do not all work the same number of hours, of course: the

elderly folk, the youngsters, and women having large families work limited

hours, to the extent of their possibilities. Apart from farming operations, the

collective and state farms do a great deal of building work and have sub-

sidiary establishments as well as welfare and children's institutions. For these

reasons, Soviet agriculture will inevitably employ more people than in the

USA, even when the labor expenditure per unit of output in the USSR
drops below the American standard.

Because of the seasonal nature of agriculture, farm employment varies

with the seasons. It is highest when the major crops are being harvested,

and it is at this time that the employment figures are most fully recorded.

Let us compare the agricultural employment figures in the USSR and USA
during the height of the farming season (September in the USA, July and

August in the USSR) and in terms of average annual figures. According to

current American statistics, the average number of people working on Amer-

ican farms in September 1958 and 1959 was 9.3 million.^ On an average an-

nual basis employment in US agriculture in 1958 was 7.5 million.^

The data of various US official sources on farm employment differ con-

siderably."* Without going into the causes of these discrepancies, we shall

2 Handbook of Basic Economic Statistics, i960, No. 4, p. 65.

3 Ihid.

** A detailed analysis of US farm employment statistics is given in Statistika sel'skogo

khoziaistva v kapitalisticheskikh stranakh, a collection of articles translated from English

and edited by L. M. Tsyrlin. Gosstatizdat, i960, pp. 4-5, 136-144.
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merely note that all sources admit the possibility of an appreciable understate-

ment of the number of people employed on farms, both at any given time

and on an average yearly basis (including the period of highest employment

in agriculture). This applies in the first place to the unpaid members of

farmers' families. But it also applies to the number of hired workers.

American statisticians exclude from the farm employment figures those

able-bodied and juvenile members of farmers' families who worked less than

15 hours during the week recorded. Hence, if the unpaid members of farm-

ers' families worked even 50 to 60 hours a month or 7-8 normal working days

they do not appear in the agricultural employment statistics.

According to the Statistical Ahstract for 1959 (p. 24), there were five

million able-bodied women living on American farms in 1956. But according

to the Monthly Labor Review only 1.9 million women worked on farms in

September 1956.^ We are thus led to believe that 3.1 million able-bodied

women did not do any work at all. This is a distortion of the facts. In reality,

during the height of the season on farms which do not employ hired labor

(and they are in the majority), women work in the garden, look after the

catde and poultry, etc.^ The statistics also ignore the work of children below

14 who are employed less than 15 hours a week, while the Census Bureau

keeps no record of the work of children of this age employed even more than

15 hours a week.

This means that the number of persons-members of farmers' families

-who are employed in farm work but are not included in the American

statistics is at least 2 or 3 million, according to our estimates. They are for the

most part women and children working less than 15 hours a week. In the

Soviet Union the collective farms' annual reports on employment by months

cover both the able-bodied men and women and all those children and old

people who in any way participate in farm work. Hence, for the purpose of

comparability the American farm employment figures should be increased

by some 2 or 2.5 million in terms of the yearly average, and by 3 million

during the period of highest employment.

The current US statistics which are used as a basis for calculating em-

ployment figures also considerably underestimate the number of hired farm

laborers. This is particularly true of seasonal workers, especially of the migra-

tory, juvenile and imported workers (Mexicans, Puerto Ricans, and others).

About 500,000 workers in the USA keep wandering with their families in

search of work.^ The seasonal workers have only part-time employment and

^Monthly Labor Review, No. I, 1957.
6 The former US Secretary of Labor, Mitchell, in his Farm Lahor Fact Book Ci959;,

writes that women and children work on the farms in winter, spending "a little tiine

feeding the cattle and poultry and collecting eggs. As the seasonal demand for labor

grows, adds Mitchell, they may spend as much as 40 hours a week and more on farm

7 These data were taken from an article in the American Federationist repubhshed

by the Soviet magazine Za Rubezhom, i960, No. 18.
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are really semi-employed workers. During the harvest season more than 4

million hired laborers work on the farms, according to Department of Labor

figures.

That the statistics on hired workers are incomplete may be seen from

the figures for 1950. Current statistics set the number of hired workers and

office employees in American agriculture at 2.3 million, while the Depart-

ment of Agriculture figure was 5.5 million, a difference of more than 3

million. More recent figures on hired workers also vary widely depending on

the source. Thus, according to the Handhook of Basic Econovnc Statistics, in

July-September 1958, i.e., at the height of the farming season, there were 3

million hired workers employed on American farms,^ but Agricultural Sta-

tistics placed the number of hired workers in 1958 at 4.2 million, with 2

million as the yearly average.^

It should also be noted that the number of persons who worked on

American farms in any single month is recorded in accordance with the

figures for the last week of the month, so that those who worked during the

previous weeks but not the last one may not be accounted for. In the Soviet

collective and state farms the records are complete, and anyone who has

worked even a single day during the month is accounted for.

Finally, for the Soviet and American data to be comparable, those per-

sons on American farms who provide them with services and help to dispose

of their produce should be registered as employed. The point is that in the

USSR these operations are for the most part performed on the collective and

state farms direcdy and the persons performing them are classed as agricul-

tural workers (according to the summary annual report of the state farms for

1958, the sale and procurement of products and materials accounted for 7%

of total labor expenditures), while in the USA these functions are performed

by special enterprises and agencies whose employees are not classed as agri-

cultural workers. The services rendered to farms include such operations as

repair of tractors and farm machinery, production and marketing of fodder,

processing, drying and cleaning of grain at the elevators, processing of min-

eral fertilizers, transportation of grain, milk and other farm produce, etc. Most

of these operations are performed by commercial and transport companies. In

1958 some 800,000 persons were employed in these operations in the USA.

If we take all these adjustments into account and bring the number of

persons employed in farming in the USA into a pattern comparable with

that used in the USSR, we will find that in 1958 and 1959 some 12 million

persons worked on American farms, the number rising to 14- 14. 5 million

during the height of the season.

What are the respective figures for the USSR? In terms of average

yearly employment throughout Soviet agriculture, including the collective

farms, the RTS, MTS, state farms, state subsidiary agricultural enterprises,

as well as the personal subsidiary farm plots of the collective farmers, factory

8 The Handhook of Basic Economic Statistics, i960, p. 65.

^Agricultural Statistics, 1959, p. 452.
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and office workers, a total of 33 million people were employed in 1959, in-

cluding not only the able-bodied but children and elderly people.

As for the peak season, if we add the RTS workers and take into account

the work done by the collective farmers and state farm workers on their per-

sonal subsidiary farm plots, the total number of persons employed in Soviet

agriculture at the height of the season will be approximately 38 million.

On the basis of these data, agricultural employment in the USSR and

the USA will appear as follows (the figures apply to 1958 for the USA and

1959 for the USSR):

USSR USA

Excess of

USSR
over USA

During the peak season, in millions 38 14 2. 71 times
On an average annual basis, in millions 33 12 2. 75 times

Thus, during the period of maximum employment, and on an average

yearly basis, 2.7 times as many persons worked in farming in the USSR as

in the USA. The total agricultural output of the USSR in 1959 was some

20% below that of the USA in 1958. Hence, labor productivity in Soviet

agriculture is about one third of the American level.

Let us also compare labor productivity in Soviet and American agricul-

ture on the basis of output per man-hour.

The data on labor inputs in man-hours contained in the American sta-

tistics are not actual inputs but norms, i.e., they reflect as a rule the labor

requirements of big farms. According to these figures, American agricultural

operations in 1958 required 13.7 billion man-hours. A footnote to the table

in the Statistical Abstract from which this figure has been taken says that this

is the standard number of hours required by male workers of average skill to

perform various jobs. Hence, the actual number of man-hours spent by all

workers, without their being recalculated in terms of hours of skilled male

workers, is much greater than would appear from the American sources.

According to Hecht and Barton,*** the average length of the American

farmers' working day in 1946- 1947 was 12 hours in summer and 10 hours

in winter. The authors point out that nothing had substantially changed in

this respect in 30 years. Nor has there been any substantial change in suc-

ceeding years.**

^^Voprosy •proizvoditel'nosti truda v sel'skom khoziaistve S Sh A, Selkhozgiz, 1957,

p. 141.
^^ Mitchell, the former US Secretary of Labor, in his Farm Labor Fact Book men-

tioned above (1959), cites data on the number of working hours per week spent by

people whose basic occupation is farming. In 1952-1957 the average was 48 hours a

week (p. 179) or 2,500 hours per year. This figxire applies to farming as a whole, but

on the big farms the working week exceeds 60 hours. Mitchell cites numerous instances

of a 60 to 70 hour working week on livestock farms.
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If we consider that the bulk of farmers work all the year round, we find

that farmers themselves, without hired workers and those members of the

family who help them, actually worked some 14-15 billion man-hours in

1958, i.e., more than the standard number of hours cited above. To this

should be added the labor of hired workers amounting to some 5 billion

man-hours,'- as well as the work of those members of farmers' families who
work less than 15 hours a week and who are not taken into account by

American statistics at all. Their work adds up to at least a billion hours even

if they work only one or one and a half hours a day on the average.

According to our calculations the actual labor inputs on all American

farms, including the small ones, are about one and a half times as large as

the standard expenditures of skilled male labor, as calculated by American

statistics for big specialized farms.

If we calculate the total yearly inputs of labor in man-hours in Soviet

farming (including the subsidiary personal plots) for the range of operations

comparable to those performed on American farms, we will again find a dif-

ference of some 2.8 times in favor of the USA. Hence, labor productivity in

Soviet agriculture on a man-hour basis in 1958 was about one third of the

American level, i.e., we arrive at the same figure as before.

Natural and climatic conditions have an enormous influence on labor

productivity in agriculture. As already noted, the Soviet Union as a whole

has much less favorable conditions than the USA,'^ and it takes a much
greater expenditure of effort on the average to produce a unit of output in

the USSR than in the USA. It would therefore be more to the point to

compare labor inputs not between the USSR as a whole and the USA as a

whole, but by separate regions with more or less identical natural and cli-

matic conditions. Thus, in grain crops the regions most closely resembling the

USA are the Ukrainian SSR (the steppe areas), the North Caucasus, Ka-

zakhstan and Western Siberia. In these regions the labor inputs per centner

of grain on collective farms in 19 56- 1958 were lower than the average for

the USSR as a whole: in the North Caucasus—2.1 times, in Western Siberia

—2.4 times, in Kazakhstan—3.2 times.

The differences in agricultural labor productivity between the USSR

12 This figure has been calculated as follows : according to the Statistical Ahstract

C1958, p. 442), hired workers were paid 2.9 biUion dollars in 1957; if we divide this sum
into the daily wages of a hired laborer and multiply the result by the number of work-
ing hours per day—8.8—(see Statistical Ahstract, 1958, p. 215), we get about 5 billion,

which is the number of man-hours worked by hired laborers in 1957.
It is also necessary to bear in mind that the farmers have to pay for the hire and

repair of machinery. In 1955, for instance, these expenditures amounted to 2 billion

dollars Qihid., p. 637). In paying for machine repairs (about 1.5 billion dollars) the
farmer pays for the labor spent on repairs. Let us recall that in Soviet agriculture the
cost of machine repairs is included in agricultural expenditures.

13 See the article by A. Pavlov and V. Sobakinskigh "A Comparison of Soviet and
US Levels of Agricultural Output," Vestnik Statistiki, 1961, No. i. [See ProUems of
Economics, April 1 961—editor.]
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and USA is decisively influenced by the differing levels of mechanization

and electrification of agriculture in the two countries. Livestock breeding and

some branches of crop production in the USSR are less mechanized than in

the USA. In 1958 the USA had 5,180,000 tractors (including orchard and

garden tractors) and the USSR only 1,001,000, or 1,750,000 in terms of

15 h.p. units; the number of grain harvesting combines in the two countries

was I.I million and 0.5 million, and of trucks—2.9 million and 0.7 million

respectively.^'* True, on Soviet farms the machinery is used more intensively

than on the capitalist farms of America, and the average output per tractor

h.p., foot of combine width and truck tonnage is higher.

The advantages of large-scale socialist agriculture enable the Soviet

Union to complete the all-round and integrated mechanization of all farm

operations with a smaller number of tractors, combines and other machines

per 100 hectares than are used in the USA.
In recent years many of the more efficient state and collective farms

have substantially reduced labor inputs per unit of output. The measures

taken to secure a sharp expansion in agriculture on the basis of Party and

government decisions, have created opportunities for a rapid growth of agri-

cultural labor productivity. . . .

Our collective and state farms have great opportunities for rapidly in-

creasing labor productivity in the near future. This is especially true of live-

stock breeding, where we are considerably behind the USA in labor pro-

ductivity. . . .

"Our agriculture's lag in mechanization and labor productivity ... is

temporary of course. The socialist system of agriculture makes it possible to

overcome this lag quickly and to secure a higher labor productivity than exists

on [American] farms."

i^See the Statistical Yearbook Narodnoe khoziaistvo SSSR v 1959 godu, p. 416;

the magazine Mirovaia Ekonomika i Mezhdunarodnye Otnosheniia, 1959, No. 9, pp.

41-45.
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THE PAST, PRESENT,
AND

FUTURE OF SOVIET AGRICULTURE^

V. Matskevich,

Minister of Agriculture of the USSR

. . . Socialist farming, based on the social ownership of the means of

production, has vast and indisputable advantages over any other forms of

farming, be it small-commodity or large-commodity capitalist farming. This

has been proven theoretically and confirmed by the entire experience of the

USSR.

Collectivization of Farming in Retrospect

Before the Revolution of 191 7, farming in Russia was of a small-scale

fragmentary type. The country had some 20,000,000 peasant farms, of which

nearly two-thirds were poor peasant holdings. Approximately 30 per cent of

all farms had no horses (the main draft power of that time) and 34 per cent

no farming implements. . . . The peasants suffered from lack of land, were

handicapped by survivals of serfdom, and were exploited by rich farmers and

landlords.

The Great October Socialist Revolution of 191 7 immediately solved the

peace and land problems so vital for the peasantry. Landlord ownership was

unequivocally repealed. The land became the property of all working people.

The peasants were given, free, more than 1 50 million hectares of land which

previously had belonged to the landlords; henceforth they had no rent to

pay. However, these measures did not eliminate the basic causes of the low

market-commodity yield of peasant farming, for it remained small-plot, frag-

mentary, and inefficient.

*From Nauki i Zhizn, No. 7, 1965. Reprinted from the translation in Reprints

from the Soviet Press, November, 1965, pp. 21-42, by permission of the pubUsher. (Con-

densed by editor.)
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Large-scale production in both industry and farming has great advan-

tages over the small-scale type. Reorganization of small peasant farms into

large-scale ones, which are incomparably more efficient, is a historically in-

evitable process. Under the capitalist system this process is connected with

the bankruptcy of small producers and their absorption by stronger com-

petitors and monopolies, a process which has been in progress in all capitalist

countries. Thus, in the USA, there were 5,648,000 farms in 1950, but only

3,580,000 remained in 1963: within 13 years, more than 2,000,000 farms

ceased to exist.

The capitalist way of development of farming was wholly inacceptable

under the conditions of Soviet power. The USSR had to create large farms

without ruining small farms; in other words, it used the socialist method, the

method of uniting small producers. This method, which had been known in

general terms from Marxist theory, now was tested in practice. New socialist

forms of agricultural units-state farms-as well as collective associations of

peasants—communes, cooperatives for the joint tilling of land, etc.—originated

throughout the countryside beginning with the very first days of the October

Revolution of 1 91 7, while the Civil War was still on. . . .

Various forms of agricultural cooperation developed extensively during

the New Economic Policy period: trading cooperatives, credit cooperatives,

and the simplest form of producers' cooperatives such as land improvement

associations, machinery associations, associations for the joint cultivation of

land, etc.

In 1925, the country had 54,800 agricultural cooperatives. The coopera-

tion of beet-growers united some 600,000 peasant farms, that of cotton-growers

more than 700,000 peasant farms, and that of dairy workers 772,000 peasant

farms. In 1929, the total membership of agricultural cooperatives exceeded

13 million persons, comprising some 55 per cent of all poor peasant and mid-

dle-income peasant farms.

There are some misconceptions about the history of collectivization. It

is assumed that prior to 1929 there had been only isolated peasant farms,

while in 1929 and 1930 mass collectivization of the countryside, accompanied

by errors and exaggerations, began without any preliminary work. Actually,

facts differ from this oversimplification. By that time farms had already been

introduced to collectivism in its simplest form, they had seen the activity of

state farms, received production aid from them, and thus realized the ad-

vantages of large-scale farming and high-capacity equipment. . . .

For the first time in history, farming was reorganized along socialist lines.

This process took place under conditions of capitalist encirclement, of a tense

international situation, and fierce class struggle. Vast-scale industrialization

of the country coincided with the period of collectivization. Huge material

expenses were necessary to solve this important problem of the Soviet state,

and to create a powerful industry and narrow the gap in industrial develop-

ment between our countiy and the advanced capitalist countries. Our coun-
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try could expect no outside aid. The USSR had to find within its own bound-

aries sufficient means for implementation of this program. And the means

were found, but at the cost of the most stringent economy as well as of great

moral and material effort on the part of all the Soviet people. Of major im-

portance in this respect was our farming, which accounted for a considerable

proportion in the economy of our country, essentially agrarian at that time.

We did get our heavy industry built. The help given by farmers in this

effort was repaid many-fold. Between 1930 and 1933 the Volgograd, Kharkov

and Chelyabinsk tractor enterprises went into operation. The farming co-

operatives soon began receiving tractors, combines, complex agricultural

machinery and other industrial goods.

During the collectivization period, several branches of farming sustained

considerable losses. This applied especially to livestock farming. However,

this was, in a sense, the cost of reform, inevitable in any drastic break-up of

old social relations and in the search for new social ways. Of course, these

losses might have been much smaller if serious mistakes had not been made

in some important areas in the choice of forms of collective farming, and if

excessive haste had not been shown as collectivization was being effected.

The Communist Party exposed and corrected these mistakes; and it

determined the basic form of the collective-farm movement: an agricultural

artel in which the collective farmers' personal interests would properly com-

bine with their social interests. Organizational economic consolidation of col-

lective farms was put forward as an immediate, urgent target.

Collective Farms, Their Power and Vitality

The collective-farm system developed to its full stature during the period

of the first Five-Year Plans. '^ By 1937, 234,000 collective farms which pooled

93 per cent of all peasant households had replaced the previous millions of

small individual farms. The establishment, development, and consolidation

of collective farms were greatly helped by machine-and-tractor stations. The
latter ensured mechanized service for collective farms, helped them consoli-

date their social economy, and introduced farmers to industrial equipment,

socialist discipline, and new cultural standards.

The state farms also developed successfully. All farming was on the

upgrade in the prewar years. The sown area for all crops increased from

113 million hectares in 1928 to 150 million hectares in 1940. Livestock-raising

was restored at a rapid pace. The sum total of collectively-owned livestock

increased especially rapidly. Thus, from 1934 to the beginning of 1941, the

total number of cattle on collective farms increased from 8.4 million to 20.1

million, the number of pigs from 2.8 million to 8.2 million, and sheep and

goats from 10.2 million to 41.9 million.

* The first Five-Year Plan was launched in 1928. (Editor's note.)
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The collective farms and state farms became the principal producers of

grain and of nearly all farming products. The state was able to stock more

grain, cotton, sugar beet and other products. Several problems of importance

to the national economy as a whole were solved in those years: the training

of machine operators was organized and stable personnel created for machine-

and-tractor stations and state farms; training of agricultural specialists was

extended; and the training of managerial collective-farm and state-farm per-

sonnel arranged.

The collective farm system brilliantly passed the trials of World War II.

Though the Nazis seized control of the country's main agricultural areas,

such as the Ukraine, North Caucasus, and a considerable part of the Central

Black-Soil Area, the collective farms were able to supply the armed forces

and civilian population with foodstuffs.

The war inflicted immense damage on Soviet farming. The Nazi invaders

destroyed and burned more than 70,000 villages; plundered and ruined

98,000 collective farms, 1,876 state farms, and 2,890 machine-and-tractor sta-

tions. They slaughtered, seized or drove to Germany 7 million horses, 17

million head of cattle, 20 million pigs, and 27 million sheep and goats.

A year after the war was over, the country was hit by drought as severe

as the drought of 1921.

However, the collective-farm system withstood all these serious tests and

thus proved once again its indisputable advantages, based on the most ad-

vanced social system and planned production.

By the end of 1947, or two and a half years after the most devastating

war and a year after one of the worst droughts, the Soviet state was able to

provide sufficient stocks of foodstuffs and abolish food rationing.

Development of Farming in the Postwar Period

Large-scale socialist farming, developed on a planned basis, reveals its

advantages with special vigor if the corresponding economic laws, above all

the law of proportional development of various branches of the national econ-

omy, are strictly observed; if management is competent; and if the technology

of production is up-to-date. If these requirements are met, large-scale socialist

farming can to a full extent utilize its truly unlimited possibilities, so that the

gross commodity output will keep increasing every year. Inversely, violation

of even one of these basic requirements has an unfavorable effect on the de-

velopment of socialist farming. The USSR has more than 9,000 state farms

and about 39,000 collective farms. These are indeed large-scale enterprises

as regards both cultivated area and output. On the average, for 1963, each

state farm accounts for 28,200 hectares "*" of farmland (9,800 hectares under

sowing) and 2,356 head of cattle. Specialized grain state farms have 25,000

* One hectare equals 10,000 square feet, or 2.471 acres. (Editor's note.)
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and more hectares of sown land. Each collective farm accounts on the average

for 6,000 hectares of farmland, including 2,900 hectares under sowing, and

for 944 head of cattle.

Such large-scale farming makes possible successful application of up-to-

date high-capacity equipment and utilization of other up-to-date means for

increasing labor efficiency and productivity. At the same time, this kind of

farming requires daily attention and competent management, perfect co-

ordination in the operation of all sections, and, finally, well trained personnel

to work with a will and with imagination, keeping abreast of advanced

methods and techniques. In order to develop successfully, large-scale farming

must be conducted on a scientific, economically justified, sound basis, and its

personnel must clearly see the prospects of its development and be materially

and morally interested in its success.

Large-scale socialist farming enterprises also possess unlimited possibil-

ities for successful application of every advanced method developed by up-

to-date agricultural science and practice. At the same time, the new methods

proposed should always be carefully selected and intelligently introduced. . . .

Having successfully withstood the trials of World War II, socialist farm-

ing succeeded in quickly healing the wounds of the war years. In 1949, the

level of agricultural production was up to 99 per cent of the prewar level

(1940). However, this rapid rate of growth was then followed by a plateau.

From 1950 to 1953, farming increased its gross output by only some 4 per

cent. This can be traced to serious defects and miscalculations in agricultural

management: violation of Lenin's principle of giving farmers material incen-

tives in the development of production, and failure to observe the economic

laws of production. The equipment and capital investment earmarked for

farming was insufficient. Excessive centralization of agricultural management
impeded the initiative of collective farms, state farms, and local organizations.

The September, 1953, Plenary Meeting of the Central Committee of the

CPSU critically analyzed the state of our farming and oudined measures for

its rapid advance. The decisions taken by that Plenary Meeting provided for

supplying machine-and-tractor stations, collective farms and state farms with

new equipment, for expansion of repair facilities, reinforcement of machine-

and-tractor stations with managerial and machine-operating personnel, en-

hancement of material incentives to collective farms and collective farmers in

the development of social production, improvement of agronomic and zoo-

technical service for collective farms, and reinforcement of collective-farm

managerial personnel. Implementation of these measures had an immediate

and favorable effect. . . .

After 1958 the rate of growth of farming output decreased appreciably.

Moreover, absolute indices also showed a decrease in some branches. The
output of major farm products began to lag behind the growing consumer
and producer demands. . . .

Large-scale farming is effective if it is run on a basis of adequate knowl-
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edge and utilization of economic laws as well as skillful use of advanced

science and practice. However, ... as Comrade Brezhnev said, . . . life has

a way of severely punishing those who disregard economic laws, who neglect

them and indulge in subjectivism.

There could be no doubt about the progress made in farming between

1954 and 1958.'*' Unfortunately, this success went to the heads of some people.

Without making any profound economic analysis, they concluded that farm-

ing was already strong enough, and that therefore it was possible to begin to

take more from it and to give it less. This is what was done.

Capital investment in farming was reduced and deliveries of some ma-

chinery decreased. While in the five-year period from 1954 to 1958 farming

accounted for 11.3 per cent of all state capital investment in the national

economy, the control figures of the Seven-Year Plan (1959 to 1965) set them

at '].') per cent.

In 1958, the machine-and-tractor stations were reorganized and a new

procedure established for buying agricultural products from collective farms

at uniform prices differentiated over zones. It was decided that the prices of

grain and other farm products must fully compensate the collective farms'

expenses and, moreover, ensure accumulation and expanded economic repro-

duction.

The prices were established on a flexible basis, i.e., were made to vary

depending on annual conditions and the conditions of production in the cor-

responding zone. This was logical and practical. Indeed, if a good crop of

cereals is raised in an area owing to favorable weather conditions, the pur-

chasing prices can be decreased, and the production of grain will remain a

* Agricultural Out-put Between 1953 and 1958

1958 in

percentage

1953 1958 of 1953

Plant Growing

Cereals (billion poods)

(million tons)

including

wheat (million tons)

sugar beet (For refineries)

(million tons)

raw cotton (million tons)

potatoes (million tons)

vegetables (million tons)

Livestock-Raising

Meat and fat (slaughter

weight) (million tons)

milk (milUon tons)

eggs (million pes.)

wool (thousand tons)

5.0
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paying proposition under these conditions. If, on the other hand, a low grain

crop is obtained that same year elsewhere (in another large agricultural area)

owing to unfavorable weather conditions, the prices can be raised. This will

compensate for the unfavorable conditions of production, and the farms will

continue to function normally. Unfortunately, this principle was not ob-

served. Thus, the natural climatic conditions of 1958 were favorable through-

out almost the entire country, and the prices for grain and other products

were decreased nearly everywhere. However, in the next unfavorable year

they remained at the 1958 level. Thus, the "sliding scale" applied only in one

direction: towards the decrease of prices. Naturally, this unfavorably affected

the economic activity of the collective farms.

When the price of grain and other products sold by collective farms was

established, it was understood that the price of manufactured products con-

sumed by agriculture-machinery, spare parts, rubber and fuel-would remain

at a constant level. However, these prices were soon raised. Thus, collective

farm incomes were reduced on both ends: owing to the decrease in the price

of their products, and owing to the increase in the price of the industrial

products they needed.

Under the Law for the Further Development of the Collective Farm Sys-

tem and Reorganization of Machine-and-Tractor Stations, equipment could

be sold to collective farms under an installment plan, depending on the eco-

nomic state of each collective farm. However, the chairmen of some more

prosperous farms declared that they could pay cash within a year for the

equipment bought. Their initiative was publicized and acclaimed as an ex-

ample to be followed. But when it was followed by economically weak (rather

than only by the economically powerful) collective farms, what happened

was that they spent on the equipment not only the free portion of their in-

divisible fund* but also a considerable portion of circulating assets. This un-

favorably affected the economic activity of the weaker collective farms.

Technical Facilities of Farming

In respect to the level of technical facilities, our farming has lagged and

still lags appreciably behind the farming of the most developed capitalist

countries.

It should be emphasized that we have no need for as many tractors, for

example, as there are in the U.S.A. In our large-scale economy the tractor,

combine, or any other farm machine can be used and is used more effectively

than on U.S. farms. At the same time one must admit that the number of

some of the machines and implements is inadequate for our uses. In particu-

lar, the stock of tractors, combines and trucks must be considerably increased.

* The "indivisible fund" belongs to the collective farm as a whole but is not avail-

able for distribution among the members of the collective. (Editor's note.)



SOVIET VIEWS 163

A maximum of machinery to ensure timely field operations must be estab-

lished. Of course, when the spring sowing takes not from three to five days,

as is the case in the arid zone, but from ten to fiteen days, or when cereals are

harvested not within eight to ten days, but within twenty to twenty-five days

or even longer, a smaller number of machines will do the work. However, the

harvest will suffer as a result. . . .

Reduced deliveries of tractors, combines, and other machines to farming

betw^een 1959 and 1962 was one of the factors which slowed the rate of

growth of farming output.

The collective-farm and state-farm transport facilities also require sub-

stantial reinforcement. . . .

The development of repair facilities is now under discussion. This is

indeed a very important problem. . . .

Another very important problem to be solved by collective farms and

state farms is the mechanization of labor-consuming processes in animal

husbandry. . . .

Problems of Organization of Farming:

March (1965) Plenary Meeting of the Central Committee

OF THE CPSU and Its Decisions

The famous Russian scientist K. A. Timiryazev once said: "Nowhere,

perhaps in no other field, should we weigh so many widely different chances

of success; nowhere should we have such diversified information; nowhere

may the infatuation with some one-sided point of view lead to such major

failure as in farming."

Unfortunately, this advice has been forgotten. Infatuation with a "one-

sided point of view" assumed such proportions that major failures in farming

were quite frequent.

A great deal was said, for example, about the need for leaving it to the

specialists and managers of collective farms and state farms to determine the

structure of their sown areas, methods of cultivation, and other problems.

However, they would immediately be compelled to sow only peas and not

oats or alfalfa, or be required to eliminate fallow land, sow only two grains of

corn per hole, etc. . . .

Corn provides an example. This is indeed a very effective crop, but only

in definite natural zones. In the Ukraine, Moldavia, and the North Caucasus

corn may give and indeed does give a high yield impossible for any other

grain crops. On irrigated land, corn gives a very high yield of grain or stalks

and cobs for silo. As a silo crop, corn is used extensively in the Center, the

North Caucasus, and in West Siberia. However, the unrestricted expansion

of sown areas and advance of corn into the areas of the north has only been
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a disservice to corn. Not only potentialities of the corn crop but also its re-

quirements for natural conditions, particularly warmth, must be taken into

account.

The Resolution taken by the March Plenary Meeting of the Central

Committee of the CPSU "On Urgent Measures for the Further Development

of Agriculture," and the decisions taken by the Central Committee of the

CPSU and the Council of Ministers of the USSR in accordance with the

Resolution of the Plenary Meeting, show their concern for steady growth of

the material and cultural standards of all Soviet people. Implementation of

the measures developed by the CPSU will help place collective farms and

state farms on a sound material basis and furnish such objective conditions

as will make it possible to advance farming in a planned way.

The system of procurement and purchasing of farm products is being

improved, and essentially new procedures for the planning of purchases are

being introduced in accordance with the decisions taken by the Plenary

Meeting. . . .

While establishing a stable plan for grain purchases, the CPSU and

the Soviet Government expect that collective farms and state farms will make

use of favorable economic possibilities and will achieve considerable increases

in the production of grain, which they will sell to the state over and above

the plan. To provide the country with enough grain to supply the population

and meet other state needs, it has been found necessary to carry out above-

plan purchases of grain and rye at considerably higher prices. These pur-

chases are voluntar^^ and involve no additional assignments for the farms.

Plans have also been endorsed for 1966 to 1970 for the purchase of oil-

seed crops, potatoes, sugar-beet, raw cotton, cattle and poultry, milk, eggs,

wool and other products. A Plan has been established for providing agricul-

ture with tractors, agricultural machinery, transport facilities, earth-digging

equipment and mineral fertilizer between 1966 and 1970. During these years,

farming is to receive 1.79 million tractors, i.i million trucks, 900,000 tractor

trailers and 275,000 automobile trailers, 550,000 grain harvesting combines

and a great deal of equipment.

Important decisions have been taken to increase the collective farms' and

state farms' material incentives; to expand production and to up the sales to

the state of wheat, rye, meat, and sugar-beets; to expand production and pro-

curement of rice and sunflower seeds; to take measures to stimulate produc-

tion and procurement of buckwheat as well as of high-grade millet; to give

financial aid to collective farms, and proper remuneration to managerial per-

sonnel and specialists of state farms and other state enterprises of agriculture;

to transfer the costs involved in the radical improvement of land in the ex-

cessive-dampness zone from collective farms to the state budget, etc. All these

decisions are aimed at increasing aid to farming and at improving the living

standards of the working people in the countryside. . . .

Farming is an extensive and complex sector of the Soviet economy, and
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its management requires adequate understanding of objective economic laws.

All collective farms and state farms must operate with a margin of profit.

The state prices for their products must cover production costs plus ensuring

a certain margin of profit for each normally operating farm. But, it would be

wrong to consider high prices as the only source of the profitableness of pro-

duction. Some day we shall begin lowering the prices. However, this must be

done in proper time. It is very important (and this must be emphasized) that

the collective farms and state farms increase their profits by saving on labor

and lowering the costs of agricultural products. Hence, communication of

agricultural methods must be developed and improved. For it will be such

communication—understandable, conclusive, based on accurate evidence-

rather than peremptory directives that can help our agriculturists in solving

the problems facing them.

The Role and Aims of Agricultural Science

In our country, science is not merely a spur to technical progress. As the

founders of Marxism predicted, science is becoming a direct productive force

in our land. This fully applies to agricultural science as well. Our scientists

have done a great deal in the development of socialist plant-growing and live-

stock-raising. . . .

Today one of the first priority targets of agricultural science is the de-

velopment of scientific systems of farming for each zone of the country. This

research was once started and conducted locally for five years. More than

4,000 specialists and scientists at agricultural research institutions and ex-

perimental stations worked out specific recommendations for each agricul-

tural zone on the basis of scientific studies and experiments.

However, this work was abandoned without justification shortly before

completion. Now it is time to resume it. We must make use of the data ac-

cumulated in order best to distribute the planned purchases of agricultural

products over the zones and among collective farms and state farms.

What is a scientific system of farming? It is a set of interdependent

measures worked out and checked by science and by advanced practice, the

realization of which on a certain farm in a certain specific zone, taking into

account all the natural and economic conditions, will make it possible to

attain the highest possible level of output per land unit at the lowest cost.

This system requires first of all specialization of farming and livestock-

raising, a knowledge of the correct relation between various sectors of pro-

duction, in accordance with local conditions, and the taking into account of

the state's needs for definite products. In plant-growing, this system implies

measures for the cultivation and improvement of fertility of soil; introduction

of crop rotation according to the most advantageous pattern of sown areas;

application of fertilizers and agrotechnical, chemical, and biological means of
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protection of sown areas and plantings against weeds, diseases and pests;

correct organization of seed raising; and introduction of the best varieties of

crops. In livestock-raising it must determine the most rational pattern and

intra-sector specialization; selection of pedigree cattle corresponding to the

specialization; the choice of a system of keeping and feeding livestock; pedi-

gree selection methods; and veterinarv and zootechnical measures.

Economics must determine the most effective trend and use of capital

investments. In addition, it is necessary to provide for extensive application

of progressive methods of organization of labor, development of economic

management, and raising of material incentives so as to increase the output

and bring down production costs.

Our science must also help select and manufacture a whole system of

farm machinery, implements and equipment in line with what is needed for

farming specialization, corresponding to advanced technology and capable of

coping with field work on optimum schedules, thus facilitating labor and

raising its productivity.

A scientifically substantiated agricultural system makes it possible to

determine which regions and which farms are best suited for growing various

crops, and makes for the most expedient distribution of agricultural produc-

tivity.

While determining the long-range development of agricultural produc-

tion, no scientific system of farming will be a blue print prescribed once and

for all. As new data accumulate, as technical progress is made, as the require-

ments imposed on farming change, the system will continue to improve, in-

corporating everything that is advanced and progressive and detecting new
latent potentialities for increasing agricultural output and bringing down
its costs.

Prospects for the Development of Collective

Farms and State Farms

What will be the further development of collective farms and state

farms? What form of agricultural production is better—the collective farm or

the state farml^

Both forms have good prospects for further development under present-

day conditions.

The collective farm is a voluntary cooperative association. A positive ele-

ment of its activity is its democratic management. . . . Moreover, each col-

lective farmer is materially interested in the final result of production on his

collective farm and in the activity of the entire collective. The better these

results, the higher the yield, the greater the gross output and the larger the

cash income, the higher his remuneration. However, for all these advantages
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the collective farm has also some drawbacks; the absence of guaranteed pay-

ment,'^ and the instability of remuneration because of several factors de-

pendent on and independent of the individual collective farm. The influence

of these factors is especially strong when the year has been unfavorable.

The state farm has also advantages and disadvantages. Of great impor-

tance in the development of state farms is a clear-cut rational state plan, tak-

ing into account all the conditions for economic management. The principle

of one-man control on state farms sometimes transcends reasonable limits and
leads to unfavorable results. From our point of view, it would be desirable to

democratize the management of state farms and make the participation of

personnel in management more extensive. On the state farm remuneration

is guaranteed and stable. At the same time, for each state-farm worker the

final results of the operation of the enterprise as a whole have little bearing on

income. The size of capital investment on state farms is determined by the

state, and in contrast to collective farms, does not depend on the results of

their economic activity. The procedure should be organized in such a way
that, along with state capital investment, the state farm could have at its dis-

posal a certain share of the profits from which the management could finance

cultural and service establishments such as clubs, children's establishments,

etc., as well as help state-farm workers in their individual housing construc-

tion.

Both collective farmers and state farms have great prospects as forms of

socialist agricultural enterprise. Both forms, and their respective advantages,

should be used. In the past few years some collective farms were transformed

into state farms. In some places this was done in haste, without proper prep-

aration, and the results have not been uniformly satisfactory. Mistakes were

also made in enlargement of collective farms: large and super-large farms

were especially overemphasized. As a result, some farms proved to be un-

manageable or poorly manageable. It is not normal for collective farms to in-

clude from 50 to 75 and more inhabited localities. On such excessively large

farms the fundamentals of collective-farm democracy are violated as a rule

and the general meeting of collective-farm members as the supreme man-
agerial body is not called up.

Errors and distortions made during the enlargement of collective farms

must be corrected. However, this should be done without haste, without con-

verting the work into a campaign.

The multi-million body of collective farmers, state-farm workers and
farming specialists will reward the CPSU's and Soviet people's immense con-

cern for them by work enthusiasm and by vigorous creative activity; they will

spare no effort to obtain high yields, high productivity, and to increase the

output of all farm products.

* Guaranteed remuneration, equal to that of comparable workers on state farms, has
since been introduced. (Editor's note.)
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PROBLEMS OF THE AGE
LAND''

G. Lisichkin

Pravda economic observer

Soviet agriculture had and still has many acute and harassing problems.

We speak of them frankly, and this frankness is often used against us for

all sorts of speculation and cheap propaganda. Bourgeois economists repeat

ad nauseam that the optimistic plans drawn up bv Soviet Communists for

agricultural development frequendy fall short of fulfilment.

In this they are partially right. It so happened that by expanding heavy

industry at an ever growing rate and making everv effort to strengthen the

country's defence capacity, the Soviet economy found that it was short of

money to promote branches working to satisfy day-to-day requirements. Am-
bitious plans remained hanging in mid-air, failing to receive the material

backing for their fulfilment.

Another reason was that in some cases attempts were made to compen-

sate for the absence of objective material conditions for a sustained high rate

of agricultural development by the invention of cheaper means—a miracle-

working formula that could fill the gap and replace what life demanded.

Naturally, quests of this kind did not help, only diverting labour and means

from the job at hand and adding to the difficulties. This does not mean that

Soviet agriculture made no headway. The volume of agricultural production

increased 1 50 per cent in the years of Soviet power. But this is still insuf-

ficient to satisfy the growing requirements of the population.

Today the Soviet Union is working on a new plan for an upsurge in

agriculture with a projected 25 per cent increase in farm production within

the next five years [1966- 1970]. Its advantage over preceding plans is not so

much in WHAT it is out to attain but in showing HOW the target can be

reached. About 71,000 million rubles'*'* are to be invested in agriculture over

the next five years. This is a very large sum of money. In fact, never before

* Abridged from Soviet Union, No. 198, 1966, pp. 8-9, by permission of the pub-

lisher.

** At the official exchange rate, i ruble (also spelled ruble or roubel) equals $1.11.

(Editor's note.)
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has so much money been invested in agriculture: it almost equals the sum
invested during the preceding 13 years! For this money the collective and

state farms will get 1,790,000 tractors, more than a million trucks and a great

deal of other machinery; at the same time the quantity of electric power

available to farms will be doubled. This is an important condition for the

fulfilment of the new plan and indicates the high level of maturity reached

by the entire economy, which is now in a position to make huge allocations

for rural development. . . .

Our targets in farm production are not based solely on the huge appro-

priations for agriculture. Large investments mean more responsibility and

require more skill in their utilisation. In this respect the Plenary Meeting of

the CC CPSU held in May 1965 charted a sound line for the whole agri-

cultural production. It was emphasised that the money being channeled into

agriculture must be spent primarily on improving soil fertility. One of the

main reasons behind the poor returns on past investments was that this car-

dinal proposition was not observed. . . .

The May Plenary Meeting focused the attention of agricultural workers

not on the fulfilment of some nebulous universal remedy but on the need

for a radical improvement of the land and on the task of enhancing efficiency

in farm production.

This means that farm managers and specialists will have to concentrate

on the key sectors of their work, on eliminating weak points that hold up

the growth of the entire national economy. For some this means investing

more money on drainage, for others on liming the soil and for still others on

mechanisation. Some farms will perhaps have to clear their fields of stones

before they can spend money on further development. The key to the whole

problem is to achieve a proportionate development of all components of

production.

The entire program of improving the soil and its fertility may be

summed up by the word melioration, which stems from the Latin melioratus,

meaning to improve. Land improvement is now the main objective of all work

in the countryside. The following few figures will give a better idea of the

scale and significance of the planned (and already implemented) measures.

The next five years will witness the development of 6,200,000-7,500,000 acres

of newly irrigated land and the draining of 15,000,000-20,000,000 acres of

land in the humid zone. Moreover 126 million acres of pastureland are to be

irrigated and improved in desert, semi-desert and mountainous regions, and

22 million acres of meadowland and pastures are to be radically improved in

the humid zone. Much will be done to improve already irrigated and drained

land. The basic difference in all this work is that it is to be accomplished as

a composite undertaking. The purpose of all this draining, watering, liming

and gypsuming is to enable investments to turn each acre of improved land

into a fertile plot. . . .

Marx was fond of repeating that land is the mother of wealth and that
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labour is its father. The program of action in agricuhure, mapped out by the

Party, would have been incomplete if it did not link the task of increasing

soil fertility with that of improving the material position of those who till the

soil.

Important steps have been taken in this respect to exert a great economic

influence on all facets of rural life. The purchasing prices of all staple farm

products have been increased substantially, the collective and state farms are

showing a sizable rise in profits, and this is enabling them to allocate more

money to remunerate labour, build houses and provide better cultural facil-

ities and everyday services. Last year alone [1965], which was not at all

favourable for agriculture, the payment of wages increased by 17 per cent.

Guaranteed remuneration for collective farmers equal to that paid compa-

rable industrial workers has been introduced.

People are seeing for themselves that the further active growth of social

production is leading to a higher standard of living.

Land improvement is called upon to give a mighty impetus to the devel-

opment of farm production and thereby bring about a further rise in the col-

lective farmers' living standard. Consequently, a totally new economic cli-

mate has been created for the implementation of these planned measures. The
direct producer is assigned the most active role in the fulfillment of these

measures. The important process of harmonising the interests of the socialist

state, the economy and each individual is developing and gaining strength.

To pass from the purely economic problems that will be resolved duiing the

fulfillment of the new plan, to problems of everyday life we can briefly state

the following. Those engaged in farm production know that the quantity of

products received by the country as a whole and by each collective farmer and

state-farm worker individually will depend on the success of the soil im-

provement scheme. The plans for boosting farm production are now more

realistic than ever before.

Socialist agriculture is developing apace. Large though the appropria-

tions for the new, economically substantiated plan are, it does not mean that

success will be automatic nor that this enormous venture will proceed

smoothly. Much will have to be done in many fields of practical work and

science. Technologists will have to breed new varieties of crops, continue

their quest for still more economical machines, improve their methods of soil

fertilisation and sowing, develop more effective crop rotation systems, learn

to utilise water efficiently and so forth. Economists will have to answer the

question of how to ensure maximum profit, accelerate extended reproduction

at collective and state farms and improve planning and pricing. . . .

This vast program of work has already been included in the Soviet

Union's business calendar.
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SOVIET INDUSTRY

"Only when the country has been electrified," wrote Lenin, "only when

industry, agriculture, and transportation have been placed on the technical

basis of modern large-scale industry, only then shall we be fully victorious."^

Stalin's crash industrialization program, and Khrushchev's emphasis on heavy

industry were both aimed at rapidly converting the Soviet Union into a mighty

industrial power, a goal to be accomplished within the framework of an econ-

omy which operates under a central plan and in which the means of produc-

tion are publicly owned. The Brezhnev-Kosygin regime, although more con-

cerned than any previous one with the agricultural and the consumer goods

sector, has not changed this overall policy. In an election speech in June, 1966,

Party chief Leonid Brezhnev reiterated this point:

The preferential development of heavy industry as the basis for technical progress

of all other branches of the national economy, as the main basis for the strengthen-

ing of the country's defense potential has always been and remains the unchange-

able principle of our economic policy .^

The Soviet Union has been the first country to industrialize successfully

along a non-capitalist path. The study of Soviet industry, of its structure, its

methods, its relative accomplishments and shortcomings, is therefore of spe-

cial interest. In this chapter, some important aspects of Soviet industry are

discussed in detail; others are briefly introduced to be taken up in such subse-

quent chapters as the ones on economic planning, economic growth, recent

economic reforms, price determination, etc.

Leon Smolinsky, under Western Views, discusses what he calls the "dual

economy"—the coexistence of modern large-scale and antiquated small-scale

establishments, often within the same industry. He then elaborates his views

on several other aspects of Soviet industry such as "the strategy of unbalanced

growth pursued by Stalin," the "lack of economic criteria," the "inadequate

attention . . . paid to quality," etc. He then turns briefly to recent attempts to

improve industrial performance and introduce more rational economic calcula-

tion. Whatever the outcome of the "destalinisation" (sic) of the theory and

practice of Soviet industrialization, he concludes, Soviet industry, in the

^ Quoted in Soviet Union, No. 203, 1967, p. 5.

2 "Leonid Brezhnev's Election Speech," Embassy of the Union of Soviet Socialist

Repubhcs, Information Department, No. 17, June 13, 1966.
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meantime, "still represents a fascinating mixture of modern sophistication

and primitive backwardness." Barry M. Richman, in the second selection

under Western Views, gives us a glimpse at Soviet enterprise management,
focussing his attention on similarities and differences in the managerial func-

tions, powers, and duties of Soviet and American enterprise managers.

A. Khavin, under Soviet Views, gives the reader a bird's-eye view of the

state of Russia's industrialization on the eve of the October Revolution, of

Lenin's plan for industrialization, and of the "majestic transformations which

have completely altered the face of the U.S.S.R." Next, O. V. Kuusinen and
others, in the Soviet manual Fundamentals of Marxism-Leninism, discuss So-

viet industrialization as a victory of the socialist mode of production but

point out that much still needs to be done in laying the economic foundation

for the era of communism. The final selection, published by the Novosti

Press Agency as a kind of information service, gives brief answers to many
questions of interest concerning Soviet industry, questions dealing with com-

parisons of U.S. and U.S.S.R. industrial production, with the structure of

Soviet industry, the relative rates of development of heavy and light indus-

try, the powers of enterprise managers, the state of some major industries, etc.
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SOVIET INDUSTRY:
A FASCINATING MIXTURE OF
MODERN SOPHISTICATION

AND
PRIMITIVE BACKWARDNESS^

Leon Smolinsky

Boston College and Russian Research

Center, Harvard University

Thoreau once noted that decayed dogmas make the richest soil. This

summarises the Soviet economy's present situation. It has outgrown the

StaHnist doctrine of industriahsation. The old system, for decades a reliable

generator of growth, has turned into a brake. Warning signals of inefficiency

and arrested development are rapidly multiplying. At the same time, although

the traditional theory and practice of planning have proved inadequate to

cope with the complexities of a mature modern economy, the decav of the

obsolete dogma contains seeds of future growth. Therefore, rather than desig-

nate the present stage of Soviet economic development as one of acute crisis,

one might view it as a period of transition to new, as yet untried and only

dimly discernible institutional arrangements and forms of socialist plan-

nmg.

When the present system was being shaped, in 1931, Stalin stated: 'We

have fallen behind the advanced countries by as much as fifty to one hundred

years. We have to overcome this lag within ten years. Either we accomplish

this, or we perish' ^Pravda, 5 February 193 1). Industrialisation was thus con-

ceived as a race against time, a fight for economic and political survival.

When the goal is survival, acceptable alternatives are lacking, and no cost is

* Reprinted from Leon Smolinsky, "The Soviet Economy in Search of a Pattern,"

Survey, April, 1966, pp. 88-101, by permission of the publisher.
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too high. In fact, in the absence of alternatives, the very concept of cost loses

its meaning. A leading Soviet economist appraises this essentially military

approach to economic decisions by concluding that until recent years 'the

policy of reaching an objective regardless of cost was not only not condemned
but even encouraged.'^

The overriding objective established by Stalin was 'to catch up with

and overtake the advanced capitalist countries' by assuring a high rate of

growth of heavy industry. To make certain that the rate and pattern of

growth would obey the planners' rather than the consumers' preferences, the

output targets were determined by the Central Planning Board, which also

allocated free of charge investment funds and rationed out supplies needed

to meet the targets. These policies promoted a rapid albeit unbalanced

growth. According to reliable western estimates, industrial output increased

about 7.5-fold betAveen 1928 and 1958. Within this total, output of machin-

ery rose 27.2-fold, that of other producer goods 9.7-fold, whereas output of

consumer goods increased only 3.8 times.^'^

Foremost among the ingredients of the Stalinist recipe for industrialisa-

tion was the system that Holland Hunter calls 'taut planning,' whereby the

central planners tend to set aggregate output targets in excess of the factory

managers' combined ability to meet them with the available inputs. Coupled
with the disregard of cost, this continued pressure of (to use Peter Wiles's

term) 'planners' excess demand', while promoting rapid quantitative growth,

led to the emergence of a seller's market throughout Soviet industry. Sub-

jected to relentless pressure to increase their output and assured of markets,

managers lack incentive to maintain quality standards, to introduce new su-

perior products or methods of production, or to pay much attention to the

actual needs of those who use their produce unless these are specifically set

out in the planners' commands. But, by the same token, whenever a factory

manager acts as a buyer, he is no longer a beneficiary but a victim of the

seller's market. It is his needs that are now disregarded by other managers,

and his inputs that are not delivered on schedule or in the desired assort-

ment. The notorious unreliability of the outside supplies, coupled with their

crucial importance for plan fulfillment, has encouraged autarkic policies on

the part of managers. As a result, Soviet factories tend to grow into highly

integrated empires which, instead of getting their semi-manufactured prod-

ucts, such as castings, forgings, spare parts, from large-scale, efficient, special-

ised outside suppliers, produce them in their own plants, on an uneconomi-

cally small scale, using primitive methods, and, as will be seen presently, at a

prohibitive cost.

1 A. Birman, Ekonomicheskaia gazeta, No. 24, 1963, p. 6.

2 N. M. Kaplan and R. H. Moorsteen. American Economic Review, June i960,

p. 296.
* For a more detailed discussion of Soviet growth rates, see chapter X. (Editor's

note.)
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This brings us to another crucial feature of Soviet industriaHsation

which, unHke those already mentioned, has so far received relatively little

attention from students of the Soviet economy, and will accordingly be dis-

cussed at a somewhat greater length. As a result of the rigid priorities pur-

sued in its investment policies and of the institutional barriers arising in their

wake, the Soviet Union has developed into a 'dual economy'^ in which a

factor of production may have very different marginal productivities* and

rates of return in different sectors (e.g. heavy vs. consumer goods industries),

in different segments of the same industry (e.g. large-scale modern establish-

ments vs. small-scale backward relics of the eighteenth century), and even

in the different shops of the same factory. In each of these cases there is evi-

dence of over-investment in the modern segment while its primitive counter-

part, which has had a low priority in the planners' scales, is starved of capital

and resources.

Let us begin with a case study. In the Russian republic of the USSR,

along with dozens of modern, giant steel rolling mills, there operate eighty

small ones, of which only three are modern and relatively efficient, while the

remaining seventy-seven date from the nineteenth and even the eighteenth

century, and have a labour productivitv one-twentieth to one-thirtieth of that

of the modern mills.^

The example is rather typical. It comes as a surprise after four decades

of 'giantist' investment policies to learn that the vast majority of Soviet

industrial establishments are in fact uneconomically small, technically back-

ward, and quite inadequately mechanised. It is true that in the early 1960s

the bulk of industrial output (about 70 per cent) was produced in some

20,000 relatively large enterprises administered by the regional economic

councils (the Sovnarkhozy), with an average size of some 200 wage earners

per establishment. But these enterprises made up only 10 per cent of the

Soviet industry's 200,000 census establishments. An average factory outside

the Sovnarkhoz jurisdiction employs only 50 wage earners. And when we

count all industrial establishments, both included in and excluded from the

census, regardless of their administrative affiliation, we find that roughly 80

per cent of them employed, in i960, fewer than 16 wage earners each.^

It is true that the size of an enterprise by itself tells us little about its

efficiency. A small establishment may be quite efficient provided it is narrowly

specialised and adequately supplied with modern machinery. Under Soviet

conditions, however, establishments in the lower-size classes tend to be back-

3 The term was coined by a Dutch economist, Professor Boeke.
* By marginal productivity is meant the increase in output brought about by the

addition of one more unit of one of the factors of production. (Editor's note.)

•* P. G. Bunich, Osnovnye fondy sotsialisticheskoi -promyshlennosti (Moscow, i960),

p. 194.
^ Pravda, 20 November 1962; Ekonomicheskaia gazeta, No. 3, 1961; Kommuntst,

No. 2, 1963, p. 39. The last figure refers to the Russian republic alone but is not likely

to be significantly different for the country as a whole.
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ward and inefficient, mainly because of the long-standing giantist investment

policies under which they were discriminated against in the allocation of

funds and resources. Soviet industry consists, then, of the modern sector of

mainly large-scale modern establishments, highly mechanised, and in some

resjjects over-supplied with machinery, surrounded by a limbo of backward

small-scale producers, tens of thousands of factories, mines, and shops which

use antiquated methods of production, lack equipment, and waste labour and

materials.

In the electric power industry, for example, the planners' whole atten-

tion was directed at the build-up of large district stations. Their average size

increased forty-five-fold between 1916 and i960 (from 1.4 to 63.0 thousand

kilowatts). But the size of all remaining stations outside that privileged group

has actually declined, by 42 per cent, from 183 to 106 kilowatts. During the

1950s alone, along with the widely publicised 'giants', 53,000 pygmy sta-

tions, with an average capacity of only 53 kilowatts, were built, even though

they produce power at a cost 10 to 20 times higher than the large district

stations.^

How did this strange schizoid pattern come into being^ How to explain

the uncanny ability for survival of the inefficient pygmies in the face of the

planners' unconditional preference for the giants?

The first five-year plan, in 1929, anticipated an all-out 'liquidation of

small establishments [as] being backward and using deficient techniques . . .

and their replacement by the giants'.^ While the new giant projects were

under construction, the despicable pygmies were raided for skilled personnel,

and even the simplest machinery was denied them in the investment pro-

grammes, on the ground that 'they are to be scrapped anyway'.^ But the

death verdict was continually postponed. Under the policy of maximising

output irrespective of cost, an economic agency could hardly afford closing

down any establishment under its jurisdiction, however small and inefficient.

At the same time, since only a limited number of giants could be launched

and construction delays are, in Soviet practice, inordinately long, smaller

factories and mines had often to be constructed as stop-gap measures. Admin-

istrative barriers and the reluctance to rely on outside supplies have also con-

tributed to this phenomenon. Striving for autarky and lacking funds for the

construction of a giant, each economic agency was contributing to the crop

of new dwarf establishments. In mining of non-ore building materials, for

example, 4,000 out of 5,500 enterprises are in the lowest-size class, each pro-

ducing less than 25,000 cubic metres of output annually. They have been

set up by and subordinated to dozens of different organisations and agencies,

^ N. N. Nekrasov, ed., Vo'prosy razmeshchenia froizvodstva v SSSR (Moscow,

1965), p. 211.
"^ Piatilenii flan narodnokhoziaistvennogo stroitelstva SSSR, 3rd ed., vol. II, pp.

89-90.

^Za industrializatsiiu, 4 lanuary 1933.
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including such unlikely ones as the Ministry of Culture, the Ministry of

Health, and even the local bazaars. Dozens of mines, each belonging to a

different agency, are often set up on one deposit—although replacing them

with one big mine would reduce the cost of production by a factor of 3 or 4.^

The construction of tens of thousands of miniscule electric power installa-

tions is explainable on similar grounds. The large, efficient district stations

were prohibited from supplying power to some categories of customers (e.g.

collective farms), while other users preferred to produce their own power

rather than rely on the outside supplier. This is how eighteenth-century

steel mills and 50 KW electric stations continue to crowd the path of Soviet

industrialisation and lower the overall efficiency with which Soviet industry

operates.

But the boundaries between the modern and the primitive sector of the

dual Soviet economy not only separate large from small-scale industrial en-

terprises. They do not stop at the walls of a factory but rather run across

them, following the lines of Soviet planners' priorities in investment policies.

Thus, even in the most modern factories or mines, production processes

proper tend to be much more highly mechanised than are auxiliary processes

such as shipping, office work, repair facilities, and all those autarky-inspired

auxiliary shops already mentioned. Labour productivity in all these auxiliary

activities tends to be much lower than in the production processes, mainly be-

cause they are less thoroughly mechanised. The magnitude of the gap is

illustrated by a recent estimate. In order to free 20-30 production workers, one

installs an automated production line which costs from 150 to 200 thousand

rubles, while in the shipping department of the same plant, the same number

of workers could be freed at the cost of only 4 to 6 thousand rubles by purchas-

ing two or three fork loaders. ^^ In a similar case, it has been estimated that one

will have to wait 85 years to recoup the original investment in an automated

production line. At the same time one refuses to buy a dictaphone for the

head manager's office which would repay its cost in two months. ^^ Such ex-

treme divergencies in the rate of return on capital employed in different uses

indicate that both efficiency and the rate of growth of output could be im-

proved by reallocation of capital to low-priority segments of the dual econ-

omy. Nevertheless, sophisticated automation of the already highly mechanised

production processes continues to receive a much higher priority than the

introduction of simple machinery into auxiliary processes.

It is an interesting question to what extent the strategy of unbalanced

growth pursued by Stalin was justified in the early stages of Soviet economic

development. This writer believes that all growth, as well as one of its main

^ Stroitelnaia gazeta, 21 October 1963.
^^ E. D. Sokolina, Ot universalnogo zavoda k spetsialnomu, Ekonomika, seria III,

No. 4, p. 22. Skolina's findings have to be qualified to the extent that production workers

are likely to be more skilled than those engaged in freight handling.
11 Voprosy ekonomiki, No. 5, 1965, p. 36; Pravda, 24 November 1964.
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determinants, technical progress, is bound to be 'unbalanced' to some extent,

almost by definition. But as time goes on the balance has to be redressed. So-

viet industry seems to have long ago exceeded what might be termed the opti-

mum degree of imbalance. What is more, recent experience indicates that in

Soviet 'unbalanced growth' the adjective has had greater lasting power than

the noun.

For decades, as Martin Bronfenbrenner put it in another context, growth

has been for Soviet planners 'like the earth for Moliere's doctors of medicine.

It covers their failures, while the sun shines on their successes.'^^ In recent

years, however, the rate of growth of Soviet industrial production has ex-

hibited a declining trend. According to estimates made by western analysts,

it declined from an average annual lo.i per cent during the years 1953-55, to

9.7 per cent in 1956-59, and to 7.0 per cent in 1960-63. The 6.6 per cent in-

crease in industrial output achieved in 1963 was the lowest annual figure

since the end of the second world war,^^ and the 1964 performance, judging

by the official Soviet statistics, was probably even poorer.

The main reason for the slowdown seems to be that at the present stage

of Soviet economic development further industrial expansion increasingly de-

pends on the 'intensive' margin of growth : more effective utilisation of labour,

capital, and natural resources; better coordination and synchronisation of their

use; reduction in the real factor cost of producing industrial output. Among the

necessary conditions for this intensive type of growth are rapid technical prog-

ress, including such ingredients of the Second Industrial Revolution as auto-

mation, computerisation, 'chemicalisation', improvement in the quality and

reliability of equipment and industrial supplies; significant extension of the

division of labour among factories through narrow specialisation and sub-con-

tracting; improved ability of the economic system to assure availability of in-

puts at times and in assortments desired by their users.

There are several impelling reasons why these, let us call them qualitative

determinants of growth, have become of crucial importance at present. There

are equally valid reasons why traditional Soviet methods fail to cope with

them.

One is the changing nature of modern industrial output, the increasing

variety, complexity, and interdependence of products. The old system was set

up to plan and administer production and distribution of a relatively small

number of products, or groups of products, others being often treated as shock

absorbers for planning errors and unexpected shortages. At present, a complete

standard industrial classification (which the Russians have as yet failed to com-

pile) would have to embrace about twenty million products. The chemical in-

dustry furnishes a good example of the assortment explosion that is taking

^2 Quoted by G. Grossman, Quarterly Journal of Economics, August 1953, p. 341.
13 Joint Economic Committee, Congress of the United States, Current Economic

Indicators for the USSR (Washington, June, 1965), p. 45; Kaplan and Moorsteen, loc.

cit., p. 307.
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place. In addition to the 'big chemistry' of a few dozen traditional products,

each manufactured in millions of tons in giant factories, the so-called 'small

chemistry' has now acquired a strategic importance. Here the assortment runs

into tens of thousands, each item being manufactured as a rule in only a few

or a few hundred tons.^^ Central planning of the production and distribution

of tens of thousands of products in this one industry alone would swamp the

central planning board. In addition, 'small chemistry' products have to be of an

exceptional purity and adhere to exact quality standards, another requirement

difficult to enforce from the centre.

Secondly, Stalinist methods were quite effective in enforcing the 'more

of the same' type of output increases but offered little guidance as regards the

introduction of new products or methods of production. Under what Academi-

cian Gnedenko calls 'an avalanchelike acceleration of the rate of modern scien-

tific and technical progress', ^^ a substantial share of the twenty million products

manufactured by Soviet industry are bound to get obsolete each year and have

to be replaced by new products. The number of new types of machinery cre-

ated in 1950 was 650; by 1963 it rose to 3,229.^° But, from the economic view-

point, decisions to introduce new machines in Soviet industry are taken in a

rather haphazard manner. For example, the economic (as distinct from tech-

nical) effectiveness of new machinery is ignored in these decisions, and 'tech-

nical problems are solved without even taking into account the cost of pro-

duction'.^^

The even more momentous decisions on the allocation of investment

funds among industries are similarly handicapped by the lack of economic

criteria such as prices based on factor cost, and rate of interest. Lacking such

criteria, planners' priorities are difficult to arrive at, and, as two experts con-

clude, 'in order to determine whether a given industry is progressive we must

often look across the ocean while, after all, this should not be our only guide-

post'.^^

If central planners are handicapped in their innovational policies by the

inadequacy of criteria of choice, factory managers often resist innovation for

lack of incentives. The existing system, with its emphasis on the maximisation

of output in the short run, provides the factory managers with litde encourage-

ment to introduce new products and methods of production, the short-run effect

of which is typically to reduce output, raise operating expenses, cut labour

productivity, and increase immeasurably the amount of waste and rejects (by

700 per cent in one case). No wonder the managers try to avoid innovations.

Only 4 per cent of the 1963 target for the production of new consumer goods

^^ Ekonomicheskai gazeta, No. 18, 1963, p. 17. Academician A. M. Nesmeianov;

Vestnik akadetnii nauk SSSK, No. 4, 1964, pp. 98-101.

15 Izvestia, 3 July 1963.

^^Narodnoe Khoziaistvo SSSR v 1963 godu, p. 171.

17 A. V. Vorobeva, Osnovnye fondy i sehestoimost -produktsii v promyshlennosti

(Moscow, 1962), p. 178 ff.

^^ Izvestia, 4 December 1964.
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of superior quality was met. New kinds of cotton fabrics accounted for only 2

per cent of the 1 962 output : at that rate it would take 50 years to change their

assortment completely.'^

To come to the quality of industrial products. Academician Gnedenko
asks that in the Soviet economy, 'production of shoddy, low quality goods

should be punishable as a very grave offence. In reality, however, utterly in-

adequate attention is paid to the quality and reliability of products'. A factory

manufacturing parts for tractors, for example, was rewarded for over-fulfilling

its output plan by 60 per cent. This feat was achieved by lowering the quality

and reducing the useful life of the parts produced to 40-50 per cent of what it

had been. Not only are incentives for quality improvement lacking. The
planned goals often set up actually penalise it. When the personnel of the

Moscow ZIL plant managed to reduce the weight of the automobiles they

produce by 100 kilograms, 'they received a commendation but suffered a re-

duction in earnings: the factory's output goals are set in tons'.^°

Thirdly, modern technical progress greatly increases the interdependence

of various participants in the production process. Hence, their proper synchro-

nisation and coordination become crucial. In particular, modern equipment

poses exacting demands with respect to the quality, reliability, and prompt

delivery of supplies, and any disregard of these demands is bound to have

costly consequences. For example, modern giant blast furnaces have an ex-

tremely narrow margin of tolerance with respect to the quality of coke and

ore. When one such furnace was fed with poor quality ore transported over

long distances, the resulting excess operating expenses over a period of one-and-

a-half years reached the original cost of constructing the furnace in question.^'

The irregular delivery of supplies to a new automated production line (a pe-

rennial phenomenon on the Soviet industrial scene) results in fluctuations in

the cost of production from 45 to 190 rubles per ton of bolt, depending on the

load factor in various months, whereas the line was purchased on the assump-

tion of an even-keel operation which would bring the operating expenses down
to 34 rubles a ton.^^ No wonder some expensive automated lines get scrapped

due to uneconomically high operating expenses.^^

This interdependence syndrome puts a premium upon the precision and

reliability with which any participant in the production process operates. This

is true of pieces of equipment, their components, and whole factories. Failure

in any one link tends to have magnified effects upon the performance of other

links. Thus, high-speed electronic computers are made up of several hundred

thousand separately identifiable components. The erroneous performance of

1^ Vorobeva, op. cit., p. 170; Voprosy ekonomiki, No. 5, 1964, pp. 49 and 57.
20 Izvestia, 3 July 1963; Ekonomicheskaia gazeta, No. 34, 1964, p. 16.
21 Ihid. No. 25, 1965, p. 15.
22 T. S. Khachaturov, ed., Metody i praktika o-predelenia effektivnosti kwpitalnykh

vlozhenii i novoi tekhniki, vypusk 5-6 (Moscow, 1964), p. 27.
23 Prohlemy fovyshenia effektivnosti obshchestvennogo truda v SSSR (Moscow,

1965), pp. 88, 100.
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any one of them affects the reliability of the work performed by the machine

as a whole. In fact, the low quality standards and the defects occurring in

minor components of Soviet computers seem to represent a weak line in the

ambitious plans for the computerisation of Soviet industrial operations and

economic planning. The need for improvement in this area is brought out by

Professor Litenetskii, who claims that in order to make a widespread use of

electronic computers possible in the Soviet economy, their output by 1980

has to be increased at least six-fold, but their reliability has to be improved by

at least a factor of 1,000 (Izvesha, 18 December 1964). In the article already

quoted, Academician Gnedenko points out that the further progress of automa-

tion depends on a radical improvement in the reliability of Soviet equipment.

The very size of the modern units of equipment makes the consequences

of defects occurring in any one of their numerous components particularly

costly. A modern Soviet electric power turbine of 500,000 kW capacity (or

five times more than the largest pre-war unit) contains a total length of piping

of some 470 kilometres, including 70,000 weldings. Should only 0.5 per cent

of the pipe weldings be defective, this would mean up to 350 breakdowns of

the whole huge unit. And this is in fact what happens: the new giant units do

continually stop functioning due to defects in the boiler pipes and in their

welded joints QPravda, 20 January 1965).

So far we have dealt with the components of a single piece of equipment.

But in modern automated factories several such pieces are typically combined

into a complex whole. 'The reliability of equipment becomes particularly im-

portant in automated production. . . . The faulty performance of only one

link leads to stoppages of the whole automated line and an interruption in

production.' As a result, a complex and expensive automated line, excellently

designed and built, may be put out of operation by some unfit relay or con-

tact worth two kopeks'. In fact it is mainly the low reliability of Soviet

automated equipment that leads to the uneconomically cosdy performance and

even to the scrapping of some new automated lines installed in recent years,

while others work at only 25-30 per cent of their designed capacity .^^

On a still higher level, the interdependence of the various shops and de-

partments is also much greater in a modern factory. As already mentioned, in

Soviet factories production processes have traditionally had a high priority in

the allocation of investment funds and are considerably better mechanised

than auxiliary processes such as shipping, repairs, and office work, where man-

ual work predominates. The priorities which led to this development may have

been entirely rational in the relatively primitive economy of the 1930s when

labour was over abundant and the strategy of concentrating scant investment

funds on a limited number of activities most directly contributing to growth

was almost a must. David Granick has argued convincingly that, at that early

stage, the policy of using modern large-scale machinery in production and man-

ual labour in auxiliary shops was a rational adaptation of western production

24Ifcid., pp. 88, 100: Ekonomicheskaia gazeta, 1965, No. 13, p. 17; No. 19, p. 17.
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methods to an economy with different scarcity relationships.^^ But by now capi-

tal has become relatively more abundant and the continued neglect of aux-

iliary operations is hardly justified any longer. On the contrary, the adverse

feedback from the neglected, low-priority auxiliary operations has an increas-

ingly disruptive effect on the production processes. To give just one example,

frequent breakdowns of automated lines are due in part to unsatisfactory

lubrication: admixtures of sand and iron dust get into the lubricants, which

are then applied by unskilled personnel at irregular intervals of time. No one

is responsible for the cleaning of the equipment from dust and from metal

shavings, and the floors are still swept with the traditional birch besoms. Dirty

window-panes in industrial establishments result in an annual over-expendi-

ture of 1 1 billion kilowatt-hours of electric power (enough to produce 1 5 mil-

lion tons of steel), without counting the adverse effects on the workers' health

and productivity.^^ The explanation of this state of affairs is simple. Under the

Soviet system of success indicators, a worker smelting steel contributes to the

fulfilment of the output goal while a charwoman does not. In fact, however,

their activities are more intimately interrelated than the planners care to recog-

nise and the neglect of one reduces the efficiency of the other.

So much for the single enterprise. On a still higher level of interdepend-

ence, modern industrial economics requires a far-reaching division of labour

among factories, through specialisation and subcontracting. As the leading So-

viet specialist in this area puts it, with each year, the need for specialisation

and for automation grows. This is a pre-condition for speeding up industrial

production and reducing its cost'. The two are interrelated: 'automation of

production pre-supposes narrow specialisation [of factories]'.^'' A case study

has shown that it costs 6 to 29 times less to produce even such simple com-

modities as screws and nuts in specialised factories than under the present sys-

tem where auxiliary shops manufacture them on a small scale for each factory's

own needs.^^ But, so long as the sellers' market prevails, no sane manager is

willing to get rid of his expensive but reliable auxiliary shops and to become

dependent instead on less expensive but unreliable outside suppliers. No won-

der practically all Soviet machine tool plants have their own forge shops, for

example, while only 14 out of 1,000 American factories have them. The cost of

autarky and of division of labour forgone can be gathered from the fact that the

great majority of Soviet forge shops produced less than 800 tons of forgings a

year. But, as output of a shop rises from 800 to 40,000 tons (which would be

the normal size of a specialised factory), productivity of labour rises 3.2 times

and that of equipment 21 times. A similar situation prevails in other auxiliary

25 G. Grossman, ed., Value and Plan (University of California Press, i960), pp.
271 ff.

26 A. Astafiev, Kultura proizvodstva na •predfriatiakh (Moscow, 1962), p. 64; T. S.

Khachaturov, ed., op. cit., p. 46.
27 G. I. Samborskii, Avtomatizatsia i s-petsializatsia v promyshlennosti SSSR (Mos-

cow, 1964), p. 178.
28 S. A. Kheinman, Ekonomicheski e prohlemy organizatsii promyshlennogo pro-

izvodstva (Moscow, 1961), p. 211.
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activities. In general, outside supplies account for about 1 5 per cent of the value

of Soviet machine tool plants' output, against some 50 to 60 per cent in the

USA.29

As in previous examples, the managers' interests enter into conflict with

those of the economy as a whole. If each factory specialised in the production

of those commodities it is best fitted to produce and obtained supplies which it

cannot produce efficiently from the outside, the economy would save tens of

billions of rubles. But so long as the sellers' market prevails and the buyer has

little recourse against the sellers' and the planners' infractions of the sub-

contracting agreements, the managers' resistance to sub-contracting is entirely

rational from their viewpoint of their own economic interests. This is brought

out by the experience of the Leningrad factory Elektrosila, producing huge

turbogenerators, which obtains a very minor component, salt gauges, from sub-

contractor A, who in turn gets the necessary parts, the so-called bridges, from

sub-contractor B. Planners forgot to include bridges in B's output plan. So the

salt-gauges were not produced and six giant turbogenerators have been stand-

ing idle, at the cost to the economy of tens of thousands of rubles a day. The

cost of a salt gauge produced in the specialised plant is 456 rubles and it is easy

to calculate that, even if the Leningrad manager produced them for himself

at ten times that figure, he would recoup the loss in one day (Izi^estia, 6 Octo-

ber 1964). Nor are the factory managers likely to agree to becoming depend-

ent on centralised repair facilities, even though their own repair shops tend to

be inefficient. The example of agriculture, where central repair shops have

been set up, is not encouraging. The shops apparently utilise their monopoly

position to issue ultimata to farm directors, charge them monopolistic prices,

and try to perform repairs as frequently as possible so as to meet their planned

targets .^^

All these problems converge in the final analysis at the factory manager's

desk. He is the tragic hero of the comedy of planners' errors. Not unlike Oscar

Wilde's cynic, he knows the price of everything and the value of nothing.

Although Soviet planners fix as many as eight million prices (including over

700 prices for cherry preserves alone),^^ price catalogues are of little help to

the manager in determining the costs or benefits society derives from his actions,

since Soviet prices fail to reflect the actual relative factor costs of commodities

or the actual urgency of demand for them. This seriously impairs the effective-

ness of some of the reforms already implemented or being proposed.

The policy of disregarding costs was repudiated as early as 1959, when

the percentage by which a manager manages to reduce his cost of production

was supposedly made the chief success indicator. But in practice the goal of

cost reduction was merely added to the old goal of increasing output, and the

two cannot always be achieved jointly: at times an increase in output can be

^^Vestnik mashinostroenia. No. 4, 1962, p. 80; Mashinostroitel, No. 10, 1958,

P- 33-
30 Vo-prosy ekonomiki, No. 5, 1965, p. 72; Selskaia zhizn, 1 1 March 1965.

31 Pravda, 30 July 1965.
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achieved only at rising cost per unit. Moreover, costs are, of course, computed

in terms of irrational prices. Finally, 'under the present system of bonuses for

cost reduction we calculate only savings achieved within the enterprise in

question, and leave completely out of account its consequences to the user of

the product, the effect outside the walls of the enterprise' (Izvestia, 18 Sep-

tember 1964). The writer illustrates his point: 'Should it occur to anyone to

reduce the cost of milk by mixing it with water, he would undoubtedly land in

jail or in a lunatic asylum. But what is the difference between this kind of

"savings" and the reduction by 15 per cent of the average useful life of the

Volga automobile imposed with the aim of reducing its cost?'

A more appropriate svnthetic success indicator would be profit maximisa-

tion, proposed by such economists as Liberman* and Nemchinov. But here

again, as Nemchinov himself pointed out, given the existing irrational prices,

commodities in greatest demand are also often the least profitable for the enter-

prises to produce, whereas those from which the enterprise derives most profit

may find no demand and remain in unsaleable stocks. The wholesale price re-

form, in preparation for several years, and now scheduled for 1967-68, is likely

to alleviate these difficulties.

Lip-service is readilv paid to the need for quality improvement and for

fitting industrial products to the users' needs, but the fact remains that it is by

lowering the quality of his product that the manager can most easily increase

output, reduce costs, and obtain the coveted bonus. The institution of 'direct

links' between the buying and selling enterprises began as an experiment in

two textile factories in July 1964 and is gradually being expanded into various

consumer and producer goods industries. Under this set-up, which would in

effect eliminate the seller's market, the manager's targets would be based on

orders received from the factories or stores buying his product: he would no

longer produce 'for the plan' but for the consumer. The reform is promising,

but given the complicated interdependencies among producers discussed above,

the new set-up, to be successful, would have eventually to encompass the

whole of Soviet industry rather than a few selected experimental areas. Other-

wise the islands of profit-motivated rationality are likely to be submerged by

the bureaucratic environment.

To come now to the problems of the dual economy. An attempt was made

under Khrushchev to fuse its two segments bv purely administrative reorgan-

isations: all local, small-scale industry was simply made subordinate to the

jurisdiction of the regional economic councils. The results were disappointing.

The councils, forced suddenly to administer tens of thousands of additional

enterprises, found the task prohibitively difficult and tended to solve it in the

simplest possible way, by closing down about half of them and stopping the

production of many goods.^^ Khrushchev himself complained bitterly of this

'solution'. The Sovnarkhoz and republican leaders, 'instead of raising the tech-

* For details of the "Liberman proposals" see Chapter XI above. (Editor's note.)
^^ Ekonomicheskaia gazeta, No. 14, 1965, p. 3.
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nical level of production of [local industry] enterprises transferred to them,

instead of specialising them and in this way increasing the output and improv-

ing the quality of consumer goods, substantially reduced or completely halted

the manufacture of these products' ^Pravda, 14 July 1964).

Another, far more interesting and successful attempt to bridge the gap

between the modern and the primitive sectors of the dual economy is the so-

called 'Soviet firms', the first major organisational innovation on the enterprise

level in thirty years. A typical firm comes into being at the initiative of the re-

gional economic council by the merger of four, five, or more establishments

which may be located in different cities, but which usually are engaged in the

production of closely related commodities or in different stages of production

of the same commodity. Typically, one of the merged establishments, the so-

called head enterprise, is a large-scale, modern, efficient unit. The remaining

establishments in the firm are usually much smaller, less advanced, and less

well equipped. They lose their identity and are turned into branches of the

head enterprise, whose manager is responsible for the performance of the firm

as a whole. He handles its relations with the higher authorities, customers, and

suppliers; he apportions the planned targets assigned to the firm among the

branches, and often shifts skilled personnel and equipment from the head

enterprise (which may be oversupplied with them) to branches so as to turn

them into narrowly specialised, modernised, efficient units of production.

Where formerly each establishment had a complete set of dwarf auxiliary

shops, now one such shop is set up for the firm as a whole. Economies of scale

are thus combined with the advantages of having 'one's own' reliable source of

supplies. Between 1961 and 1965 some 2,200 industrial enterprises have in this

way been merged into some 500 firms. At the beginning of 1965 they em-

ployed an estimated i million wage earners and accounted for about 4 per cent

of Soviet industry's total gross output.^^

Soviet industry's performance can only be as good as the quality of the

plan that governs it. The traditional planning methods worked out under

Stalin can neither assure that the lowest cost variants of achieving the plan-

ners' ends are adopted nor even that the targets they select are mutually con-

sistent and feasible.^^ The spreading use of mathematical models and of high-

speed electronic computers is likely to improve dramatically the quality of

Soviet economic planning and administration in the near future and thus con-

tribute to the 'intensive' growth of Soviet industry. For example, the invest-

ment plan for the Kuzbas coalfields for the years 1966-70, prepared with the

aid of electronic computers, saved two milliard rubles when compared with

another variant of that plan prepared with the use of traditional methods.^^

An extremely important innovation is now being tried out in Estonia, the first

Soviet republic in which the whole system of economic planning, information

^^ Kommunist, No. 3, 1965, p. 58.

2* See L. Smolinski, in Foreign Affairs, July 1964.
35 Finansy SSSR, No. 10, 1963, p. 27.
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flows, and administration is to be completely computerised. This is a very novel

project which 'starts literally from scratch. What we are launching here has

never before been done in the USSR'. It is expected that optimal solutions of

Estonia's planning problems may take five years to develop. The new planning

system is eventually to be extended to the country as a whole.^^ In the mean-

time, however, this is the music of the future and over 90 per cent of economic

calculations in the planned Soviet economy continue to be performed with

the aid of the abacus.^^

This figure provides a good illustration of the distance that has yet to be

travelled by the backward segments (of which planning activities are one) of

the Soviet economy. It can also be viewed as one of Alexander Gerschenkron's

potential 'advantages of backwardness'. Backwardness, while being a source of

present weakness, may turn into a reservoir of future strength provided the

need for its elimination is acknowledged and the necessary steps are taken.

The present leaders clearly recognise the need for rational economic calculation,

for the elimination of the seller's market, the end of output targets fetishism, the

reconciliation of the interests of an enterprise with those of the economy as a

whole, in short, for a destalinisation of the theory and practice of Soviet indus-

trialisation. The question remains whether they will have the courage of their

convictions equal to the courage once exhibited by Joseph Stalin. Nothing short

of it will do to eliminate Soviet industr)''s cultural lag. In the meantime, Soviet

industry still represents a fascinating mixture of modern sophistication and

primitive backwardness.

^^ Sovetskaia Estonia, 3 April 1965.
37 A. I. Berg, Kihernetika i nadezhnost, 2nd ed. (Moscow, 1964).
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SOVIET ENTERPRISE MANAGEMENT'^

Barry M. Richman
University of California, Los Angeles

The Soviet industrial enterprise is some hybrid of an American corpora-

tion and an American factory. In many respects it resembles an American

firm producing almost entirely for one customer, such as the government, or a

large mail-order company. Although production is the major function of the

Soviet enterprise, it also undertakes accounting, procurement, finance, dis-

tribution (but not selling as such), and in most cases research and develop-

ment. It operates as an autonomous financial entity having its own bank ac-

count(s); and it operates on a profit-and-loss basis, although the earning of

profits is not a requisite to survival. Since the Soviet industrial enterprise is

owned by the state, the state prescribes the ultimate objectives to be pursued

by enterprise management.

In essence and law, the Soviet enterprise is the key unit for the admin-

istration of state property and productive resources. It is a juridical person-

it can sue and be sued—but it owns none of its assets. The head of the enter-

prise is the director, and both he and his chief deputies are appointed by

superior state organs (the sovnarkhoz with the consent and often active par-

ticipation of local or even central party officials). There is no charge made for

the use of the enterprise's capital (for example, interest, rent), since it belongs

to the state anyhow. The state is entitled to transfer the enterprise's profits to

the state budget except for that portion which the state's regulations or various

ad hoc decisions permit the enterprise to retain. Moreover, it is within the

power of appropriate superior state organs to expand or take away any of the

enterprise's assets, if they see fit, without charge or financial compensation.

Enterprise Functions and the Managerial Environment

If an American industrial manager could be transported magically to the

Soviet Union—speaking Russian as well as he does English—and placed in

* Reprinted from Barry M. Richman, Soviet Management, with Significant Ameri-

can Comparisons, © 1965. Reprinted by permission of Prentice-Hall, Inc., Englewood

QiflFs, N. J. pp. 53-59-
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charge of a Soviet enterprise, he would find both similarities and differences

as compared to his accustomed environment. Our transplanted manager would

engage in the same managerial functions as before, but his degree of authority

and independence would be much more limited if he previously was a high-

level executive in an American corporation. He would not be confronted with

problems of uncertainty resulting from competition, or would he have nearly

as much flexibility in running his enterprise. He would, however, be con-

fronted with a great deal of uncertaintv in obtaining needed resources to ful-

fill his production plan, and to overcome this problem our manager may have

to assume an entrepreneurial role.

Our transplanted American would be in sole charge of his enterprise in

the sense that he would be responsible to those who appoint him and should

be obeyed by his subordinates. He would also find a formal chain of command
within the enterprise managerial hierarchy. However, the principle of "unity

of command" and the authority-level principle are subject in practice to sig-

nificant limitations. Not only would the enterprise director's hierarchical su-

periors be liable to issue detailed orders and exert control on every conceivable

matter, but he would also have to contend with a number of other inspection

and control bodies. The most important of these is the Communist party,

which also exercises a controlling influence over most other agencies. The
director would be subject to inspection by external party agencies and to

direct control by a party committee, headed by a secretary, within the enter-

prise. Although our director would probably be a party member he would

hold no official position on the plant party committee. It would never be com-

pletely clear how much direct authority and power the party secretary would

have, and the director and the party agent would have to work out their own
modus Vivendi.

There is also a trade union committee within the enterprise to which

certain questions must be referred. Moreover, there are outside banking and

financial agencies which inspect and control enterprise transactions.

If our transplanted manager was formerly employed by an American aero-

space firm dealing extensively in government contracts he would perhaps

adjust better to the Soviet environment of higher directives, capital alloca-

tions, inspections, and controls than if he had been a manager of, say, a textile

company.

Probably the major similarities between the Russian and American mana-

gerial job would be in production. If the American were in charge of a ball

bearing plant, for example, he would find that the same notions of quality

control, intrafactory planning, budgeting, and production scheduling would

exist in Russia as in the United States. Industrial products are inert objects

responding to the same physical laws regardless of place of production. Such

questions as the types of steel going into the final product, the production

processes, and the statistical quality controls would be very similar.

The displaced American might also find that many personnel problems
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were the same. The technically oriented production personnel would tend to

have much the same outlook about work. There would be problems of ab-

senteeism, the sticky problem of who gets promoted to foreman, intricate

problems of establishing labor utilization norms which would be equitable

and would enable coordination among interdependent production processes, the

endless problem of finding someone who is technically qualified to work on

the new special multipurpose automatic screw machine, and so on.

The philosophy of personnel administration tends to vary somewhat by

company in America, whereas it has always been a matter of government

policy in the Soviet Union. This policy calls for the use of consultative direc-

tion by all managers. The managers, along with local party and union bodies,

are supposed to stimulate employee participation and suggestions for improve-

ment during the planning process. Numerous channels of appeal are open to

unhappy enterprise employees, as well as plant party and union officials, and

this tends to make the manager's job sensitive in terms of human relations.

For example, a disgrunded worker or party secretary can complain to indus-

trial, party, or union agencies above the enterprise, or he can even write a

letter to newspapers stating his grievance. Hence, the formal chain of com-

mand is at times circumvented in Soviet industry, and the enterprise execu-

tive's authority may be undermined.

Labor relations would be a relatively simple matter for our transplanted

American manager. All enterprise personnel belong to state unions, but strikes

are illegal. The Communists argue that since the enterprise is owned by the

population as a whole, it makes no sense for a worker to strike against himself.

The plant union officials, as well as management, are supposed to be interested

in increasing productivity and improving operations. Hence, cooperation be-

tween union representatives and management, where both types of leaders

work for the state, would be relatively simple. The manager could not squeeze

labor unduly, however, since workers have the right to complain or to leave

on relatively short notice, and significantly worse labor conditons than the aver-

age could lead to extensive labor turnover.

The manager might find himself operating extensive housing develop-

ments, day nurseries, cafeterias, recreation facilities, and similar social services

for enterprise personnel. Soviet labor typically lives much closer to the factory

than in the U.S., often in enterprise controlled housing. This makes the on-

the-job and off-the-job lives of Soviet enterprise personnel closely related. In a

housing shortage, economy plants which succeed in providing the best housing

and amenities for workers may be in a position to attract and maintain the best

labor. The factory manager and party secretary might spend considerable time

in trying to bargain with higher authorities to obtain still more and better

housing for this reason.

Significant differences in management would be quite noticeable to any

American who had worked in the marketing area. Instead of worrying about

potential sales of the product, in the Soviet environment he would be chiefly
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concerned with meeting production quotas established in advance. The over-

all production quotas, as well as quotas for each major item of the enterprise's

product line, would be negotiated between management and appropriate su-

perior authorities. Instead of trying to set as large a quota as possible, our man-

ager would try to obtain an easy one, in order not to run into difficulties later

with inability to produce the required quantity. The American would quickly

learn that his bonuses and potential promotion possibilities depend largely on

fulfillng and overfulfilling the production plan. Output produced would be

delivered to the customers listed in the plan, and selling or sales promotion in

the American sense would be virtually nonexistent.

Our manager would find that obtaining needed resources would be a

major problem. In his plan, he would indicate the types of materials, compo-

nents, and equipment needed to fulfill his production requirements, and these

factor inputs would be produced according to plan by other enterprises. But

even if our enterprise was allocated all the needed inputs—which is often not

the case—it is likely that some of the supplying enterprises would either send

too little, because they were having difficulties with production, or they would

send the wrong items.

Since the manager is responsible for production, and since his income and

prestige depend so greatly on gross or aggregate production, he would spend

much time and energy trying to make sure that his supply sources provided

the proper quantities and qualities of supplies. He may have some procurement

expediters on the payroll, who would not be adverse to wining and dining or

even bribing suppliers in an effort to wheedle excess (or proper) supplies from

them. It might be possible to bury all sorts of business sins in his accounts, and

when the pressure was on, as it typically is, it would be tempting to pay off to

obtain critical items.

Financial problems would be relatively simple compared to American situa-

tions. The plan would give production figures and costs for supplies and labor.

Capital allocations from the state budget would be provided to carry out the

plan. The only other available source of outside funds would be branches of

the state bank. The bank would be willing to make a loan to the enterprise for

any project which is expected to have a short-run payback period—usually for

two or three years. If our manager was able to keep his costs in line, he would

have little difficulty in financing his output. The exchange of funds resulting

from the flow of goods among enterprises is controlled through state banking

agencies by debiting and crediting the appropriate accounts. Surpluses gener-

ated within the enterprise would be turned over to the state, except for that

portion (usually small) that the enterprise is entitled to retain. Lacking any

form of public participation in ownership, the manager would not have to

worry about stock options, fixed rates of profitability, stock market prices for

company shares, or any of the types of public financial problems which are so

important to American publicly held corporations.

Our manager would find a highly uniform accounting system at any
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Soviet enterprise he was charged to run. There would also be numerous stand-

ardized statistical, financial, and other reports to be compiled and forwarded

regularly to appropriate superior agencies. The standardized nature of the data

forthcoming from the enterprise level corresponds to the informational require-

ments of the monolithic Soviet economic system. The amount of paper work

required by enterprises in the immense Soviet bureaucracy might at first over-

whelm the American executive, unless he had previously worked for an ex-

tremely bureaucratic organization.

If our manager were to be placed in charge of a fairly large enterprise, he

would likely have at his disposal a sizable engineering staff and various facili-

ties to be utilized for research and development. Such activities would include

product development and improvement, the testing of new equipment and

techniques to be introduced in the production process, and so on. The enter-

prise would also work jointly on research and development projects with one

or more outside institutes.

Recessions and depressions would hold little fear for our manager. There

would be none, given the tremendous expansionary efforts of the Soviet state.

If, for certain reasons, the bearings produced were not needed in as extensive

quantities as before, the planning authorities would transfer excess manpower

and physical resources to other uses at this or some other enterprise.

Hence the transposed American would be likely to find many differences,

as well as similarities, in managing a Soviet industrial enterprise as compared

to an American firm. Managers trained as engineers and technicians would

probably find the transition easier than those trained in marketing, finance,

labor relations, purchasing, or personnel.

An American manager who worked through World War II in the United

States would find the present Soviet environment somewhat similar. Resources

are controlled in ways resembling the American experience during this period,

although resource allocations and central planning are much more comprehen-

sive and pervasive in the Soviet Union. The same kind of production pressure

continues interminably in the Soviet economy, for much the same reasons-

output is critical, given the Soviet goals, and the state planners are forced to

adopt extreme resource allocation measures to expand it. With such pressure

enterprise objectives other than total output often tend to be sacrificed.

Enterprise Organizational Structure and the

Managerial Staff

educational and training rackground of soviet managers

Soviet industrial enterprises are managed primarily by engineers. It is

estimated that 90 per cent or more of all enterprise directors are engineers by

training. Other managerial positions within the Soviet enterprise are filled
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largely by engineers and highly specialized technicians and economists. The
job classfication of economist in Russia is much more inclusive than in Amer-

ica. A Soviet economist may be engaged in the supervision or performance of

any one of a number of "white-collar," business administration activities, which

include accounting, finance, planning and budgeting, distribution, procure-

ment, labor and wages, and others.

The management staffs at industrial enterprises are referred to as Engi-

neering-Managerial-Technical-Personnel or ETMP. The ETMP grouping en-

compasses all those persons who are managers regardless of level or type of

job. There are nearly two million persons classified in this category. The edu-

cational level of ETMP has risen sharply over time, and is well above the na-

tional average. Since 1950 the majority of enterprise managerial personnel

have been recipients of higher and/or specialized secondary (semiprofessional)

educations.

Although Lenin advocated the adoption of P. W. Taylor's principles,

techniques, and methods of scientific management in the early 1920's, there is

no equivalent to American schools of business or industrial administration.

There were a number of schools of industrial management established in

Russia after the Communist takeover, but all were closed down by Stalin in

the early 1930's. Since that time management has not been perceived as an

independent field of knowledge or application in the Soviet Union.

The great majority of Soviet managers possessing a higher education have

attended engineering institutes, and to a much lesser extent engineering-eco-

nomic or economic institutes, rather than universities. All the institutes offer

only highly specialized training for the student. A growing number of these

institutes are offering courses and specialties in accounting, statistics, finance,

organization and planning of production, and various other industrial activi-

ties. Such courses are highly descriptive in nature, and virtually no attention

is given to management and organization theory, decision-making and prob-

lem-solving, human relations, or the behavioral sciences. This holds true, not

only for the programs offered by these institutes, but for other types of indus-

trial training programs as well.

It is only lately that the Soviets are again beginning to perceive manage-

ment as an independent field of research, knowledge, and application. The
managerial job in Soviet industry has grown increasingly complex as the econ-

omy has developed and expanded and as greater managerial decentralization

has occurred. Hence, the Soviets have been forced to recognize that the ab-

sence of research and training in the field of management per se is a significant

impediment to efficient managerial performance. As a result, there is currently

much talk of establishing special schools and programs for management devel-

opment similar to those found in the U.S. In fact, a team of Soviet experts was

sent to study the Harvard Business School program in 1963. A member of this

team has recently published a report which contains generally favorable com-

ments about the Harvard program. . . .



SOVIET VIEWS

23

SOVIET INDUSTRY, YESTERDAY AND TODAY''

A. Khavkin

1. Introduction

There is a huge map of the Russian Empire at the State Historical Mu-
seum in Moscow. Place of issue: St. Petersburg. Date: 191 3.

Let's take a look at it.

Cutting across the monotonous background of the country's boundless ex-

panses are sparse red threads—the railways. Most of them are in the central

part, clustering to the none-too-many industrial centres of those days: Moscow,

St. Petersburg, Ivanovo-Voznesensk, the Donets Basin, Baku. The Far East

and the Urals are linked by a single-track line. None crosses the endless

steppes of Kazakhstan, the valleys of Kirghizia, the stern vastness of the

North. This map is a document testifying to tsarist Russia's backwardness.

The country, the world's biggest in size and third biggest in population,

was weak technically and economically, dependent on the leading imperialist

powers. By its economic development, it was decades behind them. Possessing

incalculable wealth, Russia produced ten times less coal than Britain, seven

times less steel than the United States, and five times less iron ore than France.

The real masters in Baku and Grozny, the Donets Basin and the Krivoi Rog

area and many other industrial districts were foreign monopoly concession-

aires. Mineral fuels, industrial raw materials and machines all had to be

imported.

The socialist revolution alone could save the country, set it upon the path

of industrial development and modern civilisation. It came in October 1917.

The workers and the peasants overthrew their age-old oppressors, drove out

the landowners and the capitalists, and upheld the power of the Soviets in

hard-fought battles against the whiteguards and the interventionists. This was

* Reprinted from A. Khavkin, From Wooden Plough to Atomic Power, Progress

Publishers, Moscow, 1966, pp. 5-8, 9, and 12-14 (condensed by editor). Soviet economic

planning and economic growth are covered in greater detail in chapter o.
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followed by national regeneration, by radical reorganisation of the economy

along socialist lines.

V. I. Lenin, who recognised Russia's backwardness, was convinced that

the Soviet workers, toiling peasants and intellectuals would overcome the coun-

try's lag and build it up into a leading industrial power.

We have before us a new map of the U.S.S.R. Year of issue: 1963.

The legend contains conventional signs for new towns, new mills, power

stations, mines and railways, new canals and huge man-made seas, oil and gas

pipelines. They keep cartographers constantly busy bringing economic and

even geographical maps up-to-date.

A comparison of the 1913 and 1963 maps gives a good idea of the colossal

job accomplished by the Soviet people.

Incidentally, even a most detailed map cannot take in all the Soviet work-

ers, peasants and intellectuals have created in the years of peaceful endeavour.

The U.S.S.R. has accomplished in less than half a century what took

capitalist Europe centuries and cost it torrents of blood and sweat.

The path to industrialisation was full of pits and bumps. The obstacles

were many and seemingly insurmountable, demanding huge sacrifices from

the working class, from every man and woman. It was a hard way. It called

for a high degree of organisation, iron discipline, creative initiative and selfless

devotion in fighting for the great goal—the building of socialism. The working

class which had performed miracles of heroism in its revolutionary struggle for

power, displayed all these valuable qualities in its creative work for the con-

struction of socialism; its example inspired the millions of peasants and the

entire Soviet people. Undaunted by difficulties and hardships, the working

people of our country within an unprecedentedly short period set up a power-

ful industry equipped with up-to-date machinery.

This industry proved its worth in the flames of the Second World War.

After the war, the mighty industry created in the East and the selfless

labour and skill of the workers, engineers and scientists enabled the Soviet

Union quickly to repair the heavy damage inflicted by the nazi invader and

develop its economy at a still faster rate.

Today, Soviet people are working to achieve the task set by Lenin—the
grand task of overtaking and outpacing the leading capitalist countries in per

capita output. . . .

The story of socialist industrialisation is a story of majestic transforma-

tions which have completely altered the face of the U.S.S.R. The fulfilment

of the industrial development plan enabled it to create the material and tech-

nical basis of socialism. It was the powerful lever which helped Soviet people

forge their economic might, technically re-equip agriculture and shunt it on

to the socialist rails, and lay the material foundation for the cultural revolution

and radical improvements in welfare standards. The country thus built up the

productive forces which pave the way to communism, the highest phase of

society.
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Realisation of the Leninist plan of industrialisation is of vast international

significance. The rich experience accumulated in the creation of the material

and technical basis of socialism is diligently studied and creatively adapted to

their specific conditions by the fraternal socialist countries which are success-

fully building a new life.

The Soviet industrialisation effort is studied by the Asian and African

countries which have smashed the chains of colonial bondage and, having won
political independence, are now out to achieve economic independence, to

build a modern, diversified industry of their own.

Glance over the Soviet Union, compare what it is with what it used to be,

and you will see how very much it has changed, how very much it has ad-

vanced in these years. . . .

2. The Birth of Socialist Industrialism

The Soviet state is 48 years old. Eighteen of them have been taken up by

wars imposed upon it by the imperialists and the subsequent reconstruction of

the cities, villages, factories and collective farms laid waste by the enemy. The
Soviet people have thus had less than thirty years in which to build and create.

The root economic task before the proletarian revolution was to reorgan-

ise the economy along socialist lines. The Soviet working class set out to fulfil

it immediately after the October Revolution. The first step in this great revo-

lutionary process of transformation was nationalisation of large industrial en-

terprises, banks, transport facilities and land, establishment of state monopoly

on foreign trade.

WRETCHED LEGACY

The difficulties confronting the Soviet people on the path of industrialisa-

tion were enormous indeed. This particularly applies to the shabby heritage

left them by the bourgeois-landowner system. The vast country with its incal-

culable natural wealth and its gifted and industrious people was one of the

least economically developed countries in Europe. . . .

After the Great October Revolution, the working people became the

country's masters, the creators of a new, socialist society. Overcoming the em-

bittered resistance of the overthrown exploiting classes, the sabotage of bour-

geois intellectuals, famine and disorder, they proceeded to build a socialist

economy. . . .

. . . The state took over a number of mines, factories and mills. In Mav
191 8 the Soviet Government nationalised the sugar industry and in the follow-

ing month the oil industry. On June 28 of that year the Council of People's

Commissars adopted a decree proclaiming mining, metallurgical, metalwork-



196 SOVIET INDUSTRY

ing, electrical engineering and other important enterprises state property. This

was done, the decree said, "with a view to waging a resolute struggle against

economic and food supply dislocation and strengthening the dictatorship of

the working class and the village poor." Earlier, the government had national-

ised the banks, the merchant marine and foreign trade. Land, too, was made

state property, that is, belonging to the whole people.

Having asserted its political rule and taken command of the economy, the

working class created sound conditions for socialist economic development.

lenin's industrialisation plan

Lenin drew up a brilliant plan for building socialism. The main idea was

to "lay the firm foundation of socialist society stone by stone", to create the

material basis of socialism—large-scale machine industry, promote economic

co-operation between the workers and the peasants, unite industry and agri-

culture on the basis of the socialist system of ownership, reorganise production

and distribution of material wealth, carry out a cultural revolution, encourage

in every way the creative initiative of the working masses, and draw them into

the administration of the economy and the state. Lenin outlined a plan for re-

organising the economy along socialist lines in his celebrated work The Im-

mediate Tasks of the Soviet Government in April 191 8, stressing the need of

assuring the material basis of large-scale industry, viz., "the development of the

production of fuel, iron, the engineering and chemical industries".

. . . The basic idea was to industrialise the country and build up the heavy

industry as the material basis of socialism, the main condition for the economic

independence of the Soviet state and the technical equipment of the economy.

"A large-scale machine industry that is capable of reorganising agriculture

is the only material basis that is possible for socialism," Lenin said in June

1921.

Replying to those who gave preference to the priority development of

agriculture and light industry, he pointed out that "the salvation of Russia lies

not only in a good harvest on the peasant farms—that is not enough; and not

only in the good condition of light industry, which provides the peasantry with

consumer goods—this, too, is not enough; we also need heavy industry".

The industrialisation plan laid emphasis on electrification which was in-

dispensable for building up a modern industry, for the country's technological

progress, for the victory of communism. "Only when the country has been

electrified, when industry, agriculture and transport have been placed on the

technical basis of modern large-scale industry, only then shall we be fully

victorious."

Lenin did more than merely substantiate the need for industrialisation.

He charted the course for achieving it, urging that the country's colossal nat-

ural wealth—the huge iron-ore deposits of the Urals, the coal of Western
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Siberia, the oil of the Caucasus, the peat of the central part of European

Russia, the power of the rivers—should all be made to serve the people.

The socialist economic system paved the way to a technical revolution, to

the rational utilisation of natural riches. . . . Lenin was not a dreamer. He
was a prophet.

24

SOVIET INDUSTRIALIZATION'^

O. V. Kuusinen (i 881-1964)
Late of the U.S.S.R. Academy
of Sciences

and others

The socialist mode of production (like any other) has its own material

and technical basis, that is, a definite level of development of the productive

forces. . . .

Socialist industrialisation is the development of large-scale industry, and

primarily heavy industry, to a level where it becomes the key to the reorgani-

sation of the entire national economy on the basis of advanced machine tech-

nology, ensures the victory of socialism, and strengthens the country's technical

and economic independence and defence capacity in face of the capitalist

world.

The creation of modern industry requires huge material and financial out-

lays. In the capitalist countries the means for industrialisation were derived

from colonial plunder, war indemnities and foreign loans. The first two sources

are impossible in principle for a socialist country. As for foreign loans, the cap-

italist states refuse to grant them to countries building socialism if they cannot

bring political pressure to bear on them by means of these loans. At least, that

is how matters have stood so far. More than that, in their effort to disrupt the

building of socialism, the capitalist countries raise all sorts of obstacles to the

normal development of trade and cultural and technical exchanges capable of

facilitating industrialisation, especially obstacles to the purchase of equipment,

technical consultation, etc.

The only source of funds for socialist industrialisation is the internal re-

sources created by the labour of the workers, peasants and intellectuals. That

* Reprinted from O. V. Kuusinen and others, Fundamentals of Marxism-Leninism,

Second Revised Edition, Foreign Languages Publishing House, Moscow, 1963, pp. 557-

561 and 645-648. (Condensed by editor.)
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naturally may require certain sacrifices and cause difficulties and privation,

especially in the early stages of industrialisation. Such was the case in the

Soviet Union, where the working people, the first to tackle the job of building

socialism, had to economise on everything and deny themselves very much.

At the same time, after abolition of the capitalist and landlord classes, new
sources for financing industry appear. The share of the national income previ-

ously devoted to the parasitical consumption of the exploiting classes is used

for socialist accumulation. In Russia, China and a number of other countries

building socialism, huge sums were paid out in the past to foreign capitalists.

The socialist revolution puts an end to this bondage. The peasantry is released

from paying mortgage debts and land rents. That enhances the possibility of

enlisting the financial assistance of the countryside for industrial development.

The revenue of state enterprises, foreign and domestic trade, and banks is also

used for industrialisation.

Having mobilised all the internal resources, Soviet power succeeded in

effecting industrialisation at a pace unknown to any capitalist country. . . .

For the Soviet Union—the first socialist state in the world—the rate of

industrial growth was a question of life or death. And it was only because

the U.S.S.R. had succeeded in building up a powerful industrial basis before

1941 that the Soviet people were able to rout fascist Germany. In some 13-15

years the Soviet Union was changed from an agrarian into an industrial coun-

try and became one of the leading industrial powers of the world. It was a

great historical feat, accomplished hy the Soviet feople under the guidance of

the Communist Party.

The possibility of high rates of industrial growth is clear proof of the ad-

vantages offered by the new, socialist system. . . .

The main result of the transition period is the victory of the socialist mode

of production. The socialist sector, which is already the leading sector at the

beginning of this period, becomes predominant and eventually the only sector.

The sector of small commodity production becomes converted into a socialist

sector through the development of agricultural co-operation, as well as co-

operatives of artisans and craftsmen. The capitalist sector disappears completely

as a result of the restriction and ousting of the capitalist elements in the econ-

omy, or by its transformation.

It is in this way that the basic contradiction of the transition period—

the contradiction between the newly-born and developing socialist economic

structure and capitalism, overthrown but not yet completely eliminated—is

solved. . . .

The Industrial Basis of Communism

The creation of the appropriate material and technical basis is the princi-

pal link in the chain of economic, cultural and social tasks that have to be
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accomplished during the transition to communism. The new society has to be

provided with a material and technical basis which enables the highest produc-

tivity of labour to be attained, radically changing the very nature of labour.

Only in this way can production be such as to ensure an abundance of material

values for all members of society. The creation of the new material and tech-

nical basis makes it possible to transform all social relations, to abolish the

differences between classes, between town and country, and, in the long run,

between mental and physical labour. Hence it is clear why the creation of the

material and technical basis is the chief economic task of the Party and people

on the road to communism.

How is the material and technical basis of communism created?

In the first place, of course, by a gigantic growth of industry. . . .

The chief source of the grandiose increase of the national economy out-

lined by the Programme of the C.P.S.U. can only lie in a powerful and steady

rise in the productivity of social labour. Lenin considered this a most important

condition for the victory of the new social system. It demands a complete tech-

nical re-equipment of all branches of the national economy. New, more pro-

ductive equipment will take the place of the existing, and at the same time the

technological level and efficiency of production will be raised, its organisation

will become more perfect and social production as a whole will undergo a

qualitative transformation.

This task is exceptionally complicated, but its fulfilment is quite feasible

along the lines of all-round acceleration of technological progress. For the task

of building communism is being set at a favourable moment in history when
the latest achievements of science and technology enable a radical revolution

in material production as a whole to be accomplished in a very short period.

Our generation is witnessing a great scientific and technical revolution con-

nected with the mastery of atomic energy, the conquest of outer space, the suc-

cesses of automation, cybernetics and chemistry. This revolution affects all

aspects of production—sources of energy, instruments and objects of labour.

Socialism paves the way for wide use of all these progressive tendencies

of modern productive forces. Technical progress in socialist society, in contrast

to capitalist society, does not take place spontaneously but is controlled con-

sciously and in a planned fashion. Technical policy in this case is an integral

part of the state's economic policv. Moreover, as the Programme of the

C.P.S.U. states, "In contrast to capitalism, the planned socialist system of econ-

omy combines accelerated technical progress with full employment of all able-

bodied citizens."

In the period of transition to communism, maximum acceleration of scien-

tific and technological progress becomes a most important national task. . . .

Characteristic of modern production is, above all, the growing application

of electric 'power. At present the improvement of technique, technology and

the organisation of production in any sphere of the national economy is only

possible on this basis. Power consumption, particularly electric power con-
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sumption per worker, is the decisive factor in raising labour productivity. For

this reason complete electrification of the whole country is a central task of the

next twenty years. . . .

A special feature of our era is the discovery of fundamentally new sources

of energy, in the first place atomic energy. . . . The use of atomic energy will

be an integral part of the material and technical basis of communist society.

The instruments of labour (machines and machine-tools) play a leading

part in the development of the productive forces. The rate of growth of their

production must exceed that of all other industries so as to ensure a continuous

rise in the productivity of social labour. . . .

But it is not only a question of quantitative changes. Modern engineering

technique develops along the line of automation, which radically alters the

nature of human labour and vastly increases its productivity. The increased

potentialities of automation are particularly bound up with the successes of

cybernetics, and the development of electronic computers and control mech-

anisms.

Comprehensive mechanisation, i.e., the use of machinery not only in basic

but in auxiliary production processes, will already be completed in all branches

of the Soviet national economy during the present decade, 1961-70. Arduous

manual labour will be completely excluded from production operations. Com-
prehensive mechanisation in its turn prepares the transition to automation.

Comprehensive automation will develop on a mass scale in the second decade

(1971-80), when automated workshops and plants will be widespread. All this,

of course, calls for a vast development of the engineering industry and the

manufacture of precision instruments.

Under socialism, automation involves no threat to the working people. It

is used in order radically to improve and lighten conditions of labour, to

shorten the working day, and to abolish arduous work and, in the course of

time, all unskilled labour. Workers released as a result of automation will be

absorbed in a planned way in new, rapidly growing industries and social

services. . . .
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SOVIET INDUSTRY, TODAY AND
TOMORROW^

Novosti Press Agency

What Is the USSR's Share in Gross World
Industrial Production?

In 1965, the USSR accounted for about 20 per cent of gross world indus-

trial production, which puts it in first place in Europe and second place in the

world after the USA. It turns out more manufactured goods than Great Brit-

ain, France, Italy, Canada, Belgium, the Netherlands and Japan put together.

What Is the Structure of Industry?

The USSR has all modern branches of industry—over 300 in all—capable

of manufacturing any product it may need. The key place is occupied by the

group of sectors falling into the category of Group A (heavy industry), which
is concerned with the technical re-equipment of all sectors, the electrification,

mechanization and automation of the economy, and the wide-scale application

of chemistry. In 1963, capital goods made up 74.5 per cent of gross industrial

output. By the beginning of that year, 10 per cent of the total fixed assets of

industry fell to the iron and steel industry, 15.6 per cent to the fuel industry,

13-3 per cent to electric and thermal power production, 20 per cent to the

machine-building and metal-working industry, and nearly 15 per cent to the

light and food industry.

* From USSR Questions and Answers (no author given), Novosti Press Agency
Publishing House, Moscow, 1965, pp. 1 16-122. Many of the figures given in the original

for 1 963 have been replaced by the editor by figures for 1 966, taken from the report on
the fulfillment of the 1966 Economic Plan as pubhshed in Pravda, January 29, 1967.
Many of the predictions for 1965 have been replaced by the editor wih predictions for

1970, taken from "Directives of the 23rd Congress of the CPSU for the Five-Year Eco-
nomic Development Plan of the USSR for 1966- 1970," as pubhshed in 23rd Congress of
the CPSU, 1966, Novosti Press Agency Publishing House, Moscovi^, 1966, esp. pp. 335-
336. Occasionally a 1963 figure has been replaced by one for 1965 taken from the same
book.
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What Is the Growth Rate of Industrial Production?

Industrial production has increased in volume 52 times [by 1963] com-

pared with the 191 3 level. No country had ever seen such a growth rate. In

the United States of America, for example, industrial output increased over

the same period 5.9 times, in Great Britain, 2.1 times, and in France 2.8 times.

The planned nature of the country's economic development enables the

USSR to utilize available resources in the most rational fashion and avoid

recessions and depressions. This has ensured a high and stable industrial

growth rate over a long period.

How Do THE USSR and the USA Compare
IN Industrial Production?

In 1963, the volume of industrial output in the USSR was some 65 per

cent of the US level, as against 12.5 per cent in 191 3, 30 per cent in 1950 and

47 per cent in 1957. Thus we see that the gap between the two countries is

rapidly being closed. . . . During the post-war period (1945- 1963), the

annual increase in output was 10.4 per cent for Soviet industry and 2.2 per

cent for American industry. . . .

How Do THE Rates of Development of the

Heavy and Light Industries Compare?

The growth rates of both branches are high and are gradually converging.

. .
.* The state is guided by Lenin's well-known proposition that "the means

of production are not manufactured for their own sake but only because more

and more capital goods are needed in the consumption goods industries."

There was a time when the Soviet people, in order to rapidly build up a

large-scale heavy industry took the line of restraining consumer goods produc-

tion. Without heavy industry the USSR could not have created a large-scale

mechanized agriculture and modern light and food industries and could not

have overcome the economic backwardness. Independence would have been

lost.

Today, the country has attained a level of development enabling it to

* According to Soviet plans, the industrial output of industries producing means of

production (group A) is to increase by 49-52 per cent during the period of the present

five-year plan, 1966 to 1970, and the output of industries producing consumer goods
(group B) by 43-46 per cent. "Directives of the 23rd Congress . . . ," of. cit., p. 331.
(Editor's note.)
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speed up the growth of both heavy and light industries simultaneously. . . .

Of course, priority growth of heavy industry is still the ruling principle, for

otherwise there can be no expanded reproduction in general. But in the very

development of Group A, shifts in favour of light industry are taking place

in the structure of its output. In the period of industrialization most capital

accumulation went into the construction and expansion of enterprises manu-

facturing goods for heavy industry. Now, on the other hand, considerably

more resources are expended on manufacturing the means of production

needed for the light and food industries.

How Is A Soviet Enterprise Organized?

The Soviet enterprise is headed by a manager. Its management board,

consisting of administrative and technical personnel, is divided, as a rule, into

a number of departments: planning, labour and wages, personnel, supply,

marketing, quality control, capital construction and accounting, etc. Technical

guidance is in the hands of a chief engineer, who is the first deputy manager.

The chief engineer, in turn, has designers, mechanics, power specialists and

technologists as his immediate assistants.

The shop is the main production division of a major enterprise, and the

production section, of small and medium-size plants and factories. The shops,

in turn, depending on the type of production, its scale, and the organization of

technology, are further subdivided into departments, bays, sections or produc-

tion lines. Each shop has a superintendent. The work of the section is guided

by a foreman, who is usually a specialist with technical education, or one of

the most skilled workers with much practical experience.

What Are the Manager's Powers?

He approves the production and financial plan on the basis of the targets

set. . . . Within the bounds of the law he can modify the plans and technol-

ogy of production, accept orders from other organisations, change the staff and

the structure of the shops and departments, give bonuses to leading workers,

and penalize those who are negligent.

Broad as they may be, the manager's powers are strictly regulated. He
cannot "close down" the enterprise or sell its output as he wishes, nor can he

discharge a worker or office clerk without the sanction of the trade union or-

ganization. He is the enterprise manager but not its owner. The plant or fac-

tory belongs to the state, the manager is an entrusted representative of the

people. His relations with his subordinates, therefore, are founded on mutual

interest and comradely respect.

Since the manager and the collective he heads are equally interested in
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the successful operation of the enterprise and the socialist economy as a whole,

the most important questions concerning the work of a plant or factory are

brought up and discussed at general porduction, Party and trade union meet-

ings. Once he has gleaned the opinion of the collective, the manager takes a

decision for which he is personallv responsible. This does not mean that there

is never any "friction" between him and the collective. If disagreement arises

it can be ironed out either on the spot or before the next higher body of

authority.

What Is a Soviet Firm?

A Soviet firm is a production association of related enterprises. It possesses

fixed and working assets, economic independence, definite legal rights, a bank

account, a trade name, its own trade mark, and so forth. As distinct from the

capitalist firm, it does not privately own capital goods and employers and em-

ployees are not opposed to one another. In the Soviet firm both the "boss" and

the employees are working people.

These associations have been in existence for a comparatively short time.

They came into being as a result of the need for more efficient specialization

and cooperation of production. The first Soviet firm, named "Progress", was

formed in the Ukrainian city of Lvov. It is an association of five shoe factories

subordinate to one economic council. Every month the firm fulfils its plan and

improves the variety and quality of its footwear. Systematically cutting produc-

tion costs, it is substantially contribuing to the national income.

What Is the State of the Iron and Steel Industry?

In 1966, the USSR produced 70,300,000 tons of iron, 96,900,000 tons of

steel and 76,600,000 tons of rolled metal, and mined 160,000,000 tons of iron

ore. It is only a little behind the USA in metal output and is first in the world

in iron ore output. . . .

The Soviet iron and steel industry is equipped with first-class installations.

Some blast furnaces operate with a volume of over 2,000 cubic metres. Four

such furnaces produce more iron than all the 128 blast furnaces in tsarist

Russia did. . . .

The smelting processes in blast furnaces have been practically 100 per

cent automated. Virtrally 90 per cent of them operate at a high gas pressure

below the charge hole. At present, oxygen is employed in smelting about one-

third of the open-hearth steel. The country has fully automatic rolling mills

with an output of several million tons a year. . . .

The USSR gets 23-25 per cent more out of its blast furnaces and 40 per

cent more out of its open-hearths than the USA. No furnaces or iron and steel

mills stand idle in the country.
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What Changes Are Taking Place in the Fuel Balance?

Until recently, coal dominated the country's fuel balance. But, since both
oil and gas are known to be far more expedient and convenient to use as fuel,

the USSR has decided to give priority to their extraction and processing. An-
nual output of oil is to be boosted to 345-355 million tons by 1970, which is

more than three times the 1958 level (113 million tons). A nearly eightfold
growth in annual extraction of gas has been planned for the same period, with
the 1970 target at 225-240 million cubic metres. As a result, the share of oil

and gas in the country's overall fuel balance will increase gready, while the
share of coal will correspondingly decline, although its absolute output will

grow. The chemical industry will consume most coal. As a fuel, coal is being
used less and less for ships and trains and in the urban home. The time is not
far off when it will no longer be used at electric stations or in the iron and
steel industry.

Oil and gas, however, will serve as fuels for some time yet. Oil fields are
being supplied with the very latest equipment, such as turbo- and electric

drills. Oil is being extracted from the sea bed and requires deep drilling. One
of the major achievements of Soviet oil drilling is the application of methods
that make it possible to maintain a high yield with a much smaller number of
wells. The country is constructing more and more oil and gas pipe lines, the
new lines built in 1963 covering over 7,000 kilometres. . . . The time is ap-
proaching, however, when the very concept of "fuel balance" will change.
Scientists predict that coal, oil and gas will be put exclusively at the service of
the chemical industry and supplanted as "fuel" by nuclear, solar and tidal

energy. . . .

How Much Electric Power Does the USSR Produce
AND What Are the Future Prospects?

The USSR is first in Europe and second in the world in production of

electric power. In 1966, 507,000 million kilowatt-hours were generated and
by 1970 the annual output figure is to be boosted to 840,000-850,000 million

kilowatt-hours. A large part of electricity comes from the thermal electric

stations, which include some of the biggest in Europe, with a capacity of

1,200,000 kw.

Before the Second World War, the most powerful hydroelectric plant in

the country was the 650,000 kw Dnieper station. The year 1958 saw the com-
missioning of the 2,300,000 kw Volga Hydro-Electric Station (the Lenin),

which surpasses the Grand Coulee in the USA (1,974,000 kw), the biggest

hydro-power plant in the capitalist world. In September 1961 a hydro-power
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plant with an even greater capacity was launched—the 2,563,000 kw Volga

Hydro-Electric Station (the 22nd Congress of the CPSU). By the beginning

of 1964 the designed capacity of the world's biggest Bratsk Hydro-Station has

amounted to 3,600,0000 kw.

An electrification on an even bigger scale lies ahead, a development pro-

gramme that is to be the pivot in building up a communist economy. . . .

What Kind of Electric Stations Are Being Built?

. . . Thermal stations are under construction with an individual capacity

of up to 2,400,000 kw, equipped with 200,000 to 300,000 kw turbo-generator

units. Among these are the Konakov, Krivoi Rog, Lithuania and Yermakov

plants. Along with these, smaller stations, with a capacity of up to 1,200,000

kw and more are also being built or expanded.

Of the future hydroelectric stations, the largest is to be the Krasnoyarsk

on the Yenisei River in Siberia, with an overall capacity of 6 million kw and a

total annual output of up to 20,000 million kilowatt-hours. It will be the first

of a series of hydro-power plants planned for that river. Another is the Sayan,

also to have a capacity of 6 million kw, but to be equipped with larger turbo-

generator units capable of producing up to 23,000 million kilowatt-hours of

electricity a year.

More stations are being added to the series already in operation on the

Volga and the Kama. On the Dnieper, for example, three stations—the Dne-

prodzerzhinsk, Kanev and Kiev—are under construction to supplement the

three already functioning—the Dnieper, Kakhovka and Kremenchug. Large

hydro-electric stations are also going up in Central Asia and Kazakhstan.

Prominent among these is the Nurek on the Vakhsh River with a capacity of

2,800,000 kw.

Large atomic electric stations, including the Beloyarsk and the Novo-

Voronezh, are already starting to generate power for industry.

What Is Meant by "Large Chemistry"?

"Large Chemistry" is what we sometimes call large-scale chemical indus-

try that is being rapidly built up.

The USSR is second in the world in overall volume of output of chemical

products. However, the abundant possibilities chemistry has to offer industry

and the home have not yet been tapped to the full. We are rapidly expanding

"Large Chemistry,'"*" . . .

* According to Soviet plans, the output of chemicals is to double during the period

of the present five-year plan, 1966-70. "Directives of the 23rd Congress . . . ," op. cit.,

p. 341. (Editor's note.)
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How Many Machine Tools Does the USSR Turn Out?

In 1966, the USSR manufactured 191,000 metal cutting tools, as against

145,000 by the United States (in 1962). The Soviet Union is the world's big-

gest producer and also exporter in this line. Many Soviet automatic machine
tools, in particular electronic models with programme control, have been dis-

played at international exhibitions and have collected awards.

By 1970 annual output of machine tools is to be boosted to 220,000-

230,000. The production increase will especially affect advanced types of

lathes: automatic and semi-automatic, special-purpose, group, precision, large-

size, heavy-duty and unique units.

What Is the Level of Automation?

A great deal has been done in automation of production. Principal pro-

duction processes have, in the main, been mechanized. The stock of machine
tools in operation tops that in the United States. Several thousand automatic,

semi-automatic and production lines are functioning in industry. All the prin-

cipal processes in mining and conveying coal have been fully mechanized,
felling and haulage of timber, virtually 100 per cent, earthwork and loading

and unloading operations, more than 90 per cent; and painting and plastering

on construction jobs, about 66 per cent. The ploughing, sowing and harvest-

ing of grain has been mechanized in the main and there has been extensive

mechanization of loading and unloading operations on the railways. Mechani-
zation and automation especially affect machine-building enterprises. There are

plants that are completely automatic.

Complete automation is most widespread in electric power production,

the chemical industry, the iron and steel industry, oil refining, various sectors

of machine-engineering, especially the motor industry, and a number of sec-

tors of the light and food industries. There is a high level of mechanization
and automation in the meat and dairy production. Nevertheless, millions of

people are still engaged on manual jobs.

The possibilities for further mechanizing and automating production are

endless, considering the unlimited domestic market. ... At present, a large

group of machine-building plants are undergoing complete automation in

accordance with the state plan. The experience gained will be utilized in

automating all enterprises of the industry. Later on, complete automation em-
bracing whole shops and then enterprises will be implemented on a mass scale.

The worker's job will be gradually reduced to setting up and adjusting auto-

matic machines and production lines, to seeing to it that they are in running
order and operating well, and to regulating and controlling complex automatic

systems.
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How Is Radio Electronics Developing?

Soviet electronic engineering has made it possible for tens of millions of

televiewers at home and abroad to watch Soviet cosmonauts in orbit. Radio-

television installations have photographed and transmitted to earth pictures of

the far side of the Moon and provided scientists with important information

about Venus and Mars. . . .

New enterprises producing electronic computers and other machines have

been commisioned, and already existing plants have been reconstructed and

modernized. Futhermore, research facilities have been considerably extended.

Radio electronics has won a firm place for itself in chemistry, biology and

medicine. Its level and scope of development have also contributed to the

creation of effective means of defence.

How Is Electronics Applied in Industry?

"Thinking", "solving", and "controlling" cybernetic devices have come to

industry and transport. Scientists say that in science alone these devices have

done more calculating in their "lifetime" than mankind had done before them.

The planned economy has made it possible to open the road to cybernetics

in all main economic sectors. A large number of digital and analogue compu-

ters are now in use in the USSR. With their help some problems of the mech-

anization of calculations involved in scientific and engineering research have

been solved. They are employed for all-round automation of control of produc-

tion processes in the chemical, tire, oil refining and other industries with a

continuous technological cycle.

The USSR is creating a system of automation of production control at all

large-scale industrial enterprises. In line with this, "thinking" devices are al-

ready solving many problems at enterprises connected with inventory and ac-

counting, planning, operative control of production, and so forth.

What Is the Tempo of Advance in the Light

and Food Industries?

Production of consumer goods in 1963 was 3.9 times the pre-war level. In

fourteen years (1950- 1963) the light industry's output increased 2.7 times, and

that of the food industry, 2.8 times. Despite this rapid rise in domestic produc-

tion and in imports, the demand for a number of goods is still not being fully

met. More consumer goods is considered a matter of first priority.

Possessing highly developed heavy industry, the state equips the light and
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food industries with the very latest machines, including automatic installations.

In overall volume of output of light industry, the USSR has considerably out-

stripped Great Britain, France, the Federal Republic of Germany and Italy,

but still lags behind the USA.
Investments in the light and food industries are now increasing at a

higher rate than before the war and in the initial post-war years. . . .

How Much Cloth and Footwear Are Produced
IN the USSR?

Overall output of the textile industry in 1966 ran to 7,661 million square

metres of cloth, of which 5,701 million square metres were cotton fabrics; 509
million woolens; 591 million linens; and 869 million silks. That same year

the shoe industry manufactured 532 million pairs of shoes.

How Much Does the Home Benefit From
All These Increases?

Before the Second World War, refrigerators, TVs, washing machines and
vacuum cleaners either were in use on a small scale or were not produced at

all. Today, however, the annual output of these and many other household

goods has increased to millions of units. In 1966, for example, Soviet industry

turned out 5,800,000 radios and radiograms, 4,400,000 TV sets, 2,204,000 re-

frigerators, 3,900,000 washing machines, 4,000,000 bicycles and motor bikes,

32,400,000 watches and clocks. The demand for these items is growing all the

time, for purchasing power is steadily rising. But demands have not yet been
fully satisfied. . . .



VII

THE SOVIET CITIZEN AS WORKER

To any student of the Soviet economy, the study of labor in the USSR
must be of special interest, for in Marxist-Leninist philosophy the working

class was to be the ruling class during the period of the "Dictatorship of the

Proletariat"—that "intermediary stage" which "inevitably" was to lead from the

era of capitalism to the pinnacle in the economic, political, and social develop-

ment of mankind: pure communism.

Three main topics will be covered in this chapter: general information on

Soviet labor (facts, figures, working and living conditions, etc.); the question

of unemployment; and the functions of labor unions in the U.S.S.R.

h. The Soviet Worker Under Changini Conditions

That the condition of the Soviet citizen as a worker has improved de-

cidedly during the past twenty or twenty-five years is undeniable. The Soviet

worker certainly has progressed since the days when, in 1940, the working day

was lengthened from seven to eight hours, there were six working days per

week, changing jobs without permission was prohibited, and criminal penalties

were imposed for tardiness and absenteeism. These decrees, not much enforced

after Stalin's death, were officially repealed in 1957; a gradual decrease in the

number of M'orking hours per week was legally provided for in 1956 and by

spring, 1967, Victor Grishin, chairman of the All-Union Central Council of

Trade Unions, declared that the U.S.S.R. now had what in practice amounted

to "the shortest working week in the world"^ more than four out of every five

Soviet workers, some 66 million in all, were shifted from the five-and-a-half

to the five-day week in 1967; and increased wages, combined with an almost

continuous decline in all retail prices during most of the 1950's, have greatly

enhanced the Soviet worker's real income. Yet, retail prices are still above and

average wages well below those of the United States, and such occasional set-

backs as the approximately 30 per cent increase in the price of meat and butter

^Soviet News, April 4, 1967, p. 3. Although most Soviet workers have a 41 -hour

week—somewhat longer than that of their U.S. counterparts—the average work week

indeed appears to be slightly shorter in the Soviet Union than in the United States,

since workers on hazardous or particularly strenuous jobs, teenagers, nursing mothers,

etc., are on reduced work load schedules.

210
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in the spring of 1962 (although acompanied by a simultaneous reduction in

the price of sugar, of rayon yarn fabrics, and of articles made from these fab-

rics) obviously have a detrimental effect on purchasing power. "Not Good—
But Better," one of America's experts on Soviet labor problems entitled an

article on the status of the Soviet worker in 1960.^ Though this title should

perhaps be changed to "Not Good Enough—But Much Better" as the decade

of the 1960's approaches its end, the general implications of the title still hold

true.

Since living standards are covered in detail in the next chapter, the two

selections in this section do not concentrate primarily on this aspect of the

condition of the worker in the Soviet Union. Edmund Nash, under Western

Views, referring to living and working conditions as "in many ways unpleas-

ant," discusses labor laws, regulations, controls, and some problems in imple-

menting these controls, as all these affect the Soviet citizen as a worker. Soviet

Views, compiled from several sources, cover such information as wage forms

(piece rate, time rate, pay according to qualifications, etc.), labor productivity,

education, training, changes in money incomes, and rights and privileges of

Soviet workers.

2 Emily Clark Brown, "Not Good—But Better," Prohlems of Communism, Novem-
ber-December, i960, pp. 38-41.
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LABOR POLICIES IN THE USSR^

Edmund Nash
Bureau of Labor Statistics,

U.S. De-partm-ent of Labor

Within the past dozen years the Government of the U.S.S.R. has legis-

lated an extensive relaxation of labor controls, and has adopted measures aimed

at gradually improving working and living conditions. This policy of relaxa-

tion and beneficial measures may be accounted for partly by the change in the

leadership of the Communist Party after the death of Stalin [1953], with the

* Reprinted from Edmund Nash, "Recent Changes in Labor Controls in the Soviet

Union," New Directions in the Soviet Economy, Studies Prepared for the Subcommit-

tee on Foreign Economic Policy of the Joint Economic Committee, Congress of the

United States, U.S. Government Printing Office, Washington, D.C, 1966, Part III,

pp. 849-868. (Condensed by editor, footnotes omitted.)
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apparent realization by the new leaders that such a policy would be more

profitable than the previous one of compulsion and terror, and partly by the

growth of the Soviet economy to a stage where more resources can be allocated

to the production of consumer goods and to the extension of consumer services.

Normally the important relaxations and benefits to be legislated were

announced in advance, at the party congresses. The two most important in

this respect were the 20th and the 21st party congresses which convened in

February 1956 and January 1959, respectively. The 22d and the 23d congress

(which convened in October 1961 and March 1966, respectively) mostly re-

affirmed the labor policies announced in 1956 and 1959, and promised an

intensification of the Government's efforts to improve working and living

conditions.

1 . Measures for the Relaxation of Laror Controls

LAROR force CONTROLS

The most important relaxation in labor controls was brought about by

the decree of March 8, 1956, which abolished the penal liability of workers

for unauthorized quitting or absences; the decree gave workers the right to

quit their jobs without permission of the management, provided they gave

2 weeks' notice. By this decree court-imposed sentences for unauthorized

absences (including repeated tardiness) were replaced by administrative pen-

alties (listed below in the section on "Standard Factory and Office Regula-

lations"). Many important changes were made affecting young new workers.

The decree of March 18, 1955, abolished the draft of youth (boys, 14 to 17

years of age, and girls, 15 to 17) into trade and railroad schools, and the decree

of December 13, 1956, forbade the hiring of juveniles under 16 years of age,

except for training purposes (15-year-olds only). Since at that time 7 years of

compulsory education began at the age of 7 for most pupils who would grad-

uate at 14, the Government on December 25, 1958, decreed the replacement

("within 3 to 5 years") of the then existing 7-year elementary education sys-

tem with an 8-year system. During the period of transition and later, it would

appear that most 14- and 15-year-olds who were not going on to high school

would be encouraged to enroll voluntarily in the trade and railroad schools, or

to go directly into enterprises for training. In 1966, there were over 1,500,000

boys and girls enrolled in trade schools, and the new 5-year plan (for 1966-70)

provides for the training of 6 million of them.

By 1966, the majority of eighth-grade graduates (72.4 percent of those in

the Russian Republic) were expected to enter high school, which provides 2

more years of education. Tuition fees had been abolished, as of September i,

1956, for students in high schools, vocational schools, and higher educational

institutions. Enrollment in secondary technical schools, however, is limited,

and priority is given to persons with at least 2 years of work experience.
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Most high school graduates must work for at least 2 years before they are

permitted to apply for entry into the universities and the college-level profes-

sional schools. Only a small proportion of the applicants are successful in being

enrolled as full-time students. By 1966, there were 3,830,000 students in the

higher educational institutions of the Soviet Union; this number is to be in-

creased to about 5 million by 1970. Under Soviet law, graduates of secondary

specialized and college-level professional schools are obligated to work in places

to which they are assigned for the first 3 years after graduation. However, they

now have the right to find a job on their own before they are assigned. They
may not quit by giving management 2 weeks' notice; nor may graduates of

trade schools, who must work where assigned for the first 4 years. If any such

graduate quits his job without the permission of management before his 3 or

4 years are up he will not be liable criminally but will suffer not only moral

condemnation by party-directed "social groups" and individuals but also seri-

ous economic consequences, for the management of the enterprise where he

works before surrendering his workbook (which must be submitted when a

new job is applied for) will note in it that he was discharged for absence with-

out valid reasons, and the management will have the right to recover from him

the expenses (such as transportation and per diem allowances) involved in

getting him to the place of work after graduation. An important discourage-

ment to quitting was a decree issued in May 1963 which provides that a grad-

uate of a higher educational institution will receive his diploma only after

working i year at his assigned job.

Women were barred from underground work (with certain exceptions)

by the decree of July 13, 1957.

Toward the end of 1957, an amnesty decree shortened or abolished the

sentences of prisoners "who do not constitute a great danger to the State." The
prison population of the existing system of "corrective labor colonies" in the

Soviet Union appears to have decreased considerably as a result of amnesties

(there was also one in 1953 and one in 1955) and of the new legislation pro-

viding that only courts of law may convict and send persons to such colonies.

The decree of March 4, i960, condemned the bureaucratic demands for

numerous documents at the time a worker applies for a new job and declared

the worker's passport and his workbook to be sufficient documents (the work-

book was introduced by the decree of December 20, 1938, and contains the

worker's identification, a record of his education and training, a list of all the

jobs he has had, the reasons for being separated from all previous jobs, and a

record of any rewards for outstanding work). A person without a workbook

must submit with his passport a certificate concerning his last employment

from the management of his apartment building, or from the street or ward

committee, or from the village council. The Soviet passport is an identification

document obligatory for all Soviet citizens, 16 years of age and over, who live

in urban and certain other specified areas.
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STANDARD FACTORY AND OFFICE REGULATIONS

Labor controls on the factory and office level were defined on January 12,

1957, in the standard factory and office regulations concerning employees

which were approved by the U.S.S.R. Council of Ministers' State Committee

on Wage and Labor Questions (this committee, which issues definitive rules

and instructions implementing labor legislation, had been created on May 24,

1955). The stated purpose of these regulations was "to assure the strengthening

of Socialist discipline of labor, the proper organization and the safe conditions

of work, the full and efficient utilization of working time, the increase in pro-

ductivity of labor, and the production of good quality merchandise." These

regulations reaffirmed that no worker may be hired without the submission of

his internal passport and his workbook. Workers are obliged, among other

things, to come to work on time, to fulfill work quotas and to strive to overful-

fill them, to protect factory property, to avoid waste, to observe fully safety and

fire regulations, and to keep their working places clean. Management may im-

pose the following penalties for the violation of labor discipline (the most fre-

quent serious violation being unjustified absence from work) : ( i) a warning,

(2) a reprimand, (3) a severe reprimand, or (4) the transfer of the employee

to a lower paid job, or one with lesser responsibilities, for a period of up to 3

months. (For repeated absenteeism, the worker may also be dismissed, if the

trade union committee approves.) Management has also the option of trans-

mitting the labor discipline violation case to the comrades' court for review

(this court of 5 to 15 members is elected at a general meeting of employees in

enterprises with at least 100 employees). In addition to disciplinary authority,

the management has the following incentive measures at its disposal: (i) an

expression of appreciation, (2) an award of an honorary certificate, (3) the

placing of the employee's name in the book of honor or on the wall board of

honor, (4) the granting of the title of best worker in his type of job, (5) a

money award, and (6) an award of a valuable gift.

COMPULSION TO USEFUL WORK

The Soviet Constitution states (article 12) that "Work in the U.S.S.R.

is a dutv and a matter of honor for everv able-bodied citizen, in accordance

with the principle: 'He who does not work, neither shall he eat.'" Though
this was first published in 1936, there are still some Soviet citizens who have

not taken this principle to heart, as was made clear by the decree of May 4,

1 96 1, entitled "Concerning the Intensification of the Fight Against Persons

Who Avoid Socially Useful Work and Lead an Antisocial Parasitic Way of

Life." This decree provided that by a decision in each case of a public court,

such persons will be deported to specially designated localities where they must
work for a period of from 2 to 5 years. In some cases such a sentence may be
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handed down by the collective of workers at an enterprise, workshop, institu-

tion, or collective farm. Persons who are subject to such a penalty are, reads

the decree, "able-bodied adult citizens who avoid socially useful work and de-

rive unearned income from the exploitation of land plots, automobiles, or

housing, or commit other antisocial acts that enable them to lead a parasitic

way of life," and "persons who take jobs . . . only for the sake of appear-

ance and live on funds obtained by nonlabor means."

One important feature of the Soviet labor control system is that workers

who are grievously disaffected with the prevailing system and living condi-

tions are not permitted, however much they might want it, to emigrate from
the Soviet Union. . . .

ALLOCATION OF LABOR FORCE

One important aspect of labor force control in the Soviet Union is the

problem of the efficient allocation of labor resources in the unevenly distributed

and underemployed population. Party leader Leonid Brezhnev, at the 23d party

congress, declared this problem to be one of great economic and political im-

portance. He also said that a serious improvement is necessary in the training

and retraining of personnel for party, government, and economic bodies. A
national system of labor exchange offices does not exist. A Soviet economist

has urged that such a system be established to take care of the many manual
workers that are expected to be displaced by the planned extension of mech-
anization and the more efficient operation of enterprises; these workers are to

be trained in new trades. Of interest in this connection was an earlier report

that many workers who had received degrees in specialized fields of study from
night and correspondence schools on the secondary specialized and college level

often continued, for lack of opportunity, in the jobs they had held, making no
use whatever of their acquired specialties. As for the acknowledged surplus of

manpower in small cities, the same economist said the party directives con-

cerning the new 5-year economic plan recommend "the construction of new
enterprises mainly in medium-sized and small cities."

The main agency for considering problems of the labor force is the Scien-

tific-Research Institute of Labor, an organ of the U.S.S.R. Council of Minis-

ters' State Committee on questions of labor and wages (created on May
M> 1955)- In recent years this Institute has done considerable study of the

utilization and interregional distribution of the country's labor resources.

A joint Government-party resolution in February 1966 directed the coun-

cils of ministers of the 15 union republics that make up the U.S.S.R. to pre-

pare concrete measures for every city and district within their republics for the

allocation by local authorities (executive committees of councils of workers'

deputies) of public school graduates to industrial enterprises, state and collec-

tive farms, construction sites, and to other establishments. They were also di-

rected to establish the proportion of young workers within every enterprise
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and establishment, the proportion ranging from 0.5 percent to 10 percent of all

the workers.

Public appeals and pressure under the organized recruitment program

have been a favorite means of persuading annually hundreds of thousands of

public school graduates, demobilized Armed Forces personnel, and others to

go, usually under 2-year or longer term contracts, to work in the eastern and

northern regions of the country. However, there has been a clear reluctance

among many Soviet citizens, especially graduates of secondary and college level

technical and professional schools, to accept, and continue in, job assignments

in the more remote regions of the country, where living conditions are far in-

ferior to those of most of the European part of the Soviet Union. For example,

Pravda, on June 14, 1962, reported that only half of the number of teachers

assigned by universities in the Russian Republic to Tadjikistan schools in 1961

arrived there and that in the preceding few years about the same number of

specialists (i.e., graduates of secondary and college level schools) left Kazakh-

stan annually as were sent there.

CONTROLS THROUGH TRADE UNIONS

V. I. Lenin, who planned and brought about the Communist seizure of

power in Russia in 19 17, had set forth the basic Communist principle that the

Soviet trade unions "are an educational organization ... a school of ad-

ministration, a school of management, a school of communism." The present

party leader Brezhnev reported at the 23d Party Congress on March 29, 1966,

that "the functions of the trade unions as schools of communism are being

given a new content," and that for these functions to reach a higher level it is

necessary "to improve the party leadership of the trade unions and to pay still

greater attention to the selection and training of trade union officials by the

party." In his report to the 22d Congress in October 1961, the then First Sec-

retary of the Central Committee of the Communist Party, Nikita Khrushchev,

emphasized that the main function of the trade unions "must be the struggle

to realize the program of Communist construction," and that the trade unions

would increasingly be assigned tasks now performed by Government agencies.

As a result of the sweeping economic reform of the national economy ap-

proved on September 29, 1965, by the Central Committee of the Communist

Party, the structure and functions of the Soviet trade unions are to be corre-

spondingly reorganized to strengthen the production role of the industrial

trade unions. . . .

2. Measures Concerning Labor and Living Conditions

HOURS OF work

The present 6-day, 41 -hour workweek for most workers was gradually re-

duced from 48 hours by two decrees: (i) the decree of March 8, 1956, which
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cut the length of working day from 8 to 6 hours on Saturday and on days pre-

ceding holidays (there are 8 holidays), and (2) the law of May 7, i960, which
provided for reducing each of the 5 other 8-hour workdays to 7 hours or less

(for example, 6 hours for underground miners) by the end of i960. Overtime
work in the Soviet Union has long been forbidden except in certain special

situations, and then permission must be obtained from the factory or local

trade union committee. The 5-day workweek was introduced experimentally in

March i960 in a textile plant, and was in effect in April 1966 in over 500 in-

dustrial enterprises. In his report to the 23d Party Congress on March 29,

1966, Party chief Leonid Brezhnev said that the 5-day, 41 -hour workweek,
would be gradually extended, as circumstances warranted. . . .

The decree of May 26, 1956, reduced the workday of workers 16 and 17
years of age from 7 to 6 hours (i 5-year-old trainees have a 4-hour workday).

There has been no change in the length of the prewar basic paid annual

vacation: All workers are guaranteed a paid annual vacation of at least 12

workdays (2 weeks), provided they have been on the job at least 11 months.

Workers in hazardous, arduous, or responsible jobs get up to 39 additional

days of leave. In 1964, over 61 percent of the workers received 12 to 18 days

of annual leave; 4.4 percent received 48 days (6 weeks); a few (0.2 percent)

received more, presumably the maximum of 5 1 days. Workers under 1 8 years

of age are entitled to i calendar month of annual leave. In 1965, the number
of holidays was increased by 2 (one of them being International Woman's
Day, March 8), for a total of 8 holidays a year.

WAGES AND PURCHASING POWER

Average monthly earnings of all wage and salary earners in 1965 were
reported as 95 rubles (US $105.56). Average monthly wages have increased

steadily in the post war period (by 19 percent in the last 5 years alone), and
State-fixed retail prices of essential consumer goods have been, with a few
exceptions, relatively stable since 1955. . . .

Although the purchasing power of the average industrial Soviet worker

has risen considerably in recent years, it is still far below that of the average

manufacturing worker in the United States. . . .

3. Some Problems in the Implementation

OF Labor Controls

. . . Soviet labor legislation and policy of the past 1 1 years clearly indi-

cates that the regime has expended considerable efforts in its drive to win the

approval of the workers by relaxing the severity of labor controls and by per-

sistently and repeatedly stressing its intention to improve gradually working

and living conditions. It may be expected that all this labor legislation will
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eventually be incorporated into a new labor code. The Labor Code of Novem-

ber 1922, though obsolete in many parts, is still quoted in Soviet legal litera-

ture, and its revision was discussed widely in the Soviet press in i960. How-
ever, no draft of the proposed new labor code has as yet been published.

Although the . . . existing and planned ameliorative legislation on labor

... is doubtless impressive, there always arises the question as to how eflFec-

tively the basic legislation has been and is being implemented, and whether

this legislation is of an enduring character. In the past, there has been evident

instability and nonstrict enforcement of labor legislation : For example, article

129 of the 1922 Labor Code of the Russian Soviet Federated Socialist Repub-

lic, forbade the employment of women in underground work: however, 35

years later the U.S.S.R. Council of Ministers, by a decision of July 13, 1957,

found it necessary to ban once more, still with certain exceptions, underground

mining work by women. (This prohibition against underground work by

women was nullified during World War II, and was not reinstated until about

12 years after the war.) In other cases there has been evident instability, for

favorable labor legislation has been countermanded. For instance, the law of

May 7, i960, providing for the gradual abolition of the income tax by 1965

was suspended in the fall of 1962, just as monthly earnings up to 70 rubles

($78) were to be exempted. Under the new 5-year plan . . . earnings up to

70 rubles are to be exempted from taxation by 1970.

An . . . element of delay would appear to permeate the Soviet labor

field, and may be illustrated by . . . examples: The 21st party congress in

January-February 1959 called for an early raising of the minimum wage rates

by another step; yet ... it was not until January i, 1965, that this step was

completed. The 21st congress in 1959 promised a 35-hour workweek within

10 to 20 years. However, thus far the Government has suspended, if not aban-

doned, the idea of an early transition from the 41 -hour workweek to a 40-hour

workweek, though preparations were begun for this in 1962. The best that

Soviet workers may now expect is . . . the gradual introduction of a 5-day,

4 1 -hour workweek, as circumstances permit. Former Party leader Khrushchev

had promised that the minimum wage would be raised to 50 rubles (about

$56) by the end of 1965, but in 1966 it still was 40 rubles (about $44).

Some labor legislative trends have been reversed; for instance, there was

a series of annual across-the-board price reductions in state stores from 1947

to 1954; after that, prices of basic consumer goods remained relatively stable

but only until June i, 1962, when the prices of meat were raised 30 percent

and the prices of butter, 25 percent. These price increases apparently were a

serious matter to the Soviet people. . . .

Despite the uncertainties of implementation of some specific instances of

Soviet labor legislation, as indicated above, the bulk of Soviet labor laws would

appear to be more or less effectively enforced especially where the legal pro-

visions are so specific that workers can assert their claims by appealing to their

trade unions, to the management, to the factory labor disputes boards, and to
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the courts. In the past, and to a large extent today, the shortage or misappro-

priation of resources has prevented the widespread implementation of certain

labor legislation—especially that providing for the introduction of modern

safety equipment and the improvement of working conditions (including ven-

tilation, lighting, and washrooms), and that providing for adequate housing

(including schools and nurseries) for workers and their children.

The Communist Party, with its formal approval of the new economic re-

form of Soviet industry in September 1965, reemphasized the use of material

incentives to boost the morale and production of workers. This action was a

reaffirmation of the principle of the material self-interest of the workers pro-

pounded by V. I. Lenin in the early days of the Soviet regime; according to

this principle, the higher the skill of the worker and the greater his produc-

tion, the more he gets paid. This principle is applicable only during the So-

cialist stage of the Soviet society; according to Communist doctrine, once the

transition is made from the Socialist society to a Communist society there will

prevail the law of "from each according to his ability, to each according to his

needs."

Material incentives, however, are not enough. In addition, the Soviet press

continues constantly to exhort party, trade union, Komsomol (Communist

Youth), and other organizations to advance the new reform by srengthening

their efforts in educating workers to an awareness of their moral duty in the

matter of taking responsibility for the results of their work as individuals and

as collectives. For example, the trade union daily Trud on February 2, 1966,

quoted from the September 1965 party resolution on the new economic reform

that "Only by means of a conscientious, enterprising, and creative approach of

every worker to his work, and by a thrifty economical attitude of everyone to

national property can we fight for the construction of a Communist society."

The exhortation of workers to greater productivity, including the achievement

of economies in the consumption of raw materials, fuel, and other production

factors, is an old practice within the Soviet system.

To get workers to produce more, each industrial enterprise with its greater

responsibility for production under the new economic reform will be obliged

to pay more attention to enforcing production and labor discipline. According

to one periodical, abuses which lead to poor morale among workers (as mani-

fested by absenteeism and a lackadaisical attitude to work) must be eliminated.

The main abuses were listed as the imposition of excessive compulsory over-

time work and the costly work stoppages resulting from preventable machine

breakdown, the exhaustion of supplies of raw materials, and accidents to work-

ers. Trade Union Leader Grishin called for strictly penalizing those responsi-

ble for violating the rules of safety technique and labor legislation. The other

more serious management violations have been identified as the introduction

of factory machinery without the proper safety guards, and the reportedly

frequent arbitrary illegal discharges and transfers of workers, without their

consent.
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The perennial scarcity of consumer goods and everyday amenities in the

Soviet Union is reflected in the practice of the Soviet press to gloss over the

present difficulty and in many ways unpleasant living and working conditions

and to dwell on or to play up benefits that have been promised to be granted

or gradually introduced in the future—that is, for example, by the end of the

5-year plan in 1970, or by the end of 1980 (under the 20-year party program),

or even later, at some distant time when the promised "completion of the

building of the Communist society will take place," and, according to Com-

munist doctrine, everyone will contribute according to his ability, and receive

according to his needs.

SOVIET VIEWS

27

LABOR IN THE U.S.S.R.'^

I. SOVIET LABOR: SOME GENERAL PRINCIPLES**

Novosti Press Agency

Is There Any Exploitation of Hired Labour

IN THE Soviet Union?

As private ownership of the means of production does not exist in the

USSR, there can be no exploitation of hired labour. All factories, mines, rail-

ways, in fact all the country's wealth, belong to the people.

Most enterprises net a profit, part of which is distributed among the em-

ployees, and part on the expansion of production, working capital and the

amount allotted to public needs: education, health, social security, etc.

* The three subsections of this selection have been taken from diflFerent sources.

Footnote credit will be given for each subsection so that it can be readily identified as to

original source of publication.
** From USSR Questions and Answers (no author given), Novosti Press Agency

Publishing House, Moscow, 1965, pp. 146-47.
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Profit under public ownership of the means of production differs from

profit under capitahsm. Profit derived by exploiting hired labour has no place

in socialist society. No one appropriates profit. It goes to the whole of society,

to advance economy and raise the people's standard of living.

How Long Is the Working Week?

In recent years the Soviet Union has been going over to the 6- or 7-hour

day without pay cuts. Today, the average working week is 39.4 hours. For

those working underground, in arduous or harmful working conditions, the

week is 36 hours.

By 1970, the main body of workingmen will have a 35-hour week, while

the rest will be on a 30-hour week. At the same time, minimum paid holidays

will be extended to one month. Later, working hours will be reduced even

more.*

How Does the Socialist Principle of Payment
According to Labour Work Out?

Every worker, who is employed according to his or her ability, no matter

what his nationality, age, race, or religious convictions, draws a wage depend-

ing on the quantity and quality of the work done. The fruit of this labour

is not pocketed by private individuals, but is distributed among the workers as

wages, and also used to increase the social consumption fund.

What Are the Wage Forms?

The main form is piece-rate, but at enterprises with a high degree of auto-

mation, where work operations are regulated, a time-rate, supplemented by

bonuses is paid. When wages depend on qualifications and the amount of

time worked, time-rate is paid, and when the work done exceeds the quota a

progressive piece-rate is paid. There are also a number of other rates.

The better a worker's qualification, the higher is he graded. This means

that qualified workers, like those working in harmful conditions or in remote

parts of the country, earn higher wages.

* On March 15, 1967 the CPSU Central Committee, the USSR Council of

Ministers, and the Central Council of Trade Unions adopted a resolution which pro-

vides for a systematic changeover to a five-day week, with two days ofiF, for all enter-

prises except those where such a shift would be "unfeasible because of the nature of

production and of work conditions." The changeover is to be basically completed by

October, 1967, the fiftieth anniversary of the Revolution. (Pravda, March 15, 1967.)

Whether the 35-hour week will have been introduced by 1970 is in question as this

book goes to press. (Editor's note.)
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Bonuses are given mainly for fulfilling and overfulfilling the quota, for

improving the quality of the finished product, for keeping pat to technological

requirements, and for economizing on material. At clothing factories, for in-

stance, the workers get a bonus for mastering new fashion models, as much as

30 per cent of the basic wage.

All questions pertaining to wages are examined by the USSR Council of

Ministers' State Committee on Labour and Wages. Any decision taken must

have the consent of the All-Union Central Council of Trade Unions. In the

taking of decisions on such major questions trade union bodies will necessarily

enlist the co-operation of their local organizations.

II. ACHIEVEMENTS OF SOVIET LABOR:
FACTS AND FIGURES*

World Marxist Review

"Citizens of the USSR have the right to work, that is, the right to guaranteed

employment and payment for their work in accordance with its quantity and

quality."

From the Constitution of the USSR

Shortly after the October Revolution the Soviet state turned its attention

to labor legislation. The first steps were taken to abolish unemployrrtent. A
Labor Code was introduced providing for an 8-hour day, annual paid vacations

for factory and office workers and for labor protection in all branches of the

economy.

By 1930 the unemployment problem had been solved. Since then steady

growth in the number of workers has been a feature of the Soviet economy.

The years of Soviet power have also witnessed big changes in the deploy-

ment of workers in the respective branches of the economy, a big increase in

the proportion of people engaged in industry, construction and transport, in

education and public health, science and art. Although the number engaged

in agriculture has dropped by more than half, gross production has more than

doubled.

To date the Soviet Union has outdistanced the leading capitalist coun-

* Reprinted from "The USSR Today: Facts and Figures," World Marxist Review,

April, 1967, p. 10, by permission of the pubhsher.
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Rise in labor productivity

(in percentages of 1928)



DISTRIBUTION OF POPULATION ACCORDING TO THE DIFFERENT SPHERES IN THE ECONOMY
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Fifty-eight per cent of the specialists with a higher or secondary educa-

tion are women. The proportion of women in the medical, teaching and en-

gineering professions is 74, 69 and 30 per cent respectively.

In 1965 women made up 49 per cent of the total number of factory and

office workers in the USSR.
The rapid growth of social production and the rise in the productivity of

labor are making for a shorter working day and, consequently, more leisure.

At present the average working day in Soviet industry is 6.93 hours, the aver-

age working week 39.4 hours, one of the shortest in the world.



III. THE SOVIET WORKER TODAY:
FACTS AND FIGURES'^

Information Department,

Embassy of the Union of Soviet Socialist

Republics,

Washington, D.C.

Thirty-seven years ago the Soviet Union started fulfilHng the First Five-

year Plan for the development of the national economy. Since then unemploy-

ment has ceased to exist in the country. Even more, at present we are short

of manpower, for the productive forces are developing at an ever increasing

rate.

During the past seven years alone the volume of industrial production in

the USSR has increased by 84 per cent, and in the current five-year period it

will grow by another 45-50 per cent. With such a rapid development of the

country's economy, and its planned organization, which excludes the very pos-

sibility of economic crises, there do not exist any prerequisites for unemploy-

ment.

This year the average number of factory and office employees in the na-

tional economy has reached 76.9 million people, showing an increase of 3.6

million per annum. And in 1970, the last year of the current five-year period,

as much as 91-92 million people will be engaged in the Soviet national

economy.

Not only Siberia and the Far East, where an extensive construction of

hydropower stations, plants and factories, mines and open coal pits is in prog-

ress, and the extraction of oil and gas is developing, are short of manpower.

There is a great need for manpower in Moscow as well.

In this way, the right to work, i.e. the right to guaranteed employment
and payment for work in accordance with its quantity and quality, is ensured

to all the Soviet people. The unemployment problem does not worry them for

it does not exist in the USSR.
The USSR is now concerned with the problem of training national per-

sonnel. All the branches of the country's economy are rapidly developing and
production techniques and processes are improving; therefore, the demands for

* From "USSR Constitution in Action (Facts and Figures)," Embassy of the
Union of Soviet Sociahst Repubhcs, Information Department, Washington 9, D.C, No.
28, November 30, 1966. Reprinted by permission of the Soviet Embassy, Washington,
D.C. The last two paragraphs of this selection are reprinted from Soviet Life, May,
1967, p. 10, by permission of the Soviet Embassy in Washington.

226



SOVIET VIEWS 227

the skill of the workers and their general educational and cultural level are

increasing.

Every year hundreds of thousands of young citizens, boys and girls be-

tween 16 and 18 years of age come to work in the national economy. A short-

ened, 6-hour working day has been introduced for them. The law forbids em-

ployment of juveniles for underground work. They cannot work as tinkers,

smiths and hot-stamping machine operators. There exist about 3,000 other

trades, professions and jobs where juveniles are forbidden to work.

The right to education is ensured by universal compulsory eight-year edu-

cation, by extensive development of secondary polytechnical education, voca-

tional-technical education, and secondary specialized and higher education

based on close ties between the school and production activities; by the utmost

development of evening and extramural education. All forms of education in

the USSR are free of charge.

Every third Soviet man is studying in the USSR. During this year the

Soviet vocational-technical schools alone have trained about one million young

qualified workers, about 14 million people have improved their qualifications

or acquired a new trade by means of individual and group apprenticeship or

training courses organized right at enterprises and collective farms.

A great number of Soviet youths and girls combine their studies with

work in production. They enjoy additional privileges: the second free day per

week, additional paid leave for taking exams, free transportation if the educa-

tional establishment is situated in some other town, etc.

The right to rest and leisure is ensured at Soviet enterprises primarily by

the establishment of the seven-hour working day; for those employed in heavy

work—miners, for instance—a six-hour working day; and for workers in the

shops with particularly difficult conditions a four-hour working day. It is

planned to ensure the transition to the five-day working week during the cur-

rent five-year period. The working people of the USSR will enjoy not one free

day, as is the case today, but two free days a week.

All the factory and office workers of the Soviet Union are entitled to an-

nual holidays with pay. The country has a wide network of sanatoriums, holi-

day homes, and holiday hotels which are put at the service of the people.

About 5,500,000 people receive annually accommodations at sanatoriums and

rest homes, either free or at 30 per cent of the cost, the rest being paid by the

trade union.

A great number of the working people receive accommodations at factory-

run "overnight sanatoriums", where they are given treatment and special food.

A considerable part of the expenditures is borne by the state and the trade

unions. Placed at the service of the working people are also clubs, houses and

palaces of culture, libraries and cinema halls. Hundreds of millions of rubles

are allocated annually to sports activities among the young generation. A vast

network of tourist camps, stadiums and sports grounds have been built for

them.
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The Constitution of the USSR ensures the right to maintenance in old

age and also in case of sickness or disability. Benefits paid out of the social in-

surance funds are many and varied. They include sick benefits, maternity leave

allowances, old age and disability pensions, free or reduced-rate accommoda-

tions at trade union health and holiday centers, etc. A number of factory and

office workers are provided with special diets at their enterprises, with one fifth

of this number getting food free of charge and the rest paying one third of the

actual cost.

At present over 20 million Soviet citizens receive state pensions the mini-

mum size of which is periodically raised. The majority of factory and office

workers go on pension—women on reaching 55 years of age and men at 60.

However, there exist some categories of workers who go on pension much ear-

lier, for instance miners are entitled to pensions at the age of 50.

During illness a worker receives sick benefits from the social insurance

fund, paid at a rate of from 50 to 90 per cent of the worker's average monthly

earnings depending on the length of service at the enterprise. In case a worker

is injured on his job, he is entitled to the full amount of his wages.

All medical service in the USSR is free of charge. When at a hospital a

factory or office worker or members of his family enjoy all the services free,

meals included.

The salaries of 20 million workers engaged in public catering establish-

ments to the people have considerably increased in the past. During the cur-

rent five-year period the earnings of factory and office workers will increase on

an average by not less than 20 per cent. Simultaneously, cash payments and

benefits accruing to the people from the social consumption funds shall in-

crease by not less than 40 per cent: social securit)', various grants, pensions,

scholarships, payments for holidays, free education and free medical treatment,

the provision of free or cheap accommodation in sanatoriums and holiday

homes, the maintenance of kindergartens and nurseries and the provision of

other social and cultural services.

Housing construction is to increase 30 per cent in 1966- 1970, the total

floor space built in towns, urban-type settlements and state farms using state

investments and the funds of cooperative societies will be increased by 100

million square meters. All forms of communal and cultural services will be

considerably improved.

Young people, working in the North of the country, on the average are

paid twice as much as they would be for the same work in other parts of the

country. In his first year in the North a new arrival gets 40 per cent more pay

than he did at his previous place of employment. Every year thereafter, for

eight years running, he gets an additional 10 per cent of his former wage.

Thus, after nine years he gets 220 per cent of the wage he would make in the

country's temperate or southern zones.

Also, every year he gets a paid vacation of at least seven weeks, and every

three years the state foots his travel expenses anywhere in the country. His
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travel time is not included in the vacation period. Each year of work in the

North is counted as 18 months for old age pension purposes. Newcomers are

guaranteed apartments.

B. The Soviet Worker and the Unemployment Problem

Among the first acts of the Soviet government after it came into power
in October of 191 7 were the establishment of labor exchanges (public employ-
ment offices) and, in December of 191 7, the enactment of a "Decree on Un-
employment Insurance." But in October, 1930, it was officially declared that

unemployment had been abolished once and for all; the payment of unemploy-
ment benefits ceased; and soon thereafter the last of the labor exchanges was
closed down. The official Soviet policy ever since can be summarized as fol-

lows: "The Constitution of the Soviet Union guarantees every Soviet citizen

the right to work; the fact that there are always more job vacancies than there

are people to fill them is evidence that there is no unemployment problem in

the U.S.S.R.; and, indeed, conscious socialist planning makes unemployment
impossible."

Does this Soviet position simply mean that there is no substantial unem-
ployment in the Soviet Union, or does it mean that anyone, willing and able

to work, can find employment suitable to his qualifications and in at least the

general geographic area of his choice? As Soviet society progresses technologi-

cally, there must obviously be workers displaced by new machines; there must
even be entire groups of workers whose training and background has prepared
them for tasks no longer needed in automated enterprises. Can all of these

workers readily find proper new jobs? Is there no "technological" unemploy-
ment among them? Is there not even "frictional" unemployment, that is, un-
employment for temporary periods as they seek new positions? And are there

adequate employment opportunities everywhere for school dropouts, for

women in small single-industry towns (e.g., coal mining communities), for the

unskilled and the skilled alike? Perhaps the Western and Soviet selections be-

low can shed some light on questions such as these which, in recent months
and years, have received widespread attention in the Soviet and Western press,

and in professional journals inside and outside of the Soviet orbit.

The first selection under Western Views is a summary of a CIA study.

Although emphasizing that there is no widespread unemployment in the

Soviet Union, the study points to numerous pockets of unemployment and
concludes that the problem is likely to become worse in coming years, as new
reforms aimed in part at a more economical utilization of manpower take ef-

fect. Murray Feshbach, in the second Western View, agrees that "evidence is

abundant of the existence of all types of unemployment," but he predicts a

labor scarcity during the late 1960's and expresses confidence that a more
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realistic approach to economic problems, including labor problems, will lead to

a more effective use of manpower in the Soviet Union.

Under Soviet Views, the first selection is a restatement of the official "no

unemployment" position, published by the Novosti Press Agency. Discussing

technological displacement that inevitably arises from automation, Alexander

Bolgakov, next, sees no problem: trade unions, plant administrators, and local

planning bodies are quite adequate to cope with the matter, especially since a

rapidly expanding economy provides more than adequate employment oppor-

tunities for those who must change jobs because of automation. Inga Maslova

and Vladimir Yagodkin, in the third selection under Soviet Views, also discuss

technological progress as it affects the problem of redistribution of manpower,

but they are considerably less optimistic than Bolgakov. Explaining that the

efficient use of manpower is an important aspect of economic planning, they

point out that neither short- nor long-range plans have given any considera-

tion to numbers and composition of workers that can be expected to be dis-

placed, and that there are no agencies assigned the tasks of planning the

redistribution of such workers. To make relocation efficient, and as easy and

painless as possible for the workers, the authors plead for the establishment of

a single, all-embracing agency for the redistribution and retraining of "work-

ers in excess." E. Manevich, in the last selection, emphasizes present man-

power surpluses and predicts that technological progress will lead to increased

labor productivity, and hence to a saving of labor. While he foresees more

than adequate employment opportunities as the economy expands, he points

to the great task of redistributing manpower so as to make the most rational

use of human resources. His proposals, more encompassing than those of the

authors of the preceding selection, include a critical review of the entire system

of production training, the establishment of employment agencies ("special or-

ganizations to deal with the problems of finding jobs for workers and employ-

ees") and unemployment compensation ("it would be desirable to provide

workers and employees who have been released from their jobs because of

technical progress with material security during the period in which they are

seeking new employment"). So-called "State Committees for the Utilization of

Labor Resources have been set up by all the fifteen Republics, the first one in

the RSFSR (Russian Republic) in February, 1967. The primary tasks of these

state committees are to find jobs for those temporarily out of work, and to

assist enterprise directors in their efforts to find suitable employment for su-

perfluous workers prior to discharging them.
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UNEMPLOYMENT IN THE SOVIET UNION-
FACT OR FICTION?^

Central Intelligence Agency

Contrary to the impression given by recent articles in the Western press,

widespread unemployment does not exist at present in the Soviet Union. The
possibility of such a problem was inferred from a spate of articles in Soviet

journals, which admitted unemployment among certain groups of workers and

discussed the subject with unprecedented frankness. Some of the bolder writ-

ers even advocated the establishment of employment exchanges and the pay-

ment of unemployment compensation—both standard practices in all Western

industrialized countries. These admissions are indicative of a new attitude of

realism among Soviet planners, who long have merely prated the standard

dogma that unemployment is impossible in a socialist state and the standard

annual cliche that "last year, just as in the preceding year, there was no un-

employment in the Soviet Union."

The current hue and cry over unemployment in the USSR relates not

to a high rate of joblessness in the labor force as a whole, but rather to the

existence of pockets of unemployment that have developed in recent years,

largly because of the failure of existing institutions to match workers and jobs

efficiently in a labor market that has become increasingly free and more com-

plex. Since 1955, a series of changes in labor laws and various modifications in

the wage system have eliminated nearly all of the penalties against workers

who voluntarily quit their jobs. At the same time changes in the system of

managerial bonuses have given enterprise managers an incentive to economize

on the use of manpower. Finally, the rapid economic growth and technological

change characteristic of the past decade have themselves created difficulties in

* Reprinted from Unemfloyntent in the Soviet Union—Fact or Fiction, Direc-

torate of Intelligence, Office of Research and Reports, Central Intelligence Agency,
March, 1966, pp. 1-4, by permission of the Central Intelligence Agency. The part here

reprinted is the summary of the CIA study.
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the speedy matching of workers and jobs. The concern over the resuhing spo-

radic unemployment has been focused on three phenomena: high rates of

labor turnover, especially in industry; idleness among teenagers; and unem-

ployment and extensive underutilization of manpower resources in small cities.

High labor turnover, considerably above that in the United States, has

long been characteristic of Soviet industry. Although the turnover rate de-

clined during the 1950's, it has apparently been rising since i960. In 1964,

about one-third of all industrial workers changed jobs, at a loss to the worker

of approximately 24 days' pay, and at a cost to the economy of more than 200

million man-days of lost production. The "unplanned" part of total labor turn-

over Ctekuchest'^ that reflects voluntary job changing by workers (about 60

percent of the total) is considered highly undesirable, if not actual sabotage

of the interests of the state. In recent years, vigorous campaigns have been

launched against "rolling stones" (workers who hop from job to job), and press

"discussions" have been started to identify causes and to suggest remedies.

Proposed solutions have ranged from recommendations to get at the primary

cause by radical improvements in working and living conditions to the restric-

tions of workers' freedom to change jobs by the imposition of severe legal and

monetary penalties. To date, the regime has not taken corrective measures of

either kind.

Since the mid- 1950's, the Soviet Union has also been confronted with an

intractable problem of sporadic unemployment among its teenagers. Despite an

actual decline (before 1961) in the number of persons reaching working age

(16) and a rapidly expanding economy, hundreds of thousands of teenagers

have had difficulty in finding jobs. The explanation for this phenomenon is

due in part to inadequate schooling, which has not prepared them either tech-

nically or psychologically for jobs in production as opposed to the professions.

In addition, however, recent legislation tended to price young workers out of

the labor market at a time when alternative sources of labor were available. For

example, teenagers receive 8 hours pay for 4 to 6 hours of work and also are

granted generous paid leave, when enrolled in part-time courses. In attempting

to deal with the problem of idle youth, Soviet authorities have applied both

the "carrot" and the "stick." On the one hand, teenagers have been granted

special work privileges, and those with work experience have been given pref-

erence in admission to colleges, but on the other hand, newly enacted "anti-

parasite" laws made shirkers subject to compulsory labor and exile. The regime

also imposed compulsory hiring quotas on enterprise managers and set up local

Juvenile Placement Commissions to arrange employment for school graduates

and dropouts. Neither of these measures has been conspicuously successful.

In recent years, unemployment and underutilization of manpower has

also become pronounced in the smaller cities in the Soviet Union. Soviet con-

cern with this problem reflects, in part, the long-held ideological notion that

all persons of working age—men and women—should work and should be em-

ployed in the "social economy" instead of in private activities. In cities having
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a population of less than 50,000 the rate of labor force participation in the

"social economy" (state enterprises and collective farms) is reported to be less

than half that in the larger cities. The lack of employment opportunities in

small cities in the USSR is similar to the problem in Appalachia in the United

States, where shrinking employment opportunities resulting from the decline

of local industry and the process of technological change have not been offset

by a corresponding movement of labor to other regions. In the USSR local

industry has been the victim of an investment policy that has favored the large

industrial centers. Furthermore, small cities in the USSR tend to be "one-

industry" towns, where jobs for women and youths are few. Up to now, litde

has been done to ease the problem of the underutilization of labor in small

cities. Proposed remedies have emphasized the development of labor intensive

consumer goods industries in these towns and the expansion of consumer serv-

ices. Although such programs would provide new jobs, especially for women,
their implementation would require the re-direction of investment to build

factories and shops and to provide child-care facilities for working mothers. At
some point, Soviet authorities may have to consider whether the game is worth

the candle—whether drawing people into the "social economy" to satisfy ideo-

logical notions is worth the costs involved.

Problems of unemployment and the speedy matching of jobs and workers

in the USSR many soon be made even more urgent as a result of new eco-

nomic incentives for enterprise managers scheduled for gradual introduction

throughout the economy during the next several years. Although these new
incentive schemes have not yet been spelled out in detail, they clearly will be
designed to encourage managers to economize on the use of resources, includ-

ing labor.
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UNDEREMPLOYMENT, UNEMPLOYMENT,
AND THE PROSPECTS OF A LABOR SCARCITY

IN THE U.S.S.R.^

Murray Feshbach

Chief, U.S.S.R. Branch; Foreign Demo-
graphic Analysis Division; U.S. Bureau

of the Census

I. Underemployment AND Unemployment

The problem of unemployment has been given some recognition by Soviet

sources. Inasmuch as there has been no registered unemployment since the

end of 1930, information on the size, duration, and composition of any unem-

ployment is not available. From the evidence at hand, however, it seems clear

that Soviet unemployment is basically related to structural problems and not

to inadequate aggregate demand. Underemployment is much more difficult to

measure in any economy;^ that it exists in the Soviet Union, however, in vari-

ous forms and degrees of severity, is without question. . . . An estimate of

the amount of underemployment in Soviet industry is not feasible. With re-

spect to collective farms, however, one source indicates that in the aggregate

there was 7 per cent more farm labor in 1958 than the actual demand as de-

termined for the peak agricultural period at the existing level of mechaniza-

tion. . . .

There are instances of structural, technological, and frictional unemploy-

* Reprinted from Murray Feshbach, "Manpower in the U.S.S.R.: A Survey of

Recent Trends and Prospects," New Directions in the Soviet Economy, Studies Pre-

pared for the Subcommittee on Foreign Economic PoHcy of the Joint Economic Com-
mittee, Congress of the United States, United States Government Printing Office, Wash-
ington, D.C., 1966, Part III, pp. 766-769. By permission of the author.

^ The International Labor Office states that "The conceptual and practical prob-

lems of defining and measuring unemployment pale into insignificance compared with
those surrounding the concept of underemployment." See I.L.O. Employment and
Economic Growth, Geneva, 1964, p. 24. By underemployment is meant the employ-
ment of more people than necessary (e.g., the employment of three workers for a job

that could be done by two) or the employment of individuals on jobs for which less

skill is required than they possess, e.g., the employment of a mechanic to do a janitor's

work. (Editor's note.)
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ment evident in the Soviet economy, as in any economy. Structural unemploy-

ment occurs where women in small and medium size cities cannot find em-

ployment, even if desired. Evidence for Novosibirsk and Latvia indicates that

a number of women would work if there were jobs in their trade or specialty.

Technological unemployment is inevitable in a country undergoing dynamic

changes in technology. In Alma-Ata and several other large Kazakh cities, for

example, stonemasons were not employed because the demand for persons with

their skills was eliminated by large-panel construction methods.

Frictional unemployment is inevitable as persons move between jobs. To
some extent, it is a reflection of desirable patterns of movement . . . Seasonal

unemployment of Soviet farmers cannot be measured because we do not know

the number of farmers who actively seek work at times of low farm activity.

Job placement of young persons through the use of quotas, as described above,

is one form of overcoming possible unemployment of this group in the face of

managerial resistance.

. . . Evidence is abundant of the existence of all types of unemployment,

but the magnitude remains unknown. It probably is not at such a high level

or so widespread that pressures will build up to curtail it (in forms other than

"antiparasite" laws or the reduction of disability benefits) or to curtail free-

dom of movement by fixing workers to their jobs. An interesting equivalent

of unemployment aid is in use in one area where seasonality is caused by

difficult weather conditions. The open-pit mining and fishing industries of

the northeastern region (Yakut A.S.S.R. and Magadan and Kamchatskaya

Oblasts), are closed down during the harsh winter months. It is too expensive,

however, to bring workers from the central and western regions for the season

of operation only. Alternative jobs are found for some workers in equipment

repair work, logging, etc., but the majority of the displaced workers are "in

practice not employed from December through May." These workers are given

a form of unemployment aid in the guise of wages (at a lower level than in

the summer). Although this practice raises the magnitude of average wages and

increases unit costs, it is considered the preferable solution to the problem.

2. The Prospects of a Labor Scarcity

The problems facing Soviet manpower planners today are real and im-

mediate, for the country is confronted with the possibility of a labor scarcity,

particularly of skilled manpower. . . .

Much of the success in achieving the goal set forth in the 7-year plan for

the number of workers and employees was attained by manipulating the ad-

ministrative and statistical systems. Many collective farmers were converted to

workers of the state sector, as were most members of the producers' cooperative

system. In addition, pensioners were encouraged to return to work, and house-

wives were drawn into the labor force. Some of these alternatives are no longer
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open, however, and additional labor will in the future have to come from other

sources.

The projected increase in total employment during the new 5-year plan,

plus the increase in full-time students, will exceed the increase of the able-

bodied population. The intensity of use of labor resources will therefore play

a large part in determining the relative success in meeting the goals. More
realistic attention is expected to be devoted to drawing housewives into the

labor pool, but employment opportunities are limited for these women, espe-

cially in small- and medium-sized cities. Jobs cannot be created in these cities

without the diversion of capital from other uses, for as relatively less-developed

communities they need an infrastructure of transportation, communications,

housing, services, child-care institutions, etc. Part of the success in achieving

the desired magnitudes of supply from this source will depend upon the extent

of part-time work.

A number of problems are associated with the flows of labor from the edu-

cational system. As a link between the supply of trained manpower and de-

mand, this system can regulate the movement of new entrants through changes

in the type and length of training and control over post graduation utilization.

The vocational-technical school system is to grow rapidly and significantly dur-

ing the current 5-year period, and a doubling of new admissions by 1970, as

compared with 1965, will increase the share of this system in supplying trained

labor. At present, this share amounts to 1 5 to 20 percent of all new workers.

Also, an increased demand for technicians will enhance the importance of

secondary specialized educational institutions. At present, increased admissions

do not appear to be sufficient to achieve the desired ratio of three to four tech-

nicians per engineer, but a reversal of past trends in the reduction of this ratio

is clearly evident. The higher educational system is being revised to provide

students with a more general background, thereby facilitating labor mobility.

The announced demand for labor in the new plan appears to reflect a

more realistic assessment of the probable growth of output, productivity, and

labor resources than in previous plans. The 7-year plan called for an increase

of 1 1.5 to 12 million workers and employees, but the increase actually achieved

amounted to between 21 and 22 million. Because of the underachievements

in regard to production and productivity goals, and changes in the statistical

and sectoral parameters for assessing the size of employment, this overfulfill-

ment of the labor plan had no real meaning. Output goals for 1970 are gener-

ally lower than those set in the 20-year Party program drawn up in 1961, ex-

pectations of growth in productivity are not too different from the growth

attained during the past period (except in agriculture), and the annual incre-

ments in the number of workers and employees is less than actually experi-

enced during the period 1959-65.

The demand for female participation in the labor force will remain high.

In 1964, the proportion of women among able-bodied collective farmers who
worked was 55 percent, only i percentage point less than in most of the years

since 1959, and women workers and employees still accounted for about one-



WESTERN VIEWS 237

half (49 percent) of all persons employed in the State sector. Undoubtedly,

their share in the private subsidiary agricultural sector will remain at about

90 percent, despite the efforts to enlist them into work in the socialized

economy.

The demand for labor in the services sector is expected to increase. An
attempt is currently being made to change the long-time pattern of low wages

in the services sector. This shift from discrimination against the nonmaterial

production branches is in the self-interest of the Government, as it attempts to

meet the increasing demand of the population for services.

Regional demand for labor in areas beyond the Urals probably will con-

tinue to remain unsatisfied. Wage incentives in these areas have not been

sufficient to retain a stable work force. Kosygin has announced that special

allowances will be extended to all workers in these regions, but the amenities

of everyday life and cultural facilities will have to be drastically improved and

increased to reduce turnover and out-migration.

Wages are not necessarily the primary reason for turnover. Housing, poor

organization of work, distance from family, etc., have accounted for a large

proportion of voluntary separations. Discussion of the possible introduction of

labor passports which was conducted several years ago seems to have disap-

peared, for it is hoped that moral and material incentives will be sufficient de-

terrents to unreasonable levels of turnover. The new planning statutes could

encourage an increase in turnover. If a manager is authorized to eliminate

excess workers from his plant, or if he bids for skilled workers and specialists

from other plants because there are no specified limits on the size and compo-

sition of the work force within his plant, a real stimulus to turnover will

result.

Despite the many new research institutions and the excellent work being

done, many important subjects need to be examined. For example, numerous

problems in the planning of labor utilization in small areas remain unresolved

and the solutions to these problems become urgent as greater attention is de-

voted to possible investment, output, and employment in these areas. Also,

the implications of the effect of increased consumer demand and supply on em-

ployment need attention. The new institutions which are studying consumer

demand and the distribution system largely ignore problems of employment,

though some mention has been made of the implications for product and serv-

ice demand in the current expanded analyses of income elasticity of demand.

In these analyses, however, the impact on the structure of demand for labor

to produce the desired basket of goods or to perform the services demanded

at various levels of income is disregarded.

There is no doubt that the initial steps toward a more realistic approach

of analyzing all the factors of production, including labor, have been taken in

the Soviet Union. The Scientific Research Institute of Labor is acting as the

initiator and coordinator of work in this field, and a general and growing

awareness is taking place of the implications of the effective use of human

resources in economic expansion.
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WHAT ABOUT UNEMPLOYMENT'^

Novosti Press Agency

We have none. The Soviet Constitution has it down in black and white

that every citizen has the right to work. People avail themselves of this right.

There is no basis for unemployment, since the economy progresses rapidly, ac-

cording to a state plan, with no crises or depressions. Wherever you go in the

Soviet Union you see plenty of "Situations Vacant" notices. Jobs are advertized

in the papers, over the radio and on special boards. Anyone seeking work may

also turn to the Executive Committee of the local Soviets which always has

precise information as to which enterprises require hands. Finally, every town

and region has a type of Labour Exchange which can provide jobs in various

parts of the country. Anyone going to work in another area receives, as a rule,

an allowance: a grant based on monthly wages, travelling expenses and money

for six days settling in, a daily allowance, free transport plus baggage.

As economic development is planned, it is possible to foresee manpower

needs some time ahead and therefore spread employment over the country in

a rational way. This especially applies to specialists and workers graduating

from trade schools, technical schools and colleges. Naturally, we cannot plan

for every contingency, when, say for some reason or other, a worker decides to

change his workplace. Every citizen enjoys this right by law. In such cases the

worker has no trouble at all in finding other employment.

* From USSR Questions and Answers (no author given), Novosti Press Agency
Publishing House, Moscow, 1965, p. 146.
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SOVIET AUTOMATION '^

Alexander Bulgakov

U.S.S.R. Minister for Trade and

Technical Education

It seems that there is not a single trade which is not faced with complete

extinction or radical transformation. The number of factory workers keeps de-

creasing, as machines do more of the jobs of human hands—and even brains.

We see the social problems of automation facing us in a very acute form in the

near future.

Automation is just developing in our country, and in this respect we are

behind the leading countries of the West. Yet the problems are becoming more

acute every year and call for retraining hundreds of thousands of employees.

Particularly large numbers of workers are being freed in construction and the

mining industry. At the Degtyarsky copper mine, high frequency communica-

tions, a new system of signals and centralized interlocking control, replaced

46 signal operators and switchmen. Now there are only six dispatchers. Re-

mote control of electric locomotives and automation of the ventilation system

have replaced 149 unskilled workers with 16 adjusters-electricians. Automation

of lifting and drainage units freed 342 workers. All in all, the number of em-

ployed at the mine decreased by 1,182 in five years. Similar processes have

taken place in hundreds of mines.

At the same time the number of industrial, professional and office workers

in the country has not decreased—on the contrary it has grown by 18,600,000

in the last six years. This has been achieved by a planned and continuous

growth of production, and the fact that the constitution guarantees the right

to work, and the right to free education. This means that the state guarantees

to every industrial, professional and office worker affected by automation a job

in his field or retraining.

How is this done in practice?

In every city, district and region the planning bodies take into account the

labor resources available, their employment and additional manpower require-

* Reprinted from New World Review, March, 1966, pp. 32-34, by permission of

the publisher.
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ments. These facts are used to work out labor needs. In addition, specific bal-

ances are compiled, skilled workers and trades, specialists with college educa-

tion, youth and women and available jobs.

Such balances make it possible to change plans and make provision for

training courses as necessary. Calculations for the Chita Region in Siberia, for

example, showed that in two or three years that area will have surplus labor

power. To eliminate the possibility of unemployment it was decided to build

an automobile assembly plant and a textile combine.

The administration and the trade union in every plant know what

changes will take place in machinery, technology and the organization of pro-

duction in the next few years. That is why, simultaneously with plans for tech-

nical changes, plans are compiled for training and retraining and providing

jobs at other enterprises, if necessary. In most cases workers who are trained in

a new trade can remain at the same enterprise. When diesel and electric loco-

motives started replacing steam, engine drivers and their firemen were trained

in good time to run the new types and continued to work on the same lines.

Here is another example. There are three automatic shops functioning at

Moscow's First Bali-Bearing Plant, and by the end of this year their number

will increase to five. The 5,000 workers displaced are being trained in new
trades and given jobs in other sections of the same enterprise where they are

needed due to general growth of the plant. As a result of automation, the plant

will double its output with the same number of workers.

If the displaced workers cannot be provided with jobs in the same enter-

prise, the problem of work and training is tackled by a body which embraces

the factory as well as those which need labor. Naturally, workers usually pre-

fer to get a job at their old place of work, and the authorities must show the

maximum consideration for this.

Workers who lose their jobs as a result of automation can learn new
trades. In the Donbas, for instance, many former miners changed to jobs in

the chemicals industry and at construction projects.

Popular and convenient forms of training are lessons at evening, profes-

sional and trade schools. These workers are not merely taught new trades but

are also provided with an opportunity for training in their basic trade, or im-

proving their general education.

Besides evening schools which belong to the state system of vocational

and technical training, factories have their own network of production train-

ing. These are usually courses at which people are trained while working full

or part time.

Individual and group training in new trades also takes place in the shops.

Trade courses, like other types of training, are free of charge. If a worker

studies full time, he gets his usual pay or is given a grant. If subsequently he

has to move to a new job he is given an allowance for moving and resettle-

ment expenses, and a flat.

On a countrywide scale there are tremendous opportunities for workers
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who are changing their work because of automation. There is a national short-

age which will last for a considerable time.

In Siberia, where industry is developing and cities are being built, there

is such a severe shortage of labor that the state has to recruit workers to go

there and to similar areas.

Any worker can apply to the department for recruiting labor which will

tell him where he can find work in his trade, or where he can master a new

trade. Individual contracts are signed for periods ranging from one to three

years and the contract can be extended at the worker's wish. The worker is

given an allowance—not a loan—covering transport for his family to Siberia

and back to his home town on completion of the contract.

An important role in the planned distribution of labor resources is played

also by trade and technical schools, which train specialists for new develop-

ment areas. Hundreds of thousands of tractor drivers and combine operators

for the virgin land areas were prepared in this way at trade schools in the

country's "old" areas.

According to the program of development for 1960-80 industrial output

will increase six-fold. This growth rate will call for millions more workers. The

number employed will increase by 40 per cent, but the main increase will come

from higher productivity.

The growth of the labor force will mean redistribution of workers in

different branches of production. Automated machinery will replace millions—

especially those engaged in auxiliary jobs.

Many agricultural jobs will be mechanized, and the administrative ap-

paratus will be cut. On the other hand, the number engaged in the health

service, education, entertainment and service industries will increase three-fold.
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THE MANPOWER PROBLEM^

Inga Maslova

Senior Researcher, Economic Institute,

U.S.S.R. Academy of Sciences

Vladimir Yagodkin

Professor of Political Economy,
Moscow State University

Technological progress releases manpower in our country as it does any-

where else. The number of workers employed in our coal industry, for exam-

ple, dropped by 94,400 between 1958 and 1962. In our logging camps the

drop was 112,700 over the same period. The average annual number of work-

ers in rail transport fell by 47,000 between i960 and 1963. This same trend is

shown in other cases we could cite. One of our growing economic problems is

the rational use of this labor power.

Jobs Automated

For us technological progress means, among other things, reducing or

eliminating completely laborious and unskilled work. In the coal industry, for

instance, we no longer have such trades as hammerdrill operators and cutters

or breakers doing hand work. And in metallurgy we have no such trades as

rollers, iron founders and charge mixers.

The last USSR census showed that between 1939 and 1959 there was an

absolute decrease in the number of people employed at the traditional trades,

as this chart [on p. 242] indicates.

By the end of our present decade much of the heavy work in industry will

have been mechanized and automated. Hundreds of thousands of people will

* Reprinted from Soviet Life, February, 1966, p. 30, by permission of the Soviet
Embassy in Washington.
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Where Do Workers Go"?

We can use all of the workers that are automated out of jobs. However,

this does not mean that technological progress does not present us with prob-

lems.

The most important one is the systematic training and placement of

workers changing over from one branch of production to another. Efficient use

of our manpower resources needs to be an important aspect of our economic

planning. Thus far there is no consideration in our current or long-range plan-

ning of the number and composition of the workers we expect will be in

excess. There are also no agencies planning the redistribution of these workers.

All this has its explanations. Until recently new machinery and techno-

logical processes were introduced on a factorywide not an industrywide scale,

and as the factory was modernized, it was also enlarged. Most of the workers

whose jobs were automated could be used elsewhere in the factory, and those

who could not were easily placed in jobs at other factories in the same city.

However, the more recent trend is toward comprehensive mechanization

and automation on an industrywide and territorial scale, with consequent ef-

fects on the numbers of workers in excess and their industrial and territorial

spread.

Despite the fact that most of the released workers are re-employed by

their own factories in some other capacity, there is a growing tendency for

them to take jobs elsewhere. For instance, a study done by the Ural Branch of

the USSR Academy of Sciences of plants in the Chelyabinsk Region show

that about 20 per cent of all the workers released (in some cases the figure is

even larger) took jobs at other plants.

Relocation

Here is the picture then: more technological progress means more work-

ers released and their redistribution in the same and in other industries. Redis-

tribution in other industries is especially typical in coal, peat and lumber

where, as we indicated, the drop in numbers employed is absolute.

Regulating this redistribution is obviously very important. In large and

rapidly developing industrial centers the redistribution (in the same or differ-

ent industries) takes place without any special difficulties. It is done organiza-

tionally, through personnel departments, and individually, by the worker him-

self. In small and medium-sized cities, however, it is more difficult to find jobs

for workers in excess. What has to be done here is to get these workers relo-

cated in new and developing areas. The same problem may arise in time at

plants and construction projects located in big industrial centers of long

standing.
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With technological progress accelerating, the planned redistribution of

workers in excess will become more difficult. They will comprise a larger

source from which to draw skilled labor for new plants and industries, but we

will have to pay more attention than we do now to such factors as the level of

skill, the nature of the trade, etc. In a word, we will have a new aspect of the

problem to cope with—how efficiently we are redistributing our excess labor.

We think a single all-embracing agency should be set up to redistribute

and retrain workers in excess. That agency would combine the functions of

such bodies as the Committee for Vocational Training and the labor employ-

ment departments of the various republics.

In our country the citizen has a constitutional right to employment. Most

workers whose skills are automated are re-employed on other jobs at no loss

of pay or seniority. Others, after retraining, get better jobs. But the transfer is

not always easy or painless. To make relocation as easy and painless as pos-

sible, we must take into account the worker's national habits and ways of life,

the maintenance of his living standards, adequate housing and a host of such

other factors. That can best be done by a single agency.

33

PROBLEMS OF LABOR UTILIZATION'^

E. Manevich

Chief, Department of Labor

Prohlems, Economic Institute,

U.S.S.R. Academy of Sciences

In the USSR work is not only a right, but also the honorable duty of

all able-bodied members of socialist society. The rapid development of our

countrv's productive forces requires an ever increasing number of skilled

workers. . . .

The bulk of our present-day working class is educated. This can be judged

from the results of the USSR census. In 1959, of 1,000 lathe operators, 667

had a secondary or higher education; milling-machine operators—683; me-

chanics, adjusters, tuners, equipment regulators—628; electricians, power su-

* From Vojn-osy ekonomiki, 1965, No. 6. Reprinted from the English translation

in Prohlems of Economics, December, 1965, pp. 18-25, by permission of the pubUsher.

The article carried a footnote which reads: "The article is presented for purposes of

discussion."
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perintendents—633; woodworking pattern-makers—690; and railway transport

workers—408.

At present about one-third of the industrial wokers have a complete or

partial secondary education. The general educational level of the working class

is rising from year to year, since an ever greater number of young people are

entering upon work with a full or incomplete secondary education.

Technological progress is accompanied by an increase in the number of

skilled workers, especially of those employed in servicing machinery and mech-

anisms. From 1939 to 1959 the number of workers at power plants increased

almost threefold, electric and gas welders—more than fourfold, electricians and

power superintendents—almost threefold, etc. At the same time, the number

of people engaged in heavy labor (hewers in the mining industry, unskilled

workers in construction, workers engaged in timber cutting, etc.) is declining

considerably. Some trades requiring arduous physical labor are vanishing al-

together. There are no cutters, manual drillers, or haulers in the coal industry,

and the number of cutting machine operators is decreasing sharply. The trades

involving manual molding, manual hammering, cleaning and punching, and

manual pattern-making are being eliminated in the foundries. In construction

there are no longer any rollers and carters, hod carriers, or excavators. The

vanishing trades have been replaced by new ones as a result of rapidly develop-

ing technology : drivers and mechanics of electric cars and coal combines, work-

ers maintaining molding and casting machines, excavator drivers, crane oper-

ators, bulldozer operators, concrete workers, assembly workers, and many

others.

Despite the fact that socialist enterprises have many highly skilled work-

ers, the training of skilled personnel still does not always meet the growing

demands of present-day technological progress.

Skilled workers are trained at factories, in the vocational and technical

schools and, to a certain extent, in the general education school. Up to now the

bulk of skilled workers have been trained directly at enterprises. Even in such

a leading branch of the national economy as machine building, where workers

with especially high qualifications are required (72% of those employed in this

branch are skilled workers of complex trades), 503,100 of the 603,700 new

workers in 1963 were trained at enterprises, that is, 83.3%. However, the train-

ing of skilled workers directly at enterprises through individual and team ap-

prenticeship frequently does not provide sufficient theoretical knowledge; it is

often caried out in accordance with arbitrary programs. Workers are not always

taught to read drawings; they do not always study the properties of materials

or become acquainted with new equipment, etc. At the same time, consider-

able sums are spent on training workers in new trades and on raising their

qualifications. According to the data of the USSR Central Statistical Adminis-

tration, in the 1959- 1963 period more than 50 million workers and employees

have undergone training or raised their qualifications through individual or

team apprenticeship and course instruction. It is understandable that short-
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comings in this mass system of training personnel cause considerable damage

to the state.

The system of vocational-technical education, of city and rural vocational-

technical schools (day, evening, seasonal), is of major significance in the

planned and organized training of skilled workers for all branches of the na-

tional economy. It is possible to organize the training of highly skilled workers

for all sectors of the economy through this system. However, up to now the

system has played a secondary role in the training of skilled workers. For in-

stance, in 1963 the total number of pupils in the above-mentioned schools was

1,291,000. Moreover, there are serious shortcomings in the organization of the

educational process in these schools. In many schools the facilities for produc-

tion training are inadequate (training is often conducted with outmoded

equipment; not only are the trends of technological progress ignored, but also

the level already attained; the schools have a shortage of class and laboratory

equipment, visual aids, tools, textbooks). In some cases the instructors in the

system of vocational education, especially foremen, lack the necessary qualifi-

cations and general education.

As regards the training of skilled workers in the general education schools,

unfortunately the recent school reorganization has not yielded significant prac-

tical results. In some regions of the country, production training in schools has

become an almost useless expenditure of time and effort. Production training

was carried out in more than 500 trades, including such elementary ones as

packer, brick dryer, rubber article lubricator, etc. In choosing the types of pro-

duction training to be offered in the schools, we have not taken sufficient ac-

count of the demand for labor in various branches or in a given region of the

country. For instance, the timber, paper and woodworking industries employ

18.6% of the total number of industrial workers in the USSR, while only 8%
of the pupils underwent production training in the corresponding trades. The
relationship between the number of workers in light industry and the number

of pupils studying light industry trades has developed in a different way:

17.8% are employed in light industry, while 24.7% are being trained in trades

required by this industry. Special stress should be placed on the fact that a

majority of those who graduate from schools do not work in the specialties

they have acquired. Selective surveys conducted in Moscow, Kiev, Sverdlovsk,

and some other cities have shown that, of the total number of secondary school

graduates, approximately 50% have entered higher educational institutions,

about 33% have enrolled in technical schools, and only a small portion of the

pupils leaving the loth and nth grades have taken jobs in production. More-

over, the latter have usually chosen specialties other than those obtained in

school. For instance, in 1962 in the Frunze Region of Moscow, of 312 machin-

ists and machine-tool operators trained in the schools, 58 were placed in jobs

involving the specialties acquired in school. Out of 68 school graduates who
were trained as radio technicians in School No. 627 of the Moskvoretskii Re-

gion of Moscow, only 8 took jobs in their specialty.
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These facts show that it is necessary to review critically the whole system

of production training (including the training offered in the general education

schools), to bring it closer to the real needs of the national economy and of

the respective regions of the country, and to take full account of the new de-

mands of modern technological progress.

The USSR has all the conditions for calculating beforehand the require-

ments of the national economy as regards labor force, and for developing the

training of personnel in specialties needed by the country. The planned char-

acter of socialist economic development ensures the full use of the working

people in a continuouslv expanding national economy. As is evident from the

following table, the average annual number of workers and employees in the

national economy is steadily rising (in millions).

1913
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try, despite the fact that there is no shortage of manpower there. For every 100

people who came to the cities of Siberia from the south in 1956-1959, 135 left

for southern cities; the corresponding figure for the North Caucasus is 107,

for Transcaucasia— 130, and for Central Asia— 142. Compared with the num-

ber of persons going to the Kuznetsk Basin, 1.3-1.7 times more people leave

there for the central regions of the country, the Ukraine and Belorussia, 3

times more go to the Baltic regions, Moldavia and the North Caucasus, and

2.5-2.7 times more go to Central Asia. The flow of population to the North

Caucasus and the Central Black-Earth Region has become especially great in

recent years. In 1959- 1962, for example, 20% of the total increase in the popu-

lation of the Russian Federation was in the North Caucasus, which has only

10% of the population of the republic. This is largely responsible for the fact

that approximately 20% of the total able-bodied population in the North

Caucasus are now working on personal plots and do not take part in social

production.

The migration of the population between and, to some extent, within

different regions is caused primarily by the fact that difficulties connected with

the climatic peculiarities of given regions, higher zonal prices, and inadequate

cultural facilities are not compensated for by wages, housing conditions, or an

appropriate number of general education schools, technical schools, and higher

educational institutions. The level of prices in the Murmansk and Arkhan-

gelsk regions, in the Karelian ASSR, in the Far East, and in the regions of the

Far North, relative to the prices fixed for the central regions of the country, is:

beef— 113%, bread— 119%, sugar— 127%, Milk— 146%. The difference in the

cost of living between the southern regions and the Far North constitutes 70-

80%. The cost of a rational diet in the regions of the Far North is 37% above

that in the central regions; the corresponding figure for a set of goods is 38%

(and 45% if services are taken into account). The provision of housing in Si-

beria and the Far East is below that of the central regions, and the situation

is worse with respect to the amenities of the public housing fund. Thus,

neither the level of earnings, nor the housing and living conditions, nor the

zonal prices (and often the prices on collective farm markets), nor the medical

and cultural services contribute to the settlement of working persons and their

families in the remote regions of the country.^

2 In this connection, the articles of some economists who tried to "substantiate" the

necessity of reducing the differentiation in labor remuneration in different regions of

the country hardly played a useful role. For instance, B. Sukharevskii wrote that now
"we are seeing a levelling of labor conditions and an easing of labor in all branches, a

gradual levelling of living conditions in the country's economic regions. As a result of

all these changes, differences in labor are decreasing. Under these conditions, the con-

sistent realization of the principle of payment according to labor inevitably requires not

an increase, but a gradual reduction of gaps in wages." He added: "The differences in

wages in the economic regions are also growing smaller. Many coefficients and incre-

ments that were established at a time when some regions had not yet been developed are

out of date and now, naturally, should be abolished" CKommunist, i960, No. 3, pp. 31,

37).
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The state spends huge sums of money on the organized recruitment of

manpower, on transporting it to places of work, and on training, and then

these working people leave and new people are recruited.^ According to our

rough calculations, manpower turnover costs the national economy of the

USSR two billion rubles annually. The bulk of this loss is incurred in regions

of the Urals, Siberia, and the Far East.

Calculations and surveys show that, alongside a shortage of manpower

in the country's eastern regions, in some regions there are a large number of

adult able-bodied people who are not drawn into social production. This refers

not only to women who are fullv or partly engaged in housework, but also

to a considerable number of young people and adult males who are also en-

gaged in housework and personal subsidiary husbandries.'*

Thanks to a steady growth of the mechanization and automation of pro-

duction and a natural increase in the number of working youth born

in 1 946- 1 948, in some large cities, mainly in the country's central industrial

regions, there was some surplus of manpower. At the beginning of the Seven-

Year-Plan period there were unutilized labor resources in Leningrad, Odessa,

Moscow, and other large cities. Since then the increment of the able-bodied

population has increased in many other, less populated cities, especially in

Transcaucasia, Belorussia, the Central Black-Earth and South-Western re-

gions, the Central Asian republics, as well as in Moldavia and Lithuania. In

these and other regions, some groups of working people encounter certain

difficulties in finding work in their specialties. In many medium-size and small

towns, working people are compelled to engage in personal subsidiary hus-

bandry and housework because of the inadequate development of industry.

While the share of the able-bodied population which does not participate in

the social economy is 6-7% in Moscow and Leningrad, and, on the average, is

20% in the USSR as a whole, in Siberia it reaches 26%, and in some Siberian

towns the percentage is even higher. . . .

In addition, some portion of labor resources (especially women) is not

used in social production because of the one-sided, uncoordinated [nekom-

fleksnoe] development of industry in some economic regions. For instance, in

Western and Eastern Siberia, the Far East and Kazakhstan, the output of con-

sumer goods is not as well organized as it is in the country's central regions.

This means that considerably fewer women are employed in the Primorsky

3 Calculations show that workers lose about 30 days in traveling from one region

to another. Expenditures on organized recruitment amount to approximately 500 rubles

per person going to Siberia. If these sums were used to increase wages, build housing,

improve communal and everyday services, etc., the Siberian population would be much
greater than it is now and the national economy would obtain a substantial saving from
a reduction in labor tvirnover, expenditures on training, etc.

^ In 1959 the number of members of collective farmers' families, as well as of

workers' and employees' families, engaged in personal subsidiary husbandry amounted
to 9.9 million. In addition, there were 12.8 milHon dependents and individuals who
brought up children and did housework in famiHes, which constituted 17.7% of the

country's labor resources (see Sotsialisticheskii trud, 1961, No. 2, p. 13).
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Territory, the Amur, Kamchatka and Irkutsk regions, the Krasnoiarsk Terri-

tory, and some other regions than in Leningrad, Moscow and the Kahnin and

Vladimir regions.

Progress in technology brings with it a release of manpower in different

branches of the national economy. We know that a rise in labor productivity

leads to a saving of labor. As we establish the material and technical base of

communism, effectuate all-round electrification of the country, and introduce

complex mechanization and automation, as well as broad chemicalization of

production, there is, and will be, a release of personnel from some enterprises

and their transfer to new enterprises, to the country's sparsely populated areas

that have possibilities for the development of productive forces. This process is

as inevitable as technical progress itself. Even now the number of people em-

ployed in coal mining, the peat industry, railway transport, and some other

sectors of the national economy is decreasing noticeably. This process is occur-

ring to one extent or another at all socialist enterprises. However, for a num-

ber of reasons, the actual number of enterprise personnel has been decreasing

but slowly for many years. This is partly due to the expansion of enterprises,

the reduction in the work day, and the desire of the administrations to have

a certain number of workers in "reserve." This practice is stimulated to some

extent by the present system of material incentives for managers and other

personnel, since the salaries of engineers and technicians, the bonuses for

successes in socialist emulation, and other measures of encouragement are di-

rectly based on the number of workers and employees.'^ On the other hand,

since enterprises themselves should find jobs for released workers (and they

do not always have such opportunities) the administrations of enterprises are

actually compelled to employ excessive numbers of workers and employ-

ees, . . .

As long as a rational use of manpower is not organized, it is impossible to

establish a truly effective system of material incentive for personnel, to

strengthen cost accounting, and to attain a considerable rise in labor productiv-

ity and a reduction in the cost of production.

The problem of the rational use of manpower becomes more and more

timely in connection with the development of complex mechanization and

automation in industry. Released personnel can and must be employed in

other branches of the national economy, as well as for the further development

of underdeveloped regions of the country. Implementation of the grandiose

plans mapped out by the party and the government for building a communist

society will require an enormous number of workers and employees of all

specialties. During the current twenty-year period, with a general increase in

the able-bodied population by more than 30%, the number of people employed

in industry will increase by approximately 50-60%, and in the sphere of non-

material production—by 2-3 times.

* The system of material incentives is being changed under the new economic re-

forms. (Editor's note.)
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The point is, therefore, that we must take into account the inevitable and

intensive processes of redistribution of labor resources in different branches of

the national economy and different regions of the country; we must utilize

manpower in the most rational way, flexibly and correctly combining the per-

sonal and public interests of the participants in communist construction. This

stipulates the need for a thorough, well-conceived registration of the move-

ment of manpower in all towns and regions of the country.^

It is evident that we should now set up special organizations to deal with

the problems of finding jobs for workers and employees. This (along with

other measures) will enable enterprises to rid themselves of surplus workers

and employees. And, finally, this will create conditions under which jobs can

be found for personnel in the best possible way, with due account of their

specialties, professions, age, inclinations, family status, etc.^

In the interests of both the working people and socialist production, it

would be desirable to provide workers and employees who have been released

from their jobs because of technical progress with material security during the

period in which they are seeking new employment. If one considers how
much money the state is compelled to spend on the maintenance of superflu-

ous workers and employees at enterprises (not to mention the fact that the

existence of surplus workers holds back a rise in labor productivity), it be-

comes clear that this material security is completely justified economically.

The freeing of enterprises from surplus personnel will indeed have tre-

mendous importance for the further development of socialist production and

will make it possible to utilize the advantages of the socialist economy more

fully. It will play an important part in creating conditions that will ensure the

most complete realization of the factor of personal material incentive in

strengthening cost accounting and boosting socialist production.

Tabulation of manpower and its organized distribution will permit the

most rational use of the main productive force of society—the personnel of so-

cialist production; it will become possible to change the structure of the pop-

ulation's employment, including the nonproduction sphere, where very few

people are now employed. For instance, each sewing shop in the USSR has to

serve 10 times more people than its counterpart in the USA. At present, there

are 16 persons employed in trade institutions in the USSR per 1,000 of pop-

ulation, as compared with 76 in the USA. The corresponding figures for laun-

dry personnel are o.ii and 1.7. However, our economics literature frequently

contains statements to the effect that an increase in employment in material

5 The necessity of such registration is evident from the fact that every year several

million people shift, at their own request, from one enterprise to another in Soviet in-

dustry. One-third of this number change their professions.

^At present, even the large industrial cities of the USSR have no special organiza-

tion that tabulates manpower requirements, has the necessary data on personnel in need
of jobs, and deals with the distribution and redistribution of manpower. Under the

conditions of our planned economy, in which almost all aspects of the country's eco-

nomic and cultural hfe are planned, such a situation is abnormal.
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production and a decrease in the number of people engaged in services should

be regarded as a special "advantage" of the socialist economy. The sphere of

services is being expanded in the USSR, and not only through an increase

in the number of persons employed in public health, education and culture,

but also in other areas (in trade, communal services, etc.)- At the same time,

the number of persons employed in material production is decreasing, and

will continue to decrease, as a result of higher productivity of social labor. We
are now in need of tailors, shoemakers, barbers and hairdressers, public cater-

ing and trade personnel, and kindergarten teachers, and we will need even

more in the future. Consequently, an acute need has arisen to train many
thousands of people for the service sector. This is necessary not only to im-

prove radically the services provided to the population, but also to ensure that

the available labor resources, especially in nonindustrial zones of the country,

are utilized rationally.

The rational use of labor resources in the USSR urgently requires the

solution of a set of national economic problems. The latter include, in partic-

ular, improvement of the system of training and retraining skilled workers;

the development of new branches of the national economy, including the

nonproductive sphere; the elaboration of a well thought-out system of meas-

ures for the economic development of small towns; the organization of effec-

tive economic stimuli for the migration of working people to those regions of

the country in which there is a need for manpower (the establishment of

higher wages and payments for long service, expansion of the construction of

dwellings with all the amenities, improvement of the communal and every-

day services and cultural facilities in these regions, etc.); the creation of spe-

cial organizations that would be responsible for all work connected with re-

cording the migration of working people and finding jobs for them; the estab-

lishment of a system of material protection for workers and employees who are

released from enterprises as a result of technological progress. The solution of

all these problems requires the combined efforts of scientific and economic in-

stitutions and organizations.

C. The Soviet Worker and His Labor Union

Some labor unions in the Western World have pursued political goals

which, to a greater or lesser extent, have been directly antagonistic to capi-

talism. Britain's major labor unions, for instance, are the backbone of Britain's

socialist Labor party; and France's CGT has at times been under the influence

of France's Communist party. In the United States, however, most labor unions

are opposed to any fundamental changes in American society and consider it

their task to improve the lot of American workers within the framework of a

basically capitalist economy. Higher wages, shorter hours, better working con-
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ditions, and, recently, a variety of fringe benefits—these are the major goals of

organized labor in the United States.

But what is the role of a labor union in the U.S.S.R. where there is but

one industrial employer, the state? How can a labor union bargain collectively

with this one employer if, in the very theory of the system, all industries are

owned by society at large? To what extent do Soviet labor unions have the

power to influence managerial decisions? How much of a voice does the in-

dividual worker have—in other words, how democratic are labor unions—in the

Soviet Union, a society in which the one single political party has a prepon-

derant influence over the direction of most aspects of national life? And what

should one make of a January, 1967, statement by the Party Central Commit-

tee which points to the increasing "role of Soviet trade unions as a school of

communism and of drawing millions of working people into communist con-

struction"?

Under Western Views, Emily Clark Brown, whose extensive studies of

Soviet trade unions include prolonged personal observation of industrial rela-

tions in the U.S.S.R., finds that "the upbringing of the working people"

is the primary task of Soviet trade unions; the promotion of production is

another. At the local level. Brown observes a considerable emphasis on dem-

ocratic processes; at higher levels control from above becomes more prominent;

and the highest levels act more as "a governmental department of labor than

as independent trade union centers." Yet, while Soviet labor unions have ex-

plicit duties to society, they are also charged with representing the interests

of their members against arbitrary managers. This function. Brown believes, is

likely to increase in importance.

Victor Grishin, Chairman of the U.S.S.R. Central Committee of Trade

Unions, presents the official Soviet position on the functions of trade unions in

Soviet society. According to Communist party definition, he points out, trade

unions are "called upon to participate actively in the struggle to build the

material and technical base of Communism, in the evolution of communist

social relationships and the moulding of the new man." Grishin then discusses

trade union participation in plan formation, plan execution, and even in price

regulation and changes in the system of distribution. Grishin explains that

there is no need for the trade unions to protect the workers' interests against

the employer—the workers' state—but admits the possibility of misunderstand-

ings between workers and management arising from ignorance, unwitting

infringement of labor laws, and sometimes even deliberate violation of rules by

individual managers. He quotes Lenin to the eff^ect that the constant correction

of "blunders and excesses of the business organization resulting from the bu-

reaucratic distortions of the state apparatus" is "undoubtedly the duty of trade

unions." Under Soviet law, Grishin asserts, Soviet trade unions are vested

with wide powers in this respect. Grishin foresees an increased function for

Soviet trade unions as schools of management and administration, since recent

economic reforms (discussed in chapter XI below) delegate greater decision-

making power to economic enterprises.
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SOVIET TRADE UNIONS''

Emily Clark Brown
Professor Emeritus of Economics

Vassar College

The unions are massive organizations that include most of the working

people—except for collective farmers. Led by the Communist Party and carry-

ing out the policies of the party and the state, they provide a well-organized

line of communication between the country's top leadership and the workers.

Messages and instructions go down through union channels—as well as party

channels—to workers in their brigades and shops. Channels for upward com-

munication exist also and are used, though how effectively it is impossible to

say.

The first function of the union is "the upbringing of the working peo-

ple," the effort to develop communist attitudes and to promote cooperation and

participation in the program for preparing for communism. All union activities

are colored, or are supposed to be colored, by this educational purpose. In fact,

rank and file participation in administrative, welfare, and cultural programs

inevitably trains thousands, or millions, of people in the spirit of collectivism

and mutual aid for the good of society.

Promotion of production is an appropriate function of the unions, if, as

the leadership constantly reiterates, success in this sphere is necessary for the

desired gains in standards of living and in individual incomes, both now and

in the future. It is clear that this belief is widely held, even if skepticism and

resistance to the constant pressure are also present. Broad programs that en-

courage participation in planning and in efforts to increase output are in part

organized from above, and in some places they exist only on paper; but there

is also evidence of grass-roots initiative and cooperation.

* Reprinted by permission of the publishers from Emily Clark Brown, Soviet

Trade Unions and Labor Relations, Cambridge, Mass.: Harvard University Press, Copy-

right, 1 966, by the President and Fellows of Harvard College.
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For such mass cooperation it is essential for workers to feel that their in-

terests are protected and to have confidence in their local unions, the organiz-

ers of participation in administration. Recognition of this was behind the grant

to the unions of broader powers. The traditional functions of unions in pro-

tecting the rights and interests of workers on their jobs then came into more

prominence in the plants.

All these functions are closely related—the leadership, "upbringing" and

discipline of workers, protection of their interests and rights and promotion of

their welfare, and cooperation on production. While it cannot be said how
effectively in general these functions are carried out, the unions in the plants

seem in growing numbers to be recognized by the workers as a means through

which they can influence their own work and lives. This is suggested not only

by the stories of successes, but also by the fact that workers protest against

failures. The statements heard frequently that the unions now have the confi-

dence of workers and are popular with them, though far from universally true,

have considerable basis in fact.

In the work groups, shops, and plants, where workers have their closest

relations with the unions, the emphasis is on democratic processes and leader-

ship, and on widespread participation by members. In huge numbers they at-

tend meetings, discuss and criticize, and take part in electing their committees

and officers and in carrying union responsibilities. While party units, higher

trade union organs, and sometimes managements, exert influence in recom-

mending candidates, and at times higher union bodies abuse their right of

control over the lower units, union members in many cases reject officers who
fail them, and elect the leaders they want. Yet there are numerous coriiplaints

that local unions and regional committees and councils violate the standards

of "trade union democracy," have a bureaucratic "st}'le of work," and neglect

workers' problems. In many plants union committees are weak and inactive,

especially in smaller enterprises. This may reflect poor leadership by the party

or higher union organs, or by management, or ignorance or apathy among

workers themselves, but the rising level of education among workers and con-

stant propaganda as to their rights and those of their unions act against long

continuation of such conditions. The policy adopted by the party that new
blood should be brought into these organizations by replacing large numbers

at each election was aimed in part to replace old officers who did not or could

not cope with preseht needs. New local officers, supposedly more trusted by

members and more effective, were elected, but it is not known to what extent

union leadership at the regional level was changed.

At higher levels in the union hierarchy the relationship of members to

the union inevitably becomes less close. Control from above becomes more

prominent than control from below, when union officers are farther from the

workplace and nearer to Moscow. Choice of officers is strongly influenced, or

directed, by party and higher union bodies; key positions are filled by party

members. Nevertheless, at regional and national conferences and congresses.
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and at sessions of the committees and councils, according to many press ac-

counts, elected delegates and members hear and discuss reports, and criticism

from below is encouraged so long as it is thought constructive and not anti-

Soviet.

The regional union organs, working closely with management agencies,

put high on their agendas their responsibilities to promote production. In

many instances their concern for production overrides their obligation to rep-

resent and protect the workers, but their feeling of responsibility to the local

members must be increased by growing rank and file participation on com-

missions and public councils. In varying degrees these regional committees

and councils seek to influence planning and administrative agencies for more
use of resources to satisfy workers' needs and for better observance of stand-

ards for their protection. Their independent initiatives, of which many exam-

ples are reported, are within the limits of the general policies set by the cur-

rent directives of the Communist Party and the CCTU.
At the top, the union central committees and the Central Council of

Trade Unions, led by trusted communists, function as agents of the Commu-
nist Party and the state, more like sections in a governmental department of

labor than as independent trade union centers. The national union bodies are

not independent organizations expressing the will of their members. Their

rights were given them by the party, not derived from the power of the work-

ing class. At any time their work is oriented to the current instructions from

the party. But they also have the duty and right to speak in the name of work-

ers before government bodies. National officers of the unions are communists

first and union leaders second. Nevertheless, the interests of the party and the

state require attention to the conditions of the work force. Top union leaders,

as communists, have strong reasons for seeking the gains in living and working

conditions that affect morale and confidence in the system. The CCTU func-

tions as a watchdog over the unions, to see that they work along approved

lines; but also to a degree it acts as a watchdog for the workers, seeking better

protection of their interests.

The national union organs share formal responsibility in major decisions

on wages and other legislation affecting workers. Union spokesmen assert

that the unions press for further protection of workers' interests, but concrete

evidence is limited. It is not impossible that, before decisions are made, the

top leaders engage in negotiations approaching collective bargaining as they

try to get as much for workers as they can in the whole complex of economic

and political considerations. They have significant roles in analyzing issues

important to workers, developing programs, and seeing that workers' needs

and feelings are considered. Through union channels, leaders are aware of

problems and discontents. They can keep before the policy makers the need

for increased wages and more and better consumer goods and services. Al-

though they have no power to change the distribution of national product to

the workers' advantage, their efforts may lead at times to more concessions
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than had been contemplated. Whether union leaders have access to the full

data on wages in the hands of the Central Statistical Administration and the

State Committee on Labor and Wages, we do not know. The lack of regu-

larly published wage statistics must limit the ability of unions at all levels to

represent their members effectively on wage matters. Nevertheless, vigorous

statements in recent years from the party and the CCTU indicate that the rep-

resenting and guarding of workers' interests has a more prominent place in

the programs of the national union organs than before the Twentieth Con-

gress of the Communist Party.

It may turn out that the unions are in stronger position to work for their

members' interests now that a central government agency on labor has been

established with the particular duty to represent state interests—the State

Committee of the Council of Ministers on Questions of Labor and Wages—
though it also is expected to protect the rights of workers. While the CCTU
is expected to consider the interests of society, as defined in party policy, it has

the particular duty to protect workers, as well as to lead them. Though the

responsibilities overlap, this division of functions gives the CCTU a better

basis than earlier for speaking as advocate, not as neutral, on questions affect-

ing workers. If, as some experts urge, the powers of the State Committee are

further defined and increased, the position of the CCTU as representative of

the workers may correspondingly be enhanced.

Soviet unions thus are both like and unlike the traditional unions that de-

veloped in the West. Soviet unions are not responsible only to their members;

they have explicit duties to the society as a whole, as defined by party policies.

Nevertheless the unions are recognized as representing and protecting the

interests of workers. Their public statements on workers' needs often seem

cautious and lacking in independence, but their pressures may be stronger in

the unpublished consultations and working out of joint decisions. Channels

are available for more expression of workers' demands when more independ-

ence develops from below, as there are some signs of its doing. In the local

unions, workers can more directly choose officers and press for effective use of

the broad powers of their committees. Yet, to a degree, local unions fail to use

their possibilities, and weak and subservient union leadership continues.

In labor-management relations, basic central rules result in a large degree

of uniformity in structure and formal programs, and also in relationships.

Nevertheless, there is a wide range of practice in individual plants, industries,

and localities in the extent to which the established standards are followed.

Local labor-management relations are sometimes in serious violation of the

central rules. There can be little doubt, however, that the trend is toward

more observance of labor laws and of the right of union committees to share

in important decisions in the enterprises.

How the industrial relations system works, or is supposed to work, is fre-

quently described in the Soviet press and in union books and pamphlets. Ef-

fective operation of the system was also seen in many plants that were open
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to the foreign visitor, presumably as good examples of Soviet industry. In

these well-run plants the directors appeared to appreciate the need for good

working and living conditions and good relations with workers and the union,

and to recognize that workers could contribute through their initiative to the

success of the enterprise and the welfare of the group. Union committees and

officers in these plants cooperated with management in efforts to improve

technology and organization, labor discipline, and the interest of workers in

the results. Many union leaders interviewed also emphasized their duty and

power to represent and protect the members who elected them. They talked

like trade unionists as well as people with responsibilities for production.

Many union committees used their powers with considerable effectiveness in

seeing that workers' established rights were protected and in promoting both

the welfare of their members and success in production. Frequently, also, the

union took seriously its obligation to inculcate the spirit of responsibility, co-

operation, and discipline. Pressures for conformity were strong.

In most of these plants it was evident that the increased rights of the

union committees were actually used; the rights were not only doctrine but

reality. Although managers had final authority and responsibility, manage-

ment prerogatives did not prevent wide consultation and cooperation between

workers, unions, and managers. Administrative authority was limited at im-

portant points by the necessity of getting agreement from the union. Relation-

ships in many cases seemed to be in harmony with the standards of democratic

procedures, joint consultation and decision, and observance of labor laws.

There were signs of mutual respect and cooperation, recognition of human
dignity and individual capacity, and encouragement of initiative.

On the other hand, according to reports in the press and in official state-

ments, many plants and shops violate the approved standards of labor rela-

tions. There are arbitrary and tyrannical managers. There are working condi-

tions far from established standards, crude violations of rules for protecting

individuals, long persecution of critics. Although occasionally managers or

other administrators on union demand lose their jobs or are otherwise pe-

nalized for persistent violations of obligations to workers, sometimes there is

failure of union leaders in the plants and in regional and republic union

organs to protest these violations. In many cases the desire to have "peace and

quiet" and to "avoid spoiling relations" still prevents the militance and "de-

mandingness" that union leaders are told they should show in protecting work-

ers. Party committees also sometimes support managers who get out the pro-

duction at the cost of violation of workers' rights.

The remedies available through many channels of individual and group

protest, while often effective, do not always work promptly enough to satisfy

workers. In extreme cases protests may develop into strikes or riots, although

these are never reported in the Soviet press. Soviet spokesmen insist that there

is no law banning strikes, but that stoppages are not needed, since so many
other channels exist for settling disputes. In the early 1960's there was ap-
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parently an increased number of overt expressions of dissatisfaction. Some

strikes, riots, and demonstrations were reportedly put down by force, but, sig-

nificantly, ameliorative measures were taken also. Decrees of the party and

the government, court decisions, and decisions of the CCTU called for im-

provements in provision of services for the people and for better observance of

labor laws.

The range in the extent to which labor relations in Soviet plants meet the

standards set for them is no doubt as great as that between Western plants

with good local unions and good labor-management relationships and those

where the opposite prevails. In seeking the reasons for such variations in local

unions and labor relations in a totalitarian society, it may be doubted whether

party policy-makers always want full enforcement of the standards, of labor

legislation, or of protection of individual rights, or of democratic practices. An
authoritarian system, it might be assumed, could achieve more complete ob-

servance of its published policies than has been done.

One problem, whatever the intention of the party, is in attempting to

make standards universal in observance in a huge country. Until most re-

cently there were over loo economic regions, each with its economic and

trade union councils. There are some 120,000 local unions in industrial plants,

mines, construction, and transportation, and more than that number in other

fields. Economic difficulties vary, as do abilities and attitudes among party,

management, and union leaders. These affect results, in spite of strong central

controls and efforts at education and enforcement by public pressures and by

administrative action.

When Soviet lawyers or union or administrative leaders were asked about

the many reported failures to follow approved standards, they answered in

terms of people, "People differ, there are good and bad members of any fam-

ily," and "It takes a long time to educate people, to develop in them changed

attitudes." These experts insisted that the bad cases are exceptions, that in-

creasingly workers are learning to demand their rights, and managements are

learning to live with these demands and obey the laws. Undoubtedly per-

sonal differences among the hundreds of thousands of management people

and union and party leaders help to explain the lags in acceptance of the

standards. Some of these people are inefficient, unable to cope with their jobs.

Some find it easier to operate on old dictatorial, "Stalinist" rules. In small

enterprises, with less efficient managers and less experience with effective

union committees, such attitudes are especially likely to be found; perhaps also

in more recently developed areas and in non-Russian regions where the revo-

lutionary tradition or trade union tradition is less strong.

Much of the continued violation of labor laws is accounted for by con-

tradictions between pressures for production and pressures for observance of

labor standards. There are still severe economic and technical difficulties.

During the drive for industrialization and under war conditions, human rights

and needs were subordinated to production, in the interest of "building so-

cialism." Now, in the period of "construction of communism," production still
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has first place, in the interest of the strategic position of the Soviet Union and
the ultimate aim of a communist society. Heavy industry still gets priority, al-

though in word, and to a lesser extent in practice, increased attention is now
given to the material needs and rights of the people. Scarcity of capital and
other resources limits the extent to which demands can be met for better

working and living conditions.

Thus, it is easy for planners, administrative agencies, and plant managers
to put more stress on fulfilling production plans than on the need to observe

the labor laws. A manager who is a good specialist and production man, but

poor in human relations and observance of democratic processes, may be al-

lowed to operate in his own way without interference. Party and administra-

tive agencies in the regions, and even trade union officers, may feel more
strongly the pressures for production than the pressures from below, or from
above, to observe the rules. Especially in industries and enterprises where
management finds difficulty in meeting production plans, the plea that "pro-

duction demands it" is frequently made an excuse for violating workers' rights.

Officially, such an attempt at justification is never acceptable. In practice,

nevertheless, it is sometimes accepted by regional economic councils and party

and union officials.

Although high authority in the party and the state apparently wants both

the production and the protection of workers, ambivalence on the priority to

be given these needs is apparent throughout Soviet society, from the highest

levels down to the local managements and union and party leadership. In the

resolving of these dilemmas, both in particular cases and in general policy,

the human needs have not infrequently given way to "production necessity."

In all likelihood, there may be doubt among many managers, workers, and
local leaders of the unions, party committees, and administrations that the

party really means its high sounding phrases, if the interests of production ap-

pear to be at stake.

A shift of attention toward more satisfaction of workers' demands seems

to have been influenced by attitudes in the working class itself. Workers have
long been told of communist ideals, and their increasing knowledge of their

rights makes them more demanding. Growing willingness to risk standing up
against wrongs is indicated by open mass protests and demonstrations and by
the continuing individual protests against violations of rights. The authorities

cannot now, without peril to morale and harm to the production effort, ig-

nore the desire of workers for more democratic rights and protection and the

better working and living conditions for which they have waited and worked.

Many policy statements of the party show recognition of these aspirations and
may be credited as expressions of the party's intentions, even though the poli-

cies are not fully enforced. The party must be aware that an increasingly edu-

cated and sophisticated working class would not long be fooled by policy state-

ments not meant to be taken at face value and enforced.

A highly discreditable picture of Soviet labor relations can be, and some-

times is, drawn from the many reported cases of bad conditions and of viola-
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tions of the code of labor relations, on the assumption that these are typical.

Analysis must, however, include the fact that in many reported cases the final

outcome was restoration of rights and, sometimes at least, punishment of those

responsible; also, that these reports serve the purpose of education and pressure

for reform, as well as providing a safety valve. The examples of good condi-

tions must also be considered.

It is impossible to draw up an average or typical picture of Soviet labor

relations. Clearly there is a wide range of conditions, but also pressure and

movement toward observance of official policies. The many official statements

of intention to increase the protection of workers and to give larger roles to

the unions cannot be disregarded.

In brief, the industrial relations system in the Soviet Union, however im-

perfect in application, tends toward a constitutional system with large ele-

ments of worker-participation. At best the result is union-management coop-

eration within the framework of central planning and a common communist

ideology. The system is characterized by initiative and creative use of energies

in all levels of the work force. When standards are violated, management and

unions are open to pressure from workers, the party, administrative and union

agencies, public criticism in the press, and action in the courts. Human ineffi-

ciency and recalcitrance, old authoritarian methods, fears, pressures for pro-

duction, all interfere, especially when economic conditions are difficult. Work-
ers can make themselves heard, nevertheless, if they have courage and de-

termination. The trend is toward an industrial relations system combining

strong feelings of collective responsibility and common interests with oppor-

tunity for individuals to develop their capacities. At the same time, within

the limits permitted by available resources and central policies, unions and

their members participate in efforts to protect and expand the welfare of work-

ers. It is understandable that in such a system strikes are not considered ap-

propriate or necessary for setding disputes; but the lack of official approval of

this weapon limits the possibilities for workers and unions in pressing for sup-

port of their interests and rights in extreme cases.

For the years immediately ahead, decisions as to the status of workers

and the role of the unions will depend largely on economic and political de-

velopments, both domestic and international. Barring more serious difficulties,

it seems probable that relaxations in control over labor will be continued or

extended, and that protection of workers will grow and the rights and powers

of the unions will be expanded. Trade unions, in all probability, will have

increasingly important roles in Soviet society. How far the party will allow

the unions to develop as representatives of workers' interests, remains a ques-

tion. The unions in a communist society will continue to be led by commu-
nists and to follow the policies of the party. At the same time, since a modern
industrial society needs a mechanism to insure that workers' interests are care-

fully considered, it is conceivable that as workers become more educated and

experienced, the Soviet unions may be allowed more independently than now
to express and defend the special interests of their members.
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Soviet experience throws light on the question of whether there is a

place for independent organization of workers under a planned economy, and

especially in a modern industrial society that is centrally planned and under

one-party control. Such a society needs namagers who will carry out instruc-

tions and policies of the central planners and controllers, and who will exert

initiative to further technical progress and to solve other issues left to their

discretion. It also needs well-trained, industrious, enterprising, and coopera-

tive workers at all levels. Labor organizations can serve both of these needs.

An effective union in the plant can check on the administration's observance

of labor standards and on its performance in planning and organizing pro-

duction. It can stimulate and organize its members for participation in solving

technical and organizational problems. For the workers, the union can serve

as a means of education and indoctrination and also of protection and service.

To function effectively in these respects, unions must have the confidence

and support of their members. As workers become more educated, they be-

come more critical of unkept promises and violation of stated rights, and more

independent in their attitudes. Accordingly, if unions are to fill the role ex-

pected of them, they must, in part at least, be agencies speaking for their

members and responsive to opinion from below. The grant of broader powers

to the unions in Soviet plants and localities has begun to meet this imperative.

At the top level also, unions need to be able to speak freely for their members,

even going beyond established party policies, since the successful working

of the economy is vitally affected by the provision for workers' needs and by

workers' feelings as to the equity of the use of resources, distribution of in-

come, and protection of their interests. If unions are independent represent-

atives of their members they can argue more effectively for the gains most

needed. We cannot be sure, however, to what extent, if at all, Soviet unions at

the republic and national levels can at present independently press for further

gains for workers.

In a developing modern industrial society with an increasingly educated

labor force, one essential need is for an organization to speak effectively for

the working people, both as producers and as consumers. In the Soviet Union,

and in other societies that combine a large degree of central planning and con-

trol with scope for local initiative and decision-making in the management

of industry and community life, this role of spokesmen for the workers' inter-

ests is likely to be played by labor organizations with many of the traditional

functions of trade unions and also with broader functions appropriate to a

planned economy. These organizations will probably manage to blend, in

some viable form, responsibility to their members and responsibility to the

society as a whole, as defined in the predominant ideology and by the domi-

nating political force. Their powers will be limited when one party has a mo-

nopoly of crucial decisions. Nonetheless, on major policy they will exert in-

fluence as consultants. In the enforcement and application of central policy

and in decision-making in the plants and localities, they may have substantial

power to promote the interests of the workers.
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TRADE UNIONS IN SOVIET SOCIETY^

Victor Grishin

Chairman, U.S.S.R. Central Committee

of Trade Unions

The Party proceeds in all its activity from the Marxist-Leninist premise

that it is the masses who make history. Implicit in this premise is the historical

mission of the working people, and primarily the working class—the struggle

for fundamental social change.

But the making of history by the masses is not a spontaneous process gov-

erned by chance, it presupposes conscious purposeful activity guided by the

Marxist-Leninist Party. An important role in rallying the people around the

Party and in developing their initiative is played by the mass organizations.

The significance of these organizations is greater than ever now that the peo-

ple are building Communism. It is a Party axiom that the grander and more

complex the tasks of reconstruction, the more necessary it is to rouse the

masses and set them in motion, to organize and inspire them, and to direct

their will to victory. The Party carries out this task with the help of the So-

viets, the trade unions, the Komsomol** and other mass organizations.

A prominent place in the system of socialist democracy, and indeed in

the entire life of our society, is occupied by the trade unions, the biggest or-

ganization in the country, uniting more than 75 million factory and office

workers. With the establishment of Soviet government, the trade unions be-

came organizations of the class in power. They are not, however, government

organizations. Lenin's definition of the role of the trade unions in Soviet con-

ditions as an education medium, a school of communism is well known.

Returning time and again to this question, Lenin elaborated his idea by

* Reprinted from World Marxist Review, November, 1965, pp. 9-15, by permis-

sion of the publisher.
** Communist Youth Organization. (Editor's note.)
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explaining that the trade unions are a school—a school of unity, of solidarity,

of safeguarding working class interests, a school of management, of adminis-

tration.

It was on the basis of these principles, confirmed by the experience of

socialist construction, that the Communist Party defined the role and tasks of

the trade unions in the period of building Communism. It holds that the sig-

nificance of the trade unions as a school of communism will be greater than

ever. The unions are called upon to participate actively in the struggle to

build the material and technological base of Communism, in the evolution of

communist social relationships and the moulding of the new man. One of the

tasks of the unions is to rally the masses to ensure the rapid growth of the

economy, to raise productivity of labor, participate in drafting and carrying out

plans, in exercising control over production and consumption, and to help

their members master the art of state and public administration. It is the prime

duty of the unions to concern themselves constantly with promoting the wel-

fare of the working people, improving cultural and public services, safeguard-

ing the rights of the workers and educating them in the spirit of Communism.
Such in brief are the program directives of the Party by which the trade

unions are guided in determining their own tasks. In their multifarious ac-

tivities aimed at organizing and training the people for active participation in

building Communism, the unions do not adhere to a beaten path. They are

constantly searching for new forms and methods to ensure the successful solu-

tion of the tasks.

The Soviet trade unions, like those in the other socialist countries, opened

a new chapter in the history of the international trade-union movement.

When power belongs to the working people, when the government stands

guard over the interests of the masses whose welfare is its prime concern, the

functions of the unions acquire a fundamentally new content, embracing

every aspect of the life and work of the people. Moreover, the laws of the

socialist state give the trade unions extensive rights which guarantee them a

big share in the affairs of society.

Although the trade unions in all the socialist countries have common aims

and are guided by the same principles, they employ a variety of forms and

methods in their activities, exchanging experience gained in drawing the

workers into the management of industry and on similar questions. The ef-

forts of the unions in the socialist countries are concentrated on promoting

production as the basis for improving the lives of the workers. Much of their

work is devoted to organizing and educating the masses, encouraging initiative

in building the new life, promoting the economy and culture, and raising the

standard of living.

In this article we propose to give some idea of what the Soviet trade

unions are doing to advance the socialist economy, improve the living stand-

ard of the working people, and draw the masses into the management of in-

dustry and the administration of the affairs of society.
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2.

Planned proportional development* of the national economy is one of the

principal advantages and one of the laws of the socialist system.

The Communist Party, the government and economic bodies are con-

stantly v^^orking to improve the management of industry and agriculture, with

particular emphasis on planning. The purpose of socialist planning is to en-

sure the most rational and effective utilization of all the natural, material, fi-

nancial and labor resources of our country ... of all the opportunities for

creating the material and technical base of Communism and promoting the

welfare of the people.

Building Communism presupposes all-round promotion of democracy in

management while consolidating and improving centralized state guidance. As

is noted in the decisions of the Party, plans and proposals submitted from

below should play a growing role in planning, there should be more and more

direct participation by the trade unions, i.e., by the workers, both centrally

and locally, in drafting and implementing economic programs.

Participation in the planning is an important function of the trade

unions. The drafting of the plan begins directly in the factory or on the con-

struction site. The union committees in the enterprises enlist the cooperation

of the workers in drafting the plans. Together with the managements the

unions sponsor campaigns to assess production reserves and solicit proposals

for the draft. This helps to ascertain more fully the possibilities for expanding

output, improving quality, raising labor productivity and increasing accumula-

tions.

Suggestions for the draft are made by the permanent commissions of the

factory trade union committees, local branches of the scientific and technologi-

cal society and the All-Union society of investors, production conferences and

meetings held in the departments. The local and central press, too, takes an

active part in this work.

Draft plans compiled on the basis of these suggestions are examined by

the permanent production conferences, general meetings or conferences of the

workers and by the factory committees. No draft plan can be submitted by an

enterprise to the higher economic bodies unless it has been examined by the

factory collective.

During the drafting and discussion of the plans for 1964 and 1965,

. .
.** the collectives of many enterprises suggested considerable amendments

to the indices planned for this period several years ago. In the course of work-

ing on the plan, possibilities were revealed which could hardly have been

foreseen at the time the original target figures were compiled. In Gorky, for

* For a discussion of planned proportional development, see esp. selections 43 and

48 below. (Editor's note.)
** 1964 and 1965 were the last two years of the 1959-65 seven-year plan. (Ed-

itor's note.)
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example, the workers in a milling machine plant brought to light reserves

making it possible to exceed the projected output by 50 per cent. Many similar

examples could be cited.

The enterprise plans are added up and coordinated on the scale of the

region, territory or union republic by industries and integrated in a national

plan by the economic bodies. At each stage the drafts are examined by the

corresponding local and central trade union bodies, including the All-Union

Central Council of Trade Unions (AUCCTU) at the final stage. Every

trade union submits its proposals on the draft plans. For example, the Presid-

ium of the AUCCTU submitted to the government more than twenty sug-

gestions on the draft national plan for 1966 relating to production, transport

and communications, labor productivity, raising living standards, housing and

cultural construction, and labor protection. The Government and the eco-

nomic and planning bodies give careful consideration to the suggestions made

by the trade unions and examine these proposals together with the unions.

Trade union participation in planning production is based on the princi-

ple that the national-economic plan should, above all, reflect the interests of

the state as a whole, that it should combine the initiative of the local and cen-

tral organizations with the scientifically substantiated findings of the planning

bodies; growth of production and higher labor productivity, with a steady rise

in living standards.

In this way the unions are instrumental in revealing and placing at the

service of society reserves of material production which are the foundation for

a higher living standard. All the greater, then, will be the role of the unions

in this respect in the new conditions when many planning indices are worked

out and approved and projects for expanding production and introducing new
techniques outlined directly in the enterprises. Experience has shown that the

direct participation of the people in drawing up the national plan multiplies

its effectiveness and is a guarantee of its successful fulfilment.

3-

Fulfillment of state plans, technical progress and higher labor productiv-

ity are in the focus of attention of the unions. One of the principal methods

used by the unions to stimulate the working people and bring them into the

management of production is socialist emulation.

Socialist emulation is organized and directed by the unions jointly with

the economic bodies. Together they work out the conditions of the competi-

tion, assess its results and reward the winners.

All production enterprises take part in this movement. It usually begins

with the workers pledging—either individually or collectively—to exceed plan

targets, improve on economic indices, and so on. In a sense this is a continua-

tion of planning, but here the planning is done at the point of production,

where the possibilities of its effective execution are more clearly evident.

In many cases the assumption of commitments is accompanied by organi-
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zational and technical measures guaranteeing their fulfilment. This is done

by the workers themselves with the assistance of experts. It is here on the fac-

tory floor that the worker has the best opportunity to display his initiative.

The workers themselves regularly check up on the fulfilment of the so-

cialist emulation pledges. In this way they are able to exert a direct influence

on production. Valuable experience is gained in the process of verifying the

emulation at trade union and general meetings, as the workers spotlight short-

comings and suggest ways of remedying them. This is an effective form of

participation by workers, engineers and technicians in solving production

problems and exercising control from "below."

At many enterprises the progress of the emulation is registered daily, a

method that has a beneficial eff^ect on the organization of production and the

fulfilment of the socialist emulation commitment. In other cases the results are

summed up once in ten days or once a month. The publicity given to the

movement through the press and radio and other media, the regular tabulation

and display of the results of the competition focus the interest of millions on

the affairs of their enterprises.

"It is only Socialism," Lenin said, "which by abolishing classes, and con-

sequently by abolishing the enslavement of the masses, for the first time opens

the way for the emulation movement on a really mass scale. And it is precisely

the Soviet form of organization, in passing from the formal democracy of the

bourgeois republic to the real participation of the mass of the working people

in administration, that for the first time puts emulation on a broad basis."

Public recognition of labor effort is a source of profound satisfaction to

the Soviet worker, it gives him a sense of pride in his achievements and lends

dignity to his calling.

But there are also incentives in the shape of premiums awarded to the

enterprise and its workers who make the best showing. The amount of the

award varies, depending on the number of workers and the branch of indus-

try involved. The sums are generous. In the case of smaller enterprises they

are used for bonuses to individual workers; at larger enterprises 30-40 per

cent of the award money goes for improving cultural and welfare services, in-

cluding housing, kindergartens, creches, etc., the rest—for individual bonuses.

The movement of shock workers in Communist labor teams marked a

new and higher stage in socialist emulation. The rapid spread of this move-

ment is evidence of the growing political consciousness of the working masses,

of their desire to learn to work and live in the communist way. A feature of

this movement is that it combines struggle for a higher productivity of labor

based on the latest scientific and technological achievements with the educa-

tion of the new man.

Embracing all aspects of people's lives—work, study and way of living—

this higher form of emulation should contribute in large measure to erasing

the essential differences between mental and manual labor. At the root of this

movement lies the Leninist principle of collectivism, the principle of "all for

1
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each and each for all," which is increasingly becoming the standard of behav-

ior for Soviet people.

More than 32 million men and women—workers, engineers, technicians,

economists and researchers—take part in the shock brigades and Communist

labor team movement.

An index of the desire of the people to work in a Communist way is the

growing number of worker-inventors and rationalizers. More than six million

workers belong to the Society of Inventors and Rationalizers and to other sci-

entific and technical societies. When the present seven-year plan was

launched, in 1959, the members of these societies pledged to work out and

apply in industry efficiency ideas netting the economy a saving of 10,000 mil-

lion rubles. This target has been reached ahead of schedule.

These enthusiasts have set up at the factories thousands of designing and

technological, economic analysis and technical information groups as well as

research centers and laboratories, so-called innovators' councils, rationalization

teams, etc., whose members devote their spare time to technical, economic and

managerial problems of interest to themselves and of value to the enterprise.

The most widespread form of workers' participation in management is the

production conference, now a regular feature of factory life. These confer-

ences, held in every enterprise, construction site, transport organization, state

farm, and also in the big workshops are representative bodies. Three-quarters

of the members are workers elected at union meetings in the given enterprise.

The management, the factory committee, Party and Komsomol organizations

as well as the society of Inventors and Rationalizers are likewise represented.

Besides the elected members, manv workers attend these conferences.

The conference is held regularly and examines the current production

problems of the given enterprise. At one of the meetings of the production

conference in the Nevsky Machinery Works in Leningrad for example, the

manager reported on the results of the past year. He told the meeting that

measures recommended by the production conference in this period had

helped to ensure smooth running, reduce production losses, and increase

profit, which had been eight per cent higher than planned.

In 1964 more than 125,000 regular production conferences functioned

in Soviet enterprises. They took up some 800,000 questions relating to pro-

duction and administration, and were attended by a total of over 31 million

workers who made over 1,500,000 proposals and suggestions.

Under the new system of management* the unions will be called upon

to redouble their efforts to heighten the communist consciousness of the work-

ers, develop their initiative, work persistently to raise labor productivity,

strengthen labor discipline, and devote more attention to providing better con-

ditions for the workers.

To ensure technical progress and the steady advance of industry we must

search for the most effective ways of stimulating initiative of the masses in

* See Chap. XI, Part A below. (Editor's note.)
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the sphere of labor and technology, in order that the unions may best fulfill

their function as a school where the workers could learn to run their factories

efficiently and well, and to acquire a Communist attitude to life and work.

4-

Success in building Communism depends in large measure on the cor-

rect use of methods of developing the productive forces of the country, the

employment of both moral and material incentives as applied both to the indi-

vidual worker and to the collective as a whole. The Party proceeds from the

Leninist proposition that the building of Communism should rely on the

principle of material incentives. As Lenin pointed out, it should rely "not on

enthusiasm alone, but—along with enthusiasm engendered by the great revo-

lution—also on personal interest, personal incentive and economic expedi-

ency . .
."

In socialist society people have a social incentive to work well—they know

that their labor contributes to the growth of social production which is the

foundation of the steady rise in the standard of living of the nation as a whole

and of each individual member of society. There is also the group incentive,

since the welfare of the workers of a given enterprise, their wages, bonuses,

cultural and welfare facilities, etc., depend in large measure on the overall

performance of the enterprise. Under the new system of management the

group incentive will be considerably greater.

The remuneration of the worker in accordance with the quantity and

quality of his labor is the most direct incentive. In our country, naturally,

much attention is paid to the wage system, with a view to increasing the

stimuli to better work, stricter observance of the socialist principle in the dis-

tribution of the amenities of life among the members of society, and ensuring

higher labor productivity. This is an important sphere of trade union activity.

Describing the Soviet trade unions as a school of management for the

workers, Lenin at the same time pointed to their function as a defender of the

interests of the working people. In the Soviet state where the power belongs

to the workers, where the means of production are in the hands of the work-

ing people, economic class struggle, which was formerly one of the basic func-

tions of the trade unions, has ceased to exist. In socialist society there are no

exploiting classes, all members of society—the worker and the manager alike-

are equally interested in developing the productive forces of the country and

raising the standard of living. Whatever disputes or conflicts might occur be-

tween workers and management they cannot be of a class nature, inasmuch as

both workers and managers are employees of a publicly-owned enterprise and

have a common objective, namely, to fulfil the state plan and increase output

in the interests of all.

Conflicts or misunderstandings between workers and management can

only be caused by ignorance or unwitting infringement of the labor laws and

fixed wage scales, although there can also be deliberate violations of the rules
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by individual managers. Lenin was referring to this when he wrote in 1922

".
. . as regards the sociaHzed enterprises, it is undoubtedly the duty of trade

unions to protect the interests of the working people, to facilitate as far as pos-

sible the raising of their material well-being and constantly to correct the

blunders and excesses of the business organizations resulting from the bureau-

cratic distortions of the state apparatus."

The laws of the Soviet state afford the unions favorable conditions for

protecting the interests of their members, and for ensuring the steady im-

provement in their well-being. The unions are invested with wide powers in

this respect.

A prime concern is remuneration of labor. The unions have a direct part

in planning and adjusting wages and working out systems of remuneration

including bonuses. Their basic premise is that the ground for wage increases

should be prepared by the growth of labor productivity, which, as Lenin

pointed out, is the most important condition of the triumph of the new social

system. The unions help to introduce technically substantiated output norms,

and exercise control over their adjustment to technological standards, mecha-

nization, over the correct enforcement of systems of remuneration.

The unions have a direct say in the accumulation and disposal of the

sums from the public consumption fund allocated for education, health serv-

ices, social security benefits, pensions, etc.

The managements decide all matters pertaining to payment for labor in

agreement with the local trade union committee. These questions loom large

in the collective agreements concluded between the managements of enter-

prises and the respective factory trade union committees representing the

workers. Union bodies enlist the help of hundreds of thousands of activists in

attending to questions of wages.

In recent years wages have been readjusted and raised with the active

participation of the unions. This was accompanied by reduction of the work-

ing day to six and seven hours.

Together with the central committees of the respective unions, the State

Committee on Labor and Wages functioning under the Council of Ministers

has drafted new patterns for remuneration—wage scales for workers and salary

ratings for engineers and technicians as well as clerical workers, guidelines for

bonuses and other projects. These were then submitted to economic bodies,

trade union councils and branch committees, and to the personnel of the en-

terprises for discussion.

After amendment in accordance with suggestions made locally, the drafts

were submitted for approval to the Council of Ministers and the Central

Council of Trade Unions. In many industries the new wage patterns were

introduced at a few pilot plants. The results of such experiments were then

thoroughly examined by the Central Council and the central committees of

the unions concerned together with the local trade unions. In this way remu-

neration was placed on a sounder footing throughout the industries concerned.
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Wage adjustments and increases provided added incentives to fulfilment

of production plans, increasing productivity of labor and reducing costs, and

improving the quality of goods and services. Discrepancies in remuneration

of labor in different industries were abolished, and this made for fuller im-

plementation of the principle of equal pay for equal work. Wages have been

adjusted according to areas, taking into account the particular natural, climatic

and economic conditions in various parts of the country.

As a result of adjustments, the average wages in the key branches of

heavy industry increased in the coal industry, for example, by 37 per cent, in

the chemical industr)^ by 16 per cent, and so on. Wage disparities have been

reduced with considerable increases for the low-paid categories of factory and

office workers. Wage gaps have also been reduced by exemption from taxa-

tion for persons receiving 60 rubles or less monthly and the reduction of tax

rates on wages under 70 rubles. The wage increases were covered by substan-

tial additional state allocations.

However, further improvements in the sphere of wages remains on the

order of the day for the unions in line with the constant progress in the tech-

niques and technology of production and organization of labor. New tasks

emerge also as regards improving quality and increasing output. All this calls

for constant examination of questions relating to remuneration, the introduc-

tion of improved methods of measuring the expenditure of labor and raising

its efficiency, and thereby increasing returns from social production as a whole.

The principal instrument for adjusting wages according to the quality of

labor and the conditions in which it is performed is the fixed wage scale which

forms the basis of the centralized regulation of remuneration of labor accord-

ing to industries and zones. The fixed wages and salaries can be changed only

by the government jointly with the Central Council of Trade Unions. But

within the framework of the overall wage scale the local trade unions conduct

extensive activities to ensure its proper use as a regulating and stimulating

factor. For example, the management of an enterprise, in agreement with the

factory trade union committee, determines the trades and skills needed, how

they are to be paid—at time rates or piece rates, or at rates for heavy work and

work harmful to the health—as well as scale ratings of the different jobs and

skills.

Output norms are important factors making for higher productivity of

labor. The work done in the enterprises to improve the organization of labor

and production and to introduce new technology ensures the growth of labor

productivity which is the point of departure in revising output norms. This

revision is done by the management and must be endorsed by the factory

committee. Moreover, such readjustments do not signify any loss of earnings

for the worker; on the contrary, in most cases their wages go up.

The union committees encourage the workers to take part in discussing

output quotas. In recent years wide currency has been acquired by such forms

of workers' participation in this sphere as voluntary work to reveal ways and



SOVIET VIEWS 273

means of increasing productivity of labor and to submit suggestions for re-

placing obsolete norms with the new ones corresponding to the actual tech-

nical standards of the enterprise. At present some 400,000 people take part

in 54,000 volunteer groups throughout the country.

The role of diverse incentive systems of payment facilitating the solution

of urgent production tasks is steadily growing. We are referring primarily to

bonuses. The principles of awarding bonuses are elaborated with the par-

ticipation of the local and central committees of trade unions and endorsed

by the Council of Ministers Committee on Labor and Wages and the Central

Council of Trade Unions. On the basis of these principles the managements

in agreement with the factory committees decide on the amount of the

bonuses according to trade and categories of engineers and technicians, taking

into account the specific features and problems of the given plant.

In the new conditions of management the funds set up at the enterprises

for providing incentives in the form of premiums and for financing social and

cultural measures and housing construction, mentioned above, provide addi-

tional stimuli. The trade unions have a say in the allocation of these funds and

in awarding the bonuses. It is the task of the union to ensure, together with

the economic bodies, the proper application of incentives.

Price levels for consumer goods and services are likewise of prime impor-

tance from the standpoint of providing material stimuli. The views of the

Central Council of Trade Unions are taken into account by the government

in fixing and correlating prices, as are the views of the local trade union coun-

cils by the local authorities in setting local prices. Trade union bodies and

activists pay close attention to developing the system of distribution in order

to ensure fuller satisfaction of the requirements of the people.

Income of the working people is augmented from the public consump-

tion fund, including the state social security system. These funds make up a

substantial part of the real income. Real income in 1964 per worker was 2.2-

fold the 1940 level.

In many cases the quantity and quality of a person's labor (seniority, total

earnings, etc.) are directly or indirectly taken into account in distributing the

public funds. This provides an additional incentive.

From the foregoing it can be seen that questions pertaining to remunera-

tion of labor, price regulation, improvement of the distributive system and the

use of public funds—all of which have a direct bearing on the vital interests

of the workers—occupy a prominent place in the activities of the trade unions.

These are the daily concerns of the trade unions as organizations called upon

to uphold the interests and rights of the working people.

5-

The multiform, diversified activities of the Soviet trade unions extend far

beyond the areas discussed above. They embrace practically all spheres of

building communism. This activity is conducted by all 75 million members
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and primarily by 33 million activists of the unions. The latter, members of

trade union bodies or their subcommittees, are the moving spirits in organiz-

ing mass work in the factory, in recreational and educational activities, public

control over labor protection measures and in the functioning of the trade

network; they take part in production conferences, in organized free-time

activities to promote technical progress, etc. One in every two or three trade

union members has a social assignment, thus learning in practice to admin-

ister public affairs.

The Communist Party and the Soviet government seek in every way to

broaden the rights of the trade unions, to improve their activities and to en-

hance their role in building Communism.
For many years the unions have directly administered the state social in-

surance and have been empowered by the Government to exercise control over

labor protection and enforcement of labor laws. The extensive rights of the

unions in these areas enable them effectively to combat violation of laws and

regulations.

In addition to their functions the unions conduct educational and recrea-

tional activities among the people on a large scale.

Needless to say, there is still room for improvement in the work of the

unions to enlist the people in management and in administration. There still

are problems to be solved. Despite the wide powers and rights vested in the

unions, not everywhere are these rights used fully or competently enough.

There still are trade union committees and councils which do not have a

deep enough grasp of the economic aspect of production and do not play a

big enough part in planning and tapping reserves. Not all of them make full

use of their rights in the matter of improving the organization of labor and

production, of providing better conditions for highly efficient work. There are

also shortcomings in organizing the emulation and in the Communist Labor

Team movement, in drawing the workers into the management of the enter-

prises. The Central Council, the central committees and councils of trade

unions and all local organizations are striving to overcome these shortcomings.

The activities of the trade unions as a whole reflect the line of the Com-
munist Party aimed at all-round promotion and perfecting of socialist democ-

racy, at stimulating in every way the initiative and political and labor activity

of the masses, at enlisting all citizens in administering the affairs of state, guid-

ing economic and cultural upbuilding, at improving the work of the machinery

of state and controlling its functioning. This is the principal trend in the de-

velopment of socialist statehood during the period of the building of Commu-
nism. And all the activities of the trade unions are designed to promote this

trend.

Under the new system of management the unions have greater opportuni-

ties to give full rein to the constructive energies of people. By perfecting their

activity as schools of management, schools of administration, they will multi-

ply their contribution to the cause of building Communism.



VIII

THE SOVIET CITIZEN AS CONSUMER

"Much better—but not good enough" is a maxim that would probably be

accepted as a proper description of Soviet living standards by most Western

and Soviet observers. While the Soviet Union is still far behind the United

States, or even most Western European countries, she is well ahead of much of

the rest of the world.

As has become apparent from many of the readings above, significant in-

ternational comparisons in general are not easy to make—and this certainly

holds true for international comparisons of standards of living. While we know

that the standard of living in the United States is substantially higher than

that in the Soviet Union, only a detailed, thorough study can provide us with

even an approximation of how much better off the U.S. citizen is. There are

more doctors per thousand people in the Soviet Union than in the United

States and their services are offered free of charge, but medicine and hospital

supplies are much more readily obtainable in the United States. The Soviet

worker hardly ever pays more than 5 percent of his income for rent (as com-

pared with around 20 percent for the American worker) but he is limited by

law to a relatively small number of square feet per person—and the prevailing

housing shortage makes even this legally permissible space unobtainable for

most workers' families. Few Russian workers pay any income tax, which so

greatly reduces the take-home pay of the American wage earner, but a substan-

tial part of a Soviet citizen's weekly expenditure on consumer goods may go for

the payment of the "turnover tax," an excise tax varying in rate depending

upon the type of consumer goods.

When comparing living standards, Soviet writers always stress communal

consumption, i.e., that type of consumption (such as free education) the costs

of which are borne by society at large rather than by the individual consumer.

Although there may be some dispute as to the precise per capita value of com-

munal consumption in the U.S.S.R., there is no doubt that such social con-

sumption plays an important role in the economic well-being of the Soviet

citizen and leaves the Soviet worker a larger percentage of his income for ex-

penditure on such things as food or clothing.

David W. Bronson and Barbara S. Severin, under Western Views, find

that the living standards of the Soviet citizen, although considerably higher in

the mid-1960's than in the early 1950's, still leave much to be desired. For in-
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Stance, they write, per capita food consumption, as high in calories as in the

United States, is inadequate in terms of protein (meat and eggs); pent-up de-

mand for consumer durables (now that living standards are no longer at the

subsistence level) is large and has not been met in spite of rapid growth of

consumer durables output; expansion of the service sector is inadequate to cope

with demand which has been rising rapidly in the wake of urbanization and

of increasing disposable money incomes, etc. In their discussion, the authors

take careful note of a continuous decrease in the growth rate of per capita

consumption. As regards the new consumption targets under the 1966- 1970

five-year plan, Bronson and Severin are pessimistic. Since they foresee a con-

tinuation of priority for defense expenditures, of difficulties in improving agri-

cultural performance, and of failure to adequately modernize the industrial

sector, they conclude that "prospects of simultaneously reaching all the new
consumption goals for 1970 are dim."

On the Soviet side, A. P. Kirilenko, first, summarizes improvements in

living standards during the half century of Soviet history. The second selec-

tion, compiled from several sources, discusses welfare provisions in the Soviet

Union for mothers, infants, young children, the old, the disabled, and the sick.

In the third Soviet selection, N. Lagutin turns his attention to the Soviet

farmer, trying to show that the better life is not limited to urban areas and

industrial workers. The fourth selection is devoted (a) to showing that the

Soviet Union is not lagging behind all capitalist countries in living standards,

nor even behind all people in any one capitalist country (to wit, the neces-

sity of waging a "war against poverty" in the United States), and (b) to

explaining why average living standards are still behind those of the leading

capitalist nations. The final selection, taken from the Directives of the 23rd

Party Congress, enumerates the details of the targets for increasing living

standards under the 1966-1970 five-year plan. Students of the Soviet economy
reading this book after 1970 may find it interesting to check actual achieve-

ments against the goals of the five-year plan.
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RECENT TRENDS IN CONSUMPTION AND
DISPOSABLE MONEY INCOME

IN THE U.S.S.R.^

David W. Bronson

and

Barbara S. Severin

Economists, U.S. Central Intelligence

Agency

It should he noted that the views pre-

sented in this article are those of the

authors and are not necessarily those of

the Central Intelligence Agency or the

U.S. Government.

I. Introduction

One of the basic measures of the performance of an economic system is

its success in providing for the material welfare of its members. With such

ringing phrases as "Everything for man, for welfare!"^ Soviet ideologists con-

stantly proclaim communism's superiority in this respect. Certainly one of the

principal aims of Soviet policy is to raise the level of living of its citizenry.

However, this goal must compete for the allocation of resources, with the de-

mands for military and space programs and for modernization of plant and

* Reprinted from New Directions in the Soviet Economy, Studies Prepared for

the Subcommittee on Foreign Economic Policy of the Joint Economic Committee,

Congress of the United States, U.S. Government Printing Office, Washington, D.C.,

1966, Part II-B, pp. 495-520.
^ Sovetskaya torgovlya, July 10, 1965, p. i.
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equipment throughout the economy. Because of its control over economic re-

sources, the regime can manipulate the annual share of gross national product

(GNP) allocated to consumption. In addition, through its investment policies

the regime can determine the level of inputs for those sectors of the economy

that directly supply the consumer—the light and food industries, agriculture,

and services.

The formulation of a policy for allocation of resources among the major

claimants—consumption, defense, and investment—is intertwined with the

whole fabric of Soviet domestic and foreign policy. In the absence of Stalinist

repression, the leadership must heed to some extent the popular expectations

of a better life. Moreover, the prosperity of the industrial West continues to

whet the appetites of Soviet consumers for more rapid progress. Growing con-

tact with the West presumably accelerates this process.

Figure 1

USSR AVERAGE ANNUAL RATES OF GROWTH IN PER CAPITA CONSUMPTION
1959-1965

7.0

1951-55 1956-59 1960-62 1963-65

II. Trends in Consumption

The Soviet population lives markedly better in the mid-1960's than it did

at the end of the postwar reconstruction. Between 1950 and 1958, per capita

consumption grew at an average rate of over 5 percent per year, but since 1958
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the rate has fallen by one-half.'*' (See fig. i.) Nevertheless, Soviet consump-

tion per capita has increased from 27 percent of U.S. consumption per capita

in 1955 to 31 percent in 1964.

With respect to the major categories of consumption, the annual rate of

increase in the consumption of food has been low and declining over time; that

of services has been steady and somewhat higher than that for food; that of

soft goods has been greater still but has slowed down appreciably; and that of

durable goods has grown most rapidly. (See fig. 2.)

A. FOOD AND BEVERAGES

Soviet citizens consume on the average about 3,100 calories per day, or

about the same as in the United States. This level, reached by 1953 and main-

tained since, is adequate for the energy requirements of the Soviet populace.

But along with the expansion in real incomes of the population since 1955,

the demand for better quality food such as meat and eggs, more variety, and

more conveniences has grown. In these respects, changes in the daily diet have

not matched consumer expectations. . . .

Per capita consumption of basic foods such as bread and potatoes fell ab-

solutely after 1955 as the supply of animal products and processed foods such

as sugar, canned goods, and beverages increased rapidly. After 1959, however,

the demand for more meat and dairy products was thwarted by the failure of

domestic supply to maintain previous rates of expansion and the unwillingness

of the regime to authorize imports. As a result the rate of increase in per capita

availability of animal products declined by more than one-half during 1959-

63. Beginning in 1964, however, the decline in this growth rate apparently was

halted.

As incomes rise, consumers tend to substitute animal products, vegetable

oils, fats, sugar, and other "quality" foods for the starchy staples such as pota-

toes and grains. A change in the share of calories derived from starchy foods,

the so-called starchy-staple ratio, therefore, is a good indicator of the changes

in the quality of diet that have occurred in the U.S.S.R. In 1953, 70 percent

of the caloric content of the average Soviet diet originated in starchy food, 1

5

percent in animal products. By i960 the percentage of calories from starchy

foods had dropped to about 62 percent (compared to 24 percent in the United

States^) while animal products supplied almost 20 percent, a decided improve-

ment in diet. From i960 to 1964, the starchy-staple ratio held nearly constant.

But following a large boost in production of meat and milk in 1965, increased

availabilities of these foods reduced the starchy-staple ratio to 57 percent.

* Some part of this decline may have been offset by better quality of goods and

services. Despite the myriad complaints concerning the quality of goods, observers agree

that both variety and workmanship of consumer products have improved noticeably in

recent years.

2 U.S. Department of Agriculture, "U.S. Food Consumption," Statistical Bulletin

No. 364, p. 65.
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Housing is a particularly vexing problem for the Soviet consumer. Rapid

urbanization and low rates of investment in new housing combined to hold

per capita living space "*" for the entire country static during the early 1950's at

slightly more than 5 square meters. The new Khrushchev government pledged

itself to "overcome the housing shortage," and in 1957 increased state invest-

ment plus encouragement of private home building led to a sizable boom. But

these policies were both short-lived, and by 1964 the level of investment in

housing construction was 11 percent below the peak achieved in 1959. Hous-

ing space constructed during the 7-year plan (1959-65) fell 30 percent short

of the target of nearly i billion square meters. Per capita living space in 1965

was about 6^2 square meters, far short of the officially designated minimum

norm of 9 square meters and less than half the available space per capita in

Austria or West Germany.^

Although there has been no striking improvement in the per capita supply

of living space, there has been an appreciable improvement in personal pri-

vacy. Rooms are smaller, thus fewer people per room, and most new state-built

apartments now include private baths and kitchens. In addition to new build-

ing, much of the reconstruction of old buildings emphasizes creation of smaller,

more rationally planned apartments. However, in Moscow alone, 40 percent of

the housing in 1964 was obsolete by Soviet standards, with tenants forced to

use community kitchens and bathrooms.^

The other services have advanced steadily. Household expenditures for

utilities continue to grow, although a large backlog of demand for provision

of gas and electricity remains. The population has also used an increasing

share of its growing income for transportation, personal care, and repair serv-

ices. During the past few years the planners have placed great emphasis on

increasing the number of clothing and appliance repair shops, laundries, dry-

cleaners, and other service outlets. In part, this policy stems from the increas-

ing stocks of consumer durables and the desire of the regime to rely on com-

mercial channels for the performance of chores formerly done in the home.

Communal services—health, education, and other "free" services (muse-

ums, libraries, and the like)—amount to 10-14 percent of total consumption.

Achievements in health and education have been impressive, as shown by the

comparative indicators in table i. The quality of many communal services,

however, is below U.S. standards, the degree varying from field to field.

* Living space is defined in the U.S.S.R. to include living rooms, dining rooms,

and bedrooms; it does not include bathrooms, kitchens, hallways, and corridors.

3 U.N. Economic Commission for Europe, "Annual Bulletin for Housing and

Building Statistics for Europe," Paris, 1963, pp. 6, 7, 12, 38.

^ Stroitel'naya gazeta, June 23, 1965, p. 3.
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Table 1. U.S.S.R. and United States: comparative indicators

or HEALTH AND EDUCATION SERVICES, SELECTED YEARS, 1950-64

United
U.S.S.R.' States

1950 1958 1964 1964

Doctors (per 10, 000 persons)
Hospital beds (per 10, 000 persons)
School enrollments (thousands)
Number of teachers (thousands)
Number of students per teacher

13.2
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E. PROBLEMS IN THE CONSUMPTION SECTOR AND

LEADERSHIP RESPONSE

The improvement made to date in consumption is far from sufficient, nor

are the problems in maintaining and expanding supplies of consumer goods

easy to solve. The leadership has been particularly concerned about the failure

of agriculture to provide the minimum output required for self-sufficiency in

food, necessitating the import of large quantities of grain.* Clearly, more re-

sources had to be committed to the output of foodstuffs. In addition, there has

been a persistent piling up of inventories of various kinds of consumer goods.

The Soviet consumer, having achieved a standard of living above the minimum
subsistence level, has shown great reluctance to purchase the available supply

of clothing, shoes, and other soft goods despite the ever-increasing level of his

money income and savings. At the same time there exists a large pent-up de-

mand for some consumer durables, as shown by the long waiting lists at retail

outlets. Finally, the transition to an urban society has not been supported by

adequate provision of housing, utilities, repair services, and other amenities

taken for granted in Western Europe.

I . The unsatisfied demand for food

Progress in improving consumption of food has become stuck on that part

of the leadership's program calling for a better and more varied diet. Although

real incomes of the Soviet population have increased appreciably over the past

15 years, the diet has not improved commensurately, nor has the share of

income spent on food declined. Households in the U.S.S.R. spend about one-

half of their total income for food, compared with less than 20 percent of

take-home pay spent by the average U.S. citizen.^ The unsatisfied demand for

high-quality foodstuffs, especially animal products and fruits, finds expression

in the continued high prices for these items in the collective farm markets

(CFM), where prices reflect changes in demand and supply. Although the

proportion of foodstuffs purchased in state stores has been increasing since

1950, the collective farm market continues to play an important role in supply-

ing the population with items in short supply in state outlets—usually perish-

able foods such as vegetables, fruits, and animal products.

The new leadership has recognized the importance of the CFM, both as

* Following the disastrous harvest of 1963, the Soviet Union imported about 11

milhon metric tons of wheat and flour. The good 1964 harvest did not permit an ade-

quate margin for rebuilding depleted stocks, and the poor climatic conditions in 1965

which resuhed in another harvest shortfall again forced substantial imports. In contrast

to the situation in 1963, however, the quality of bread apparently did not fall (see

sec. V).
6 U.S. Department of Agriculture, "National Food Situation," November 1965,

p. 5.
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a source of supply for the consumer and as a source of income for peasants and

collective farms. In May 1965 a liberalization of the rules of trade in the CFM
was announced.' All price ceilings were lifted, funds were made available to

modernize and expand existing markets, and to construct new ones. In addi-

tion, measures were taken to improve the transportation of surplus agricultural

products to the market. As a result, in 1965 quantities sold in the CFM in-

creased and prices were down by 6 percent.^

2. The slowdown in the rate of growth of consuniftion

of soft goods

The decline in the growth of consumption of soft goods as a whole can be

traced in large part to the stagnation in physical volume of sales in spite of a

moderate growth in overall production. Repeated price cuts for various com-

modities, particularly cloth, have failed to increase the volume of sales signifi-

cantly. As a result, a severe problem of inventory accumulation has arisen. In-

ventories more than doubled from 1959 to 1964, whereas retail sales increased

by less than 30 percent. At the end of 1964, retail inventories of soft goods

were 12.7 billion rubles, more than half as large as total retail sales of soft

goods in that year.* . . .

The difficulty of bringing production and consumption of a given com-

modity into equilibrium in the U.S.S.R. arises primarily because neither pro-

duction nor price reacts adequately to changes in demand. The state retains

control over the total volume of consumer supplies. Moreover, within the limits

of resources devoted to consumption, planners and enterprises do not adjust

to changes in consumer demand. Enterprise managers hesitate to innovate

when changes may increase the risk of underfulfilling the plan; rather than

do so, they will resort to production of goods that they know are unwanted.

In recent years the regime has adopted increasingly radical measures in an

attempt better to match supply and demand. Although some price cuts on hard-

to-sell consumer goods, such as certain clothing, shoes, and household ap-

pliances, were announced at the end of 1964, the problems of excess inven-

tories did not appear to be diminishing after the first quarter of 1965. Further

retail price reductions, ranging from 6 percent for certain types of clothing to

30 percent for some fabrics in excess supply, were announced in the latter part

of April. Simultaneously, the rural-urban price differential on some goods was

abolished** in the hopes that it would encourage rural consumers to purchase

more of the goods in excess supply.

Another approach to the problem of matching supply and demand,

^ Sovetskaya torgovlya, May 20, 1965, p. i.

^Izvestiya, Feb. 3, 1966, p. 2.

* For a fuller discussion of the Soviet inventory problem, see Marshall Goldman,
"The Reluctant Consumer and Economic Ructuations in the Soviet Union," in the

Joiimal of Political Economy, August 1965, p. 366.
** The niral-urban price differential was completely abolished in January 1966.
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watched with interest by both Soviet and Western observers, is the experi-

mental establishment of direct contractual relations between factories and

retail outlets.* These were first tried in the Bol'shevik and Mayak cloth-

ing firms and were then extended to some 400 clothing, shoe, textile, and

leather plants, and in October 1965, into the food industry. In order to be

successful the experiments must assume that managers of retail outlets are

familiar with customer desires and have the necessary incentives to balance

sales with purchases. Finally, there must be an arrangement whereby the fac-

tory managers are penalized for not producing the assortment reflected in the

retail orders. The results of the new system are, as yet, inconclusive. However,

the mere fact that the experiment has been extended suggests, at least, that the

leadership believes the consumer must be allowed to have a greater influence

on the assortment of goods.

3. The fent-wp demand for consumer durables

Unsatisfied demand for consumer durables confronts the planners with a

different problem from that in the soft goods sector—competition with producer

and defense durables for machine-building capacity. Although current produc-

tion of consumer durables in only i o percent of total production of all machin-

ery and equipment, the potential impact on the Soviet economy of a shift

toward their production is enormous. So far the leadership's solution to the sur-

plus demand has been to use artificial restraints (for example, to freeze waiting

lists for automobiles) or to arbitrarily restrict the extent of the market. Thus,

in the past there has been no intention to provide a car for each family; the

1964 stock of cars indicates a ratio of i car for every 250 people in the U.S.S.R.

(compared with i car for fewer than 3 people in the United States).^ Rather

than supply each household with domestic appliances, the regime in the past

has talked of and has supplied some rental centers and laundromats. In addi-

tion, crowded housing conditions and a restricted supply of electricity help

to hold back demand for large household durables. Finally, discontent with

the quality of various consumer durables and the difficulty in getting repairs

done promptly and correctly, or even done at all, undoubtedly has curtailed

demand. Because enterprises lack incentive to respond to consumer demand

and because of the relatively low priority given producers for allocation of

high-quality materials, machinery, and manpower to the production of con-

sumer durables, poor quality and lack of assortment have been especially

pronounced.

* Begun under Khrushchev, these experiments not only have been permitted by
the new regime to continue but have been expanded. For a more detailed account of

these experiments see the paper by Imogene Erro in his volume [i.e., New Directions,

etc., Of. cit. (Editor's note.)].

9 Statistical Office of the European Communities, "Basic Statistics of the Com-
munity," Brussels, 1965, p. 150.
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Nevertheless, a strong demand for selected durables continues to exist.

New waiting lists for car purchases were opened in mid- 1963 (the previous

lists had closed in 1956), and within a very short time hundreds of Moscovites

had signed up in spite of relatively high prices.* Just how high car prices are

was made clear when it was revealed that a Volga costs just under i ,900 rubles

to produce. ^° It costs a Soviet citizen about 5,500 rubles to purchase that Volga.

Waiting lists are also evident for other durables. In mid- 1964, for example,

store clerks were estimating a waiting period of 3 to 4 years for the more de-

sirable refrigerators. In view of the rapid increase in production, it is quite

likely that queues shortened during 1965, but a wait is still necessary for the

larger, more desirable models. Washing machines now are readily available

in larger cities but rural areas are not so well supplied.

The supply situation for vacuum cleaners, popular brands of television

sets (including the lower priced models), and transistor radios is relatively

better with regard to both quality and quantity. Despite the increasing avail-

ability of various durables, however, sales of certain items—sewing machines,

watches, bicycles, and cameras—have actually declined in recent years. More-

over, the planners have had only limited success in correcting the imbalance

of supply and demand for the several types of durables in surplus inventory.

Price reductions and the offering of installment credit have failed to raise sales

significantly.

The new 5-year plan (1966-70) set a few goals for consumer durables

production—television output is to double, refrigerator output is to triple, and

the gross value of furniture output, currently 1.8 billion rubles is to increase

by more than 50 percent. Even if these goals are met, stocks per capita of these

goods will remain considerably below stocks in the United States. Most strik-

ing, however, is the plan to increase production of passenger cars at an average

annual rate of 30 percent compared to 8 percent per year since i960. Never-

theless, this means producing only 700,000 to 800,000 cars in 1970 (less than

one-tenth of 1965 U.S. production), a quantity that will not satisfy all of the

would-be customers.

4. The inadequate exfansion of the service sector

Urbanization and the increase in disposable money income have placed a

strain on retail facilities and on the provision of personal services, medical, and

educational services, transportation, and communications. In addition, plans

for increasing the number of laundries, public baths, and hairdressing and bar-

ber establishments are continually underful filled. Moreover, the growing stock

of consumer durables, coupled with their low quality, requires a major expan-

* The current ruble-dollar price ratio for cars averages about 2 to i compared with

1.3 to I for food and 0.9 to i for all consumer goods and services as a whole (the geo-

metric average of ratios using Soviet and United States weights).

i^Pravda, Dec. 26, 1965, p. 2.
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sion in the repair network. A casual survey of the daily press discloses a flow of

articles and letters detailing the inadequate number and variety of repair fa-

cilities and the poor quality of the services rendered. Much of the inadequacy

steins from the low priority given to construction in the services sector. The

new leadership has promised rapid growth of expenditures in this area, calling

the fall in investment in the services sector that occurred in 1959-62 "regret-

able." Nevertheless, the expansion of facilities remains grossly insufficient and

the endemic problems of poor-quality repair work will not be solved easily.

Public services in rural districts lag far behind those in cities.
^^

In addition, urbanization has placed a growing strain on the supply of

housing. It is true, however, that much of the excess demand for housing as

expressed in long waiting lists would disappear if the state charged full-cost

rentals. State-built housing (currently about 40 percent of the total stock*^) is

heavily subsidized; as a result of the nominal charges, the average family unit

spends only from 3 to 5 percent of its income for housing. Paying full costs

would increase rents by 80 percent. ^^ Intensifying the pressure on the supply

of new state housing has been the decline in private homebuilding.'^'^ The

5-year plan indicates that no major shift in investment toward state housing is

planned, nor is the leadership apparently going to take the obvious solution

of encouraging private home building.

III. Trends in Disposable Money Income jf> jf* ^

Disposable income in the Soviet Union has increased almost 200 percent

since 1950. In contrast to increases in consumption, however, the major in-

creases came during 1955-65 when disposable income increased at an average

annual rate of 8 percent. This rapid growth came about because: (i) wage

reforms in 1956-60 and in 1964 sharply raised wage levels for workers em-

ployed in state enterprises; (2) a social insurance reform in the 1956 liberal-

ized payments and broadened coverage for state workers, and beginning in

1965, collective farmers and their families were included under a state social

insurance program; (3) abolition of compulsory bond purchases in 1958 and

11 Izvestiya, July 27, 1965, p. 3.

* During the 7-year plan, however, an average of 60 percent of the housing con-

structed was in the public sector, thus the share of state-built housing is increasing.

12 Voprosy ekonomiki. No. 10,1 964, p. 7.

** Throughout the 1950's private home construction by individuals accounted for

more than one-third of the value of investment in housing. It -will be slightly under one-

quarter for the decade of the 1 960's.
*** Disposable income is defined as the total money receipts of the population dur-

ing a given year minus direct taxes on the population. Money receipts include: (i)

money wages and salaries; (2) net income from private activities; (3) dividends paid

members of cooperative organizations; (4) pensions, grants, stipends, and other trans-

fer payments; (5) interest on bonds and savings; and (6) net borrowing. This concept of

income excludes all imputed payments such as in-kind payments. Direct taxes include:

(0 income tax on the earnings of the population and (2) local taxes, fees, fines, etc.
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Taule 2. U.S.S.R.: INDEXES or disposable money income, selected

YEARS, 1950-65

[1950-= 100]
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27 to 40 rubles a month for all wage and salary workers. However, the second

reform was postponed until 1964-65, when 20 million service workers were

granted wage increases averaging 21 percent; these increases added 3.3 billion

rubles annually to the wage bill.^"* . . . This change greatly narrowed the

differential in wages between the "productive" and service sectors. Also im-

plemented at this time was the postponed hike in the minimum wage. . . .

B. MONEY INCOMES OF COLLECTIVE FARMERS AND SECONDARY

INCOME OF RURAL RESIDENTS

The peasant population in households attached to collective farms has

two primary sources of money income : ( i ) the remuneration for labor services

expended on the collective farm and (2) money income from the sale of farm

products produced on private plots. Other rural residents, including state work-

ers, suplement their wages with income from the sale of farm products. During

the past decade the average money earnings of collective farmers derived from

work on the farm has almost tripled and cash payments now make up about

three-fourths of the farmers' total income, compared with 42 percent in 1955.

Yet collective farmers remain at the bottom of the economic ladder, with cash

incomes averaging less than 400 rubles a year in 1964, or about one-third the

level of earnings of state workers. In part, the rapid rise in money payments

merely represents the implementation of a state policy to pay money wages

rather than to make payments-in-kind. In-kind payments as a share of total in-

come paid out by the collective farm to its members declined from 58 percent

in 1955^^ to 26 percent in 1962.^^ Thus, the tripling of money wages paid to

collective farmers by no means represents a threefold increase in total income.

About one-half of the total money income of collective farm families is

derived from the sale of farm products either obtained from their "own enter-

prise"—land allotment and livestock held by the household—or from the sale of

products received from the collective farm as in-kind payments. ^^ These sales

are made in collective farm markets (CFM), where prices fluctuate with

changes in supply and demand. In general, prices in the CFM declined grad-

ually during the 1950's and increased moderately during the 1960's.'*'. . .

Incomes from CFM sales depend not only on prices but also on the supply

of goods both in the CFM and in state outlets."*"^ Thus, between 1955 and

1959 the increase in volume of sales more than offset the decrease in prices,

14 Ibid.

^^Kh. E. Pomanov, N. S. Panin (ed.). "Obshchestvenniye fondy kolkhozov i

raspredeleniye kolkhoznykh dokhodov," Moscow, 1961, p. 269.
1^ N. Polyakova, "Ekonomika sel'skokhozyaystvennykh predpriyattii," Moscow,

1964, p. 289.
1^ Ye. V. Kasimovskiy, "Problemy ekonomiki truda," Moscow, 1965, p. 169.
* In 1964, prices were 16% higher and sales 15% lower than in 1950. (Editor's

note.)
** The dechning volume of sales in part represents the continuing improvement of

food supplies in state stores.
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and incomes from CFM sales increased by approximately 40 percent. Incomes

stagnated during 1960-61 despite higher prices. Khrushchev's restrictions on

private agriculture during the early 1960's succeeded in reducing CFM volume

sharply. Increased prices did, however, result in a moderate improvement in

incomes after 1962. The removal of Khrushchev's restrictions^^ by the present

regime indicates a recognition of the need to supplement farm incomes and to

provide an outlet for part of the rapidly growing urban incomes.

Although successful in increasing peasant income since 1955 the Soviet

leadership has failed to break the vicious cycle of low wages—low productivity

—low production. The gulf between the earnings of peasants and state workers

has been narrowed, but the difference is still great. Equally important, the

state has been either unable or unwilling to alter the basic pay system on col-

lective farms. For the most part peasants are still residual recipients of the farm

income, receiving pay at infrequent intervals, and not knowing in advance

whether increased effort will be rewarded. Gr^at discrepancies still exist in in-

come distributed not only within each farm, but also from farm to farm.

C. TRANSFER PAYMENTS AND STATE DEDUCTIONS

Transfer payments have doubled since 1955, largely as the result of in-

creasing outlays by the state for pensions and grants. Under the state social

insurance program, workers are entitled to benefits for sickness, maternity, and

large families, and pensions for old age and disability. Two major social insur-

ance reforms have increased the cost of social insurance from 8 percent of the

total state budget in 1955 to over 14 percent in 1965. A revision in the pension

law in 1956 sharply raised the size of average payments and considerably in-

creased the number of pensioners by ( i ) granting partial pensions to workers

who have not worked the required number of years necessary for a full pen-

sion, (2) abolishing the time limitation following retirement in which one

could apply for a pension, and (3) adding new categories of persons entitled

to pensions. As a result, the number of state pensioners increased by 2,500,000

between 1956 and 1958 and by an average of 850,000 annually between 1958

and 1965, when 30 million persons drew state pensions.

The second major reform, approved by the Supreme Soviet on July 15,

1964, brought 15 million collective farm households—more than 50 million

persons—under a state social insurance system beginning in 1965.'*' Until the

adoption of this program, the establishment of pension programs at collective

farms had been optional and entirely at the expense of the individual farm.

As a result, many farms had no program at all, and even those with programs

usually failed to match the benefits available to workers at state enterprises.

1^ Voprosy ekonomiki, No. 4, 1965, p. 30.
* Excluded from coverage under this program are collective farm members who

work only on private plots as well as chairman and certain technical workers who
qualify for benefits under the program for state workers.
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Under the new program for collective farmers, benefits are smaller and

eligibility requirements more stringent than those for state workers. The mini-

mum old-age pension for collective farmers is 12 rubles a month—for state

workers, 30 rubles a month. Both the collective farmer and the state employee

must work 25 years to be eligible for a full pension, but the state employee of

retirement age can qualify for a partial pension after only 5 years, whereas

there is no provision for partial pensions for collective farmers. The retirement

age for male collective farmers is 65 but for state employees only 60 years.

Nevertheless, collective farmers are benefiting significantly from the new pro-

gram, which increased the number of collective farm pensioners from 3 mil-

lion to 6.8 million, and the average pension from approximately 6 rubles a

month to about 17 rubles a month. More than i billion rubles was thus added

to the money incomes of collective farmers during 1965.

Funding provisions for the program, which is officially estimated to have

cost 1.3 billion to 1.4 billion rubles in 1965, limited the cost to the state by re-

quiring mandatory deductions from the gross revenues of the farms. Collective

farms were required to contribute 2.5 percent of their gross revenues to a cen-

tralized social insurance fund in 1964 and 4 percent in 1965. In addition, a

state subsidy, averaging 400 million rubles a year during 1965-67, is to be

granted to meet the estimated cost of the program.

State deductions from workers' incomes declined from 14 percent of total

money income in 1955 to 7 percent in i960, substantially increasing disposable

income during this period. The reduction was caused primarily by the suspen-

sion of compulsory bond purchases in 1958. Further, Khrushchev announced

in i960 a program for abolishing personal income taxes, which averaged 6.6

percent of total money income in that year. The program began in October

i960 with the lowest income groups and was to be applied to a progressively

higher income group each October thereafter until all income tax payments

were eliminated in 1965. After completing about one-tenth of the program,

however, the regime announced in September 1962 that additional military

spending brought about by the "increasingly aggressive actions of imperialism"

necessitated a suspension of the program. ^^ In a speech to the 23d Party Con-

gress, Brezhnev made a vague promise to reduce the income tax "in the fu-

ture." In 1965 state deductions still amounted to 6.4 percent of total money

income.

IV. Implications of the Diverging Trends in Income

AND Consumption

In recent years increasing money incomes combined with a slowing

growth rate in consumption have led to an imbalance between total money

^^Izvestiya, Sept. 25, 1962.
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supplies and the amounts needed for purchases of consumer goods and have

thus generated inflationary pressures of varying intensity.

For the purpose of this paper, inflationary pressure is defined as the excess

monetary demand for consumer goods caused by a gap between the amount of

money suppHed to the economy and the amount actually needed to purchase

current levels of output at planned prices. Given the presence of excess de-

mand for goods, "open" inflation results if prices rise in response. If, instead,

prices are fixed by decree, so-called "repressed" inflation exists in that consum-

ers are forced to hold cash or savings deposits in excess of the amount desired,

that is, they would spend the money if only the proper goods and services

were available. It is important to note that under "open" inflation the higher

prices become someone's higher income, whereas under so-called "repressed"

inflation, this element of the inflation process is largely absent.

A. INDICATIONS OF INFLATION

At best, the measurement of inflationary pressures in the U.S.S.R. is diffi-

cult because of the lack of comprehensive official data on income, price levels,

real output, and the money supply. No attempt is made in this paper to

measure an "inflationary gap." Instead, the trends in prices are presented, using

the diff'erential between state retail prices and collective farm market prices

as the best indicator of inflationary trends over time. Further evidence is pro-

vided by examining trends in savings.

I. In the U.S.S.R., almost all nonfood goods and most food goods are sold

in state stores at fixed prices. Inasmuch as these prices are changed infre-

quently, excess monetary demand has resulted typically in "repressed" infla-

tion. Some of this excess purchasing power flows into the CFM, the only or-

ganized free markets in the U.S.S.R., and, therefore, prices in the CFM are

a barometer of the extent of "repressed" inflation. The ratio between prices in

the CFM and state retail prices for food is probably the best single measure

of the failure of the state to drain off excess purchasing power. Although dur-

ing 1959-64 the ratio of the prices in the two markets rose from 1.31 to 1.63,

the ratio still is well below the ratio in 1955.

U.S.S.R.: RATIO OF CFM PRICES

TO STATE RETAIL PRICES FOR FOOD,

1955-64

1955



WESTERN VIEWS 293

Furthermore, the ratios prevailing in recent years are still far below the

ratio of about 2.2 in 1940. Even these ratios overstate the case for the impor-

tance of "repressed" inflation because they do not take account of the diminish-

ing importance of the collective farm markets in total retail trade.*

2. Savings deposits'^* more than doubled from 1958 to 1965 compared

with an increase in retail sales (for all goods) of about 50 percent. Trends in

retail sales and personal savings accounts during 1950-65 are indicated in the

following table:

Table 3. U.S.S.R. : retail sales and personal savings accounts,

selected years, 1950-65

billion rubles
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The rapid increase in personal savings held in banks suggests that it is

not a lack of aggregate consumer purchasing power that is causing growing

inventories of selected goods. Rather, the improved income and living stand-

ards of the Soviet consumer now permit him to be more selective in his pur-

chases. In other words, the sellers' market characteristic of the Stalin era, when

extreme conditions of scarcity assured a ready market for whatever goods were

available, has given way to a buyers' market for many products. A second con-

sideration is the evident confidence the average citizen now places in the value

of the ruble.* Almost every Communist state has a history of ruthless deval-

uation of money holdings, and the current confidence of the Soviet popula-

tion, if well founded, represents an important economic development.

B. LEADERSHIP RESPONSE

Although the indicators described above do not provide precise measures

of the degree of repressed inflation, both suggest that such pressures have

grown in the past several years. These indicators, coupled with the growing

divergence between incomes and outlays on goods and services have posed a

potentially serious problem for the Soviet leadership. In contemplating an anti-

inflationary program in 1962, the regime was able to consider a range of ac-

tions: (i) raise retail prices; (2) freeze wage and salary levels; (3) reduce the

rate of increase in transfer payments; (4) increase income taxes; and (5) re-

institute compulsory bond purchases. As noted above, Khrushchev chose to

postpone the promised increases—in the wages of service workers, the mini-

mum wage of all workers, and the minimum pension level. Also, shelved in

1962 was the program to abolish the income tax. Finally, prices were raised, up

to 30 percent, for selected consumer items—which led to civil unrest.^^

Although inflationary pressures apparently were not easing, Khrushchev

in 1964 announced the intent to grant substantial wage increases to service

workers and to provide pensions for collective farmers—programs that would

add some 5 billion rubles annually to money incomes. These measures were

carried out in late 1964 and 1965.

V. The New Leadership—Consumer Oriented or Not

The new regime has not come out with a clear-cut indication of its overall

policy toward the Soviet consumer. Nevertheless, during the year and a half

* The Soviets are in the embryonic stage of studying consumer demand and ap-

parently have not developed sample surveys to determine, for example, the motivations

for savings (in and out of banks). But a recent issue of the official journal of Gosbank
did provide the following

:

"Savings (in banks) by the population in the U.S.S.R. promote a proper and
planned budget for the worker. In some cases, the savings are deposited for a determined
purpose; for example, for the purchase of a television set, refrigerator, motor scooter, fur-

niture, or for future purchase of an apartment in a housing cooperative, or for trips to

resorts. . .
." "Deng'i i kredit," No. 6, 1965, pp. lo-ii.

20 New York Times, Oct. 8, 1 962, p. i

.
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since Khrushchev's removal there have been new initiatives on the part of the

leadership, some in response to immediate problems in the consumption area

and others undertaken with a long-range view. A brief description of some of

the measures adopted to increase the level of living is presented below. In ad-

dition, an analysis is undertaken of the current leadership's response to the

harvest failure of 1965 compared with Khrushchev's handling of a comparable

problem in 1963. A comparison of the emergency measures enacted in the two

cases provides insight into the comparative attitudes of the two regimes and

is perhaps suggestive of a more positive approach on the part of the new gov-

ernment in at least maintaining levels of living under abnormal conditions.

A. CONSUMER POLICY BEFORE THE 1965 HARVEST FAILURE

Up to the time of the disappointing 1965 harvest, there were a number

of indications that the new regime had adopted measures that would raise the

proportion of national income allocated directly to consumption. In addition,

there was evidence that a larger share of investment resources was planned for

consumer-oriented programs. The leadership in outlining its 1965 plan and in

subsequent statements promised the following:

(i) A promised increase of more than 7 percent in real income in 1965,

twice the officially claimed average rate of growth for the period 1959-64.

Great stress, moreover, was laid on an expected sharp rise in the quality of

goods and services. Although the 1965 plan did not show how the overall rise

in real incomes was to be obtained, it appeared to be based on the presupposi-

tions of a much improved supply of processed foods (reflecting a lo-percent

jump in 1964 farm output), a marked improvement in the quality of goods

and services, an increase of 1 3 percent in urban-type housing construction, an

acceleration in the output of selected consumer durables, and a major expan-

sion in personal services.

(2) A new farm program, promulgated in March 1965, which called for

large increases in the allocation of resources to socialized agriculture over the

next 5 years, thus apparently committing the state not only to achieve self-

sufficiency in basic foods, but also to effect a major improvement in the quality

of the diet.

(3) An agreement signed with the Italian industrial firm. Fiat, "to co-

operate with the U.S.S.R. in the field of automobile production." If this accord

is carried out, it will bring about a significant improvement in the quality of

Soviet cars as well as expand the number produced. Moreover, Fiat may be

asked to assist in establishing a network of service and parts centers. The an-

cillary facilities to support the operation of personally owned motor vehicles

—gasoline stations, repair shops, and the like—are practically nonexistent at

present.

(4) Selective reductions on retail prices of soft goods in surplus supply.

(5) The relaxation of some restrictions on private activity in two impor-
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tant areas of consumption—home construction and the cultivation of gardens

and maintenance of Hvestock.

(6) An increase in the share of new orders for chemical equipment used

in the production of consumer-oriented products.

Some of the above measures were short run, reminiscent of those taken

after Stalin's death and again shortly after Khrushchev's ascendancy to power

in 1957, and may have been designed to win popular support. But some, such

as the 5-year program for agriculture, suggest that the regime felt impelled

toward material improvement of certain areas of consumption.

During the latter part of 1965, however, after the regime was made pain-

fully aware of the low 1965 wheat harvest, there was a moratorium on state-

ments or actions either in affirming previously taken actions or in taking new
steps designed to raise consumption levels. This situation is in keeping with

the lack of evidence of clear-cut decisions on relative priorities for the several

major resource claimants in the new 5-year plan. Undoubtedly, the recurrence

of a harvest failure (the second in 3 years), requiring outlays of another $500

million for wheat purchases, reopened the question of overall resource alloca-

tions. In addition to possible conflict within the leadership over the relative

priorities of, for example, consumption versus defense, there may be serious

disagreement as to emphasis on alternative measures to further consumer wel-

fare. For example, the views of those political leaders in favor of allocating

more resources to agriculture than outlined in the March 1965 plenum and at

the expense of, for example, expanded programs for consumer durables, may

be in conflict with other views as to relative priorities. Thus it would appear

logical for the leadership to hold in abeyance any announcements concerning

decisions affecting consumer welfare if major allocational problems remain

unresolved.

B. THE regime's RESPONSE TO THE 1963 AND 1965

HARVEST FAILURES

There was a marked contrast in the regime's response to the serious short-

falls in production of wheat in 1963 and 1965. After the earlier crisis the So-

viet leaders attempted to enforce a number of conservation measures to reduce

the overall use of grain. Among these steps were (i) an increase in the yield

of every ton of grain by raising the extraction rate in milling grain into flour,

thus degrading the quality of bread*; (2) restrictions on the sale of bread and

flour in retail stores; (3) a step-up in the drive against feeding bread to live-

stock; (4) a revival of campaigns against waste and theft of bread and grain

products; and (5) a reduction in the need for feed grains by slaughtering more

* The extraction rate in milling grain into flour is expressed as a proportion or per-

cent and determines the volume of flour that can be obtained from a given volume of

grain. For example, if 72 kilograms of flour are obtained from 100 kilograms of grain, the

extraction rate is said to be 72 percent. The quahty or desirability of the bread baked

from flour is inversely related to the extraction rate—the higher the extraction rate in

milling the grain, the lower the "quahty," or consumer satisfaction.
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livestock than usual. These and other measures were taken in September 1963

very soon after the Kremlin became aware of the harvest failure.

The 1965 crisis, on the other hand, appears to have been deliberately

underplayed by the new leadership, which referred only obliquely to the need

for large imports of wheat, assuring the population that the Government had

taken measures to provide for "normal supplies of bread and bread products."

Apparently no restrictive measures comparable to those employed by Khru-

shchev were adopted. The reluctance of the new regime to take such steps may
be due in large part to the experience gained under comparable conditions dur-

ing the 1963-64 consumption year. Certain measures, such as the campaigns

against feeding of bread to livestock, were ineffective; others, such as degrad-

ing the quality of bread, caused severe widespread consumer dissatisfaction,

manifested in reduced labor productivity and civil disturbances.

Among the ways to hold down grain imports and thus conserve foreign

exchange, the raising of the extraction rate when converting grain into flour

is probably the most tempting alternative open to the regime. For every per-

centage point rise in the average extraction rate in state milling enterprises,

about 370,000 tons^^ of grains, or roughly $30 million in hard currency, are

saved in terms of wheat imports foregone. This saving assumes the mainte-

nance of total flour production in the present consumption year at approxi-

mately the same level as in previous years. Furthermore, it does not allow for

the loss of the residual in milling grain into flour, part of which can be proc-

essed into livestock feed.

The average extraction rate for flour (at state mills) dropped from 87

percent in 1940 to 85 percent in 1950 and to 81 percent in 1955, where it re-

mained fairly constant through 1962. Based on incomplete data, the extraction

rate during the 1963-64 consumption year appears to have risen to about 96

percent.^^ If the rate did rise by 15 percentage points (from 81 to 96 percent)

the savings in foreign currency can be estimated at about $450 million. In

other words, if extraction rates had been maintained at the relatively low level

of 81 percent, 5Vi million tons of additional grain imports would have been

required to provide the same absolute number of calories as that obtained with

the 96-percent rate. Although it is doubtful if the average extraction rate dur-

ing the 1964-65 consumption year was actually reduced to the pre- 1963 level,

there was a decided improvement in the quality of bread and the availability

of other products requiring high-quality flour.* The extraction rate may have

fallen to, say, an average between 85 and 90 percent.

21 Tonnages are given in metric tons.
22 Sovetskaya torgovlya, Moscow, 1964, p. 98.
* By the summer of 1964, top-quality white bread had become sporadically avail-

able, and by autumn most areas had white bread some of the time. In addition, macaroni,

noodles, and other grain products requiring a high-quality wheat flour in their manufac-

ture have been continually available since mid- 1964. Nevertheless, the best quality bread

has remained unavailable on a continuing basis since 1963, even in major cities, and,

with the exception of small rations preceding holidays, state flour sales to the pubhc have

not yet been resumed in major cities. U.S. Department of Agriculture, ERS Foreign 115,

p. 4, and ERS Foreign 135, p. 15.
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Since June 1965 the U.S.S.R. has contracted for the purchase of about

7.5 milHon tons^^ of wheat and flour from Western suppliers at a cost of about

$500 million.* If the average extraction rate of 87 percent had returned to

the 96-percent level, import requirements would have been reduced by nearly

one-half, a saving of about $250 million. However, the quality of bread has not

been downgraded and, as far as is known, the milling rate has not been raised

again.^'* In fact, in September, Brezhnev announced that the "CPSU Central

Committee and the Council of Ministers envisage further improvement in

supplying the population with bread both qualitatively and quantitatively."^^

That the supply of flour has improved is attested by U.S. tourists who have

recently noticed it for sale in state stores in several smaller cities, but not in

either Moscow or Leningrad.

C. PROSPECTS

In the planned goals for 1966-70, outlined by Kosygin at the 23d Party

Congress, Khrushchev's successors have pledged themselves to provide a rap-

idly improving level of living for the Soviet populace. The promises are wide

ranging: higher wages, better quality goods, increased pensions, lower taxes,

and more housing. Also, the gap between urban and rural levels of living is to

be narrowed. Per capita consumption is to increase slightly more than 4 per-

cent annually during 1966-70 in contrast to 3 percent during 1961-65. Contin-

ual references to quality improvement in the plan indicate the regime recog-

nizes that low quality of consumer goods is a sore point with the populace. No
major reallocation of resources is planned; rather, planners are counting on

providing the additional goods and services for consumption through a restora-

tion of previous rates of growth in productivity and national income. The con-

fidence of the leadership is indicated by new programs to boost money incomes

substantially by 1970. According to Brezhnev, during 1966-70 the minimum
wage will be increased from 40 to 60 rubles a month, collective farmers will

receive a guaranteed wage, minimum pension levels will be raised and the

collective farm pension program will be liberalized. Brezhnev also renewed the

old promise to abolish the income tax.

The key to the assessment of prospects under the new 5-year plan is the

plan's dependence on restoration of former growth rates in productivity and

national income. The same forces that reduced these rates of growth in the

7-year plan are still operative : ( i ) the pre-emption by the military of increas-

ing quantities of high-quality manpower, machinery, and materials; (2) the

23 U.S. Department of Agriculture, "Soviet Grain Imports," ERS Foreign 135, Sep-

tember 1965, p. 2.

* Actual deliveries for 1965-66 (July i to June 30) are estimated at about 10

million tons of grain at a cost of about $700 million. All of these deliveries were con-

tracted for by the present regime. Journal of Commerce, Dec. 30, 1965, p. 22.
24 Letter to the author from Dr. B. Meeker, U.S. agricultural attache, Moscow.
25 Izvestiya, Sept. 30, 1965, p. 2.
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difficulty of raising production, technology, and incentives in agriculture; and

(3) the failure to modernize industrial plant and equipment, together with the

inability to translate new developments in technology into actual industrial

practice. Therefore, prospects for simultaneously reaching all the new con-

sumption goals by 1970 are dim.
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EVERYTHING AT THE SERVICE OF MAN^

A. P. Kirilenko

First Deputy Chairman, Bureau for

R.S.F.S.R. (Russian RepuUic) of the

Central Committee, Communist Party

of the Soviet Union

Everything the Soviet people have achieved, every achievement in eco-

nomics, culture and science, has in our country been placed at the service of

man. Lenin considered it quite natural that after the Revolution people should

want to live better. In a report at the Fifth All-Russian Congress of Soviets he

said, "And when we see new demands from all sides, we say: This is how it

should be; it is also socialism when each person wants to improve his situation,

when everyone wants to enjoy the good things in life" ("Complete Collected

Works" [in Russian], Vol. XXXVI, p. 501).

The Communist Party will always remember Lenin's behest and will rev-

erently carry it out. It regards concern that our people live increasingly better

as its highest duty and responsibility. Fifty years of experience in developing

our society convincingly attest that socialism, just as Lenin foresaw, brings

man ever increasing benefits. During the years of Soviet rule, despite the com-

pulsory need to divert substantial resources to defense and overcoming the

* From A. P. Kirilenko's Report at the Ceremony in Honor of the 97th Anniver-

sary of Lenin's Birth, Pravda, April 23, 1967. Reprinted from The Current Digest of

the Soviet Press, published at Columbia University, May 10, 1967, P- 9. ^Y permission

of the publisher. Copyright 1967 by the Joint Committee on Slavic Studies.



300 THE SOVIET CITIZEN AS CONSUMER

country's technological and economic backwardness, the working people's

standard of living has risen many times in comparison with the prerevolution-

ary period.

The advance in the people's well-being is ensured in our country through

higher wages, lower retail prices and the reduction and abolition of taxes. In

the period of 19 50- 1966 alone the average earnings of workers and employees

increased more than 50%. Public funds, which amounted to more than 400

rubles per working person in 1966, constitute a substantial addition to the in-

comes of working people. In addition, the state annually spends an average of

150 rubles per family of workers and employees for construction of housing,

schools, cultural-everyday and medical institutions. Through public consump-

tion funds more than 8,500,000 children are maintained at children's preschool

institutions. Soviet society provides materially for working people who are old

or disabled. Pensions are now granted to all working people—workers, employ-

ees and collective farmers. Soviet people receive education, including higher

education, free of charge and enjoy free medical assistance. A broad network

of sanatoriums and rest homes has been developed in the country. Our country

now has over 20 times more physicians than it had on the eve of the Revolu-

tion, and considerably more than, for example, the U.S.A., Britain and France

have together.

The Soviet state assumes the main burden of expenditures for the creation

and maintenance of housing. Apartment rents in the U.S.S.R. are the lowest

in the world.* Recently the scale and pace of housing construction in the

country has been such that more than 10,000,000 persons a year give house-

warmings. . . .

The transfer of workers and employees to a five-day work week with two

days off will be completed for the most part by the 50th anniversary of

October.

Socialism has brought the Soviet people the benefits of culture and edu-

cation and has elevated and enriched the spiritual life of the people. . . .

There are more than 560 persons per 1,000 of the working population

with higher or secondary (complete or incomplete) education. More than

72,000,000 persons are now receiving various types of instruction. A genuine

flowering of literature and the arts has been achieved in our country. . . .

* According to recent Soviet sources, "rent and utilities (gas, electricity, tele-

phone) average three to five percent of a family's income." Soviet Life, September, 1966,

p. 59. (Editor's note.)
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CONCERN FOR THE YOUNG, THE OLD,
THE DISABLED,
AND THE SICK^

Boris Petrovsky

Minister of Health of the Soviet Union

G. Drozdov

Deputy Minister of Social Security

of the Russian Federation

and others

CONCERN FOR MOTHERS, INFANTS
AND CHILDREN'^''

When a family expects a new addition not only the child's parents but

the state shares the responsibility incurred in the birth of the new citizen.

Nineteen thousand women's consultation centres look after expectant

mothers: they see to their health and to the regime of work, rest and nourish-

ment and, where needed, send them to special rest homes.

Fifty-six days before the child is due, a working woman begins her paid

maternity leave. Post-natal leave is the same length of time. If the delivery is

difficult or if twins are born the post-natal leave is extended to seventy days

after which the young mother, if she wishes, can take three months off at her

own expense and her place at work will be kept for her.

Nearly all Soviet women go to maternity homes for delivery. There are

230,000 beds reserved for them in various medical establishments throughout

the country.

Frankly, having a baby is not cheap. Judge for yourself: when everything

goes normally the woman stays nine days in the maternity home but if there

* The various subsections of this selection have been taken from several sources.

Footnote credit will be given for each subsection so that it can be readily identified as

to original source of publication and, where available, as to author.
** Reprinted from Soviet Woman, No. 9, 1966, p. 12, by permission of the pub-

lisher.
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is the slightest complication—up to twenty. During this period large sums are

spent on qualified medical attention—doctors, nurses and other personnel, on

drugs, at times very expensive, and on food. Not the least expense is the care

of the new baby.

It has been calculated in the Ministry of Public Health of the USSR that

childbirth costs 350-390 rubles. Not a small sum.

You may ask where does the family get this sum from? The answer is

simple: the state bears the cost. The happy parents spend nothing except, per-

haps, the price you need for a bouquet of roses, peonies, carnations or lilacs.

There are no familv doctors in Soviet society. Perhaps this is too categori-

cal for as soon as a new citizen is born he becomes the object of tireless care of

children's consultation centres, which we have in every town and village

centre.

The very next day after the mother and child arrive home a trained nurse

or doctor from one of the children's consultation centres visits them. This is as

certain as the coming of a new day. Pediatricians (there are over 67,000 of

them in our country) keep the child under observation, follow its develop-

ment, do the necessary inoculations and attend it in illness.

When the baby is three years old it passes into the capable hands of medi-

cal personnel in children's polyclinics. The doctors there look after its health

until the child finishes secondary school. By the way, all town schools and the

majority in the rural areas have their own children's doctors.

In this way everybody, up to the age of seventeen, is attended by a doctor

from the district or town children's polyclinics. It is within the doctor's power

to send a child, if necessary, to a children's sanatorium (37 per cent of all ac-

commodation in the country's sanatoriums is given over to children and vouch-

ers for all children's sanatoriums are free as a rule).

Having the child looked after while the parents are at work is no

problem in families where there are Grannies. Of course, where there are two

Grannies it remains to be seen whether it is a good or a bad thing, because

Grannies are often jealous of each other and tend to be too lenient.

In kindergartens and cheches children get the most skilled and sensitive

training. Not only because creches and kindergartens are in fact small

communes where everything is shared in common—food, toys, books, and

the teachers' love. Here children are brought up according to a system, sci-

entifically based and planned by specialists in pedagogy, psychology and

medicine.

Almost eight million small Soviet citizens attended creches and kinder-

gartens last year. Today this figure has grown by half a million. The question,

"Who will look after my child when I'm working?" worries an ever-diminish-

ing number of mothers and fathers, although there still are such families.

However, a great number of industrial and agricultural enterprises and

various offices have solved this problem to their full satisfaction.

Our new Five-Year Plan envisages "an increase in the number of children
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attending state pre-school establishments to 12,200,000." That means that the

urban population's needs for children's establishments will practically be met

and that the number of creches and kindergartens in rural areas will increase

considerably.

CONCERN FOR OLD PEOPLE*

The State Pensions Law provides that all citizens of the Soviet Union,

irrespective of whether they are employed by state, public or co-operative

establishments or institutions, are eligible for a pension from the state. The
pension scheme is non-contributory, all the money coming from the state

budget. . . .

Pension age for factory, office and professional workers is 60 for men and

55 for women; for collective farmers it is 65 and 60, respectively. For persons

employed in injurious trades in the mining, chemical and metallurgical indus-

tries old-age pensions start at 50 for men and 45 for women, while in the tim-

ber industry, the building trades and on the railways the pension age is 55 and

50 respectively.

The size of an old-age pension depends on the person's previous earnings,

working conditions and length of service, with increases for long and uninter-

rupted service. As a rule, pensions range from 50 to 100 per cent of previous

earnings. Like all other citizens, pensioners get health resort accommodation

and free medical care. If they wish, old people and invalids can go into state

homes where they are maintained free of charge.

Persons who are incapacitated by industrial injuries or by illness are eligi-

ble for a pension regardless of their age.

The current Five-Year Plan, 1966 to 1970, provides for an increase of

more than 30 per cent in minimum pensions, lowering of pension age to 50

for women in a number of industrial occupations, introduction of the same

pension age for collective farmers as for factory, office and professional work-

ers, and an increase in minimum pensions paid to collective farmers for dis-

ability incurred on the job.

CONCERN FOR THE DISABLED >(>(

For pension purposes invalids fall into one of three groups, depending on

the degree of disability. This is determined by a committee of doctors, trade

union representatives and social insurance officials. An invalid is entitled to a

* Reprinted from G. Drozdov, Deputy Minister of Social Security of the Russian

Federation, "Concern for Old People," Soviet Union, No. 198, 1966, p. 53.
** Reprinted from Soviet Life, June 1966, p. 30, by permission of the Soviet Em-

bassy in Washington.
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State pension regardless of his age, but the size of the pension depends on the

category. Those in the first category get the maximum pension. The pension

also depends on previous earnings, length of time the invalid has worked and

the cause of disability. If an invalid's total disability arises from his job, he will

receive a lifetime pension equal to his regular earnings. An invalid who is able

to work will be given a job consistent with his ability. In such a case his earn-

ings will not affect his pension. If an invalid wishes to go to school, secondary

or higher, he enjoys the same rights as all other applicants. Disabled veterans

receive higher pensions, and in addition to the privileges all invalids are en-

titled to, they get certain extra privileges.

HEALTH FOR ALL'^

The socialist health scheme was created by the state and is financed and

operated by the state. Its services are free of charge and available to all. . . .

In the socialist countries health appropriations go primarily into a system

of disease-prevention. This is the most rational procedure, for prevention is

easier than cure.

Lately, for example, more than 100,000,000 people in the Soviet Union
have been screened for the early diagnosis of tuberculosis, and cancer check-

ups have covered 68,000,000 people.

A health force of 4,000,000 has been built up in the Soviet Union to carry

on work on such a scale. We have 555,000 doctors (roughly half the total

number in all the other countries of Europe combined) and about 1,700,000

trained nurses. In the employ of just the Ministry of Health there are 46,000

medical researchers and teachers. They are training personnel in 600 nursing

schools and 87 medical colleges and conducting research at 359 scientific

institutes.

That involves no small expenditure, of course, but it is only a part of the

national health effort as a result of which we now have one doctor to every

418 of the population, a world record figure. These doctors staff thousands of

out-patient clinics, dispensaries and other establishments which carry out pre-

ventive work. Our maternity homes and hospitals, from small district establish-

ments to big centres in the capital, now have 2,200,000 beds. State health

appropriations total about 7,000 million rubles a year.

Another aspect of the health effort is the organization of proper recrea-

tional and holiday facilities at country, mountain and seaside resorts, preven-

toriums, tourist camps, children's summer camps, summer quarters in the coun-

* Reprinted from Boris Petrovsky, Minister of Health of the Soviet Union,
"Heahh for All," Soviet Union, No. 199, 1966, p. 9, by permission of the pubHsher.

The paragraph on dental service has been inserted from Soviet Life, September, 1966,

p. 59, and is reprinted by permission of the Soviet Embassy in Washington.
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try for nurseries and kindergartens, and so on. The state and the trade unions

invest substantial sums in all that. . . .

Dental service in all state clinics is free. There are also state-operated

commercial clinics which charge a fee. The rates at these clinics vary. A con-

sultation is 20 kopecks, a filling 40 kopecks, treatment involving two or three

visits I ruble 20 kopecks. A complicated extraction with anesthetic costs 80

kopecks, a simple extraction 40 kopecks. A plastic or metal crown is 2 rubles

60 kopecks. The cost of partial, removable artifical dentures varies from i

ruble 80 kopecks to 6 rubles 70 kopecks. The top price for a complete set of

removable artificial dentures (uppers and lowers) is 14 rubles. (One ruble

equals 100 kopecks; 100 kopecks equals one dollar and 10 cents.) . . .

Summing up: A person's health, as Soviet doctors see it, is a part of the

national wealth for which the person himself, the state and public organiza-

tions are responsible. In the near future we intend to hold a nationwide dis-

cussion on that and then record it in a law obliging every citizen, from Minis-

ter to charwoman, to do everything he can to promote the health of every

member of society. And that is the main thing—concern of all for the health

of all.

LIFE, HEALTH, AND DEATH: SOME
COMPARATIVE FIGURES^'

In the USSR, life expectancy is 70 years, comparing favourably with that

of the most advanced countries, and more than double the figure for pre-

revolutionary times.

In the newly liberated colonial countries length of life remains low. Thus,

it stands at a mean of 50 years in India, which is the level attained by England

at the break of the century. The mortality rate in the USSR is 7.3 per 1,000.

In the advanced capitalist countries the mortality rate for 1965 was as

follows (per 1,000 population):

USA
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As compared with pre-revolutionary times, infant mortality in the USSR
has been reduced by 90 per cent.

The following table gives the relative changes in infant mortality over the

past fifty years for the USSR and USA (per 1,000 population):

1913 1965

USSR 269 28
USA 99.9 25

Infant mortality is still extremely high in some countries. Thus, accord-

ing to the latest data available there were 170 infant deaths for every 1,000

births in Brazil; 77.6 in India; and 59.6 in Argentina.

Disease is not the only cause of death among children. According to fig-

ures published in foreign journals, one out of every two deaths in the under-

five bracket in South America is caused by malnutrition.

The Soviet Union leads the world in regard to absolute number of physi-

cians and the ratio of physicians to population. The following table gives some

comparative latest figures:
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RISING PROSPERITY OF SOVIET FARMERS''

N. Lagutin

Senior Researcher, Scientific Research

Institute, U.S.S.R. State Planning

Commission CGOSPLAN')

For many long centuries the Russian peasantry were doomed to hard,

backbreaking labour, dire poverty and political disfranchisement, ignorance

and darkness. It was only the revolutionary struggle of the working class in

alliance with the toiling peasantry, under the leadership of the Communist

Party, culminating in the great victory of October 19 17, which opened to the

peasantry the path to a new life, to the flourishing of their material and

spiritual forces.

The situation of the working peasants in pre-revolutionary Russia was

extremely bad. Even the semi-destitute living standards of the city workers

were far above those of the toilers of the village. Suffice it to say that the

average income of a peasant in 191 3 was almost three times below that of a

worker. . . .

The poor peasants were forced to go into virtual slavery to the kulaks and

landlords, to pay them the larger part of the harvest and work for them during

the heat of the season in return for food (52 per cent of the peasants did not

have enough grain for the entire year), seeds, the use of implements and

draft animals (30 per cent of the peasants had no horses and 94 per cent had

no implements). To make ends meet and provide for the barest needs of the

family the peasants were forced to work with their wives and children from

dawn to dusk. . . .

The peasants' housing conditions were appallingly bad. A little straw-cov-

ered shack (often a mud hut) with tiny windows, several tiers of bunks, parti-

tions for cattle in the winter, a few wretched kitchen utensils—such was the

peasant's home. On autumn and winter evenings, to the light of a burning

* From an article by N. Lagutin, in Ekonomika Selskogo Khozyaistva, No. 3, 1967.

Reprinted from the English translation in Daily Review, Translations from the Soviet

Press, Novosti Press Agency, April 28, 1967, by permission of the Soviet Embassy in

Washington. (Condensed by editor.)
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splinter of wood or grease lamp, the family dressed, scutched and combed flax

and hemp, spun and wove, made felt boots, bast sandals, dressed skins, en-

gaged in handicrafts, etc. The clothes worn by the peasants were mostly home-

spun.

The cultural level of the pre-revolutionary villagers was extremely low.

The overwhelming majority of the peasants were illiterate. Agronomic and

zootechnical literature and the general achievements of agricultural science

were inaccessible to the illiterate peasant, of course. There were very few

libraries, clubs, cinemas and other educational institutions in the countryside,

but there were plenty of churches, saloons and pubs. Medical care in the vil-

lage was practically unknown. . . .

Referring to this fact, Lenin wrote: "In a peasant country the first, to

gain most and to gain at once, from the dictatorship of the proletariat were

the peasants generally. . . . For the first time under the dictatorship of the

proletariat, the peasant worked for himself and fed better than the city

dweller. For the first time the peasant came to know real freedom: freedom to

eat his bread, freedom from hunger."

But small farming could not radically change the peasants' material con-

ditions. The solution of the problem lay in shifting the peasant farms from

small to large-scale socialist production. . . ,

Collectivisation not only placed agriculture on a solid socialist foundation

but put an end to the class differentiation in the village, to poverty and desti-

tution among the peasantry, opening broad opportunities for the improvement

of their life.

The most important general indication of growing prosperity, of rising

living standards, is real income. Under Soviet power the peasantry has

achieved an increase in real incomes such as no capitalist country has ever

known. Data on the growth of the real incomes of the peasants of the USSR
compared with those of pre-revolutionary Russia (191 3-1), in terms of in-

come per worker and in comparable prices, are given in Table i (figure shows

multiple increase).

The growth of farm income in money and kind shows that the Party and

Government, despite difficulties at certain periods, have succeeded in securing

an appreciable increase in collective farmers' earnings. It is important to re-

member that this increase has been due primarily to the rapid growth of in-

come from work on the collective farms. . . .

Of paramount importance in raising the real value of the collective

farmers' earnings has been not only the reduction of the retail prices of many
industrial goods but also the elimination of the difference between the prices

charged in town and village. Since January i, 1966 all goods in the country-

side are sold at the same prices as in the towns. This fact is of tremendous

economic and political significance.

Growing incomes for the population are insured also by a steady increase

of benefits from the public consumption funds. . . . Estimates show that the
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Working peasants ' Income in mrniey

and kind from collective and per-
sonal farming (after tax and duty)

Real incomes of working peasants

(income from farming, taking into

account free education, and medical
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Real incomes, including those

used to enhance the collective
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reserves
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benefits received by the collective farmers of the USSR in 1963 in the form

of pensions, grants, stipends, aid to mothers of large families, free services and

other social and cultural services were 40 times as high as those received by

working peasants in 191 3, in comparable prices and in terms of benefits per

worker; this compares with a 25-fold increase in benefits received by indus-

trial and construction workers. . . .

As a result of increased government spending on education the rural

school network grew from 109,100 schools in 1 914- 191 5 to 169,600 in 1959-

1960, including secondary schools, from 104 to 16,200. The enrolment of the

elementary, seven- and eight-year and secondary schools went up at the same

time from 7.4 million to 16.4 million. . . .

From year to year the state has been assigning more and more money for

the training of specialists with secondary and higher education and techni-

cians. As a result the number of garduates from agricultural colleges increased

from 10,300 in 1940 to 36,000 in 1965, and from agricultural secondary

schools from 21,500 to 88,100 respectively. . . .

The cultural standards of the peasantry, and of the rural population gen-

erally, have been greatly affected by the extension of the network of public

libraries—from 11,300 in 191 3 to 90,200 in 1965, an eight-fold increase. The

number of books and magazines in these libraries grew from 4.4 million to

487.5 million respectively, or more than no times.

In 19 1
3 there were only 100 clubs in the countryside (this for a popula-

tion of 130 million). Today there are 111,300 clubhouses with more than

160,000 amateur art circles (more than 85 per cent of the total) embracing

over 2.1 million members, or over 80 per cent of the total number of amateur

artists in the country. Many of the rural ensembles have won world renown.

Is there any need for better proof of the growth of culture in the village!

In 191 3 there were 140 cinema installations in the countryside, and in
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1940 19,500. At present the countryside has 123,000 cinema installations, in-

cluding 111,000 stationary ones (only 8,000 in 1940) and 12,500 mobile ones

catering in the main for people working at distant pastures, in field camps,

etc. The average number of cinema attendances per village dweller per year

today is 16 compared with three in 1950.

From the very first years of its existence Soviet power took upon itself the

care of the health of the entire population. Prior to the October Revolution

the health appropriations amounted to an average of 91 copecks per person

a year, the rural population and that of the national outskirts being allotted

even less. At the end of 191 3 there were only 4,975 village doctors in the

country out of a total of 28,100, or less than 20 per cent. There was thus an

average of one doctor per more than 25,000 rural population, with one medical

point within a radius of 12 to 100 kilometres. In the absence of medical as-

sistance the constant companions of hunger, destitution and ignorance were

mass diseases and epidemics (cholera, typhus, etc.) and a high death rate

among the village population (twice as high as in the city).

In the years of Soviet power the state health expenditures have grown

immeasurably. Already at the beginning of i960 there were 5.8 times as many
doctors and 6.3 times as many hospital beds in the countryside as in 191 3.

This, despite the decrease of the rural population by more than 20 million (or

nearly 20 per cent)! . . .

Taking into account the planned increase in wages and salaries, the in-

creases in the collective farmers' incomes in money and kind, the proposed

price reductions in state and cooperative trade and collective farm markets,

and the expansion of the public consumption funds, the real income per head

of population under the five-year plan [1966- 1970] is to increase by about 30

per cent with an even bigger increase in the case of the country population,

the collective farmers in particular. As a result of implementation of the 23rd

CPSU Congress Directives concerning the growth of the peasants' real in-

comes, equal at present to some four-fifths of those of the workers, they should

by 1970 closely approximate them. The five-year plan is another decisive step

in the direction of solving the problem of bringing the living standards of the

dwellers of country and town closer together.
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WHY ARE LIVING STANDARDS
IN THE SOVIET UNION LOWER

THAN
IN CAPITALIST COUNTRIES?'^

Soviet Life

It . . . was a bit hasty to put the question that way. Before trying to com-

pare anything, we should have a clear idea of what it is, precisely, that we are

going to compare. For example, which countries [does] . . . the question refer

to as "capitalist"? . . . Only the United States, Canada and Western Europe?

But the living standards of even such countries as, let us say, Britain and

Greece, are quite different. The difference will be even greater if we include

the countries of Latin America, Asia and Africa.

Indisputably, a certain small number of industrially developed capitalist

countries have reached a high level in the output and marketing of consumer

goods. But, as a rule, these goods remain inaccessible to the overwhelming ma-

jority of the population in the capitalist world because of the crying uneven-

ness in the level of the national income of different countries, and, most im-

portant of all, owing to the uneven (and, to our mind, unjust) distribution of

incomes among the population of these countries. After all, even the most

highly developed of the capitalist countries have to wage "war on poverty"

among their own population. And in spite of the efforts taken in this direction,

the foreseeable future does not vet promise a radical improvement of the so-

cial ills.

In the Soviet Union, where the whole economy and all the riches of the

country belong to the entire population, the basis of inequality has been elim-

inated. About three-fourths of the national income is spent on consumption,

i.e., on the satisfaction of the population's requirements. As the level of social

production grows (its volume approximates two-thirds of the production in the

United States at present), the living standards of the population also

grow. . . .

"Well," the reader might say, "you admit yourself that the volume of pro-

duction in the Soviet Union is heloxv that of the United States. As the popula-

* Reprinted from Soviet Life, June, 1966, p. 21, by permission of the Soviet Em-
bassy in Washington.
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tion of your country is larger, it means . .
." Yes, the Soviet Union is still

behind the United States in per capita production of goods. But a few decades

ago this gap was much wider. One must not forget that the leading capitalist

countries started their industrial development 1 50, 200 or even 250 years ago,

while our country was industrially weak only 50 years ago, at the time of the

Socialist Revolution.

Therefore, it would be wrong to correlate the relatively lower level of

consumer goods output with socialism and the advanced level of production

with capitalism. Everything depends on concrete historical conditions. When
relatively developed countries (as, for example, Czechoslovakia) change over

to socialism, they are in a position to provide their population with compara-

tively high living standards.

When the Soviet people began the construction of a new society, we had

to solve many difficult problems simultaneously in order to industrialize the

country in an unprecedentedly short period of time and to safeguard it against

internal and external enemies.

Only 16 years ago the volume of industrial production in the USSR was

barely one-third that in the United States. For more than 1 50 years not a sin-

gle enemy soldier set foot on U.S. soil, while within 50 years our country has

been invaded twice by the German imperialists, first under Kaiser Wilhelm's

flag and then under Hitler's. Moreover, it has gone through a civil war and

fought off the intervention of 14 powers. Had it not been for the necessity of

constantly safeguarding the country from military aggression, had it not been

for the destruction caused by these two wars, consumer goods output in the

Soviet Union could already have been at least as high as in the industrially

developed capitalist countries.

At present our country is working to eliminate the gap in this area at an

even faster rate. Whereas in the seven-year plan period (1958-65) just ful-

filled the rate of development of heavy industry was 50 per cent higher than

that of light industry, in the new five-year plan (1966-70) thfe rate of develop-

ment of heavy and light industry will be almost the same.

It is likewise important to define what we mean by living standards. Is it

only the sum total of goods and services acquired for the maintenance of the

average family's life? Or is it something more than that? We in the Soviet

Union have grown accustomed to including in this category free medical care

for each and every citizen, free education, the guaranteed right to work, the

absence of unemployment, the payment of pensions and other welfare benefits

to all working people.

What does this mean practically? It means that every Soviet family, even

those in the lowest income categories, can afford to send its children to the

country's best university.* It means that every Soviet citizen, regardless of his

* College educations is free in the Soviet Union. According to a recent estimate

CSoviet Life, September, 1966, p. 59) each university student costs the Soviet govern-

ment over 1,000 rubles each year, not counting maintenance stipends. (Editor's note.)
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income, may obtain any kind of medical care he needs. He will be hospitalized

if necessary, any surgery he may need will be performed, and he does not have

to pay anything for this. Even the most advanced capitalist countries have so

far not matched our health services.

The Soviet state annually spends tens of billions of rubles on these re-

quirements. We should also add to this extensive housing construction, low

rent, cheap municipal transportation, free use of stadiums and other public

sports premises and equipment, the accessibility and mass nature of all forms

of culture.

As we get closer and closer to our goal of a completely communist society,

the proportion of these public consumption funds for the satisfaction of the

whole population's requirements grows larger and larger. The time will come

when public transportation, housing and other such services will be free, when

the principle "From each according to his ability, to each according to his

needs" will be exercised on an increasingly wider and fuller scale.

Even with our lower (as yet!) volume of production, the socialist prin-

ciples of distribution ensure the average Soviet family fuller and more stable

satisfaction of its various requirements. . . .

Under socialism, and even more so under communism, the goal of pro-

duction is to provide an abundance of goods and services for everyone. An
emphasis on consumer goods output is therefore to be expected in socialist

society.

Obviously the socialist countries will not be able to reach this goal over-

night. We must not forget that it was the relatively economically backward

countries that were the first to start building socialism. That is why it took

socialism time to show what it could do in the way of raising living standards.
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TOWARDS THE HIGHEST LIVING STANDARDS
IN THE WORLD^

Directives of the 23rd Congress

of the Communist Party

of the Soviet Union

In view of the fact that the main 'purfose of socialist froduction is the

ever greater satisfaction of the growing material and cultural needs of the

-people, a further substantial improvement in living standards shall he ensured

in the next five years by means of greater labour productivity, by increasing

the output of material values and by accelerating the rate of growth of the

national income.

The carrying out of the following basic tasks is envisaged

:

the wages of factory and office workers shall be increased by an average

of at least 2.0 per cent between 1966 and igyo, and collective farmers' incomes

in cash and kind from the collective farm shall be increased by an average of

between 35 and ^o per cent to bring the payment for the labour of collective

farmers close to the payment for the labour of factory and office workers;

the consumption of food and manufactured goods by the public shall be

increased, and there shall be a greater variety of food and manufactured items.

The sale of consumer goods in state and cooperative shops shall rise by no less

than 40 per cent. These goods must be of better quality and in a greater assort-

ment;

cash payments and benefits accruing to the people from the social con-

sumption funds shall increase by not less than 40 per cent: social security,

various grants, pensions, scholarships, payment for holidays, free education

and free medical treatment, the provision of free or cheap accommodation in

sanatoriums and holiday homes, the maintenance of kindergartens and nurs-

eries and the provision of other social and cultural services;

* Reprinted from "Directives of the 23rd Congress of the CPSU for the Five-Year

Economic Development Plan of the USSR for 1966-70," in 23rd Congress of the CPSU,
1966, Novosti Press Agency Pubhshing House, Moscow, 1966, pp. 372-385, by permis-

sion of the Novosti Press Agency (London correspondent).
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housing construction shall he increased hy 30 per cent and its quality

imfroved. In towns, urban-type settlements, and on state farms houses with a

total floor space of 100 million sq.m, more than in the preceding five years,

shall be built at the cost of the state and by building co-operatives; commu-

nal, social and cultural services shall be considerably improved.

1. Increased wages for factory and office workers shall be ensured in the

main as follows

:

minimum monthly wages in the national economy shall be increased to

60 rubles, raising at the same time wages and salaries of the medium-paid

category of factory and office workers;

payment for the labour of workers, engineers and technicians and office

personnel shall be increased from the material-incentive funds formed at fac-

tories that are being transferred to the new methods of planning and eco-

nomic stimulus. The part played by bonuses and awards in a person's income

shall be considerably increased to ensure a fuller combination of the interests

of each worker and the interests of the factory and of society as a whole. The
increase in income deriving from this source will be the greater, the more sig-

nificant the contribution made by each collective and each individual worker

to the development of production and to its greater effectiveness;

special allowances shall be introduced for factory and office workers at

enterprises and organisations in the Far East, Siberia and European North,

for whom these allowances have not yet been established. Greater privileges

will be offered to people working in the Far North and in areas put in the

same category.

In carrying out measures to increase wages, further preference shall be

given to the wages of workers engaged in branches where labour is heavy or

harmful, in underground work or work of heightened intensity. Forms and

systems of payment for labour must be improved and special attention paid to

their role as an incentive in increasing the productivity of labour, accelerating

technical progress and improving the quality of output.

2. In accordance with the planned growth of social production, the de-

velopment of science and the extension of the services for the public the num-

ber of factory and office workers in the country's economy shall he fixed at

91-92 million hy 1970.

3. Planned transition must be ensured for factory and office workers at

enterprises, institutions and organisations to the five-day working week (five

work days and two free days) while preserving the existing total length of the

working week, which will ease working conditions for the workers and give

them greater opportunities for improving their qualifications and cultural

standards, and will also help increase the effectiveness in the utilisation of pro-

duction assets.

4. Measures shall be taken for the continued aholition or reduction of

taxes on wages and salaries of some categories of factory and office workers.

5. Modern safety measures and devices shall be introduced and hygiene
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and sanitation improved at factories. The output of the machines and devices

and also of special clothing and footwear shall be increased and the quality

improved, and specialised factories for their manufacture shall be set up.

6. The income of collective farmers deriving from the farm shall be sub-

stantially increased by means of greater productivity of labour and the better

employment of all labour resources throughout the year. Monthly guaranteed

'payment for work of collective farmers shall he gradually introduced con-

formahly to wage levels of state-farm workers in corresponding operations and

with corresponding quotas. The system of payment for the labour of collective

farmers and the system of bonuses in cash and kind shall be improved, making

the latter directly dependent on the increase in output and in labour produc-

tivity, and also on improvements in quality and reductions in cost of produce.

Privately-owned plots of land must also serve as a source of income for the

rural population.

7. The further improvement of the pension scheme for factory and office

workers and for collective farmers is to be envisaged.

The old-age pension minimum for factory and office workers and for col-

lective farmers shall be raised.

Old-age pensions shall be established at the age of 50 for certain catego-

ries of women workers in some industries engaged on jobs of higher intensity

of labour.

Collective farmers shall be equalled to factory and office workers as re-

gards the pension age and procedure for calculating pensions.

The pension minimum shall be increased for collective farmers who are

Group One invalids, and also pensions shall be introduced for Group Three

invalid collective farmers disabled by an accident on the job or by occupational

disease.

8. The structure of the people's diet shall be improved. The consump-

tion of meat and meat products is to increase on the average hy 20-25 V^^ cent,

milk and milk products hy 1^ to 18 per cent, sugar hy about 25 per cent, vege-

tables and melons by ^$-40 per cent, vegetable oils by 40-46 per cent, fruits,

including grapes, by 4S-S0 per cent and fish and fish products by ^0-60 per

cent.

The sale of fabrics, clothing and knitted wear is to increase by 40 per

cent; of which knitted wear (garments and underclothes) by 90 per cent.

9. Shopping facilities shall be improved; this envisages the more rapid

development of trading in rural areas and it shall be relevant to the growth in

the incomes of the rural population.

There shall be a universal improvement in the assortment of foodstuffs,

first and foremost bakery products, confectionery, macaroni and similar prod-

ucts, vegetable and animal fats, preserves and other consumer items. There

must be a considerable improvement in the quality of potatoes and other

vegetables sold to the public by state and cooperative shops.

Special attention must be paid to meeting the demands of the population,
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especially the rural population, for sports, recreation and household goods and

also for building materials. There shall be a considerable increase in the sale

of radio and TV sets and radiograms, furniture, domestic refrigerators, cars,

mopeds and motor bicycles, timber, cement, roofing felt and asbestos tiles.

There shall be extended trade in items produced from local resources;

surpluses of agricultural products shall be purchased from collective farmers

by trading organisations; they shall also buy wild fruits, berries, mushrooms

and honey. Trading on collective-farm markets shall be greatly increased and

conditions shall be created for collective-farm trade in fruits, vegetables and

other produce; the sale of surpluses by state farms directly to the public shall

be organised on markets or in shops.

Trade specialists must make a better study of the demand for consumer

goods and, in distributing goods to various parts of the country must take into

consideration changes in the demand, including those due to seasonal, climatic

conditions and also to national special features.

Progressive forms of trade convenient for the public must be introduced

on a wide scale—the acceptance of orders for goods, the delivery of orders, the

use of samples in doing trade and so on. Trade by post and by travelling

salesmen must be developed, especially in the rural areas. The network of

shops, especially shops of the consumer co-operatives, and state and co-opera-

tive warehouses, refrigerators and stores shall be extended.

Executives of the enterprises producing consumer goods must take timely

measures to extend the assortment and improve the quality of these goods,

basing themselves on the demands of the population and the orders of the

trading bodies.

The active participation of factory and office workers, collective farmers

and housewives in the voluntary task of supervising the work of trading and

public catering organisations shall be ensured.

10. In the five years the turnover of the fuhlic catering establishments

shall increase hy about 4^ fer cent, and they shall themselves produce up to

70 per cent of their goods. The service in dining-rooms, snack bars, cafes and

restaurants shall be improved; the number of these establishments shall be

increased. Special attention shall be paid to improving catering facilities for

factory and office workers, students and schoolchildren in dining-rooms at

factories and offices, state farms and educational establishments.

1 1

.

In order to increase the real wages of the people, as the output of

consumer goods increases and the necessary reserves are established, measures

are to be taken to reduce state retail prices for certain items of food and manu-

factured goods, priority being given to children's goods.

Currency circulation is to be further invigorated and the purchasing

power of the ruble is to rise as an essential condition for interesting the

worker in the results of his labour.

12. Housing construction is to be increased and the feofle provided with

better housing conditions.
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In 1966-yo dwelling houses with a total floor space of about 400 million

square metres shall he huilt in towns, urhan-type settlements and state farms

using state investments and the funds of co-operative societies, special atten-

tion being paid to domestic building in the rural areas.

In the rural areas a total of 2-2.5 million dwelling houses are to be built

by the population and the collective farms; in the towns, urban settlements

and state farms factory and office workers, with the help of state credits,

shall build individual houses with a total floor space of over 80 million square

metres.

The building of houses for factory and office workers out of the funds

for social and cultural undertakings and for housing construction shall be ex-

tended. The building of co-operative houses shall be increased 200-300 per

cent and measures shall be taken to encourage it and draw into the building

co-operatives ever wider sections of the population. Factory and office workers

shall be helped to build individual houses using their own resources and

aided bv state credits.

The quality of domestic building and the conveniences provided must be

of a higher level. Measures must be taken to ensure the conservation, increase

conveniences and improve the exploitation of existing dwelling houses.

Communal services shall he improved. Centralised water supply systems

shall, in the main, be completed in all towns. Gas supply to dwelling houses

in towns shall be increased by 50-55 per cent and in rural areas by 20-25 P^'^

cent. No less than 1,000 towns and urban-type settlements shall be provided

with gas. Electric power shall be more widely used for the domestic needs of

the population. The output of electric power for the domestic and communal
needs of the urban population shall be increased by 60 per cent and for those

of the rural population by more than 200 per cent. All forms of urban trans-

port shall be further developed and there shall be considerable improvement

in the service, passenger traffic in the towns increasing by a minimum of 50

per cent.

The appearance of buildings, residential areas, cities, towns and urban

settlements is to be improved. The quality of planning and developing towns

and urban setdements is to be improved. Sanitation in inhabited areas shall

improve, there must be a more resolute struggle against air and water pollu-

tion in towns and factory setdements, more must be done to protect natural

beauty spots, especially in the suburban zones of big cities.

13. All forms of communal services shall he improved. Such services shall

be converted into a big mechanised branch of the economy. By 1970 the vol-

ume of services available to the public shall increase by about 1 50 per cent

while in the rural areas they shall increase by 200 per cent. Dry-cleaning

services shall be increased by 500 per cent, housing repair services by 700 per

cent, the repair of household appliances, transport means and furniture by
200 per cent.

The network of enterprises providing services at stationary and mobile
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workshops and reception centres is to be further extended. These enterprises

shall be specialised and their equipment modernised. In the rural areas

branches and reception centres from the services in nearby towns and district

centres shall be organised.

It is an important task for those working in this field to ensure better

services, improve the quality of the work and do the job in shorter time.

14. There shall be a further develofment of education, an imfrovement

in the general educational level of the fofulation and in the quality of the

training of fersonnel. In the course of the five-year period the introduction

of the universal secondary education for the youth shall be completed.

The number of pupils in schools and groups with a prolonged day shall

be doubled and the number of pupils in evening schools increased by 40

per cent.

The number of children in state pre-school institutions shall be increased

to 12,200,000, i.e., 60 per cent more than in 1965. This will, in the main,

meet the urban population's requirements and greatly improve the situation

for the rural population.

In the five-year period about 7 million specialists with higher and sec-

ondary educational qualifications will be trained, which is 65 per cent more

than in the 1961-65 period. By 1970 the annual enrolment of students in

special secondary schools will be increased to 1,600,000 and in higher schools

to 940,000. The training of specialists shall be of a higher quality.

The training of skilled workers for all branches of the economy shall be

extended. The enrolment in vocational schools for 1970 shall be increased to

1. 7-1. 8 million, i.e., 70 to 80 per cent more than the average annual enrolment

in the preceding five years.

15. An improvement in the medical services for the urban and rural

fofulation is to he envisaged. The building of new hospitals provided with

modern medical equipment is to be developed on a broad scale. There shall be

an extension of urban and rural district general hospitals and clinics capable

of ensuring specialised medical treatment, with special attention paid to the

expansion of the network of medical and prophylaxis institutions for the treat-

ment of women and children. By 1970 the total number of hospital beds is to

be increased to 2,680,000.

The medical equipment industry shall increase output by 70 per cent.

The output of medical instruments, devices, apparatus and other equipment

and medical preparations, especially the more effective drugs for the prophy-

laxis and treatment of cardio-vascular and mental diseases, tuberculosis, ma-

lignant tumours and infectious and virus diseases shall be considerably ex-

tended and their use improved. The time needed for industrial production of

new medical drugs shall be reduced. There shall be an increase in the output

and assortment of patent medicines. The public shall be fully provided with

all the necessary medical supplies.

Measures shall be adopted to further improve sanatorium treatment and
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better organise holidays for the peofle, to extend the network of sanatoriums,

boarding houses, holiday homes, tourist hostels. Young Pioneer camps and

sports facilities. The number of homes for the aged and for invalids shall be

increased.

The mass forms of 'physical training and sports is to he made more avail-

able to the population: special attention shall be paid to developing them in

general schools and in special secondary and higher schools.

1 6. Provisions shall be made to expand the network of institutions of cul-

ture and art and substantially to develop all forms of cultural services for the

people, especially in the rural areas. The number of theatres, general libraries

and clubs shall be increased, and they shall be better equipped. The number

of film projectors shall be increased to 160,000, special attention being paid to

the extention of the rural cinema network.

Measures shall be adopted for the extensive development of television

(including colour TV) which is called upon to play an important part in

bringing closer the level of culture of the urban and rural population, and also

the population of different parts of the country. Television and radio pro-

grammes shall be improved.

The publishing and the printing trades shall be further developed. The
printing of books shall be increased by about 25 per cent, journals and maga-

zines by more than 50 per cent and newspapers by about 40 per cent. The
printing of books and other publications shall be of a higher quality.

The delivery of letters, newspapers and magazines by post is to be speeded

up. The transmission of the texts of central newspapers to the bigger cities by

phototelegraph is to be organised so that they can be printed and delivered to

the public on the day of their publication in Moscow.

Taking into consideration the envisaged increased wages for factory and

office workers, the higher incomes in cash and kind envisaged for collective

farmers, the reduction of prices in state and co-operative trading establishments

and on collective-farm markets and also the extension of consumption, real in-

comes per capita of the population shall rise by approximately 30 per cent.

The targets for improving living standards, especially for wage increases,

are not the maximum.

The development of initiative on the part of workers in making produc-

tion more effective, the introduction of new economic management methods,

the increased funds for the provision of material incentives made available by

the better operation of factories provides for a much greater increase in the

real incomes of the people based on the socialist principle of distribution ac-

cording to work done.



IX

ECONOMIC PLANNING

IN THE U.S.S.R.*

In Soviet society, the means of production (the land, the factories, the

retail establishments, the banks, the transportation system, etc.) are owned not

by private individuals but by society at large, and are operated by the govern-

ment presumably in the interest of the people. In many ways, such a society

can be thought of as a gigantic corporation that encompasses all the means of

production—a corporation in which each citizen is an equal shareholder and in

which the government acts as the board of directors, operating the corporation

for the shareholders. The economic activities of this giant "corporation," just

like the activities of any corporation, must be planned in advance. The men in

charge must plan what to produce, how many workers and how many ma-

chines to employ in different "departments," how much to offer in payment to

workers of various degrees of skill and competence, what price to ask for each

of the finished products, etc., etc. Production is supposed to be carried on ac-

cording to plan by paid workers under the guidance and supervision of hired

managers—in each of the divisions of large American corporations and in each

of the enterprises in Soviet society.

The fundamental difference, then, between a planned economy and what

is usually referred to as a free enterprise system, is not that planning is re-

quired in one and not in the other, but rather that in the former plans are

made for the economy as a whole, while in the latter individuals and business

organizations plan only their own activities with the profit motive as a guide

and with the forces of demand and supply as the coordinators of economic

activity. Whether or not an additional 100,000 TV sets will be produced in a

free enterprise society depends upon whether or not the producers expect that

they can sell them at a profit. In a planned economy, on the other hand, prof-

itability is of secondary importance. Resources will presumably be allocated for

the manufacture of the TV sets if, in the opinion of the planners, their produc-

tion is in the best interests of society. If "too many" TV sets were produced in

a competitive free enterprise economy, sellers unable to sell them all at prevail-

* The first three paragraphs of this introduction have been taken from the introduc-

tion to the chapter on economic planning in this editor's The Soviet System in Theory

and Practice, Appleton-Century-Crofts, New York, 1965, pp. 145-146.
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ing prices would put them "on sale"; if the supply were insufficient, sellers,

noticing that prospective purchasers were willing to buy more TV sets than

available, would be induced to raise prices. In the Soviet Union, prices are

changed only by orders from above, but the law of supply and demand still

functions. If there were "too many" TV sets on the Soviet market and the gov-

ernment did not lower prices, they would gather dust on the shelves of the

stores (since the economic meaning of "too many" is "more than can be sold at

the prevailing prices"). If the supply were inadequate, queues would form in

front of stores, with eager purchasers lining up to buy before the supply was

exhausted.

This brief introduction should make the reader aware of some of the diffi-

culties which beset those whose task it is to plan, supervise, and coordinate the

economic activities of an entire nation, especially one of the size and complex-

ity of the U.S.S.R. . . .

In the first selection under Western Views, Nicolas Spulber introduces

the reader to the essence of Soviet economic planning, and touches briefly on

the development of planning in the Soviet Union, from the pre-1928 period

of the "struggle for the plan" (the search for planning principles) to the post-

1928 era, when "the sphere of market relations shrank [and] that of adminis-

trative command expanded." Campbell R. McConnell, next, starts out with a

brief background description of public ownership of the means of production

in the U.S.S.R., and then addresses himself to the constitutional basis of central

economic planning, to the question of freedom under planning, to the goals of

Soviet planning, and to such problems as coordination and the assignment of

priorities. Finally, he evaluates the efficiency of the U.S.S.R.'s planned econ-

omy, concluding that it is not very efficient in terms of optimum allocation of re-

sources for consumer satisfaction, but that it "has performed well in terms of

the objective of growth." (Such other topics as incentives and the planning of

prices have been omitted, since they will be taken up in detail in subsequent

chapters.) In the third Western selection, Barry M. Richman describes the

planning process, with special emphasis on the annual plan, from the original

conception of the plan to the time it becomes the law of the land. In his de-

scription of the channels through which orders are transmitted, Richman refers

to the regional economic councils Csovnarkhozy^ , the territorial subdivisions

that existed from 1957 to 1965. In the fourth Western selection. Alec Nove de-

scribes the ministerial system in existence before the 1957 changes; he then

shows briefly how the regional council system operated; and he finally explains

the Soviet economy's administrative structure since the return to the minis-

terial system in 1965. The last sentence of Nove's piece stating that "The pow-

ers of enterprise are being enlarged in several ways . .
." is of great importance,

for it implies that the new "ministerial system" is substantially different from

the pre-1957 structure of the Soviet planning apparatus. (The recent alterations

in the Soviet planning and administrative apparatus are taken up in Chapter

XI, dealing with the economic reforms.)
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Katherine Miller in the final Western View discusses the availability and

effectiveness, present and prospective, of computers as tools in Soviet economic

planning and control. Neither Western nor Soviet economists dispute that

computers can play an important role in the administration of the Soviet econ-

omy. But, Miller concludes, since computers are now in relatively short supply,

since many of the presently existing ones are of obsolete design, and since

military and space activities as well as certain scientific undertakings have

prior claims, "providing the Soviet economy with adequate data-processing

equipment must indeed be viewed as a protracted task."^

In the first selection under Soviet Views, A. Yefimov briefly discusses dif-

ferences among various types of state planning, and he introduces the reader

in a few paragraphs to the fundamental features of socialist planning. P. Niki-

tin, next, gives the Soviet version of "planned proportional development," pro-

ceeds to analyze various aspects of economic planning in Marxist-Leninist ide-

ology and Soviet practice, and concludes by enumerating what he conceives to

be the advantages of socialist economic planning.

The next selection has been taken from the writings of the late Polish

economist Oskar Lange. The inclusion of this piece under Soviet Views seems

to be warranted since many aspects of Lange's "market socialism" (as it has

come to be called in the West) are being incorporated into the Soviet system.

Defending centralized planning and management during the early days of

socialist industrial construction, Lange holds that in a mature socialist economy

the national plan need not concern itself with details. But while such details

can be left to be determined at the level of the enterprise which functions in a

Number of computers in the industrialized countries
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kind of competitive socialist market,^ the central planners must still decide at

least two major issues: (a) how much of national income is to go into con-

sumption and how much into investment, and (b) how investment is to be

distirbuted among the different branches of the economy. Such planning,

Lange emphasizes, must be based on correct economic accounting and on a

correct pricing structure.

In the next selection, three Soviet social scientists, T. Shakhazarov,

Y. Krazyuk, and V. Sukhodyev trace the steps that lead to the actual formula-

tion of a plan, showing what roles are played by the various echelons in the

Soviet administrative apparatus. S. Pervushin, next, addresses himself to the

question of whether freedom, individuality, and initiative can be combined

with central economic planning, concluding that society under socialist man-

agement is like "a symphony orchestra in harmony, in which each member

knows and plays his own score perfectly, putting all the creative ardour of his

heart into it, yet keeping to the general rhythm set by the smooth movements of

the conductor's baton. . .
."

In the final two selections of the main part of this chapter, two members

of the Soviet Academy of Sciences, mathematician Leonid Kantorovich (cred-

ited by the Soviets with the invention of linear programming) and economist

N. Fedorenko present respectively the case for the use of mathematical meth-

ods in economic planning and administration and the case for the installation

of a unified state network of computer centers.

In an appendix to the chapter, Howard J. Sherman investigates the

relationship between Marxist economics and Soviet planning. This selection

appears in an appendix because its comprehension requires a background

knowledge of economic theories (especially of Marxian economic analysis)

somewhat greater than is necessary for most other selections in this volume.

2 In other words, although the means of production are owned by society, purchase

and sale can be permitted to take place with Httle government interference, and an in-

centive structure can be devised that rewards those who achieve success in the market-

place.
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PRINCIPLES AND PROCEDURES
OF

SOVIET ECONOMIC PLANNING:
A BRIEF INTRODUCTION'^

Nicolas Spulber

Indiana University

The Marxists dismiss the classical economic doctrine that stresses the self-

regulating capacities of the market. From this basic and arbitrary postulate a

number of crucial consequences flow both in Marxian economic theory and in

Soviet planning. The "fundamental contradiction" of captalism is alleged to

consist in the opposition between "socialized" organization in the individual

factory and "social anarchy in the production as a whole." While, writes En-

gels, capitalist factory production depends on "division of labor, upon a defi-

nite plan," production in capitalist society at large is "ruled by absence of plan,

by accident, by anarchy."^ Since the market is anarchic, Engels and Lenin

assert further that transitions from perfect competition to monopoly and oligop-

oly are attempts to limit economic "planlessness" and, therefore, steps toward

integral planning—which, however, socialism alone can install.^ Thus plan-

ning, according to Marxist theory, is the opposite of market regulation of pro-

duction, and, paradoxically, monopoly and oligopoly are steps toward full-

fledged planning. By definition, therefore, in this theoretical framework the

socialist economy is a non-market economy with a centrally planned organiza-

tion and regulation of production.

* Reprinted from Nicolas Spulber, Soviet Strategy for Economic Growth, Indiana

University Press, Bloomington, Ind., 1964, pp. 97-100 (footnotes from p. 147), by per-

mission of the publisher.

^ All quotations are from F. Engels, "Socialism: Utopian and Scientific," in A. P.

Mendel, ed., Essential Works of Marxism (New York: Bantam, 1961), pp. 70, 71, 77,

88.

2 See F. Engels, "Critique du programme d'Erfurt," in K. Marx and F. Engels,

Critiques des 'programmes de Gotha et d'Erfurt (Criticisms of the Programs of Gotha and

Erfurt) (Paris: Editions Sociales, 1950), p. 83; and V. I. Lenin, "State and Revolution,"

in Mendel, Essential Works of Marxism, pp. 154-155.
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Comprehensive planning evidently requires extensive and methodical co-

ordination among current economic activities and those which will arise in the

future as various branches and sectors expand at different rates of growth.

This coordination requires, in turn, the establishment of a number of plans:

short-term operational plans and long-term "perspective" or general plans, that

is, expansion plans covering a number of years and at least certain key indus-

tries and sectors. Furthermore, operational and expansion plans must be differ-

entiated and coordinated at various organizational levels, such as the industry,

branch, sector, and region.

How can these plans be drawn in a realistic manner and how can they

be made to mesh with one another at various points in time? Must all current

activities be coordinated? Must scheduled patterns of output and of end-use

match perfectly? To what extent must the plan be shaped by past trends, and

to what extent and in what ways can the policy maker and the planner aim at

changing prevailing interrelationships between branches and sectors? Is the

planner's freedom of choice of goals equal in respect to all sectors and to all

time periods? How can the planner achieve consistency among all his goals

and efficiency in the use of resources while dispensing increasingly with market

relations and market mechanisms?

These problems began to confront the Soviet policy makers and planners

on the morrow of the Bolshevik revolution of 19 17, as the leaders stressed the

need of an integrated national plan for all the economic activities of the coun-

try. But a single integrated national plan came into being only in 1929, eleven

years after the revolution.

The period 191 7-1928 is often described in Soviet official literature as the

period of the "struggle for the plan."^ The "struggle," according to these

sources, involved not only the formulation and selection of workable planning

principles and procedures, but also the preparation of the so-called "objective"

conditions for planning, that is, in Soviet theory and practice, the systematic

limitation of the scope of certain types of market relations. The search for

planning principles broadened and intensified the debate between "volun-

tarists" and "determinists." The search for planning procedures put to an acid

test the alleged opposition between planned order and market anarchy, and

raised the question of the respective limits of centralization and decentraliza-

tion. The preparation of the "objective" conditions for planning raised a host

of crucial problems concerning the policy makers' strategy of development, the

pace of sectoral growth, the interaction among different systems of ownership

and production in the Soviet economy, and finally, the question of the possible

place of "atomistic" (individualistic) agriculture in the framework of planning.

In the Soviet pattern of development large-scale nationalization, and a

high centralization of both administrative and operational managerial func-

tions—that is, a wide use of centralized commands to determine investment and

3 See, for example, A. S. Gordon, Sistema planovykh organov SSSR (The system

of planning organs of the USSR) (Moscow: Komakadizdat, 1929),. passim.
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all aspects of current output^—were all viewed as normal steps toward integral

planning and were all associated with the early phase of the Bolshevik regime,

the period of so-called War Communism. When the Bolsheviks launched the

New Economic Policy (NEP) in the spring of 1921, deliberately restoring

market relationships on a wide scale, they limited the sphere of centralized

operational commands in the state sectors and in the economy as a whole, and

at the same time they gave up for the time being the idea of extensive plan-

ning. High centralization at all operational levels was so deeply interwoven

with planning that the latter appeared necessarily impaired when the former

had to be limited. Bolsheviks of Left or Right persuasion advocated or rejected

planning according to their attitude toward market relations—that is, toward

the NEP—and toward industry and privately owned agriculture—that is, to-

ward the regime's over-all strategy of development and toward its nationaliza-

tion and collectivization policies. For no one doubted then that over-all plan-

ning necessarily meant both the liquidation of market relationships and the

return to a system of highly centralized administration. Those who had an in-

creasing distaste for the consequences of the NEP, and who stressed in

particular the danger of socio-economic differentiation among the peasants,

became the earliest and most persistent advocates of all-embracing planning.

Those who affirmed that recovery and future growth depended upon the

conservation of market relationships and upon peasant agriculture ranged

themselves against any extensive planning. When the NEP was brought to

a close and over-all planning started, the sphere of market relations shrank,

that of administrative commands expanded, and agriculture as a whole was

engulfed in a massive process of collectivization.

^Administrative management—i.e., executive leadership—involves, in a business cor-

poration, planning and controlling the basic directions o£ its activities, its expansion, di-

versification, etc. Operational management involves the activities which result directly in

salable products. Though overlapping, the two types of management and their respective

functions tend to be differentiated in the great corporations.
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SOME FUNDAMENTALS
OF ECONOMIC PLANNING

IN

THE SOVIET COMMAND ECONOMY^

Campbell R. McConnell
University of Nehraska

There are two outstanding institutional characteristics of the Soviet

economy: (i) the public ownership of property resources and (2) central

economic planning.

PUBLIC OWNERSHIP

The Soviet constitution of 1936 makes the pervasiveness of public owner-

ship of property resources quite clear

:

Article IV. The economic foundation of the U.S.S.R. is the socialist system of

economy and the socialist ownership of the instruments and means of production,

firmly established as a result of the liquidation of the capitalist system of economy,

the abolition of private ownership of the instruments and means of production,

and the elimination of the exploitation of man by man.

Article V. Socialist property in the U.S.S.R. exists either in the form of state

property (belonging to the whole people) or in the form of cooperative and collec-

tive-farm property (property of collective farms, property of cooperative societies).

The Soviet state owns all land, natural resources, transportation and com-

munication facilities, the banking system, and virtually all of industry. Most

retail and wholesale enterprises and most urban housing are governmentally

owned. In agriculture many farms are state owned; most, however, are govern-

ment-organized collective farms, that is, essentially cooperatives. The main

exception to public ownership is the small plot of land which each collective

* From ECONOMICS by C. R. McConnell. Copyright © 1966 by McGraw-Hill,
Inc. Used by permission of McGraw-Hill Book Company.
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farm family has set aside for its personal use : "Every household on a collective

farm . . . has for its personal use a small plot of household land and, as its

personal property, a subsidiary husbandry on the plot, a dwelling house, live-

stock, poultry, and minor agricultural implements. . .
." And, of course, cloth-

ing, household furnishings, and small tools and implements used by craftsmen

are privately owned. Workers in rural areas and farmers typically own their

homes as do over one-third of all urban families.

Central Economic Planning

Despite a highly democratic constitution, in practice the government of

Soviet Russia is a strong dictatorship. The Communist party, although its

membership includes only 4 or 5 per cent of the total population, stands un-

challenged. Indeed, the party and the government can be regarded as virtually

synonymous.

As the constitution makes clear, the Soviet government, through economic

planning, sets the objectives of the economy and directs resources toward the

attainment of these goals:

Article XI. The economic life of the U.S.S.R. is determined and directed by the

state national economic plan, with the aim of increasing the public wealth, of

steadily raising the material and cultural standards of the working people, and of

consolidating the independence of the U.S.S.R. and strengthening its defensive

capacity.

In contrast with the decentralized market economy of the United States,

that of the Soviet Union is a centralized, "command" economy which func-

tions in terms of a detailed economic plan. The economy of the Soviet Union

is government-directed rather than price-directed.

Circumscribed Freedom.

The dominant roles of public ownership and central planning correctly

imply that it is not the free decisions of consumers and businessmen which

determine the allocation of resources and the composition of total output in the

Soviet Union. Yet we must recognize that, subject to the overall restraints im-

posed by the central planners, consumers and laborers have a degree of free

choice.

The concept of consumer sovereignty as we know it does not exist in the

Soviet Union. The preferences of individual consumers, as reflected in the size

and structure of consumer demand, do not determine the volume and compo-

sition of consumer goods production in Soviet Russia; this determination is

made by the government. However, consumers are free to spend their money

incomes as they see fit on those consumer goods for which the central plan

provides.
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Similarly, although the Soviet Union has a history of compulsory job as-

signment, harsh labor codes, and, in the extreme, slave labor, much greater

reliance has been put upon free occupational choice in recent years. But, again,

there are overall restraints imposed by the central plan. The composition of

output as determined by the plan establishes the number and kinds of jobs

available. Then the government planners set wage rates so as to attract the

needed number and types of workers to the various occupations. If the plan

assigns great importance to steel and a low priority to shoes, jobs will be plen-

tiful and wage rates established at a high level in the steel industry. Con-

versely, few jobs will be available and wages will be low in the shoe industry.

In short, workers are largely free to change jobs in response to wage differen-

tials; the differentials however, are designed and manipulated to bring about

an allocation of labor both geographically and occupationally which is consist-

ent with the goals of the plan.

CENTRAL PLANNING

Perhaps the most dramatic feature of the Soviet economy is its use of cen-

tral planning. In the Soviet Union the means of answering the Five Funda-

mental Questions is central planning. Choices made primarily through the

market in our economv must be consciouslv made bv bureaucratic decision in

the U.S.S.R. The overall character of the Soviet Five- and Seven-year Plans

has been succinctly described in these words :

^

The Soviet economic plan is a gigantic, comprehensive blueprint that at-

tempts to govern the economic activities and interrelations of all persons and in-

stitutions in the U.S.S.R., as well as the economic relations of the U.S.S.R. with

other countries. To the extent that the plan actually controls the development of

events, all the manifold activities of the Soviet economy are coordinated as if

they were parts of one incredibly enormous enterprise directed from the central

headquarters in Moscow.

Now let us probe below the surface. What are the goals of the plans?

How are the plans constructed and implemented? What problems does central

planning entail?

Planning Goals

The Soviet government—in reality the Communist party—sets the basic

objectives for the Russian economy. These objectives have varied somewhat as

succeeding Five-year Plans have been formulated, but emphasis has been upon

rapid economic growth through the development of heavy industry. The at-

tainment of a high level of military strength is a closely correlated goal. Lip

service is invariably accorded the goal of a higher standard of living for con-

1 Harry Schwartz, Russia's Soviet Economy, 2d ed. (Englewood Cliffs, N.J. : Pren-

tice-Hall, Inc., 1954), p. 146.
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1

sumers, but the lower priority assigned to this goal means that it is frequently

sacrificed to achieve the objectives of industrial expansion and military

strength.

Basic Planning Problem: Coordination

It is no simple matter to sweep away the market system, as the Soviet

Union has done, and replace it with an effective central plan. After all, we
have found that the market system is a powerful organizing force which co-

ordinates millions upon millions of individual decisions by consumers, entre-

preneurs, and resource suppliers and fosters a reasonably efficient allocation

of resources. Is central planning a satisfactory substitute for the market?

The core of the planning problem is revealed by the input-output table

(Table i). Input-output analysis, you will recall, reveals the highly interde-

pendent character of the various industries or sectors of the economy. Each

industry employs the outputs of other industries as its inputs; in turn its out-

puts are inputs to still other firms. This means that a planning decision to in-

crease the production of machinery by, say, lo per cent is not a single, isolated

directive, but rather a decision which implies a myriad of related decisions for

fulfillment. For example, in terms of Table i, if planners do not make the

related decisions to increase metal output by 6.5 units, fuel by 0.5 unit, agri-

cultural products by i unit, and to provide an extra 20 units of labor (not to

mention additional second-round increases in all these inputs because 2.5 more

inputs of machinery are also needed to increase machinery output!), bottle-

necks will develop, and the planned" increase in machinery output cannot be

realized.

Let us look at the matter from a slightly different vantage point: Even if

an internally consistent set of decisions—a perfectly coordinated plan—could be

Table 1. A simplified input-output table (hypothetical data)

Consuming or using sectors

(1) (2) (3) (4) (5) (6)

Agricul- Households Total

Producing sectors Metal Machinery Fuel ture (labor) output

(1) Metal
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constructed bv the central planners, the failure of any single industry to fulfill

its output target would cause an almost endless chain of adverse repercussions.

If iron mines—for want of machinery or labor or transportation inputs—fail to

supply the steel industry with the required inputs of iron ore, the steel industry

in turn will be unable to fulfill the input needs of the myriad of industries

dependent upon steel. All of these steel-using industries will be unable to ful-

fill their planned production goals. And so the bottleneck chain reaction goes

on to all those firms which use steel parts or components as inputs.

It must be emphasized that our illustrative input-output table (Table

i) is a gross oversimplification of the problem of coordinating a command
economy. There are now some 200,000 industrial enterprises producing goods

in the Soviet Union. The central planners must see to it that all of the re-

sources needed by these enterprises to fulfill their assigned production targets

are somehow allocated to them."

The literally billions of planning decisions that must be made to achieve con-

sistency result in a complex and complete interlocking of macro- and microman-

agement. . . . The number of planned interconnections increases more rapidly

than the size of the economy, and since 1953 the Soviet economy has doubled in

terms of national production. . . . Even with the most sophisticated mathemati-

cal techniques and electronic computers, the tasks of interrelating demands and

factor inputs for every possible item by every possible subcategory becomes impos-

sible for the central planners alone.

Coordination Techniques

Despite the gargantuan character of the coordination problem, Soviet cen-

tral planning has worked and in some respects has functioned remarkably well.

It is certainly legitimate to inquire: Why? What techniques do Soviet planners

employ to achieve the level of coordination sufficient to make central planning

workable? The answers lie substantially in the way the plans are constructed

and implemented.

1 . Planning by Negotiation

Given the over-all economic objectives established by the Communist
party, it is the task of the state planning commission, or Gos'plan, to construct

a detailed economic blueprint designed to bring about the realization of these

goals. In formulating a plan, the Gosplan collects voluminous amounts of sta-

tistical data from a host of subordinate ministries, each of which is concerned

with the operation of certain industries. From these data, a tentative plan is

constructed. The plan is then submitted to the various units of the Soviet ad-

ministrative hierarchy for study, evaluation, and criticism. This criticism, it

2 Barry M. Richman, Soviet Management (Englewood Cliffs, N.J.: Prentice-Hall,

Inc., 1965), p. 17.
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must be noted, concerns the specific details of the economic plan and not the

overall goals which the plan seeks.

Let us illustrate this procedure. Note, first, that there are two obvious

organizational alternatives for a planned economy: geographical (regional)

and functional (industrial). All enterprises in a given region may be grouped

for planning purposes or all enterprises in a given industry may be grouped

for planning regardless of their location. Over time the Soviet Union has used

both alternatives and mixtures of the two. . . . The important point is that

relevant segments of the overall plan are submitted to the subordinate agen-

cies, which exercise operational control. Thus the plans are evaluated at the

regional level, by the trusts and combines—that is, groups of plants which are

combined for administrative purposes—and ultimately by the individual plants

or enterprises. At each level the plan is analyzed, suggestions are made for

revision, and perhaps alterations are proposed in production goals or planned

allocations of inputs. These evaluations are passed back up the planning hier-

archy to Gosplan. Taking into account those suggestions and criticisms which

it feels are worthy, Gosplan then draws up a final plan. When rubber-stamped

by the party and the government, this becomes the Five- or Seven-Year Plan.

The point to be emphasized is this: By breaking the overall plan into its

component parts and subjecting these detailed segments to considerable critical

examination by sub-ministries, combines and plants, the Gosplan is able to

establish a final plan which is more realistic and workable than would other-

wise be the case. Soviet planners apparently recognize their limitations in ob-

taining and digesting masses of detailed information. The "down-and-up" eval-

uation of the tentative plan by the administrative hierarchy and its subsequent

revision is aimed at obtaining on-the-spot knowledge and an understanding of

immediate, detailed facts and circumstances which a relatively small group of

planners could not otherwise grasp. To the extent that the resulting plan is

more realistic and feasible, the chance is less that problems of coordination—in

particular, bottlenecks—will arise to jeopardize plan fulfillment.

2. The Priority Principle

A second means of making central planning workable is embodied in the

priority principle of resource allocation. Not all production goals established

by Gosplan are held to be of equal importance. The goals of certain "leading

links" sectors or industries (machinery, chemicals, steel) are given high prior-

ity; other industries (agriculture, automobiles) in effect are assigned low pri-

orities. Thus, when bottlenecks arise in the actual operation of the national

plan, resources or inputs are shifted from low-priority to high-priority sectors

of the economy. Coordination and plan fulfillment are sacrificed in low-priority

production in order to maintain coordination and fulfill production targets in

high-priority sectors. This accounts for the unevenness with which the goals
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of the various central plans have been fulfilled. Planned increases in housing

and consumer goods are typically sacrificed to realize the planned increases in

industrial and military goods production.

3. Reserve Stocks

To some extent coordination problems—bottlenecks and the chain reac-

tions they precipitate—can be avoided by drawing upon reserve stocks of vari-

ous inputs. Inventories, in other words, are used as a cushion or buffer to re-

solve specific bottlenecks or input deficiencies before they can trigger a serious

chain of production shortfalls.

Although all of these techniques contribute in varying degrees to the

workability of Soviet central planning, they by no means ensure a high de-

gree of efficiency. There is a great amount of evidence gathered from Soviet

sources to indicate that bottlenecks do occur with rather alarming regularity r"^

The Byelorussian Tractor Factory, which has 227 suppliers, had its production

line stopped 19 times in 1962 because of the lack of rubber parts, 18 times be-

cause of ball bearings, and 8 times because of transmission components. The
pattern of breakdowns continued in 1963. During the first quarter of 1963 only

about one-half of the plant's ball bearing and rubber needs were satisfied, and

only half of the required batteries were available. One supplier shipped 19,000

less wheels than called for in the contract. In total, they were short of 27 dif-

ferent items. . . .

It is not surprising that 90 enterprises out of 100 surveyed in the Chelyabinsk

region blamed their underfulfillment of production plans in 1962 on supply

deficiencies.

Executing the Plan : Control Agencies

The proof of the pudding is in the eating. Setting up detailed production

goals and making some provision for their internal balance are one thing;

achieving those objectives may be something else again.

The Soviet government is not inclined to sit back, after each industrial

plant and farm has been assigned its production targets, and hope for favor-

able results. On the contrary, an abundance of control agencies supervise the

carrying out of each plan. . . . These administrative units keep a running

check on the progress of the plan. The Central Committee of the Communist
party and a variety of subordinate party organizations function as watchdog

agencies by uncovering, reporting, and helping to correct deviations from the

plan. The control functions of the infamous secret police are well known.

And, too, a less formal type of control is exercised through a much-publicized

program of "criticism and self-criticism," whereby the Soviet citizenry is en-

^Ibid; p. 123.
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couraged to register complaints concerning deviations from, and violations of,

the plan.

Perhaps the most vital enforcement agency is the state banking system,

or Goshank. The Gosbank with its thousands of branches supervises the

financial aspects of each plant's production activities and in this manner has

a running account of each plant's performance. More precisely, this super-

vision—"control by the ruble"—works something like this: The government

establishes prices on all resources and finished products. For a greatly sim-

plified example, the Leningrad Machine Tool Plant may require i,ooo tons

of steel and loo workers to produce 5,000 units of output per year. If steel

costs 60 rubles per ton and each worker is paid 1,000 rubles per year, the total

cost of the 5,000 units of output will be 160,000 rubles. Gosplan then directs

the Gosbank to make this amount of credit available to the plant over the

course of the year. Now, because all the plant's financial transactions—both

receipts and expenditures—must be completed through the use of checks, the

Gosbank will have an accurate record (in effect, a running audit) of the

plant's progress, or lack thereof, in fulfilling the production targets assigned

by the Five-year Plan. Should the plant achieve its assigned output at an ex-

pense less than 160,000 rubles, it will have overfulfilled its production goal.

Inefficient, wasteful production will cause the plant to exhaust its bank credit

before its production goal is reached. Either eventuality will be reflected in

the plant's account with the Gosbank. . . .

How efficient is the Soviet economy? The answer to this crucial question

hinges upon the goal structure one assumes. On the one hand, efficiency can

be defined in essentially microeconomic terms to mean full production, that

is, the maximization of consumer wants through the optimum allocation and

organization of scarce resources. Given this notion of efficiency, we must say

that Soviet planning is probably not very efficient; a strong case could be made

to back the assertion that Soviet communism is less efficient in terms of this

goal than is American capitalism. In Soviet Russia consumer wants are as-

signed a relatively low priority; . . . allocative bottlenecks are commonplace;

and least-cost production is virtually impossible in the absence of market or

scarcity prices. Furthermore, the Soviet press persistently denounces the poor

quality of both consumer and producer goods.

But there are other goals in terms of which an economy's efficiency

might be judged. The alternative and essentially macroeconomic goal which

has been paramount with the Soviet leadership is rafid economic growth.

Soviet Russia has pursued with great vigor the goal of rapid growth and the

political-military strength derived therefrom. These two concepts of efficiency

may be in conflict in certain important ways. In particular, it is the fact that

Soviet planning seeks very rapid growth which results in highly ambitious

production targets and the overcommitment of resources. And ambitious tar-

gets and overcommitted resources are the source of many of the coordination

problems discussed earlier. In any event, we know that the Soviet economy

has performed well in terms of the objective of growth. . . .
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THE PLANNING PROCESS^

Barry M. Richman
University of California, Los Angeles

The process by which the Soviet state estimates available resources and

determines what use it wishes to make of them during a given period is ex-

tremely complex. Only a small portion of the whole process involves the en-

terprise, but this is a ver)^ crucial part of the process since each enterprise

provides pertinent information to the planners. Although the economic "ends"

to be achieved involve central decisions, the top planners must seriously con-

sider the "means" available for accomplishing the desired objectives, and in-

formation concerning the means comes largely from industrial enterprises. It

is the enterprise's role in the planning process that is of primary interest here.

However, some general background information on Soviet economic planning

would be in order.

Nature of National Plans and Planning Decisions

The Soviet Union has a 1960-80 Twenty-Year Plan for national eco-

nomic expansion. This is a very general plan merely laying out the tentative

sequence of major projects to be undertaken in leading industries considered

strategic for both defense and economic growth. There was also a 1959-65

Seven-Year Plan, but it was abandoned in mid- 1963, and [there is] a new
Five-Year plan for 1966-70. . . . The long-term five- or seven-year plans are

essentially investment plans, and are not operational. They do not order any

enterprise to do anything.

The annual national plan is the operational document for the Soviet

economy; it is the basis for actual resource allocations, supply relationships,

and the contracts which express them. This plan is related to the long-range

plans only in the sense of being a practical expression of the same economic

policy. But even economic policy may be amended during the course of a

* Barry M. Richman, Soviet Management with Significant American Comfarisons,

© 1965. Reprinted by permission of Prentice-Hall, Inc., Englewood Cliffs, New Jersey.

Pp. 94-107 and 270 appear in this selection.
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given long-term plan. This is precisely what happened in 1961 when defense

spending was greatly increased, and again in 1963 when it was decided to

allocate more resources to the chemical and electronic industries at the ex-

pense of steel while providing more resources for agriculture and consumer

goods. In general, investment plans must be geared to current operating plans

to provide machinery, materials, and other resources needed to continue or

complete the planned investment projects.

The starting point for all Soviet planning is the formulation of political

directives by top party and government authorities indicating their priorities

and preferences with respect to economic activity (for example, relative em-

phasis on heavy and light industry, agriculture, defense, and chemicals).

These directives are based largely on an achievement balance for the entire

economy and each of its major sectors.

The decisions on "what to produce" are essentially political decisions.

Typically, capital formation through the expansion of heavy industry and

defense production are pushed hard, with leftover resources going for con-

sumer goods. Whether a true and significant change in policy regarding con-

sumer goods has taken place in 1963 remains to be seen. Similar pronounce-

ments have been made in the past without substantial results. In any case,

what is to be produced, and how much of each item, would have to be

worked out according to the aims of the plan, the available resources, and the

need for proper balance and integration of interdependent production proc-

esses.

With regard to decisions "for whom to produce," the Soviet economy

works to a considerable degree for the state and the future. The Soviet rulers

can push economic growth since they can enforce a restriction in consump-

tion contrary to the wishes of the consuming public, not because their system

is superior to the capitalistic system.

The question "how to produce" is answered by resource allocations rather

than by market possibilities. The problem of how to produce most econom-

ically cannot be properly answered without a competitive price system. Prices

set by the Soviet planners have little or no guiding function. Since factors of

production are substitutable within limits, the production program must be

drawn up with reference to the given technical possibilities. By trial and error

a modicum of technical integration evolves. However, gradual achievement of

a workable technical integration is not sufficient if we want to make the "best"

economic use of the factors of production. At best, technological integration

may guarantee that the system will function without breakdown and that

resources will be fully utilized, but it does not guarantee the best combination

of factors in an economic sense.

Hence, the observer finds production operations in the Soviet economy

curiously uneven: on the one hand, he may see a top priority (in terms of

resource allocations) military ballistic plant which has achieved a precision of

ball bearings and gyroscopes rivaling the best in the world; on the other hand,
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he may visit a consumer goods plant where things are being done in an almost

unbelievably primitive v\'ay, with the quality of output almost worthless by

American standards. Since enterprises are typically allocated the bulk of their

physical resources, we can talk about "efficient" resource utilization only in

terms of the most economical and fullest use of given resources within a given

plant. On a national scale we can talk about efficiency only in terms of the

proper matching of factors of production, so that all factors are fully utilized

in the accomplishment of desired objectives. Hence, economic efficiency in

the Soviet system cannot have the same full meaning as in a capitalistic

system where the "best" combination of factors is also a relevant problem,

given market forces and the profit motive.

Soviet Planning Methodology

It is obvious that the Soviet planning process must be fantastically com-

plex. There must be a flow of operational directives to each of the tens of

thousands of enterprises. Plans must be devised for various sectors and co-

ordinated with those of other sectors, since the outputs of one industry are the

inputs of other industries. The plans approved for enterprises prescribing what

to produce must be backed by necessary resources, and the outputs must, of

course, be related to planned inputs. Every economic decision is intercon-

nected with numerous other decisions or involves a number of necessary con-

sequential effects. It is not possible to let each micromanager freely pick and

choose his own product-mix, resource combinations, and suppliers. The plan

must provide for such problems if the various phases of the over-all plan are

to be interrelated in a mutually consistent manner. But how is this done with-

out the competitive market price system which we take for granted?

There is no elaborate formalized structure of Soviet planning so that one

could write a treatise on pure communistic economics that would equal in

length a treatise on the general equilibrium of purely competitive market

systems. Soviet planning decisions depend on a mixture of purely technical

considerations and adaptations to the scarcities of various economic resources.

A continuous process of trial and error exists. One eminent American econ-

omist describes Soviet economic planning as follows: "They [the planners]

rely pragmatically on a mixture of physical, accounting, and economic plan-

ning, make some use of pricing and costing, imd take some recognition of the

various scarcity of economic resources; but there is no reliance on systematic

theory."^

While the Soviets are showing an increasing interest in Leontief's system

of input-output and Kantorovich's techniques of linear programming, this

methodology is not relied on significantly in basic planning. There is so far only

a highly aggregated (83 X 83) input-output matrix available for relating sec-

1 Paul A. Samuelson, Economics (New York: McGraw-Hill Book Company, 1961),

p. 826.
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tor inputs and outputs. The available matrix techniques require an extremely

high level of aggregation and deal only with broad categories of commodities.

The rather ineffective statistical reporting system, the serious deficiencies in

available planning data, and the limitations inherent in the matrix techniques

themselves all hamper the operational validity of these techniques in practice.

At present the planners do make modest use of computers, mathematical

techniques, and econometrics, but mainly on an experimental basis.^ Thus

far, "advanced scientific" planning methodology is being utilized chiefly at the

national level, and only to a very limited extent in the republics and regions.

Some experiments in the use of the above techniques and tools are also being

conducted at a few large industrial enterprises. It is hoped that in the not too

distant future regional computing centers will be set up to service local plants.

It is also hoped that eventually mathematical methods, operations research,

dynamic programming, and the like, will be used for production planning at

all levels of the economy.

The whole process of Soviet planning is often referred to by the Soviets

as "planning by material balances." It involves a simplified and rather crude

form of input-output procedure, carried out largely in physical terms.^ A
"balance" in physical terms presents the current, or intended, relations be-

tween certain supplies and their allocation for specific commodities or groups

of commodities. The total bill of goods to be produced during a given planned

year is determined centrally, although the breadth and detail prescribed for

different classes of commodities vary at this level. To secure this bill the cen-

tral planners allocate major supplies primarily in physical terms, by establish-

ing product requirements on the basis of technical coefficients (production

functions), and by using the physical balances to equate sources and uses of

intermediate and final products. Because of the enormous multiplicity of

products in an industrialized economy, goods are grouped into certain con-

ventional classifications by using technical conversion factors, such as steel

content, horsepower, or some other physical common denominator. The entire

plan is built around national output goals and the expansion of capacity

needed for major industrial sectors.

Fixing physical output targets for key commodities and classified goods

may be crude but it does have substantial validity, since the most common
combinations are reducible, as in chemistry, to a relatively small group of

elements (such as iron, coal, steel, cement, rolled metals, fuels, electricity,

various fabrics, rubber, leather, and the principal nonferrous metals). The

physical balancing process is based on technical coefficients linking various

factor inputs to various commodity outputs (for example, w tons of coal to

2 These observations are based on personal interviews as well as recent Soviet

sources. Cf. the series of articles translated in CDSP, XV, No. 22 (1963).
^ An interesting discussion on the material balancing process can be found in N.

Spulber, The Soviet Economy (New York: W. W. Norton & Company, Inc., 1962),

Chap. ii.
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produce x tons of steel; y tons of steel to produce z number of lathes). These

coefficients are derived by crudely aggregating and averaging past input-out-

put relationships at enterprises, although at times adjustments are made for

anticipated improvements. The central allocation of supplies depends on the

input schedules for each industry, given its output targets. Resource alloca-

tions must also necessarily be subdivided and further elaborated by republics,

regions, and individual plants.

The national plan also includes, as basic components, a manpower bal-

ance and a balance of capital construction. The latter indicates sectoral pro-

duction capacities, and it details volume, location, and structure of capital

installations. It also specifies in itemized lists the main projects and the time-

table for their completion.

Central authorities typically utilize from 7,000 to 12,000 physical bal-

ances in preparing the annual national plan; some 700 to 1,200 major com-

modity groups are used for supply planning. In practice, the central planners

must devote their attention chiefly to certain key industrial sectors. This is so

because enormous practical difficulties are involved in going beyond first-order

inputs for the determination of technical coefficients even for key products,

and also because the price system is distorted. Monetary balances, which sup-

plement physical balances, are needed as a common denominator because of

physical dissimilarities among materials, equipment, output, and labor.

In short, there is no theory of planning that can unite all the physical

balances into a single system and integrate them with the financial balances.

The key balance of raw materials, equipment, fuel and power, manpower and

capital installations are based on planned outputs for leading industries. These

outputs, in turn, have been established by taking into account the past and

potential growth of the key industries and related branches under the assump-

tion of full employment of all available resources. Actually, the balancing

process is a never-ending one, always attempting to make the balances balance

in order to provide for technical consistency in light of national economic

objectives.

It is clear that Soviet planning at the top level deals primarily in aggre-

gates, expressed as so many tons of steel, for example. But as the plan works

down to the operating level, increasinglv complex details must be included:

What kinds of steel? where produced? with what specific resources? These

and numerous other questions become relevant for administrators further

down the industrial hierarchy. The process is far from being one-sided. If the

national plan is to be realistic and consistent, enterprise managers must tell

the planners above them what can realistically be expected from each plant

in terms of production, and what types of resources are necessary to meet the

production targets.

In order to tie the myriad component parts of the national plan into a

unified whole, a common classification of planning indices is utilized at all

levels. Several of the key indices of the enterprise plan . . . are common to
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all levels. These include aggregate gross and marketable output, physical out-

put targets for important commodities, labor productivity, cost of production

and cost reduction, and profit that is calculated only for state budget purposes.

There are also aggregate resource limits established for major commodities

used as factor inputs by various plants and industries: capital investment,

working capital, manpower, and total payroll. Upon formal approval these

plan indices become the control figures for guiding the activities at each level.

Additional directives and instructions are issued during the planning process

and during the related operating period, but the preceding group of indices

serves as the basis for economic management each year.

Let us now briefly examine the process entailed in formulating the an-

nual economic plan.

Annual Planning

The actual process, sequence, and timing entailed in constructing the

annual national plan and all of its derivative plans vary from year to year.^

Since the macroorganizations engaged in planning, as well as their activities,

also change frequently, the authority relationship at different levels in the in-

dustrial hierarchy is also subject to change. . . .

The annual planning process comprises stages of proposals, counter-

proposals, and reconciliations. The enterprise prepares a preliminary draft plan

and submits its planning proposals, in the form of indices, to the branch

administration (ufravleniye) of the sovnarkhoz. In some years preliminary

directives may be received from higher authorities by a given enterprise re-

garding the draft plan prior to its preparation; in other years there may be

none. During this stage, however, some preliminary directives usually flow

from the center to the republic, and, at times, to the regional levels. At each

level draft plans of subordinate units are aggregated and channeled upward

until they reach the center. Negotiations—usually in the form of hard bargain-

ing—take place between superiors and subordinates at each level during this

time, and a tentative agreement is reached regarding the basic plan indices

of each administrative unit. In reality, directives and counterproposals con-

tinuously flow up and down the hierarchy during the draft planning stage.

At about the same time that enterprises are preparing their preliminary

draft plans, central planners are working out the achievement balances and

preliminary balance projections for the economy as a whole. After the national

level receives the aggregated draft plans from republican planning agencies,

the national plan is completed and approved by the government. The national

output targets and resource allocation limits are disaggregated down the hier-

archy. Once again there are negotiations between superior and subordinate

4 See H. Levine, "Recent Developments in Soviet Planning," in Dimensions of

Soviet Economic Power (Washington, D.C.: Government Printing OfiBce, 1963), PP-

47S; editorial, Planovoe Khoziaistvo (April 1963).
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organizations. However, the central control figures are generally taken as

given at this stage.

The total national "pie" of planned outputs and resource allocations re-

quires a subdivision of production assignments and resources among enter-

prises. The indices approved for each plan are arrived at primarily through

negotiations between enterprise management and the ufravleniye. But re-

public-level and/or central authorities in some instances directly decide the

allocation of certain goods and/or the assignment of certain tasks for a given

plant.

In general, central authorities plan the output and allocation of a long

list of goods which are deemed of paramount importance, in critically short

supply, and various others that are consumed by several republics. Typically

this includes, in part, various types of machinery and equipment, ferrous and

nonferrous metals, fuels, rubber, leather, and selected chemicals. Much of the

detailed allocation work regarding centrally planned goods is done by the

republican planning agencies. These agencies also independently plan and

distribute various commodities consumed largely by regions within the same

republic. . . . The enterprise itself may also be permitted to independently

acquire subcontracting services and certain locally produced supplies such as

sand and gravel, or office supplies.

Process and Chronology of Enterprise

Annual Plan Formulation

The enterprise prepares its annual operating plan (tekhfromfinflari)

twice: the first time as a preliminary draft plan and the second time as a

formally approved operating document. . . . [T]he long-range plan of the en-

terprise, in conjunction with results achieved to date, is supposed to serve as

the point of departure for the formulation of the annual plan. In reality, the

long-term plan has little significance, and annual planning starts from scratch

taking into account only performance to date.

The annual plan is summarized by a cluster of indices . . . requiring

higher approval. . . . However, . . . negotiations during the planning proc-

ess focus almost entirely on output, cost of production, labor productivity

indices, and on resource needs. Apparently other approved indices usually

entail automatic "rubber-stamp" approval. The enterprise officials who nego-

tiate with superior authorities are, in most cases, the director, chief of supply,

chief of planning, chief engineer, and chief of production. . . .

PRELIMINARY STAGE : INITIAL tekhpromfinplan

This stage covers the period from the time initial planning begins at the

enterprise in the spring until final approved indices are received from higher

authorities toward the end of the planning year. . . . The preparation of the
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enterprise draft plan usually begins in April or May, and it is therefore neces-

sary to estimate performance for the balance of the current year, as well as for

the planned year. Enterprises that do not produce a substantial amount of

centrally allocated goods or require a substantial amount of centrally allocated

supplies submit summary draft indices to the ti-pravleniye the beginning of

June. For those plants producing or requiring significant amounts of centrally

planned commodities, the submission of their draft plans may be preceded by

preliminary proposals, counterproposals, and negotiations.

Since there are some basic differences in the process of planning between

producer and consumer goods enterprises during the draft plan stage, they are

treated separately.

Producer Goods Enterprises. At producer goods plants surveyed, at

least half of the total output and supplies of each plant consists of centrally

planned and allocated goods; at the ball bearing factory this figure is about 90

per cent. In late April or early May these enterprises make preliminary pro-

posals dealing with the quantities of different classes of centrally distributed

output that they would be able to produce during the planned year. Prelim-

inary directives are received from the central planners early in June indicating

the quantities of these classes of output desired. The enterprises do not pre-

pare an actual material and supplies plan until June. However, they make

proposals and prepare some broad estimates of their requirements of centrally

allocated supplies prior to June. The enterprise receives by early June, at about

the same time preliminary directives on output are received, an indication of

certain important types of supply (for example, metal) that it may expect for

the planned year.

Before and after receipt of these output and supply directives, negotia-

tions are conducted between the enterprise and superior officials. . . .

. . . [T]he enterprise plays a greater part in the planning of its output

than in the planning of its supply. . . . The negotiations concerning cen-

trally allocated outputs and inputs are most intensive in May and June and

then begin to taper off. By August changes in figures for centrally allocated

outputs are usuallv only minor in nature. . . .

The enterprises prepare their over-all draft tekh'promfmplan in early

June, and this compilation includes both centrally and noncentrally allocated

outputs and supplies. At this time all basic indices and major proposals for the

orgtekhpJan (plan of organizational and technical measures) and for resource

needs are prepared.

The form that summarizes the plants' estimated material and supply re-

quirements is called a zayavka, which means statement of requirements. The
zayavka encompasses all supplies allocated by and requiring the approval of

higher authorities. The classes of commodities are presented in similar group-

ing each year to facilitate comparisons of planned and past needs. The
zayavka is usually prepared twice by the enterprise, once during the prelim-

inary drafting stage, and again after the plant receives its formally approved
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control figures. The draft plan is always completed by the end of June, and

summary indices and related proposals are submitted to the ufravleniye.

Sometime in July, after the ufravleniye has worked out its own prelim-

inary plan, it submits counterproposals to the enterprise. This usually entails

adjustments (typically upward) in some or all of the enterprise's draft indices,

and sometimes various other directives relating to orgtekhflan measures, tech-

nical development, resource limits, and so forth. In July and August many

proposals and counterproposals pass between the enterprise and its ufrav-

leniye, and extensive negotiations are conducted. Normally, by the end of

August some mutual understanding is reached with regard to the refined en-

terprise draft plan.

Consumer Goods Producers. None of the consumer goods enterprises

[investigated] negotiated with central authorities in connection with their

output plans. Their assortment plan (product-mix) is negotiated with trade

officials. A shoe factory was the only enterprise to receive a preliminary direc-

tive concerning supply before the initial compilation of the draft tekh-prom-

finflan. Around May this plant generally receives an indication of the amount

of leather—a centrally allocated item—to be expected for the planned year.

Apparently the consumer goods plants do not participate in supply plan-

ning to the same extent as producer goods enterprises. The head of the plan-

ning department at a silk fabric factory stated that the nature of their final

assortment plan is directly dependent on the availability of materials. The
enterprise evidentally can do little in the way of negotiating for centrally, and

even various noncentrally, allocated supplies. This strongly suggests that this

enterprise, and probably many other consumer goods producers, have a low

priority rank in resource allocation. They may well receive "leftovers" after

high priority sectors are accounted for. . . .

At five of the plants surveyed, planning begins in early May. At this time

the enterprise prepares assortment proposals based on past demand for its

products and the total estimated volume of production for the planned year

and negotiates with trade officials concerning the preliminary assortment plan.

Existing and new products, styles, designs, patterns, varieties, and sizes are

discussed, with the ufravleniye often participating in these negotiations. In

the case of the watch factory, which exports more than half of its output, there

is some direct contact with foreign trade officials and the USSR Chamber of

Commerce as well. During preliminary negotiations the enterprise often dis-

plays samples of its goods, especially new items and varieties. For example, the

shoe factory holds a formal exhibition around May, attended by trade and

Ufravleniye officials, retail personnel among others.

With the exception of a Kharkov clothing plant, all the enterprises sur-

veyed submit their draft plan indices to their Ufravleniye by early June, when
preliminary zayavki are also submitted. The ufravleniye then examines the

indices with respect to available resources. The clothing enterprise does not

submit its draft plan to the ufravleniye until after the Ukraine Republic



WESTERN VIEWS 345

Wholesale Clothing Fair in July. In addition, this enterprise does not prepare

any zayavki until after its approved control figures are received around Oc-
tober; then it perpares its detailed zayavka. It was not made entirely clear why
the chronology and pattern of planning differ at this plant. Apparently, be-

cause it distributes output to, and is supplied by, organizations almost entirely

within the republic, negotiations and contracts are of a local nature and this

may permit a later elaboration of plans and less initial detail or coordination

with respect to material needs. (The other enterprises distribute output to, and
receive supplies from, other republics.)

During June and July there are continuous negotiations between the

consumer goods enterprise and its wpravleniye as well as with trade officials,

the latter being concerned only with the assortment of production. Interviews

revealed that there is at times some direct contact with republican agencies,

but rarely with central authorities.

Some time during the summer, after the adjusted indices are received

by the enterprise, there is usually a republic and in some cases a national ex-

hibition for each consumer goods branch of industry. Each enterprise sends

representatives with samples of its products to the appropriate exhibition.

Other participants include trade and retail personnel and various regional and

republic officials. At these exhibitions tentative assortment contracts are ar-

ranged between producers and customers.

Enterprise managers indicated that the major portion of their planned

production program is accounted for in tentative contractual agreements

entered into at these exhibitions. Some types of output are specified in rather

broad physical terms, whereas other classes, including many standardized

items produced in the past, are specified in detail regarding style, variety,

color, size, and so on. Some producers may also exhibit in November or De-

cember after their approved control figures are received. At that time detailed

assortment contracts covering all items to be produced during the first quarter,

six months, or during the whole planned year are established. In general, the

over-all detailed product-mix for most consumer goods producers is determined

on the basis of half-yearly, and in some instances quarterly, contract orders

with trade officials. In such cases the annual plan would not have true over-all

operational significance. Nevertheless, aggregate output, cost and labor pro-

ductivity targets, as well as resource allocations, are determined in the annual

plan.

The coordinating body for the distribution, sale, and delivery of goods to

other republics is the republic economic council.

FINAL STAGE: THE PLAN AS LAW

In most respects the process at this stage is similar for both producer and

consumer goods enterprises and they are considered together.

The final stage of enterprise annual plan formulation commences with
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the receipt of formally approved control figures, resource limits, and some-

times with various other directives from above. The enterprise receives its ap-

proved control figures sometime after the national plan is approved in Septem-

ber or October, and it is supposed to receive its approved indices by the end of

October. In reality they are often forwarded several weeks, and occasionally

several months, late; in fact, in some years, not until January or February of

the planned year. All supply limits are indicated with centrally allocated com-

modities listed separately. A special acquisition document (called fond^ is

required by the enterprise for the procurement of various centrally allocated

supplies. . . .

The fondy typically indicate material limits by categories in broad rather

than specific terms. For example, the enterprises may be allocated so many

tons of iron, metal or leather, or so many meters of certain fabrics. The de-

tailed specifications regarding sizes, grades, shapes, colors, and the like, would

not usually be indicated. The names of suppliers, the total quantities to be

supplied by each, and the delivery dates for centrally allocated commodities

are submitted to the enterprise.

Each enterprise is in a sense both a buyer and a seller; hence certain

horizontal negotiations with suppliers and customers are generally required.

On the basis of all its broadly stated supply limits, the plant negotiates with

suppliers on the detailed specifications of its needs, as well as delivery dates,

if they have not yet been prescribed. In some cases there may be various com-

binations of intermediary links and superior agencies involved in contract ne-

gotiations, particularly in the signing of contracts. This is especially true with

centrally allocated goods.

For consumer goods plants in their roles as sellers, there are typically at

least three parties to each contract: the producer; the wholesale trade organiza-

tion; and the actual customer, either another enterprise or a retail outlet. For

example, the Moscow Silk Fabric Factory distributes about 70 per cent of its

output to other plants manufacturing finished consumer goods and 30 per cent

to the trade organization for retail shops. In both cases the trade organ is the

intermediary. If consumer goods are destined for other republics, there may be

more than three parties involved in the contract. In some instances, usually

where goods are only of local importance, contract orders may be established

directly between retail stores (generally large ones) and producers.

On the basis of detailed contracts with suppliers, each enterprise con-

structs its final zayavki, this time specifying itemized supply requirements.

These zayavki are forwarded to higher authorities where they are processed

along with contract agreements. Then delivery assignments and enterprise-to-

enterprise ties are formally established. Depending on the type of commodity,

supply and delivery contracts may be drawn up on a quarterly, semiannual or

annual basis.

By mid-December the enterprise is supposed to receive warrants (war-

yady'), which indicate specific supply needs and the conditions of individual
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procurement agreements with suppliers. These naryady serve as the basis for

the conclusion of supply contracts signed by producers and their customers.

Directives and naryady relating to the conditions of delivery and supply are

received by both supplier and customer enterprises. Conflicts arising over

details and conditions of the contract may be resolved by state arbitration com-

missions at various levels (regional, republican, central), the level depending

on the nature of the conflict.

There may be some negotiations with higher authorities during the

fourth quarter, after receipt of the approved control figures, in an attempt to

change various enterprise plan indices, including resource limits. Depending

on the nature of the adjustment, approval may be required from republican

and/or central authorities. . . . Enterprise managers interviewed asserted

that adjustments at this stage are generally of a minor nature. ... In some

instances, adjustments may be made in the enterprise plan. This may compel

the wpravleniye to adjust the indices of certain other enterprises in order to

keep its own approval plan intact.

After receipt of all final approved indices, the enterprise completes its

annual tekhfromfin'plan with quarterly subdivisions. At this stage all shop

plans are worked out in great detail with monthly breakdowns for the first

and sometimes the first two quarters of the planned year. This is the point

when the enterprise emerges from technical-economic planning into operating-

production planning.

Revisions in the Enterprise Plan During

THE Operating Period

Many revisions are needed in the plans of numerous enterprises during

the operating period. . . . Changes in plans pertain mostly to the product-

mix and in some instances to allocated supplies, rather than to adjustments in

aggregate operating targets. Aggregate targets may at times be revised down-

ward, but only if the enterprise is faced with severe unanticipated deficiencies.

Changes in the assortment plans of consumer goods producers in partic-

ular are common "because of changing consumer tastes and demand," as one

chief engineer stated. Climatic conditions was another reason given by one

enterprise director. Such changes are negotiated with the trade organization.

Several enterprise managers stated that changes in the product-mix are

generally made without altering the aggregate output, cost, profit or labor pro-

ductivity targets, or resource limits. The major reason given was that it is usu-

ally very difficult and time-consuming to calculate the effect of product-mix

changes on other plan indices.

The watch factory revised its assortment plan for 1961 during the first

quarter of that year. The trade organization received a communication from

retail oudets in January indicating an unanticipated change in consumer
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demand for certain watches. Within 30 days a change in the enterprise's as-

sortment plan was worked out and approved without adjusting aggregate tar-

gets or resource limits. The deputy chief of planning at this enterprise said

that the change in the product-mix could have had some impact on various

other indices, but it was probably only minor in nature and therefore the

u'pravleniye allowed the existing indices to prevail.

Managers at both consumer and producer goods enterprises indicated that

revisions in plans are sometimes achieved through the initiative of the enter-

prise, as discussed in the preceding chapter.

45

THE CHANGING STRUCTURE
OF

SOVIET ECONOMIC PLANNING
AND

ADMINISTRATION^

Alec Nove
University of Glasgow

The Rise of the 'Ministerial' System

In 1932, three industrial People's Commissariats (Ministries) were cre-

ated: heavy, light and timber industries. Their numbers grew rapidly. By

1939 there were twenty of them. The all-time maximum was reached in 1946-

48, when they (industrial and construction ministries alone) numbered thirty-

two. After a drastic reduction immediately after Stalin's death to eleven, there

was another expansion in 1954, and at the end of 1956 there were thirty-one

industrial (including construction) ministries. Once again, there is no need

to trace the very numerous changes in numbers, coverage and designation. It

is sufficient to examine the essence of the system, which may be seen from a

brief look at the features common to an industrial ministry.

A typical ministry was divided into a number of departments or chief

* From The Soviet Economy by Alec Nove, rev. ed., 1966, pp. 64-70 and 331-332.

Reprinted by permission of George Allen & Unwin, Ltd., London; and Frederick A.

Praeger, Inc.; New York. Condensed by editor with two footnotes renumbered.
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departments (gZavfei), some of which were responsible for functional aspects

(finance, supplies, investment, labour, etc.), some for sub-divisions of the

given industrial sector (i.g. oilfields of a given area within the Petroleum In-

dustry Ministry, or woollens within the Ministry of Textile industry). Enter-

prises were, as a rule, subordinate to a glavk or 'their' Ministry.^ They received

their plans from the glavk, submitted their applications for materials and in-

vestment funds to the glavk. The ministry had its own supplies and disposals

organizations. In some instances these powers were exercised through identi-

cally-named ministries (and glavki^ of the union republics, i.e. through the

so-called union-republican ministries, in others—the vast majority in the Stalin

period—the republican authorities were totally by-passed, the line of subordi-

nation stretching straight from the enterprise to the glavk of the appropriate

ministry in Moscow, regardless of the republic in which the enterprise was

located. However, in the period 1955-56 there was a considerable move to

strengthen the republican ministers' functions.

Many of the changes made when the numbers of ministries were in-

creased or decreased consisted in promoting an existing glavk to the status of

a ministry, or on the contrary 'demoting it. Thus the Textile Ministry some-

times existed independently, and sometimes formed part of the Ministry of

Light Industry, while in 1954-55 some glavki which, within existing minis-

tries, were responsible for building operations were 'promoted' to ministerial

rank (e.g. Ministry of Construction of Coal Industry Enterprises and several

others). This last reform was due to a growing concern for the special prob-

lems of construction, and these 'building' ministries were supervised by a State

Committee on Construction, which was (and is) headed by a deputy-premier.

The Minister, his senior deputies and his heads of chief departments

(who commonly bear the tide of Deputy-Ministers), together with a few other

high officials, form the collegium of the Ministry, which meets regularly to

transact business. Both the Minister and the Deputy-Ministers must be seen

essentially as senior business executives or civil servants, not as politicians in

the western sense; they are often promoted managers, with an engineering or

technical background. They are technical executants, not policy-makers.

When ministries became numerous, especially in the post-war period, it be-

came customary to appoint senior party leaders as 'overlords', to supervise

groups of ministries; these leaders held the rank of deputy-premier. Immedi-

ately after Stalin's death, no doubt because of the need to tighten control in

the aftermath of that dictator's disappearance, party leaders became Ministers

themselves, which explains the sudden reduction in numbers of ministries in

1953. They resumed their supervisory functions in 1954, and so the number

of ministries returned to 'normal' levels.

1 In some instances, notably in the coal and fisheries industries, there were and are

intermediate organizations, e.g. a komhinat covering a coalfield and Trusts grouping

together a number of adjacent coal mines, or a komhinat grouping the fisheries of

Kamchatka.
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Because of the activities of each ministry in ensuring or manufacturing

supplies and components for 'its' enterprises, and also the habit of making

consumers' goods out of by-products in many sectors of 'heavy' industry, the

product coverage of ministries was often extremely heterogeneous.

Obviously, the existence of a large number of economic ministries, each

controlling their own national network of productive enterprises and supply

and disposal agencies, placed a heavy burden on the co-ordinating function.

The power of co-ordinating plans and operational decisions resided in the gov-

ernment itself, and in its economic committee or economic cabinet, which was

known until 1937 as the Council of Labour and Defence, and from 1937 to

the war as the Economic Council (^Ekono-nisoveO . After the war, it appears

to have faded out. So unwieldy a body as the whole Council of Ministers was

certainly unable to co-ordinate, and some evidence exists that an inner cabinet

(or 'praesidium of the Council of Ministers'), composed of the premier and

the deputy-premiers (the overlords'), took the necessary decisions. The body

which carried out the work of co-ordinating, and drafted plans, was Gosplan;

it had no powers to order any ministry to do anything, but its submissions ap-

pear to have been the basis of government decisions, the more so as it was

intimately linked with the central committee of the party.

Planning Agencies Before 1957

Before discussing the ending of the 'ministerial' system in 1957, it is nec-

essary to refer to the development of the planning agencies, and notably of

Gosplan. This body was founded in 1921 under the title of 'State general-

planning commission' attached to the Council of Labour and Defence. Until

the end of the 'twenties, it was essentially a body concerned with the elabora-

tion of long-term plans, often of a somewhat abstract character. The practical

planning, such as it was, fell to the planning department of VSNKH. When
the first five-year plan was being drawn up in 1928, the Party's crash pro-

gramme of industrialization was resisted by the moderate (and very able)

economists of Gosplan. Several of these were former mensheviks, and their

courage in sticking to their point of view led to their being removed.^ Gosplan

was reorganized, and, following the elimination of VSNKH, came to play an

essential role of co-ordination within the government. Its head usually pos-

sessed the rank of deputy-premier. During the 1930's, Gosplan absorbed the

Central Statistical Office.^ Gosplan was responsible for drafting short-term and

2 V. G. Groman was a leading defendant in a show trial of mensheviks in 1931.
The world-famous economist Kondratieff vanished at the same time. Neither has been
heard of again, though Kondratieff's name appears to this day on the list of Fellows of

the Econometric Society.

3 This was known from 1931 by the clumsy abbreviation TsUNKhU, which stood

for Central department of economic accounting, the word 'statistics' being considered
temporarily too bourgeois, since statistics suggests measuring random and uncontrolled
events; the term Statistics was restored in 1941. See A. Ezhov, Soviet Statistics (in Eng-
lish) (Moscow, 1957), PP- 31-3-
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long-term plans, for allocation of materials and also for developing new tech-

niques. In each instance, these functions were limited by the existence of the

ministries. Thus the drafting of plans for enterprises in, for example, the Min-

istry of Ferrous Metallurgy was the job of the planning department of that

ministry. Gosplan's job was to calculate the material needs inherent in the

general development programme designed by the political leaders, that is, to

draw up so-called 'material balances', which form the basis both of long-term

investment planning and of general governmental directives to the ministries,

and also to plan material supplies and deliveries. . . .

The End of the 'Ministerial' System: The
'SOVNARKHOZ' ReFORM

The reform of the system of industrial planning and administration was

apparently touched off at the end of 1956 by the errors of the sixth five-year

plan. This had been adopted by the twentieth party congress in February,

1956, but was found to be over-ambitious and unworkable, notably in its im-

plications for investment in new industrial capacity. This caused a decision

to be taken, at the central committee plenum of December, 1956, to revise

the plan. . . .

The new system was based on the territorial principle. All the USSR was

divided into 105 (later 103) regional economic councils or sovnarkhozy (note

resurrection of the old term), to which were directly subordinated the larger

industrial and building enterprises, while local industry remained under local,

mainly ohlast' and city Soviets. The sovnarkhozy did not control agriculture,

transport or retail trade, save where these activities were directly associated

with industry (e.g. auxiliary farms, factory transport, canteens). The bound-

aries of the sovnarkhozy followed existing administrative borders in the main,

though in some instances ohlasti were grouped together. Therefore these

boundaries did not, save by coincidence, represent economic regions.

The members of each sovnarkhozy were to be appointed by the govern-

ments of the republics in which they were situated. In the case of the smaller

republics (e.g. Georgia, Latvia, Armenia, Kirghizia), the republic was itself

coextensive with a sovnarkhoz.

However, for reasons which will be further discussed below, the power

and boundaries of sovnarkhozy were altered substantially, the biggest change

being finalized in the decree of March, 1963, though still further changes are

in progress. At this date, the number of sovnarkhozy was reduced to 47. The

majority, as before, are in the Russian federal republic (RSFSR). The smaller

republics remain coextensive with sovnarkhoz boundaries with one conspicu-

ous exception: the four Central Asian republics (Uzbekistan, Kirghizia, Tad-

zhikistan and Turkmenistan) arc grouped together into a single Central Asian

sovnarkhoz. At the same time, the sovnarkhozy gained control over local in-
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dustry, which was taken away from oblast' and city Soviets, and lost such con-

trol as they exercised over construction enterprises, which were transferred to

a separate specialized hierarchy. . . . Certain other enterprises were gradu-

ally transferred to the direct control of state production committees. . . .

In other respects, the powers of sovnarkhozy were, at least formally, unal-

tered. . . .

The End of the 'Sovnarkhoz' System: The Re-establishment

OF Industrial Ministries

Important changes in the structure of the Soviet economy have begun

following the September 1965 plenum of the Central Committee"*. . . .

Firstly, the territorial system of industrial planning and administration

has been scrapped. ... It had been a cause of increasing confusion, crossed

wires and irresponsibility. The regional sovnarkhozy have therefore been abol-

ished, and 'their' enterprises are once more placed under the command of indus-

trial ministries, as was the case before 1957. (There has, however, been an

increase in enterprise autonomy. . . .) The ministries have replaced the in-

dustrial state committees, and this has facilitated the elimination of the multi-

plicity of coordinating organs, both at the centre and in the republics. Thus the

all-union and republican sovnarkhozy have also been abolished, and so has

VSNKh (the Supreme Council of National Economy). Gosplan, a union-

republican organ, is now responsible, directly under the Council of Ministers,

for the national plan as a whole, both current and long term. It therefore

resumes the key role in the planning process, both at the centre and in the

republics.

The chain of command is thus very like the pre-1957 situation. Enter-

prises are subordinated to ministries. These ministries are to have full respon-

sibility for all matters connected with their enterprises, subject to the essential

coordinating planning function of Gosplan and the overriding authority of the

Government and Party. In Kosygin's words "the Ministries will plan, control

production, decide questions of technical policy, of material supplies, financ-

ing, labour and wages." . . . Some of these ministries are to be all-union and

others union-republican. All-union ministries are the rule in the armaments

industries and in machinery and engineering, and also for gas, but oddly

enough not electricity. With the exception of purely local industry, which

will be run under arrangements to be made by each republic, all other indus-

trial sectors are to be under union-republican ministries. At republican level

the organ corresponding to the ministry in Moscow could either be a ministry

^ See speech by Kosygin (Pravda, 28 September 1965), the resolution of the cen-

tral committee QPravda, i October), the speech by Mazurov to the Supreme Soviet

CPravda, 2 October) and the legal enactment of the government changes QPravda, 3

October).
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or an dbyedineniye, the latter being presumably analogous to a trust, firm or

combine, operating on khozrashchyot. In either case they would be under so-

called dual subordination, which means under the command of the ministry

in Moscow for all practical purposes. Gosstroi has been directly subordinated

to the Council of Ministers, and so has the State Committee on Science and

Technique, the all-union body which has replaced the State Committee for

Coordination of Research, though it is not clear whether this is more than

a change of name.

However, a novel situation has emerged in the administration of material

supplies. Here the regional structure has played a positive role, since many

small 'ministerial' supply depots were amalgamated on an inter-sector basis. It

is intended to retain this advantage. Thus, while the ministries will be the

holders of allocations Qondoderzhateli) , the actual distribution of the mate-

rials will be through the regional supply depots, which are to be controlled

from the top by a new State Committee on Material Supplies. This takes over

the existing chief departments for inter-republican deliveries', which were at

one time part of Gosplan and later of the USSR sovnarkhoz. The former head

of the USSR sovnarkhoz, Dymshits, has been made head of the new state

committee. It is envisaged that gradually there will be a shift towards 'free

trade in inputs, though Kosygin gave no hint about how far and how fast

such a trend will go. The regional depots would then act as sales centres, and

presumably would transmit industry's orders to the producers.

The powers of enterprise are being enlarged in several ways. . . .
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I. Introduction

. . . Computer development work in the U.S.S.R. was concentrated ini-

tially at research institutes under the Academy of Sciences and was focused
primarily on computers suitable for use in scientific research. Much discus-

sion, as well as a moderate amount of real effort, has been given to the devel-

opment of computer systems for process control, and heavy emphasis was
placed on the development of analog and digital computers appropriate for

priority military and space programs. Consequently, until recently, the Soviet

computer industry did not have the priority task to design or to produce com-
puters especially adapted to commercial or economic use, and little research

was directed toward the development of the peripheral equipment or program-
ing devices necessary for data processing. The U.S.S.R. lags about 5 years be-

hmd the United States in the use of computers for data processing. This lag

resulted both from a tardy recognition of the value of computers for this pur-
pose, and from the consequent parsimony in the allocation of resources to

their development. There is little evidence that digital computers were rou-
tinely employed in data handling in the U.S.S.R. before i960. Rather, they
apparendy were used almost exclusively for solving scientific and military

problems. Following a belated awakening to the benefits that industrialized

Western countries were realizing from the application of data handling com-
puters in commercial activities, the U.S.S.R. about 1962, began installing

them at a slow but increasing rate in enterprises and state administrative or-

* Reprinted from New Directions in the Soviet Economy, Studies Prepared for the
Subcommittee on Foreign Economic Policy of the Joint Economic Committee, Congress
of the United States, U.S. Government Printing Office, Washington, D.C., 1966, Part
II-A, pp. 327-337. (Condensed by editor.)
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gans for processing plan data, scheduling production, and performing account-

ing tasks.

In contrast to the U.S.S.R., free world countries, particularly the United

States, employ computers in almost every phase of economic activity from

market research to business accounting. U.S. computer manufacturers, stimu-

lated by the sales potential of the business market, have concentrated since

about 1955 on the development of expanded internal and external memory

systems, on raising operating speeds, on increases in assortment and efficiency

of input/output apparatus, and on making the computers easier to use. Ease

of use has been facilitated by provision of additional programing languages

and accessibility to the computer from remote consoles.

II. Requirements for Computers in the U.S.S.R.

Two factors have led to the recognition by Soviet officials in recent years

of a greatly increased requirement for computers for the Soviet economy. One

factor has been the increasing difficulty of contending with the flood of infor-

mation that accompanies economic growth. The other is the growing convic-

tion of Soviet planners that mathematical methods can be highly useful in

economic planning.

It is obvious that the successful operation of a centrally controlled, highly

industrialized economy depends on the ability to analyze vast amounts of data.

In the Soviet Union, the collection, processing, transmission, storage, and ar-

rayment of data on every aspect of economic life, transmitted between pro-

duction, distribution and sales units and production control, statistical, and

planning centers at various levels of authority, through multitudinous chan-

nels, presents a data processing task unparalleled in human experience. At

present this task is performed at a high cost, mainly by vast numbers of clerks

armed with abaci and desk calculators. Even punch card machinery, which

has been in production for years in the U.S.S.R., contributes relatively little

compared with the army of clerks. According to a Soviet source, some lo mil-

lion persons were employed in 1962 in all of the organs of state administrative-

management, and some 3 million of these were engaged in accounting and

record keeping alone. Moreover, the volume of data-reporting on economic

activity tends to increase faster than the growth of that activity. The preserva-

tion of the centralized system of economic management in the U.S.S.R. clearly

depends, among other things, on achieving a very considerable increase in

labor productivity in the processing of data.

A. IN ECONOMIC PLANNING AND CONTROL

The idea of using mathematical methods to allocate economic resources

for maximum or "optimum" output was discussed by the Soviet economist

Kantorovich as early as 1939. In recent years the increasing complexity of the



356 ECONOMIC PLANNING IN THE U.S.S.R.

planning process has engendered active interest in the use of these methods

in economic planning. Given valid statistics and simplified economic models,

mathematical methods would permit testing draft plans for inconsistencies

and imbalances. Implementation of the advanced concept of cybernetic con-

trol of the economy, which envisions the drafting of plans, issuing of instruc-

tions and regulation of plan implementation down to the enterprise level by

computers in a completely automated manner, is not being seriously consid-

ered at present. Such a program would require enormous numbers of very fast

computers with very large memories. The supply of the necessary computer

capacity would be too great a drain on Soviet industrial resources to be prac-

tical in the foreseeable future.

Soviet leaders envision the satisfaction of immediate requirements for

computers for processing economic information as a result of a program to be

initiated in the new 5-year plan (1966-70). According to the chief of the Cen-

tral Statistical Administration, V. N. Starovskiy, a recent government decree

implementing this program provides for the establishment of "a state network

of computer centers for the collection and processing of economic information

and the solution of problems of planning and control in the national econ-

omy." This network will be formed through an expansion and modernization

of the existing network of the state statistical system, which has computing

centers and machine calculating stations in all Union Republics and oblast

and kray centers, as well as more than 650 machine calculation stations in

administrative regions and cities. In addition, sectoral and departmental sys-

tems of planning, accounting, control, and information processing are to be

created as necessary, and connected with the state network. Presumably these

sectoral and departmental systems will include the computers in enterprises

where the basic economic information is generated in the first instances. The

final consolidation and arrayment of economic information for the use of top

planners will presumably be accomplished with an economic model of limited

size on the computers of the Central Statistical Administration U.S.S.R.

The requirements for equipment for the proposed new network are enor-

mous. In a recent article Dorodnitsyn has estimated that more than 4,000 me-

dium- to large-sized computers would be required. There probably are not

more than 3,000 digital computers now installed in the U.S.S.R., of which

a very few are so deployed that they would belong to this system. This con-

trasts with the 28,000 general-purpose digital computers that had been in-

stalled in the United States by the end of 1965.^ Although the Soviets have

acknowledged that their computer industry cannot provide all of the equip-

ment needed for the proposed network in 1966-70,^ even limited progress to-

w^ard its completion should considerably improve efficiency in data handling

at all levels of the economy.

^ Electronic Intelligence Digest, Feb. 10, 1966.
2 V. A. Kirillin, Chairman of the State Committee for Science and Technology, in

a speech broadcast from Moscow, Jan. i, 1966.
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B. AT THE ENTERPRISE LEVEL

The need for data processing computers in the producing enterprises is

especially great, not only because most of the data for planning and con-

trolling the economy are generated at this level and must be consolidated and

transmitted upward, but also because computers can be profitably used for

inventory and production control, invoicing, payroll accounting, and the so-

lution of complex engineering problems. The slowdown in industrial growth

and in factor productivity in recent years has intensified the interest of Soviet

planners in raising efficiency in industry through better management. Natu-

rally, they have turned to the use of computers as a promising means toward

this goal. Thus the Collegium of the U.S.S.R. Sovnarkhoz meeting in Au-

gust 1964 to discuss the introduction of computing equipment and quantita-

tive economic methods into industrial management, concluded that major

attention should be given to "the comprehensive mechanization of engineer-

ing and administrative labor, including engineering and design calculations,

norm [work standards] setting, planning, material and technical supply, eco-

nomic information, accounting, analysis of production activity, etc."^ In March

1965, V. D. Lebedev [then] Deputy Chairman of the U.S.S.R. Sovnarkhoz,

announced plans to install computers at 119 plants and combines during

1965-66.^ Only about 100 plants are currently so equipped and these are con-

sidered pilot projects.

Large potential gains in industrial efficiency are also inherent in the ap-

plication of computers to the control of industrial processes. The U.S.S.R. has

shown a strong interest in this field, at least since the mid-1950's when a rapid

increase in industrial productivity through automation explicitly became an

important national goal. Progress in implementing the plans for automation

has been very slow, however, in large part because of delays in completing

applied research on the processes to be controlled. Among the industrial proc-

esses to which computers actually have been applied in the U.S.S.R. since

1957 are chemical and petrochemical production, electric power distribution,

steel smelting and rolling, and train dispatching. Although Soviet industry

continues to lag far behind the United States in industrial automation, rapid

increases in the production of computers together with an intensive program

of research on their application in industry are permitting some progress to be

made in process control by computers in the U.S.S.R. The new Five Year

Plan for 1966-70 places particular emphasis on the need to provide computers

suitable for process control.

The requirements for computers in transportation, construction and

other service sectors in the U.S.S.R. thus far have been litde satisfied. Only

3 Ekonomicheskaya Gazeta, No. 37, 1964, p. 37.

^Bakinsky Rabochiy, Baku, Mar. 13, 1965-
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a few computers have been installed in these sectors to solve linear program-

ing problems. The success of these initial applications, however, is reflected in

plans for gready expanding the production of appropriate computers.

III. Production of Computers

Although a few digital computers were produced on a laboratory scale

in the early postwar years in the U.S.S.R., production on a commercial scale

did not begin until about 1957. Consequently, although high rates of increase

in output are achieved every year, the shortage of computers remains acute.

The following table compares estimated production of computers and data

processing equipment in the U.S.S.R. with production in the United States

in 1958-65. The comparisons are expressed in value terms. The estimates show

that although a higher growth rate prevails in the Soviet Union, the huge

lead of the United States in absolute terms has increased every year. The

production area at the major computer plants in the U.S.S.R. was greatly ex-

panded during 1959-65 and it seems likely that the high priority now ac-

corded the production of computers will continue. . .
.*

Comparison of United States and U.S.S.R. production of computers

AND DATA PROCESSING EQUIPMENT,^ 1958-65

[millions OF CURRENT U.S. DOLLARS^]
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in the production of semi-conductors, which reportedly increased by 40 per-

cent in 1965. The provision of the skilled labor required for computer pro-

duction has been a persistent problem that is likely to continue. The necessity

for using labor with inadequate skill tends to reduce productivity in the Soviet

computer industry and to contribute to a low quality product and excessive

maintenance costs for the user.

IV. Institutional Problems

Several factors inherent in the organization and operation of the Soviet

economic system tend to preclude optimum application of computers. As is

typical of Soviet industry in general, emphasis has been put on series produc-

tion of a minimum assortment of standardized models of computers, rather

than on the production of computers tailored to requirements of particular

consumers. Moreover, when a standardized computer has become obsolete and

a replacement model more responsive to user needs has been developed, the

production of the obsolete model usually continues for an excessively long

period. This situation, which is chronic in the Soviet machine-building indus-

tries, stems in large part from the fact that the production loss incurred by a

plant in changing models typically leads to losses of bonus payments to the

management and the work force. Delay in the appearance of improved models

also occurs as a result of the bureaucratic separation of computer users, pro-

ducers, and designers. This situation can be contrasted with that in the United

States where the producer not only is also the designer, but frequently has his

representative physically present on the user's premises to maintain the com-

puter and provide direct liaison between user and designer.

In the U.S.S.R., very few services accompany the sale of a computer. The

customer receives brief instruction in programing, operating, and maintain-

ing his computer, but once it has been installed the manufacturer takes no

further responsibility for its maintenance. Spare parts are often unobtainable

from the computer manufacturer and even from component manufacturers,

and the user is forced to employ makeshift expedients to keep his machine

operating. Such makeshift repairs may change the operating characteristics of

the computer enough to prevent the sharing of programs among users of the

same model.

Even before the recent decree for establishing a state network of com-

puter centers was announced, measures to correct some of these deficiencies

had been undertaken in the U.S.S.R. As recognition of the seriousness of

losses in computer working time became greater, several governmental bodies

were established to investigate difficulties in the utilization of computers, to

make suggestions for further research and to oversee servicing arrangements.

At the national level, representatives of the Ministry of the Radio Industry,

the Ministry for Instrument Making, Means of Automation and Control Sys-
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terns, and the State Committee for Science and Technology confer among

themselves and with representatives of the Academy of Sciences and of the

Ministries in which computers are employed, in order to decide which newly

developed models should be scheduled for production. At the Republic level,

computer producers, design institutes, and computer users have been formed

into production-engineering associations, with the intended purpose of advis-

ing one another on the problems of planning, designing, producing, installing,

and using the computers located in the particular republic.

The production-engineering organizations and the scientific research in-

stitutes play a major role in . the job of assimilating computers into the

economy. Between them, they carry out the function performed in the United

States by manufacturers' sales and service representatives and by private data

processing service organizations. In the last few years several new cybernetics

institutes and economics-engineering institutes have been founded in the

U.S.S.R. to create computer programs, perform systems engineering for

process control applications, design forms for economic reporting, and train

applications and programing personnel.

According to Starovslciy, these efforts are to be intensified and expanded

under the provision of the decree on the state computer network. The decree

states that installation, adjustment, and putting into operation of the systems

and equipment of the state computer network will be contracted out to a new

organization, the All-Union Planning and Installation Administration, under

the Ministry of Instrument Making, Automation Equipment, and Control

Systems. This administration is to have a network of territorial planning sec-

tions and installation administrations and will maintain cost accounting on

its operations. The Ministry of the Radio Industry is charged with the in-

stallation, adjustment, putting in operation, and servicing of all computers

and accessories that its enterprises produce. Apparently, the All-Union Plan-

ning and Installation Administration is to have a general contractor's role on

total systems and the Ministry of the Radio Industry is to be held responsible

for the installation and correct functioning of the computer equipment that

it manufactures. Inasmuch as the computer centers are to keep books on

their operations, they probably will pay computer producers for servicing the

computers. Such a system would insure that service would be rendered. On

this same theme. Dr. O. Kozlova, professor of economic sciences, recently

proposed that automatic data processing equipment be leased to enterprises,

with the manufacturer assuming full responsibility for installing, adjusting,

and maintaining it. This is the most common marketing arrangement be-

tween the producers and users of computers in the free world.

The Soviet propensity for maximizing physical production rather than

satisfying users' needs has resulted in the design of computers that are diffi-

cult to use. Soviet computers generally cannot accept instructions in time-

saving "programing language" (such as FORTRAN), and the Soviets have

not provided the input-output equipment needed for the use of the auto-
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matic language compilers and translators that are standard in U.S. practice.

Soviet programers have had to prepare instructions in numerical form, a time-

consuming process. Moreover, the U.S. practice of providing computer users

with standard programs for frequently run problems is seldom employed in

the U.S.S.R., with the result that much time is spent in redundant program-
ing work. Recently, some steps have been taken to correct these deficiencies.

Language compilers for some of the new computers are being developed, a

central repository for programs for mathematical problems has been created

at the State Scientific and Technical Library, and several economic research

institutes are compiling standard programs for common accounting and con-

trol problems in commerce and industry. By terms of the decree establishing

the state network of computer centers, responsible departments and scientific

institutions are to continue this work and to provide libraries of standard pro-

grams, autocodes, and algorithmic language translators. These programs will,

of course, depend on the provision of the necessary input-output equipment.

V. Conclusions

The efficient use of computers is impeded in the U.S.S.R., not only be-

cause of the lack of conveniences for programers, but because of a severe

shortage of qualified personnel for maintenance and programing. Technical

and economic institutes have established courses to train people in these

skills, but enrollments continue to be inadequate to meet even the present

requirements. Unless training programs are rapidlv stepped up, a severe

shortage of skilled personnel is likely to exist when the expected rapid in-

crease in the installation of electronic data handling equipment occurs.

The U.S.S.R. recognizes the value of the wide application of computers

in the economy not only as a means of significantly reducing the cost of

economic planning and management, but also as a means of retarding the

rapidly mounting rate of absorption of manpower into data-handling tasks.

Soviet planners realize that they are tardy in developing the technology for

applying computers to data processing. Although this matter has been given

great emphasis in the directives for the next 5-year plan (1966-70), Soviet

leaders also explicitly acknowledge that the task cannot possibly be accom-

plished in such a short time. In view of the fact that military/space activities

have first claims on available computers, that many others are needed by

various kinds of priority scientific institutes, and that many existing models

are of obsolete design, slow, and difficult to maintain, providing the Soviet

economy with adequate data-processing equipment must indeed be viewed as

a protracted task.
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ECONOMIC PLANNING: AN INTRODUCTION^

A. Yefimov

Corres-ponding Member U.S.S.R. Academy

of Sciences

Planning in the Modern World.

Types of State Planning

In "Capital" Karl Marx wrote that what distinguishes the worst archi-

tect from the best bee is that from the very beginning, before building a wax
cell, he knows exactly how he is going to build it. In other words, conscious,

purposeful activity is what distinguishes both the architect from the bee and

a planned economy from spontaneous economic development.

. . . [T]he Soviet Union was the first country in history to embark

upon planned economic development. This is now as much an established

and recognised fact as the fact that Gagarin was the first man in outer space.

In Europe, America, Asia and Africa scores of countries are todav developing

various fields of their economy by plan. Planning is championed by adherents

of the most diverse political convictions that have nothing to do with social-

ism. "The importance of national planning for economic development is al-

most universally recognised today." UN Secretary-General U Thant noted,

'The fact that in recent years country after country has made use of planning

in one form or another attests to this widespread recognition."

The essential and, frequently, basic differences in the social and eco-

nomic conditions obtaining in individual countries make it impossible to

speak of planning as a single and uniform svstem. The main differences

spring from the existence of two social systems: the socialist and the capitalist.

Socialist planning is founded on social, state ownership of the imple-

* Reprinted from A. Yefimov, "Planning," Soviet Union, No. 1 97, 1 966, p. 24, by
permission of the publisher. (Condensed by editor.)
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ments and means of production. Capitalist programming presupposes the

existence of private ownership with a small nationalised sector or even in the

absence of such a sector. A distinction must be drawn in the case of planning

in the developing countries, which are frequendy termed countries with a

mixed economy. A feature of these countries is, on the one hand, their low

level of economic development and, on the other, that the state sector plays

an important role in their economy. It would therefore be correct to speak of

three types of planning: socialist planning, capitalist programming and

planning in the developing countries.

Dreams and Reality

Fundamental Features of Socialist Planning

Capitalism entered the 20th century with implicit trust in the effective-

ness of the market element, free competition and free enterprise. The eco-

nomic boom during the First World War confirmed the economists and

businessmen in their belief that market forces were all-powerful. But this

belief was exploded when the boom ended. The Great Depression dispersed

all illusions. The idea that the state had to interfere in the economy and that

it was necessary to formulate national tasks quickly began to take root in the

developed capitalist countries.

"The formulation of aims of policy became more necessary after the be-

lief in laisser faire was given up," writes Jan Tinbergen, the Dutch econo-

mist, "before that time there was no need for planning, since it was believed

that free economic forces would lead to the best development conceivable.

When this belief died it became necessarv to formulate norms for optimum

development."

However, any plan of capitalist economic development, drawn up by

the most skilled experts with the aid of the latest electronic computers, loses

its value as soon as it clashes with reality, with the existence of private inter-

ests that oppose planning on a national scale. "Where social and private re-

turns do not coincide," W. Baumol, the American economist, says, "it is im-

possible that all members of societv will lose out if each of them does his best

to promote his own aims."

. . . [SJocialist planning is based on social—state and collective—owner-

ship. That makes it objectively necessary as the only possible method of regu-

lating social production. Its cardinal aim is to plan production in conformity

with social requirements. The fact that, in the main, national, collective and

personal interests are in harmony makes for the achievement of this aim.

One of the general principles of socialist planning is expressed in the

formula: minimum expenditures and maximum results in the interest of so-

ciety. When a country's enormous economic mechanism develops by plan

this formula can be implemented only on the basis of advanced scientific
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achievements. Under socialism, the special function of planning is that it

brings to light the requirements of society as a single organism and seeks the

most effective means of satisfying these requirements. Moreover, it answers

two basic questions, namely, what to produce and how to produce it. . . .

48

THE PLANNED DEVELOPMENT
OF

THE NATIONAL ECONOMY
UNDER SOCIALISM^

p. Nikitin

L The Law of the Planned, Proportional Development

OF THE National Economy

NEED FOR PLANNED DEVELOPMENT OF SOCIALIST PRODUCTION

Socialist economy is made of different branches of production taking in

a large number of industrial, agricultural, commercial, transport and other

enterprises, which in a variety of ways are connected wath production. The

whole aggregate of closely connected enterprises, branches and also economic

areas forms one unified, comprehensive production organism—the socialist

system of economy, which brings together both state and co-operative enter-

prises.

This vast social economy develops on planned lines. Planning in the na-

tional economy, according to Lenin's definition, means proportionality main-

tained constantly and consciously (a balance between the various links in the

national economy). The planned establishment of proportions in social pro-

duction is inherent in socialism alone.

Capitalist economy, as we know, develops spontaneously, through com-

petition and anarchy; there we find no planning or consciously maintained

proportionality. Capitalists run their businesses at their own risk, guided

solely by their private interests and the market situation. They expand the

* Reprinted from P. Nikitin, Fundamentals of Political Economy, second revised

edition. Progress Publishers, Moscow, 1966, pp. 248-261. (Condensed by editor.)
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production of commodities whose price happens to be on the upgrade with

the object of gaining the maximum profits. But none of them ever knows

with any degree of accuracy how much of a given commodity is really re-

quired. For this reason, commodities are produced in such amounts that in

the end the market can no longer absorb them. The surplus commodities

are not bought by anybody and their prices fall, and production shrinks.

Capital is then directed to produce another commodity, and so forth.

The absence of a unified plan means that proportions in capitalist econ-

omy are arrived at spontaneously and are continually being upset. This does

not mean, of course, that there is no co-ordination at all between the differ-

ent branches and enterprises. The necessary proportions in production break

through countless violations of proportionality and crises of over-production.

It follows, therefore, that private ownership of the means of production,

by isolating the producers of commodities, precludes any possibility of plan-

ning the economy as a whole. That is why, under capitalism, there can never

be a consciously maintained proportionality in the economy.

The situation is quite different under socialism. The result of socialisa-

tion of production and the institution of socialist ownership is that society

becomes, as Lenin said, "one single office, one single factory." Social owner-

ship does away with anarchy of production and spontaneity, and production

is developed in the interests of the people as a whole. This being so, the na-

tional economy can develop only on planned lines. Through their own state,

workers under socialism make a prior calculation of all the needs of society

and of its productive resources and direct production in the interests of the

people. In conformity with set aims, society also establishes the necessary

proportionality which it then constantly and consciously maintains.

But people cannot arbitrarily decide on any kind of proportions: they

have to reckon with definite economic conditions and to build their economic

policy with these conditions in mind. For instance, the industry' producing

consumer goods must not be developed one-sidedly, without first ensuring the

more rapid development of the industries \\'hich make the means of produc-

tion. The result will be failure if this is not taken into account. It is possible,

for example, to turn out a large amount of agricultural raw materials for the

light and food industries. But this raw material will be so much idle capital

if there is not a correspondingly large supply of machinery and power to con-

vert this material into consumer goods. Thus, to satisfy society's need for

consumer goods, production of the means of production must be developed

at a still higher rate. It follows that the rate of development of the light

and food industries must not be accelerated arbitrarily without first achieving

a higher rate of development of engineering and power.

There must also be definite proportions in the rates of development

within Departments I and IP of social production. For instance, large num-

* Departments I and II are the two sectors of the economy producing, respectively,

producers' goods and consumers' goods. (Editor's note.)
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bers of tractors, cars, aeroplanes and other machines having internal combus-

tion engines can be produced; but if a corresponding amount of liquid fuel

is not produced as well, all this machinery will be so much useless metal, and

the labour used to produce it will be valueless. It may be suggested that the

unavailable means of production could be bought in other countries. But,

firstly, it is not always possible to buy them. Often, too, it is not desirable to

buy abroad something that could be produced at home. Furthermore, in the

ultimate count, even if the foreign market is also considered, the same ques-

tion about set proportions among the branches arises inevitably all the same.

It is this objective connection between the processes of economic de-

velopment that, independently of man's will, demands the planned establish-

ment of definite proportions and is expressed in the law of the planned, pro-

portional developnent of the national economy.

The law of planned, proportional economic development expresses the

need for society to guide the economy according to a plan, so that its various

links and branches should be co-ordinated and should form a single economic

whole, so that proportions should be maintained in their development and

material and labour resources used sensibly and effectively. . .
.

The character of the proportions in the national economy is shaped by

the necessity to secure a continuous and rapid growth of socialist production

in order to satisfy more fully the people's growing material and cultural re-

quirements. ...

The law of the planned, proportional development of the national econ-

omy has been in operation in the socialist countries ever since socialist owner-

ship and the socialist sector of the economy were established there. But in

the early period, the operation of the law was limited, since at that time non-

socialist' economic sectors existed side by side with the socialist sector in the

socialist countries. However, as the socialist sector develops and grows

stronger, the sphere of operation of this law is gradually extended. The law

of the planned, proportional development of the national economy will oper-

ate to its fullest extent when the socialist enterprises become dominant in

economic life.

With the spread of socialism beyond the framework of one country and

the rise of the world socialist system, the law of the planned, proportional

development extends also to the relations between the socialist countries.

PROPORTIONS IN SOCIALIST ECONOMY

Applying the law of the planned, proportional development of the na-

tional economy, the socialist state consciously and on planned lines main-

tains a permanent balance between the different economic links of social

production, which are both interconnected and interdependent.

The proportion which is most important in developing the national
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economy is that which determines all the others, and, indeed, the whole trend

of social production: the ratio of the production of the means of production

to the production of consumer goods. . . . The building of socialism and

communism requires priority development of the production of the means of

production.

Means of production are required to dexelop the productive forces, to

raise the technical level of production, to stimulate the growth of labour pro-

ductivity and ease labour, to strengthen the countrv's defence potential, and

to increase the output of consumer goods and improve the life of the nation.

Of no less importance for planned economic development is the estab-

lishment of correct "proportions between industry and agricidture. Correct

proportions in the development of these branches have to guarantee, on the

one hand, that industry plays the leading role and, on the other, that the

growth of agricultural production is adequate to guarantee supplies of the re-

quired amount of food for the urban population and raw materials for light

industry. Further, correct proportions have to he established between the

branches within industry and within agricxdture.

The basic proportions in the national economy are: the proportions be-

tween production and consumption , between accumidation and consumption,

between the growing cash incomes of the popidation and the growth of retail

trade, between the economic areas of the country, etc.

Thus, there exists a large number of economic proportions, and it is the

most important task of socialist society to maintain them continuously.

The proportions between the various branches of economy cannot be

fixed arbitrarily, at someone's whim, and are governed by definite objective

laws, whose violation leads inevitably to disproportions in the economy.

Correct proportion among the different parts of social production de-

pends on a number of factors. These include the existing level of develop-

ment of the productive forces and of technical progress, the productivity of

labour, the volume of material resources, the internal and foreign situation

of the particidar socialist country, etc. Correct proportions within the econ-

omy are established to conform to these factors. For this reason they are not

fixed once and for all time; they change and improve.

Thus, in the period of full-scale communist construction in the Soviet

Union, parallel with accelerated development of heavy industry, the possi-

bility has arisen of considerably extending the production of consumer goods.

When heavy industry was just being built in the U.S.S.R., the state had to

allocate resources primarily for the development of enterprises producing the

means of production for heavy industry; it had to restrict investments in enter-

prises putting out means of production for the light and food industries,

agriculture, housing, and the welfare services of the people. It is now possible

to obtain a considerable increase in the investments for enterprises of the

second type, which will mean that the amount the population consumes will
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rise more rapidly. • • • These proportions are fixed to ensure the fulfilment

of the main task of the Communist Party and the Soviet people: the creation

of the material and technical basis of communism.

Planned, proportional development of the national economv presupposes

proportional [geographic] distrihiition of the productive forces as well. This

is achieved on planned lines to ensure an increase in the productivity of

social labour, a rise in the well-being of the people and consolidation of the

economic and defence potential of the socialist state.

The [geographic location] of production under socalism ensures the most

effective exploitation of natural resources, capital investments and manpower

resources. This means that the productivity of social labour will increase, the

rate of growth of production will be accelerated, and the needs of the people

will be more fully satisfied.

2. Socialist Planning

principles of socialist planning

The term -planning means the drawing up of plans for the development

of socialist economy and the organisation of production on the basis of a

single state plan. . . .

The organisation of planning proceeds from the decisions of Communist
Party Congresses, which determine how socialist society will develop over a

long period of time.

Each of the plans of Soviet national economy is the embodiment of

Party policy directed towards building communism. This reflects the Party

and state approach to the solution of economic tasks.

Plans of national economy are not prognostications or guess work, but

concrete plans for definite periods. . . . After the national economic plan

has been widely discussed by the working people and ratified by the higher

state organs, it acquires the force of law and its fulfilment is binding.

That plans are regarded as directives and their fidfdment binding is an

important principle of socialist planning. Otherwise planning would have no
meaning. For if one branch of the national economy, say the timber industry,

fails to fulfil the plan, then plan fulfilment is jeopardised in other branches

which should get a definite supply of sawn timber under the plan. That is

why the strictest requirements for plan fulfilment are to be observed in the

socialist countries.

To ensure planned, proportional development in all branches of material

production, the plans of all enterprises and industries have to be brought to-

gether. Planned guidance by the state is extended to the collective farms and

co-operatives as well as the state enterprises. This does not mean, of course,

that the state planning bodies draw up plans for each collective farm. But

each enterprise compiles its own plan on the basis of the general state assign-
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ment. The plans of individual enterprises of state industry, collective and

state farms, after being discussed locally, are presented to the central planning

organs and are there shaped into the unified national economic plan.

Centralised guidance combined with local initiative forms the -principle

of democratic centralism in planning.

Planning becomes better organised each year as democratic methods of

economic leadership develop. Excessive centralisation has been eliminated, so

that a greater role went to . . . enterprises and construction projects in the

drawing up of plans. The collective farms now have more independence in

organising and planning agricultural production, and have a new system of

agricultural management. The Party fully reveals and criticises shortcomings

in planning, rejects all that is old, out-of-date and hampers progress. The

September 1965 Plenary Meeting of the C.C. C.P.S.U. devoted much atten-

tion to improving the planning of the national economy. Now the functions

are being clearly divided between the central planning organs, and their re-

vision is thus being completed.

There is a distinction between current plans for a month, quarter or

year, and long-term plans for five, seven or twenty years. Lenin pointed out

that the economy cannot develop without plans calculated over several years.

Long-term plans set out the main line of economic development over several

years and current plans form the concrete programme of work over a shorter

period. The long-term plans map out the solution of great socio-economic

tasks.

The first long-term plan for the development of the national economy

was the GOELRO plan (state plan for the electrification of Russia), drawn

up in 1920 on Lenin's initiative and under his guidance. The chief task set

by the plan was to radically reconstruct the national economy on the basis of

electrification, and develop large-scale machine industry—the material basis

of socialism. . . .

Long-term plans contain only the most general indices which are then

given concrete shape in current plans. The combination of current plans

(monthly, quarterly, annual) and long-term plans is also one of the prin-

ciples of socialist planning. The correct combination of long-term and cur-

rent plans should guarantee continuity in planning, consecutive planning

over periods, and ensure that enterprises are regularly financed and supplied

with raw materials, technical equipment, etc.

A plan cannot be compiled without first singling out the economic links

which must have priority development. The most progressive branches of the

national economy underlie all planning and their rate of growth determines

that of other branches. For example, at the present time the chemical indus-

try is in scale and importance just that sort of progressive [branch], for it can

produce with far greater efficiency many of the commodities now made from

natural materials. This necessitates the rapid development of the chemical

industry and other branches of industry related to it.
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. . . Singling out the leading economic links is one of the most im-

fortant principles of socialist planning.

Plans in socialist society are real and scientifically substantiated. This

means that when each economic plan is drawn up, the planning organs pro-

ceed from the existing economic conditions and potentialities, from the al-

ready attained level of development of the productive forces, science and

technology, and make wide use of the advanced experience of production.

The reality of the plans is guaranteed by the organising work of the Party

and mass organisations and the creative initiative of the working people.

Drawing up plans is only the first step in planning. The most important

aspect of planning is checking plan fulfilment, so that errors in planning are

revealed in good time, new reserves are found, and the necessary adjustments

made in the plan. If, because of inaccurate planning or for other reasons, dis-

proportions arise in the national economy, they are quickly revealed and re-

moved. The socialist state has an important means, in the form of state re-

serves, of removing any errors that may occur in planning, and of preventing

any particular disproportion. . . .

A system of balances is used when the basic indices of economic plans

are drawn up by the planning organs.

THE SYSTEM OF BALANCES IN PLANNING

The system of balances makes it possible to compare in advance the

assignments for the development of the key branches of the national economy

and the possibilities for satisfying their material and technical needs. In order

to fulfil the giant housing programme now under way in the U.S.S.R., it is

necessary to calculate the required amount of building materials, of building

machinery, personnel and financial resources. A comparison of the require-

ments and the available possibilities of supplying building materials reveals

a deficiency in the capacities of the enterprises which turn out building

materials. In this case plans are drawn up for developing the building

materials industry.

When working out the system of balances, a careful check is made to

find out how far the planned rates of development of the different branches

are co-ordinated, and what reserves are indicated in the plan to cover over-

fulfilment of the plan by individual branches of production or failures in

realising the planned programme.

The state planning bodies draw up material balances, value balances,

and manpower balances.

Material balances are drawn up for all the most important products of

labour, e.g., metals, machine tools, coal, oil, grain, butter, etc. In drawing up
the balance, all the supply sources of the given product are taken into ac-

count. The data obtained are compared with society's needs in regard to the

given product.
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Value halances include the balance of the cash incomes and expendi-

ture of the population, the balance of the national income, the state budget,

and others.

The manfower balance determines the manpower requirements of the

national economy, branch by branch, both in general and according to

trades and qualifications. Here, too, are indicated the sources which will

guarantee to the national economy the amount of labour required.

Most comprehensive of all is the balance of the national economy which
unites all the indices characterising the proportional relationships in socialist

economy.

The system of balances in planning makes it possible, with the greatest

exactitude, to determine the correct proportions required for developing all

the branches of the national economy.

3. Advantages of Planned Economy

Planned management of the economy is one of the decisive advantages

of socialism over capitalism. It has already been demonstrated in practice by

the magnificent results achieved in developing the economy in the U.S.S.R.

and the People's Democracies.

What are the advantages of planned economy?

Socialist economy develops continually in an ascending line.

Under capitalism the contradiction betvyeen the social character of pro-

duction and the private form of appropriation of the results of production

dooms society to economic crises; under socialism, however, this contradiction

is abolished. In socialist conditions, social ovynership corresponds to the social

character of production. Because of this, socialist production knows no eco-

nomic crises of over-production. Planned socialist economy guarantees high-

capacity utilisation of equipment and full use of the fixed assets of enterprises.

Socialist planned economy rids society of the colossal waste of material

and manpower resources, which is typical of capitalism and goes hand in

hand with economic crises, anarchy and competition, unemployment, chronic

under-capacity working of enterprises, etc.

Socialist national economy develops along planned lines, on the basis of

proportions fixed by society in order to provide ever fuller satisfaction of the

material and cultural needs of the people.

Planned economy is a powerful factor in scientific and technical progress.

Under capitalism the efforts made by the monopolies to conceal technical

secrets from others and the chronic under-capacity working of enterprises re-

tard the application of the new discoveries of science and technology. There

is boundless scope in socialist society for the development of science and

technology. Planned economy makes it possible to concentrate manpower,

material and financial resources for the solution of scientific and technological

problems of the first magnitude.
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An important advantage of socialism over capitalism is the planned use

of manpower resources, which guarantees that the entire working population

is always fully employed. Under socialism there is no unemployment but, on

the contrary, a steady increase in the number of people employed in the

national economy; the training of skilled personnel proceeds along planned

lines, as also does their distribution throughout the different branches of

economy; the material and cultural standards of the working people systemati-

cally improve.

The advantages of planned economy are most clearly seen in the high

rate of socialist development. In the socialist countries the volume of indus-

trial production increases from year to year at rates unattainable by capitalism.

The advantages in the rate of economic development guarantee that in a

short period of history socialism will triumph in the economic competition

with capitalism.

The planned character of socialist economic development leads to a con-

stant rapid growth of production, of the cultural and material standards of the

people in the socialist countries. . . .

49

ECONOMIC PLANNING
IN

A MATURE SOCIALIST SOCIETY^

OskarLange*'*'

Late Chairtnan of Economic Council,

Poland

Economic planning, or more precisely, the planning of economic devel-

opment is an essential feature of socialism. It expresses the fact that socialist

economy does not develop in an elemental way, but that its development is

guided and directed by the conscious will of organised society. Planning is

the means of subjecting the operation of economic laws and the economic

development of society to the direction of human will.

* An address delivered on November 19, 1957, at the Institute for International

Politics and Economics, Belgrade. This selection is reprinted from Oskar Lange, "Role
of planning in Socialist Economy," in Oskar Lange, ed., Prohlems of Political Economy
of Socialism, People's Publishing House, New Delhi, September, 1962 (revised from the

First Polish Edition), pp. 16-30. (Condensed by editor.)
** Lange is the only non-Soviet author whose selection is under "Soviet Views."

For a comment, see p. 323 above.
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The experiences of the construction of socialism in various countries

indicate that the estabHshment of planned economy is one of the first achieve-

ments of the socialist revolution. It precedes the full development of socialist

relations of production though it needs a certain minimum of such relations.

In the transitional period, when non-socialist modes of production still play

an important role, the economy becomes already subject to planned direction

of its development. This is made possible by the existence in the economy of

a large socialist sector which controls, as one frequently says, the 'command-

ing heights' of economic life. This is the minimum requirement of establish-

ing a planned economy.

Economic planning starts with the direct intervention of the state in

economic relations. This intervention has for its objectives the liquidation of

capitalist relations of production, the establishment of socialist relations of

production and the control of the non-socialist sectors of economy which still

remain. The basis which makes control of the non-socialist sector possible, is

the existence of a socialist sector, particularly that part of the socialist sector

which is nationalised (i.e. state-owned), and which controls the commanding

outposts of the economy.

In this first, transitional phase the new revolutionary state is not neutral

in relation to the various sectors of economy. It consciously utilises the na-

tionalised socialist sector as an instrument to regulate the development of the

whole economy. The means it utilises consist of economic instruments which

result from the existence of the nationalised sector comprising the decisive

controlling part of the economy, and also of intervention by political force,

i.e. non-economic force. In the first revolutionary period, intervention in the

economic processes by political force plays a decisive role.

In the first phase of development of a socialist economy, both the plan-

ning of economic development and the day-to-dav management of the so-

cialist sector is highly centralised.

There may be some doubts as to what extent this represents a universal

necessity. For instance, in Poland, we had some discussions whether the

transition through such a period of highly centralised planning and manage-

ment was a historical necessity or a great political mistake. Personally, I hold

the view that it was a historical necessity.

It seems to me that the very process of the social revolution which liqui-

dates one social system and establishes another, requires centralised disposal

of resources by the new revolutionary state and, consequently, centralised

management and planning. This holds good, in my opinion, for any socialist

revolution.

In underdeveloped countries, there has to be added a further considera-

tion. Socialist industrialisation—and particularly very rapid industrialisation—

which was necessary in the first socialist countries, particularly in the Soviet

Union, as a political requirement of national defence and of the solution of

all kinds of political and social problems due to backwardness, requires cen-



374 ECONOMIC PLANNING IN THE U.S.S.R.

tralised disposal of resources. Thus the very process of transformation of the

social system and in addition, in the underdeveloped countries the need for

rapid industrialisation, impose the necessity of high centralisation of planning

and management.

The process of rapid industrialisation requires such centralised disposal

of resources for two reasons. First, it is necessary to concentrate all resources

on certain objectives and avoid dissipation of resources on other objectives

which would divert resources from the purpose of rapid industrialisation.

This is one of the reasons which leads to highly centralised planning and

management and also to the allocation of resources by means of administrative

establishment of priorities. The second reason why rapid industrialisation

demands centralised planning and management is the lack and backwardness

of industrial cadres. The cadres who are available in the period of rapid

industrial growth are new and inexperienced. Such old cadres who possess

some experience in management of industry and other economic activities

are frequently politically hostile to the socialist objectives. In consequence,

high centralisation of managerial decisions becomes necessary.

Thus the first period of planning and management in a socialist econ-

omy, at least as far as our experience goes, has always been characterised by

administrative management and administrative allocation of resources on the

basis of priorities centrally established. Economic incentives, during this

period, are replaced by moral and political appeals to the workers, by appeals

to their patriotism and socialist consciousness. This is, so to speak, a highly

politicalized economy; both incentives it utilises.

This, I believe, can be described broadly as a stii generis war economy.

The methods of war economy are not peculiar to socialism; they are intro-

duced in capitalist countries, too, in war time. It was during the First and

Second World War that these methods were first evolved. In capitalist coun-

tries, similar methods, viz. concentration of all resources towards one basic

objective, which is the production of war materials, centralisation of disposal

of resources in order to avoid leakages of resources to everything that was
considered non-essential, i.e. everything not connected with the prosecution

of war, were used during war time.

Allocation of resources by administrative decision according to adminis-

tratively established priorities and large-scale use of political incentives to

maintain the productivity and discipline of labour through patriotic appeals

were characteristic of war economy. This was done in all capitalist countries

during the war.

Thus it is that such methods of centralised planning and management
are not peculiar to socialism, that they are rather certain techniques of war
economy. The difficulty starts when these methods of war economy are

identified with the substance of socialism and are treated as being essential

to it.

One of the methods of war economy, which most of the socialist coun-
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tries have resorted to at one stage or another, is the compulsory delivery by

peasants of part of their product. Many Communists in Poland feel rather

upset by the present programme of our government of abolishing such de-

liveries. They fear that this implies giving up of some socialist principle. I

usually answer them by asking if they remember who first introduced com-

pulsory deliveries in Poland. The fact is that such deliveries were first intro-

duced during the First World War by the occupation army of Kaiser Wil-

helm the Second, whom I do not think anybody regards as a champion of

socialism. These methods cannot be considered as an essential aspect of

socialism; they are merely methods of war economy necessary in a revolu-

tionary period of transition.

The fate and history of these methods is a classical example of the dialec-

tical character of the development of socialist society. Methods which are

necessary and useful in the period of social revolution and of intensive in-

dustrialisation become an obstacle to further economic progress when they are

perpetuated beyond their historic justification. They become obstacles be-

cause they are characterised by a lack of flexibility. They are rigid, and they

lead therefore to waste of resources, resulting from this inflexibility; they re-

quire a wasteful bureaucratic apparatus and make it difficult to adjust pro-

duction to the needs of the population. However, it seems that the greatest

obstacle to further progress results from the lack of proper economic incen-

tives in this bureaucratic centralistic type of management. This hampers

proper economic utilisation of resources, encourages waste and also hinders

technical progress.

Therefore, the moment when socialist society starts to overcome these

centralistic, bureaucratic methods of administrative planning and manage-

ment, indicates, so to speak, that the new socialist society has matured.

. . .[T]he substitution of the methods of administrative and centralised man-

agement and development by new methods based on the utilisation of eco-

nomic laws indicates the end of the period of transition and the beginning

of the functioning of an established socialist economy. I would not say that

this is the only aspect of the problem of the period of transition, but it cer-

tainly is an important aspect of it.

The period of centralised planning and management, as I said, is the

result partly of the requirements of the revolutionary transformation of so-

ciety and, in underdeveloped countries, also of the needs of rapid industrial-

isation. In studying this period a certain important sociological factor has to

be taken into account, and that is the weakness of the working class in an

underdeveloped country. It seems to me that it is on the basis of this weak-

ness of the working class, under conditions of underdevelopment, that the

bureaucratic state machine gains great importance, and phenomena like that

of the cult of personality' develop. It substitutes, in certain sense, the spon-

taneous activity of the working class.

But here again the dialectics of the process of construction of socialism



376 ECONOMIC PLANNING IN THE U.S.S.R.

becomes apparent. The centralistic methods are successful in achieving rapid

industrialisation and, as a consequence, cause a rapid growth of the working

class. The working class grows in numbers as well as in consciousness and

political maturity. Next to the growth of the working class, another impor-

tant sociological element appears. This is the growth of a new socialist in-

telligentsia, which largely comes from the ranks of the workers and peasants.

When it becomes clear that the highly centralised administrative and bu-

reaucratic methods of management create obstacles to further progress, even

a part of the political and state apparatus becomes convinced that a change

of methods of administration and management is needed. Thus new social

forces mature which require and also make possible a change of these

methods.

This, precisely, is the basic difference between the development of so-

cialist society and a society which is based on class relations. There is no

force which may oppose these changes. There may be, as I said earlier, cer-

tain strata or groups, which have a vested interest in the old methods and

create obstacles, but these obstacles can never become of such importance as to

make impossible the changes required by new historical circumstances. . . .

Changes in the methods of planning and the management of the econ-

omy are taking place today practically in all socialist countries. Forms, con-

tents are different, but all these changes imply a certain decentralisation or

deconcentration of management of the economy. I do not want to enter into

a description of what is happening in the various socialist countries. I shall

rather present to you what I personally believe is the proper formulation of

the role and methods of planning in a socialist economy.

Firstly, it must be stated that in a socialist society planning of the econ-

omy is active planning. ... By this I mean that planning does not consist

only of coordination of the activities of various branches of the national

economy. It is something more, namely, it is an active determination of the

main lines of development of the national economy. If planning is mere co-

ordination, the development of socialist economy would be elemental; it

would not really be directed by the will of organised society. If economic

development is not to be elemental but is to be directed by organised society,

then planning must be active economic planning.

Two problems arise with regard to active economic planning. They are:

CO what is the scope of active economic planning? What are the activities in

the economy to be planned? And (2) what are the methods to be used in

securing the realisation of the plan?

The active character of planning does not require that the plan goes into

each detail of economic life. Most of the socialist countries, perhaps with

the exception of China which benefited by the experiences of other socialist

countries, have passed through a period when the output of even the least

important commodity was planned. . . . Active planning and effective direc-

tion of the development of the national economy is quite possible without
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planning such details. Even more, planning such details hampers effective

direction of the national economy. It may be said that putting such details in

the national economic plan had nothing to do with planning. It was a part

of the high centralisation of day-to-day management of the economy by

means of administrative measures. This is a different thing than planning.

However, the national economic plan, to determine the development of

the national economy, must include at least two things: firstly, the division

of our national income between accumulation and consumption and, sec-

ondly, the distribution of investments among the different branches of the

economy. The first determines the general rate of economic growth; the

second determines the direction of the development.

Unless these two things are in the plan, there can be no active guidance

of the development of the national economy. This is, therefore, the minimum
requirement of the plan. In addition, the plan may or may not include the

targets of the production of certain basic commodities, like basic raw mate-

rials, basic means of production, and so on. These are technical and not

fundamental problems.

... In addition to these [two fundamental aspects of the plan], eco-

nomic planning must be concerned with coordination of the activities and

the various branches of the economy, first of all, coordination of the financial

and physical aspects of the plan, in particular coordination of the total pur-

chasing power at the disposal of the population and the amount of consumer

goods which are provided for individual distribution. The plan must also in

some way and by some means be interested in the coordination of the output

of the various branches of the national economy. Otherwise, the determina-

tion of the directions of development established by the plan may become

impossible to realise. If there is no proper coordination between the output

of the various branches of economy, investments may not be possible to be

realised, because the necessary investment goods are not produced. All kinds

of dislocations may appear and cause difficulties which may make it impossi-

ble to carry out the investment plan. So much about the content of the plan.

The second problem is concerned with the methods of securing the re-

alisation of the plan. Here we have basically two possible methods, one of

which is administrative orders and administrative allocation of resources. The

various units in the socialist economy are required to do certain things, for

instance, to produce such and such thing in such and such quantity. The

resources which are necessary for that purpose, both material and financial,

are allocated in an administrative way. This was the traditional method of

realising the plan in the past period. The second method consists in the use

of what we call economic means,' namely, of setting up a system of incentives

which induces people to do exactly the things which are required by the plan.

It seems to me, that in the effective planning of a socialist economy, both

methods have to be used, though in different proportions.

Preference should, however, be given to the use of economic means.
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Administrative methods should be limited to such fields where, for one reason

or other, economic means are inefTective. Such situations, where economic

means are not effective, always do exist. They exist particularly in periods

of very great changes, because economic means are rather subtle instruments

responding to 'normal' changes in the situation and frequently breaking

down when very fundamental or revolutionary changes are needed. In such

cases the use of administrative means must be accepted. Even in a capitalist

economy, in situations of profound changes, the state introduces in its eco-

nomic policv measures of administrative control because the normal kind of

economic means are not sufficient to provoke the responses which are nec-

essary.

The fundamental decisions of the plan concerning the division of na-

tional income between accumulation and consumption and concerning

the basic directions of investments are really of a political character while

the means of implementation must be partly administrative. The decision of

the plan concerning the rate of accumulation is basically realised by admin-

istrative measures. Part of the national income produced is not paid out in

the forms of individual incomes, part of the profits of the socialist enterprises

are held back by the state—all these are administrative measures. So also are

all forms of taxation of enterprises and individuals. The basic directions of

investments, for instance, the decision to build an electric power plant are

usually not made as a reaction to market situations, but are made as basic

decisions of economic policy. Though in this case the realisation of the deci-

sion may make use of all kinds of economic instruments.

We may ask in what sense must economic plans take account of eco-

nomic laws. Even when the realisation of the plan is achieved by adminis-

trative measures the plan must observe the general economic laws concerning

the proportions necessary in the process of production and reproduction. For

instance, if the plan envisages an increase in the production of steel, it must

also provide for a certain additional output of coal which is needed to pro-

duce the additional steel. Planning has to take account of such objective kinds

of relationships.

There are also other economic laws which must be observed by the plan.

These are the laws which result from the operation of economic incentives

under the circumstances created by the plan. The process of realisation of

the plan sets into motion definite economic incentives to which the people

react in a certain way which can be calculated. Even in the period of ad-

ministrative planning, certain economic incentives were operative and their

consequences had to be taken into account. In this period, however, economic

means were only subsidiary in relation to the administrative. The situation

now has to change, in the sense that economic means are now the rule and

administrative means only a subsidiary. Thus the plan has to observe the

laws of production and reproduction, in so far as the realisation is based on

the use of economic means, i.e. the operation of economic laws.
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By utilising economic means planning makes use of the automatic charac-

ter of people's responses to given incentives. . . . [But] in a socialist society,

where the automatic processes are part of the method of realisation of the

plan, the conditions establishing incentives are set up bv economic policy,

whereas in capitalist society these conditions develop in an elemental

way. I shall illustrate this by an analogy. The capitalist economy may be

compared to an old fashioned balloon which is moved by the current of air

in the direction in which the wind pushes it. Man has no control whatever

over the direction in which the balloon is moving. The socialist economy in

the period of realisation of the plan by administrative measures can be com-

pared to an old fashioned airplane, where the pilot with his hands moves the

steering rod. By sitting always by the steering rod the pilot directs the plane

in the direction he chooses, whenever the current of the air changes he moves

the rod in such a way as to keep his chosen direction.

I would compare planning in which the realisation is based on economic

means to a modern plane which has an automatic steering mechanism. The
pilot sets the mechanism in the direction in which he wants the plane to go

and the automatic mechanism keeps the plane in the desired direction. The
pilot can read a book or a newspaper in the meantime, and the plane by itself

keeps the desired course. But it is not the direction where the wind pushes

the plane but the direction which the pilot has chosen, consciously chosen.

It is the pilot who determines the direction of the plane, if he wishes he can

change the direction by setting the automatic mechanism in a different di-

rection.

If I would carry the analogy to the end, I would say that the pilot must,

of course, from time to time, watch whether the automatic steering mecha-

nism works. As a rule, experience shows that for the time when the wind is

very strong the automatic mechanism does not work and the pilot has to take

the steering rod in his hand and steer himself. When the wind becomes more

quiet he can again let the automatic mechanism do the work. In sudden

upsetting situations, administrative measures have to be used in managing

socialist economy.

The next problem is the extent to which the decisions implied in the

plan, not the realisation, can be centralised, or can, or even must be decen-

tralised. The need for centralised decisions obviously results from the need

for coordination. Such decisions like the basic directions of investments, since

they also must be coordinated through the coordination of various branches

of the economy, must be centrally planned. I would say that the basic deci-

sions of the plan must be made centrally. In addition to that, the plan may

have as subsidiary parts certain decentralised subsidiary plans, in order to

secure the proper flexibility of the plan. . . .

Economic planning can be decentralised if it is possible—and to the

degree it is possible—to set up economic incentives in such a way that the

decisions of the decentralised units are the same as the decisions which would
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be made centrally. Secondly, economic planning must be decentralised in all

cases where the central decision responds to a situation too late. . . .

Thus it is a question of practical importance how many of the decisions

are made in the central economic plan, and how many decisions are delegated

to lower economic units, etc. . . . but these are problems of techniques and

not problems of principle. . . . The one essential thing in the socialist

economy is that the plan has to be an active plan which determines the pace

and the direction of development of the national economy. The other things

are really questions of techniques which may change under different condi-

tions. There is, however, one more problem which I want to mention in this

connection. This is an essential and not a technical thing—the plan must be

based on correct economic accounting. Correct accounting of economic costs

and economic benefits, and consequently a correct price system, are indis-

pensable.

In a socialist economy prices have two purposes: one is as a means of

distribution and the other as a means of economic accounting. Therefore,

there are two principles which must be taken into account in the formulation

of prices. This requires some calculation, of two kinds of prices, viz. market

prices and accounting prices.

Unless distribution of consumers' goods is done by rationing, the market

price must obviously be such as to establish equilibrium on the market, to

equalise demand and supply. The same holds good also for prices of the

means of production when administrative allocation is removed and enter-

prises freely buy and sell their products. Market conditions determine the

equihbrium prices which equalise demand and supply. The principle of

determining the market prices is very simple: they simply must equalise de-

mand and supply.

Market prices, however, are not sufficient. In addition there must be

calculated accounting prices which reflect the social cost of production of the

various products. The accounting prices may surely strongly differ from

the market prices. We propose now, in Poland, to calculate what we call the

initial or normal prices which would be the cost of production plus a profit,

which will serve to cover accumulation and collective consumption of society.

To these normal prices we propose to add a positive-or-negative marking m
order to obtain the market prices which equalise demand and supply on the

market. Then the positive-or-negative differences between the market prices

and the normal prices would be an indicator for economic planning.

The indication would be to increase in the next plan the output (by
making the necessary investments) of the commodities, where the market price

is high above the normal price, to stop expansion or even scale down output

where the market price does not even realise the normal price. . . .

So much on this subject. It should now be clear that good and effective

economic planning requires the development of economic science, that it must
be based on scientific economic analysis. This is one of the basic differences
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between socialist and capitalist economy. In capitalist economy the economic

processes are spontaneous, whereas under socialism they can be directed on

the basis of scientific knowledge of the needs and possibilities of the whole

national economy.

50

>{THE BIRTH OF A PLAN^

T. Shakhnazarov

Y. Krazyuk

V. Sukhodeyev

Soviet Social Scientists

The planning of the economy starts at the factories, mines, collective

and state farms, and transport, construction, trade and other organizations.

Wage and salary earners as well as farmers participate, both directly and

through their public organizations, in the management of production. They

submit their calculations and suggestions for the development and improve-

ment of the work of the enterprises. These proposals usually have to do with

boosting output, raising quality, mechanizing and automating labor processes,

improving working conditions, making more rational use of raw materials,

fuel, electric power, and equipment, organizing production more efficiently

and profitably, etc.

After a joint discussion with the staff of a given enterprise and after

thorough consideration, the management draws up the draft of a plan for

the next period (according to the system adopted in the USSR, current plans

are for i or 2 years, long-range plans, for 5 to 7 years, and prospective plans,

for 15 to 20 years).

* The first six paragraphs of this contribution are reprinted from T. Shakhnazarov,

Y. Krazyuk, and V. Sukhodeyev, "The New Society: A Soviet Marxist View on the

U.S.S.R.," in Harry G. Shaffer (ed.) The Communist World: Marxist and Non-Marxist

Views, Appleton-Century-Crofts, New York, 1967, pp. loo-ioi, by permission of the

publisher. The last five paragraphs are from the same original manuscript but have not

been pubhshed anywhere before.
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The plans proposed by the separate enterprises and organizations are

checked, corrected, and generaHzed by the Ministries concerned, and made

into a draft plan for territorial production councils which include firms, pro-

duction administrations, and economic councils.^ Simultaneously, health

promotion, educational, scientific and cultural bodies, the trade unions, and

different public organizations draw up draft plans for the non-productive

sphere, proceeding from the need for growth in the corresponding fields. All

this data is coordinated in a single plan for the development of the economic

region.

Combined draft plans are then drawn up. There is a central planning

body, the State Planning Commission, in every Union Republic. It is con-

cerned with maintaining specialization and ensuring comprehensive utiliza-

tion of the mineral and power resources, as well as manpower of its republic.

As Lenin emphasized, the USSR State Planning Commission carries out

scientific planning of the entire national economy. It serves to ensure a

centralized economic policy and a coordinated development of separate

branches of the economy.

The draft plan is finally approved by the USSR Council of Ministers

and the session of the Supreme Soviet. Once adopted by the supreme govern-

mental bodies, the plan acquires the force of law, obligatory for all.

Planning is an extremely involved science. Planning bodies have to

coordinate thousands of pieces of information; they must simultaneously en-

sure technical progress and reveal beforehand the more promising trends in

economic development. At the same time they must see to it that industrial

enterprises are given the broadest opportunities for independent activity. . . .

Matters are further complicated by the fact that the development of the

economy along with the changes in its structure and in requirements neces-

sitate constant improvements in planning methods. If this is not done in

time, and if outdated methods are continued, the economy may be seriously

damaged.

Economists often use the term "optimal version of the plan." They all

know that they should strive to draw up only optimal plans, that is, the best.

But it is not so easy to decide just what is best. What is more advantageous;

to outline in great detail what each enterprise is to do and how, or to set

only a few major targets and leave the rest to be decided upon independently

by each enterprise. Experience has shown that the policy of regulating

1 The territorial administrative subdivisions called regional economic councils were
established in 1957. They were abolished by the Central Committee of the CPSU in

September-October, 1965, and new ministries were set up. The so-called all-union minis-

tries (such as the Ministry of Transport Construction) administer directly the enterprises

subordinated to them; the so-called Union-Republic ministries (such as the Ministry of

Agriculture) operate through counterpart ministries in the Republics. Hence, the action

taken by the CC CPSU in the fall of 1965 amounted to a decrease of territorial eco-

nomic controls and greater emphasis on functional controls (according to branch of in-

dustry). (Editor's note.)
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every step of the enterprise hinders its progress and interferes with improve-

ments in its work. Here is a typical example. A plant has been given a de-

tailed assortment of items to be manufactured. Meanwhile, it turns out that

there is no demand for some of them on the market, and what is in demand

is not indicated on the plan. In order to obtain permission to introduce a

change in the plan, the plant must secure dozens of signatures at different

levels of management, which consumes much valuable time. If the plant

risks manufacturing new items on its own initiative the financial bodies have

to deny bonuses, instead of offering material incentives, because the original

plan has not been fulfilled. The planning system under which quality was

not taken into account was particularly harmful. The plant interests ran

counter to those of the consumer. If a furniture factory failed to fulfill the

plan in respect to the value of products turned out, the workers were de-

prived of bonuses. But in order to fulfill the plan it was necessary to use

expensive materials. New synthetic materials appeared, which made it possi-

able to make cheaper furniture but the factory still had to manufacture heavy,

expensive pieces.

It was clear that the system of planning had to be changed in such a

way as to ensure identity of the interests of each enterprise with the interests

of the state and the people.

At the beginning of the 1960's a discussion was started on ways of im-

proving planning and economic management. After the plenary meeting of

the CPSU CC in October, 1964, a new system was introduced at a number

of plants and factories. . .
.*

Today industrial enterprises are given only basic targets and not a de-

tailed plan. These targets form a basis on which enterprises draw up their

own plans for other aspects and goals, including the number of employees,

production costs, and labor productivity. . . .

* For greater detail, see Chap. XI below. (Editor's note.)
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AND

INITIATIVE UNDER PLANNING^

S. Pervushin

Deputy Chief, Department of General

Problems of Production Forces, Council

for the Study of Productive Forces,

U.S.S.R. State Planning Commission
CGOSPLAN^

Soviet planning is a process in which the elements of scientific research

and economic organisation are closely interconnected. Correct planning re-

quires a thorough knowledge of economics, the objective laws of economic de-

velopment, the ability to look ahead. Efficient economic management is im-

possible without well-organised national-economic accounting and statistics.

The essence of planning is to compile a single national-economic plan

from the plans of the different enterprises and industries. Once this plan is

drawn up, all its indices and targets must be strictly adhered to. In other

words, the national-economic plan is not a forecast, nor is it a disclosure of

the trends of economic development, but a social order drawn up with due

regard for economic potentialities, backed by the necessary material and

labour resources, and bound to be fulfilled.

In the Soviet Union plans are drawn up in accordance with the main

tasks of the country's development by the official planning bodies . . . and

at enterprises. Having carefully weighed all the existing resources and poten-

tialities, and considered the tasks confronting society, the planning bodies

work out current (annual) and also long-term plans for periods of five to

seven and more years, which are approved by the highest body of state power.

* Reprinted from S. Pervushin, The Plan and Initiative, Novosti Press Agency Pub-
lishing House, Moscow, no date (probably 1965), pp. 10-15, by permission of Novosti
Press Agency (London correspondent). (Condensed by editor.)
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The Plan and Freedom

Economists in the West do not agree with this conception of the essence

of planned management.

They do not like the necessity of subordinating individual interests to

society's interests when drawing up plans. They therefore cast aspersions on

the principle of socialist planning. Their most popular thesis is, roughly, the

following: "It is true that planning relieves mankind of many troubles, of

anarchy and crises; it permits the optimum use of labour and material re-

sources for the achievement of the desired economic results. But the plan

crushes human initiative, enslaves the individual; in a planned economy the

individual is lost in the social current."

Strict regimentation, they assert, stifles man's energy and enterprise. . . .

These attacks on the principles of economic planning show that the

Western world measures the new social system by its own yardstick, limited

by the narrow horizon of capitalist private property.

In bourgeois society, where private property disunites producers and gives

rise to rivalry and antagonism between them, the aims and interests of one

producer clash with those of another, and, in the majority of cases, either fail

or are achieved at the expense of others.

If the struggle proceeds between big owners in their own private interests,

ordinary people—even if they are skilled workers or engineers—are only used

as a means to an end. Very frequently the factory and plant owners are forced

by this rivalry to curtail production, or close down completely. And then all

workers and engineers are thrown overboard. Can an individual display any

initiative in these conditions? Only within limits advantageous to the boss

owing the capital. . . .

Where Is the Way Out?

As is often the case, the solution of the problem lies where it is not

sought. Many honest, ordinary people sincerely believe that the only possible

way to satisfy vital needs and to achieve the ideals of freedom and independ-

ence lies in the development of personal, individual inclinations, in the do-

main of private ownership.

However, the all-round satisfaction of personal needs, genuine freedom

of the individual and personal initiative are only possible through collective

effort, through joint work with reasonable consideration for the interests of

everyone. To enable everybody to display initiative, this initiative must be

co-ordinated with the interests of the collective, the whole of society. In other
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words, real conditions for personal initiative are not created by antagonism

between people but by the joint efforts of a collective, of society striving for

a single aim expressed in a clear-cut programme of action. The plan is such

a concrete programme of action for a year, five years, or more.

. . . We repeat, it is only in conditions of socialised production and its

subordination to the interests of the consumer that genuine economic plan-

ning can be carried out. Moreover, the process of drawing up plans and

organising their fulfilment, far from crushing the individual, helps to develop

his creative initiative.

One Man Management and Initiative

The plan is mainly a combination of the principle of centralised leader-

ship and development of personal initiative. . . .

One of the conditions for successful leadership of socialist production is

one-man management, which means unfailing obedience to the will of the

authorised representative of the state, the leader of an enterprise or other

organisation, and his personal responsibility for the work in hand. But the

power of an individual leader is not worth anything if it is not backed by the

support of the collective.

The relations between the managers and the personnel can be expressed

concisely: joint discussion, personal responsibility. That means that after a

problem has been discussed by the whole collective or its elected representa-

tives, and a decision adopted, the director of the enterprise and his subordi-

nates are wholly and fully responsible for the fulfilment of the adopted deci-

sions, while each one must unconditionally carry out his superior's orders.

This system of production management is a reliable guarantee against

anarchy or usurpation of power by one person.

When depicting the ideal of democratic management, the leaders of the

working people compared society to a symphony orchestra in harmony, in

which each member knows and plays his own score perfectly, putting all the

creative ardour of his heart into it, yet keeping to the general rhythm set by

the smooth movements of the conductor's baton. . . .
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Mathematics . . . and its methods have long been widely employed in

the natural sciences and technology. But up until fairly recently—some

twenty years or so ago—hardly any mathematics, besides elementary arithme-

tic, algebra and statistics, was used in economic planning and administration.

Yet economic analysis and planning pose many problems which are difficult,

if not impossible, to solve without the help of exact science. Here is an ele-

mentary example.

Given: sand for 60 construction projects is delivered from eight landing

stages. Determine the most efficient organisation of deliveries. Obviously, it

is impossible to deal with all the possible alternatives, which run into the

billions. At the same time, haulage costs will depend to a substantial degree

on how correct the final choice is. This is where linear programming comes

into the picture. Its methods enable one to obtain an optimal solution without

having to go over all the possible alternatives.

Problems of this order crop up every day, and linear programming offers

comparatively simple solutions, often not even requiring a computer. Not

so, to be sure, when the task is to draw up a plan for a whole industry, or to

distribute the placing of orders, or to decide on a site for new enterprises.

With the massive development of technology, machinery and industrial in-

stallations, and the increasing inter-dependence of plants nowadays, such

problems are extremely complex. Linear programming methods are applicable

* Reported by Yuri Apenchenko, Soviet Union correspondent, from an interview

with Leonid Kantorovich. Reprinted from Soviet Union, No. 194, 1966, p. 36, by per-

mission of the pubhsher.
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here too, but they must be bolstered by technological and economic analyses

and relevant economical and statistical data, supplied by the joint efforts of

many experts. Computations have to be made by computers. The new meth-

ods can be used for calculating cattle feed, drawing up transport haulage

routes, the composition of a furnace charge or time-tables for construction

jobs.

It is a regrettable fact that, although linear programming was first de-

veloped in the Soviet Union, for many years we lagged behind other coun-

tries in its practical applications. Much has been done to rectify this situation,

and here in Siberia (in particular, in the Mathematical Institute, where I

work) we are busy elaborating and improving mathematical methods of eco-

nomic planning and administration and developing new analogues for solving

the important and complex problems confronting the national economy.

Linear programming is increasingly becoming a conventional tool of

economic administration. The greater the range of precision computations

the more apparent it is that the new methods are by their very nature best

adapted to a socialist economy. Only here is it possible to utilise them for

solving problems of economic planning, of tremendous difficulty but at the

same time extremely promising.

This point is also stressed by many eminent scientists in capitalist coun-

tries. The views have been quoted of such leading American experts as M.
Friedman and H. Houthakker, and Norbert Wiener has been cited to the

same effect. We can with full right speak of the influence of Soviet planning

experience on such celebrated economists as G. Stone (Great Britain), R.

Frisch (Norway), J. Tinbergen (Holland) and K. Gruzon (France). At the

same time, many articles appearing in the Western press claim that the ap-

parent success of the application of mathematics and cybernetics to socialist

planning is indicative of a retreat from Marxism on the part of Soviet sci-

entists.

This counterposing of mathematics to Marxism reveals either a total

misconception of the problem in hand, or it is pure propaganda. Socialism is

the living practice of Marxism, and Soviet science, including mathematical

methods in economics, helps to provide the best solution to the problems

arising as our society advances. In this connection it would be worthwhile to

dwell in greater detail on the advantages which socialism offers for precision

economics.

In our socialist society we seek solutions that are most advantageous not

merely to a single enterprise or concern but to the economy as a whole. In

drawing up a plan for the development of socialist economy, in addition to

stating the target figures other basic indices, such as wholesale prices, return

on investments etc., are also estimated and fixed. In calculating an optimal

plan with the help of linear programming we obtain at the same time an

objective evaluation of different facts. This system of evaluations makes it

possible to reduce to a common denominator expenditures varying widely in
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respect of scope and time. These objective evaluations are employed in com-

puting such primary indices as prices, recoupment rates, efficiency rates, etc.

Optimal planning and its indices must become a means of achieving best

results with least expenditure—all in the public interest.

The greatest promise lies in the application of optimal planning methods

on a national scale. This is an extremely difficult scientific task, comparable

with the harnessing of nuclear power or the conquest of outer space. But it

is here that one can look forward to the greatest achievements in accelerating

the rate of economic expansion and raising the living standards. It is not

accidental that the draft directives of the 23rd Communist Party Congress

on the five-year economic development plan rank the development of research

in theoretical and applied mathematics high on the priority list of indices

contributing most to the acceleration of scientific and technical progress.

Some economists, while agreeing in principle with the possibility of

applying mathematical methods to economic planning on a wide scale, see

this as a matter of the more or less distant future. ... [I do] not share this

view, and here are . . . [my] arguments.

We have everything necessary, including the scientific base, for grad-

ually going over to a system of optimal planning. To be sure, as pointed out,

it is extremely complicated. But then space conquest began with the launch-

ing of unmanned satellites. The results of the first—and no longer isolated-

steps in optimal planning point to the great effectiveness of scientific recom-

mendations. Here are but two examples.

We were asked to determine the break-down of the machine and tractor

fleets for a group of state farms of Novosibirsk Region, such as to ensure the

timely carrying out of all farming work with minimum operational expendi-

tures and investment. Our computations revealed that a judicious choice of

machines could cut investments by 20-30 per cent. The benefit of introducing

this methodology on a national scale is self-evident.

Another problem, solved by the Siberian branch of the Academy of Sci

ences in co-operation with steel industry workers, was to determine how best

to load the country's rolling mills. (Here, incidentally, is an example of a

problem that simply could not be posed in a capitalist economy.) IVlany initial

figures had to be taken into account: hundreds of mills, thousands of types

of shaped articles, tens of thousands of orders. Initial estimates reveal that

existing capacities can produce five to seven per cent more rolled stock than

at present. Our conclusions on this score are already being put into effect.

More and more problems embracing more and more departments arc

being solved. I am convinced that the introduction of optimal methods m
planning and developing economic indices is a feasible and, moreover, im-

perative task for the near future.
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. . . For the purpose of consistent improvement of the system of plan-

ning and management of the economy of the USSR, we need a clear and pre-

cise long-range outlook, exactly as in the field of economic development. And
we are already in a position to formulate what this is: the establishment of a

single system, of optimal -planning and m.anagement of the economy on the

basis of extensive utilization of the techniques of mathematical economics and

computers. This goal is entirely attainable under our conditions, in a country

with a planned economy, highly developed productive forces, and advanced

science and technology.

We note at least three most important components of a unified, auto-

mated system of optimal management and planning: an interrelated complex

of models of economic processes and phenomena, a single system of economic

information, and a unified network of state computer centers.

Karl Marx wrote that a science becomes an exact science in the full sense

of the term only when it possesses its own mathematical apparatus. A synthe-

sis of the achievements of economics, mathematics, cybernetics, and computer

technology has produced the most advanced trend in economics—mathemati-

cal-economic methods. Profound study of objective economic laws makes pos-

sible the creation of mathematical models, in which technological and eco-

nomic connections within the economy are described with precision and brev-

ity. With the assistance of these models, constituting in essence no more than

exact descriptions of carefully studied phenomena, the personnel engaged in

* From Pravda, January 17, 1965. Reprinted from the English translation in Soviet

Review, Fall, 1965, pp. 32-37, by permission of the publisher. (Condensed by editor.)
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economic planning can adopt well-founded decisions on the basis of calcula-

tions of numerous variants, consider complex economic interrelations, and
examine the remote consequences of each economic measure or scientific

technological discovery.

It is also extremely important that the creation of mathematical models is

the chief prerequisite for the introduction of computers into all spheres of

management of the economy. Computers cannot function on the basis of in-

definite verbal descriptions; they require the exact mathematical formulation

of every problem. Only when this is done is it possible to perform with their

aid, in a matter of minutes, calculations that require many years if ordinary

methods are used.

In order to achieve scientifically valid planning and management, we
must have mathematical models of the economic life of enterprises, of . . .

[production associations], of branches, and of the economies of districts,

republics, and the country as a whole. . . .

Such already well-developed mathematical models as the interbranch

balance make it possible to construct fully balanced plans for the development

of the economy, with allowance for the most complicated ties among branches.

This is already finding effective application in the practical work of the plan-

ning agencies. However, we cannot be satisfied now merely with a balanced

plan. In each concrete case we are obligated to seek and find an optimal solu-

tion, i.e., the one best solution for the given conditions: maximal employment

of productive capacities and other resources, the best interbranch proportions

and variants of geographic distribution of productive capacities or freight

traffic, and the optimal trend in capital investments that secures the highest

possible return.

The methods of mathematical programming, and various other mathe-

matical methods, assure us of rapid production of optimal solutions for each

specific planning problem encountered in the management of the economy.

Techniques of optimal management and planning must be applied both in

the country's economy as a whole and in each of its components: enterprises,

branches, republics. The establishment of an interrelated complex of mathe-

matical-economic models and mathematical means of processing them, and of

optimal solution of problems of economic planning, constitutes at the present

stage one of the most ivifortant tasks of the Soviet science of economics.

However, a mathematical-economic model is merely the framework for

the solution of a problem. Its real content is determined by economic informa-

tion, i.e., by concrete real data on capacities and resources, on the shipment

of output, its distribution and consumption. According to modern scientific

concepts, any process of management is in some sense a process of treating

information. The qualitv of a plan and the correctness and effectiveness of

orders are wholly dependent upon the accuracy, reality and timeliness of the

information at our disposal in drafting plans and making decisions.

The management of our economy requires the processing of gigantic
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quantities of economic information. These flows of information will no longer

fit into the outdated forms that have come into being historically on the basis

of manual methods of management. . . .

With the present organization of documentation and document circula-

tion, computers can yield no benefits because the mere preparation of data for

computer input now takes considerably more time and means than planning

calculations that are performed manually. Thus, a fundamental rationaliza-

tion of the system of economic information is an essential •prerequisite for

efficient introduction of computers.

Improvement of the information system has to begin directly at the point

of production, in the shops and enterprises, and must embrace all levels of

planning and management. The information system must be comprehensive,

uniform, and integrated. Integration means that all forms of information-

technological, economic, accounting, financing, supply—must be in compati-

ble forms. The program for accounting is reduced several-fold in a uniform,

automated information svstem. At the same time, the coefficient of eff^ective

Utilization of the information increases many-fold. Millions of people will be

freed from the unproductive and exhausting work of endlessly copying docu-

ments, and their time will be made available for creative labor.

A unified state network of catuputer centers should be the technical basis

for the unified, automated system of optimal management and economic plan-

ning for the USSR. Under the conditions of the highly developed and com-

plex, rapidly advancing economy of the Soviet Union, the introduction of

computer equipment into planning and management is essential to assure the

most efficient development of the economy. The amount of economic informa-

tion requiring transmission and processing and the complexity of multiple-

variant plan calculations are already so great that even the large number of

personnel in the field of economic management cannot eff^ectively perform

their duties in the absence of modern computers.

Utilization of modern scientific mathematical-economic methods and of

computers is an important aspect of the economic competition between social-

ism and capitalism. It must not be forgotten that, in the United States alone,

there are now some 18,000 computers and computer systems, and that about

80% of their operational time is spent on economic calculations and the proc-

essing of economic data. If we consider that the volume of economic work in-

creases approximately as the square of the growth of the number of enterprises

and the number of diff'erent items produced in the economy, it is clear that by

1980 even the employment of 100,000,000 persons in the machinery of eco-

nomic administration could not cope with the processing of economic infor-

mation by manual means. It is only on the basis of universal introduction of

computers and systems performing hundreds of thousands or millions of

operations per second that it is possible to bring about optimal management
of the economy of the USSR.

Under the conditions of a planned socialist economy, it appears possible.
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if efforts are concentrated on this, to overtake and surpass the capitaHst

countries in a short period in yet another field—that of effective utiHzation of

computers in the economy. In the capitaHst countries, the introduction of

computers is taking place within the framework of competition among the

monopolies, and this powerful equipment is not effectively employed when
considered in terms of countries as a whole. We are capable of bringing about

comprehensive automation of planning calculations on the scale of the econ-

omy as a whole with a considerably smaller number of computers but a con-

siderably higher coefficient of effective utilization. . . . Under the condi-

tions of a planned economy, the possibility exists of planning and establishing

a unified state network of computer centers, functioning in accordance with a

single system and as one gigantic mechanism.

This network would constitute an aggregate of centers of various sizes,

equipped with up-to-date computers; they would be distributed throughout the

country and interact through a single automated communications svstem. The

network of computer centers would perform the functions of collecting, trans-

mitting, and processing all economic planning and accounting information,

and of calculating optimal economic plans for individual branches, republics,

production combinations, transportation, and financial agencies. The unified

system of computer centers would include several levels, each of which would

serve the economic planning agencies of the given level: the country as a

whole, republics and branches, geographic and production complexes. It

would rest upon automated and mechanized systems of information and man-

agement of enterprises and combinations of them; these systems are already

being actively developed in various regions and districts.

The establishment of a system of economic management that rationally

combines centralized planning and administration with broad employment of

economic levers and functions on a new and modern technological founda-

tion constitutes a unusual task, both in its significance and complexity, even

for the Soviet scale of doing things. It includes the development of a scientifi-

cally substantiated system of economic measures and the establishment of a

new branch of industry—a cybernetics industry—plus a sharp leap in the de-

velopment of a number of branches of science, and the creation of completely

new scientific disciplines.

The objective posed is exceedingly complex but entirely attainable. The

Soviet people, led by the Communist Party and employing the vast advan-

tages of a planned socialist economy, will certainly be able to realize this

objective.

Much has already been done and is being done to introduce scientific

methods and computers into management and planning practice. Work is

being conducted at dozens of enterprises to employ computers for calculations

in economic planning. . . . Definite advances have been made in developing

interbranch balances and solving various optimal tasks in planning and man-

aging particular components of the economy, the geographic allocation of
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production, and the organization and management of construction. In a num-

ber of research institutes, such as the Central Institute for Mathematical

Economics of the USSR Academy of Sciences, the Central Institute for Busi-

ness Equipment, the Cybernetics Institute of the Ukrainian Academy of Sci-

ences and others, certain types of mathematical-economic models have been

developed, as well as methods of solving problems in production planning, the

foundation of a theory of economic information, and methods of designing

automated systems of management. The universal introduction of the mathe-

matical methods and models alreadv developed is equivalent for the economy

to finding and investing many millions more rubles.

Our research in the field of economic cybernetics and mathematical-

economic methods is progressing successfully. However, the level at which it

is conducted is still inadequate to the tasks we face.

The development of a plan for a unified and automated system of plan-

ning and management based upon a single network of computers is an ex-

tremely complex and responsible undertaking. Major investments of capital

for scientific purposes are required. It is necessarv to train personnel on a mass

scale, to expand the network of scientific and engineering firms and designing

institutes by all possible means. All these outlays will pay for themselves

rapidly and will yield vast economic dividends.

It would be desirable to proceed without delay to the creation of a single

automated system of optimal planning and management of the economy, but

to carry out this most important measure bv stages. As a result, economic

yields greatly exceeding the funds expended upon all the work involved would

be produced even as the system develops. The advantage of a planned econ-

omy lies in the fact that we are in a position to develop and realize this system

on a single, centralized basis. This means that the government agencv heading

and effectuating the entire complex of work leading to the achievement of

this major goal must possess the requisite authority.
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MARXIST ECONOMICS
AND

SOVIET PLANNING^^

Howard J. Sherman
University of California, Riverside

Is there a conflict between Marxist economics and the modern theories

and methods of rational economic planning? Specifically, can the Soviet

Union continue to promote Marxist economics while using the latest planning

devices? Most Anglo-American experts, such as Campbell,- believe that there

is indeed a conflict between Marxism and modern planning theorv. The for-

mer is supposed to use a labour theory of value, while the latter is presumably

based on neo-classical concepts of marginal allocation. It follows, according to

this argument, that Marxian value economics must be eliminated if the Soviet

Union is to plan rationally.

Strangely enough, the major premise of this argument is accepted among

the Soviet economists by the more dogmatic (orthodox?) Marxists, such as

Boyarsky.^ Boyarskv agrees that there is a conflict between Marxist economics

and certain modern theories of planning. Since he believes in the absolute

truth of Marxism, however, his conclusion is directly opposite to that reached

* Reprinted from Soviet Studies, October, 1966, pp. 169-188, by permission of the

author and of Basil Blackwell, Publishers.

1 This article has been greatly improved by the careful criticisms of Professors

Gregory Grossman, Benjamin Ward and Robert W. Campbell. Naturally, all mistakes

and all conclusions remain the sole responsibility of the author.

2 See e.g. Robert W. Campbell, 'Marx, Kantorovich, and Novozhilov,' Slavic Re-

view, vol. 20 (October 1961), pp. 402-18. A similar view, expressed in more extreme

terms, is stated by Alfred Zauberman, The Revisionism in Soviet Economies', in Leo-

pold Labedz (ed.), Revisionism (New York, 1962), pp. 258-80. A discussion of more

general conflicts is given by Joseph Berliner, 'Marxism and the Soviet Economy', Prob-

lems of Communism, vol. 13 (September-October 1964), pp. i-io.

3 See e.g. A. Y. Boyarsky, 'On the Proper Relationship Between Mathematics and

Economics in a Socialist Society', translated in Problems of Economics (January 1962),

pp. 12-24. See also the similar view in A. I. Kats, 'Concerning a Fallacious Concept of

Economic Calculations', translated in ibid. (November i960), pp. 42-52- A history of the

various viewpoints in the Stahn era is available in Gregory Grossman, 'Scarce Capital and

Soviet Doctrine', Quarterly Journal of Economics, vol. 67 (August 1953), PP- 3"-43-
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by Campbell. He concludes that these planning theories must not be fol-

lowed in the Soviet Union. Particular devices, such as input-output or linear

programming, may be used if they are first completely purged of their mar-

ginal utility taint.

A third position is that of the less dogmatic (liberal? creative? revision-

ist?) Marxists in the Soviet Union, such as Novozhilov or Kantorovich.^ They

hold that modern theories of economic planning are quite compatible with

Marxism, and that the modern instruments of rational planning should be

used to the fullest extent. For these views, Novozhilov and others have been

labelled as revisionists of Marx both by their own dogmatic Soviet colleagues

and by most of the Anglo-American experts.

The Basic Problem of Economics

Campbell contends that Marx made use of the classical theories of value

up to the time of Ricardo, but that Marxists have missed the generalization

and unification of value theory that came 'in the late nineteenth century with

the concept of general equilibrium and the reduction of all explanations to

the common denominator of utility. . .
.'^ Moreover, he believes, the new

basic insight of the utility school, that economics is 'the theory of allocation

of scarce resources among competing ends',^ was never learned by Marxists.

Therefore, he concludes, 'the bondage of a Marxist heritage in economic the-

ory is not so much that the Marxist view is simply wrong in one particular

(i.e. that it assumes that value is created only by labour) as that it does not

comprehend the basic problem of economic theory. . . P
Marx, of course, does not present a systematic theory of the allocation of

scarce resources, though one may be inferred from his theory of value. He
does often refer to the allocation of capital among industries according to the

profitability of the different industries, which in turn would be a function of

the given distribution of consumer demand. For the most part, though, it is

true that Marx did not emphasize demand, let alone changes in demand; nor

did he consider in detail the problems of producing proportionate to that de-

mand; nor did he consider at all the related problems of choice among scarce

* See e.g. L. V. Kantorovich, 'On the Calculation of Production Inputs', translated

in Problems of Economics (May i960), pp. 3-10. See also Benjamin Ward, 'Kantorovich

on Economic Calculation', Journal of Political Economy, vol. 68 (December i960), pp.

545-56. Further see V. V. Novozhilov, 'On Choosing between Investment Projects',

translated in International Economic Papers, no. 6 (1956), pp. 66-87. See also V. V.

Novozhilov, "Calculation of Outlays in a Socialist Economy', translated in Problems of

Economics (December 1961), pp. 18-28. Finally, his fullest presentation is in V. V.

Novozhilov, 'Measurement of Costs and their Effects in the Socialist Economy', in V. S.

Nemchinov (ed.), The Uses of Mathematics in Economics (London, translated under

the editorship of A. Nove in 1964, Russian edition 1959).
5 Campbell, op. cit. p. 403.
^ Ihid. p. 404.
'^ Ihid. p. 404.
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resources and capital. In fact, Marx never discussed the marginal utility 'revo-

lution' of the 1 870s, which occurred late in his lifetime. His scathing refer-

ences to the utility theories of the Vulgar economists' concern the much
earlier and superficial versions, and do not relate to marginal utility theory.

Engels did mention marginal utility in a critical vein a few times in the

voluminous letters of his later years.

^

Marxists such as the late Oscar Lange^ explicitly contend that a theory

of resource allocation is more appropriate to the problems of planning in so-

cialism than to those problems of capitalism in which Marx was interested.

Certainly, Marx would never have agreed that allocation of scarce resources

is the basic problem of capitalism; but rather wished to investigate the class

distribution of the aggregate product and the related evolutionary tendencies

of capitalism. Marx is not primarily interested in economics, but in political

economy; and this distinction determines in advance the character of the basic

problem to be studied.

Although Marx discusses value theory at length, he uses it only as a tool

to set the framework for an investigation of macro-questions, such as the dis-

tribution of national income between classes (or the question of 'surplus

value'), aggregate levels of employment and unemployment, and aggregate

movements of prices in inflation or deflation. Marx is simply not interested in

the micro-problems of the capitalist firm, such as where to invest, how many

workers to hire, or how much capital to use per worker. Furthermore, when

Marx wrote, he considered it Utopian to spend time on the detailed problems

of the future socialist economy.

For all of these reasons, most of the issues in Marx foreshadow only the

problems of Keynesian macro-economics, which also says little or nothing

about allocation of scarce resources. This does not prove any conflict between

Marxism and modern theories of the planned allocation of resources. In fact,

it may be argued, it tends to prove the opposite; there can hardly be a conflict

if Marx had litde or no explicit theory concerning this problem. If the Soviet

economist can avoid trouble with the few allocation implications of Marx's

value theory, he may start from scratch in creating a theory of planned allo-

cation of resources.

The Theory of Value

Campbell states, as we have seen, that the Marxist labour theory is com-

pletely opposed to the late nineteenth-century 'reduction of all explanations

8 All the scattered references of Marx and Engels to this subject are mentioned in

P. J. D. Wiles, The Political Economy of Communism (Cambridge, Mass., 1964), pp.

9 See Oscar Lange, 'Marxian Economics and Modern Economic Theory', Review oj

Economic Studies, vol. 2 (June 1935)- See also Oscar Lange, On the Economic Theory

of Socialism (Minnesota, 1938). When referring to Lange in this essay, we shall always

mean his opinions of the 1930s, and not more recent writings.
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to the common denominator of utility'. It follows that, if all rational planning

must be based on neo-classical marginal utility economics, then the Marxist

labour theory is completely opposed to any rational planning (even though

Marx was the most emphatic advocate of the socially planned economy). The

liberal Marxists, from Lange to Novozhilov, tend to oppose this argument on

two levels. First, writers such as Lange argue that Marxist economics does not

directly conflict with neo-classical economics, but merely uses a different ap-

proach appropriate to different problems. As a second line of defence, Soviet

writers like Novozhilov allege that it is possible to present all the specific

methods of rational planning within a Marxist framework, regardless of

whether or not neo-classical economics reaches the same conclusions. These

two liberal Marxist contentions are elaborated here as two separate steps of

the same argument.

The basic positions of the Marxist labour theory and the neo-classical

marginal utility theory are not so easy to state, because the interpretation of

each has itself varied over the years. We shall attempt to avoid hair-splitting

over quotations of Marx by concentrating on the main thrust or logic of his

argument. On the other side, we shall often refer to Alfred Marshall^" as one

representative of the late nineteenth-century neo-classical synthesis, since his

presentation was accepted as definitive for a long time, though it is now dis-

puted in many details and often described as somewhat eclectic. Marshall al-

ways stressed both demand and supply, both 'utility' and 'costs'. As we shall

see, 'costs' may be interpreted in many ways, with the Austrian school point-

ing ultimately towards utility or disutility, while the Marxists interpret it in

labour terms.

LONG-RUN PRICE IN A PRIVATE ENTERPRISE ECONOMY

Marshall's view, which in this respect is still accepted by all non-Marxist

texts,^^ distinguishes the 'very short run', the 'short run' and the 'long run'

time periods. In the 'very short run', in which supply is fixed and only de-

mand may vary, the 'value' or price is determined only by demand, which is

a reflection of marginal utility with a given distribution of income. In the

'short run', in which demand may vary but supply may also vary within the

limits of present capacity, price is determined both by utility as reflected in

demand and by costs as reflected in supplv conditions. In the 'long run', in

which supply may vary to any degree that demand varies, price is determined

only by 'cost', although demand still sets the amount of output or the alloca-

tion of resources. Since capital moves from industries with losses to industries

with profits, in the long run in everv industry under pure and perfect compe-

ls See e.g. Alfred Marshall, Principles of Economics (New York, 1953, first edition

in 1890).
^^ See e.g. Paul Samuelson, Economics (New York, 1964).
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tition output must meet demand at that point where the price charged equals

the cost' (including an 'average profit').

Marx's view, which sounds very different from Marshall's, is that in a

capitalist economy the value of any commodity is determined by the total

amount of 'socially-necessary' labour expended upon it.^^ The total labour

expenditure includes both new living labour and the 'congealed' labour em-

bodied in the plant, equipment and raw materials that were used up in the

process of production. The price to the consumer includes (i) the 'congealed'

labour, (2) living labour paid by wages and (3) that unpaid living labour (or

'surplus value') which constitutes profits. Yet we shall see that in his later

writings Marx^^ severely modifies his labour theory of value to the point where

it has been called a 'cost of production' theory. In fact, he reaches the same

conclusion as Marshall, that long-run price (or the 'price of production', in

Marx's words) equals explicit costs (wages of labour, depreciation of plant

and equipment, and payment for depletion of raw materials) -plus an average

rate of profit on capital (though we must still consider differences over the

determination of 'costs' and 'profits', including 'rent' and 'interest', in a later

section).

Marx does not explicitly limit his value theory to the long-run time pe-

riod, but he does state very often that in his basic analysis he is only con-

cerned with the situation when supply equals demand. This is his startmg

point, so it is very clearly implied that Marx (like the Classics) is always

analysing the long run, except when the contrary is explicitly stated.

Even in the long rung the Marxian labour theory of value holds in a

strict sense only under limited conditions, and so can only be considered as a

special case of the neo-classical theory. Neo-classical theory considers three

cases in the long run: (i) rising costs, (2) constant costs and (3) falling

costs. Marx almost always assumed the simplest case, the case of constant

costs (or infinite elasticity of supply). Suppose there is an increase in demand

for a product, caused perhaps by a change in consumer preference. In this case

the only result of the increase in demand is an increase in output, because

with the same cost per unit of output, there is no change in the long-

run price. Only in this case would Marshall join Marx in declaring that long-

run price is completely unaffected by changes in demand, and that it is gov-

erned solely by the 'cost' of supply (including an average 'profit'), though the

interpretation of 'cost' and 'profit' would differ gready.^^

Before discussing the other cases of cost conditions, it is well to empha-

size that even in this case Marx does not deny the operation of demand (and

12 See Karl Marx, Capital (Chicago, 1906; vol. I was first published in 1867), vol.

I, Part I. Whenever there is a reference hereafter to Capital, vols. I, II or 111, it will be

to the Charles H. Kerr edition.

13 See Marx, Capital, vol. II, Parts I and II.

14 'It is also to be recalled that Marshall tended to give primary to the conditions

of production as price determinants in the long run' Alec Wove, The Sovtet Economy

(New York 1961), p. 278 footnote. See also Marshall, op ctt, pp. 337-50 and p. 503-
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Utility to consumers) in obtaining the result. In the first place, Marx does
state that a commodity must have some use-value (or utility), or else it can
have no value in the market.^^ jf j^^^^ -^ ^^ demand, the price will be zero.

In the long run in the case of constant costs, however, the level of demand-
so long as it is above zero-can have no effect on the price, though it fixes the
output and the allocation of resources.^^ Nevertheless, the recognition by
Marx that use-value' is a necessary condition for any value, combined with
the usual Marxist statement that the aim of socialism is the production of use-
values for the population, has been used by several East European economists
as a justification for the widest use of supply and demand or (marginal) util-

ity concepts in planning.^'''

In the second place, it is just in connection with long-run price that Marx
shows the role of demand in the allocation of capital and labour. Thus Marx
states the qualification that only 'socially necessary labour expenditure gives
rise to value. Marx uses the term 'socially necessary' in one sense to indicate
that the labour value is determined only by that labour which makes use of
the technology currendy available to the society. Yet Marx also uses the term
'socially necessary' to indicate that the labour value is determined only by that
labour which is used in producing products in the proportion demanded by
society from each industry. Thus Marx writes

:

If this division of labour among the different branches of production is proportional
[to the demand], then the products of the various groups are sold at their values
... or at prices which are modifications of their values ... due to general laws.
. . .

Every commodity must contain the necessary quantity of labour, and at the
same time only the proportional quantity of the total social labour time must have
been spent on the various groups. For the use value of things remains a prereq-
uisite. The use value of the individual commodities depends on the particular
need which each satisfies. But the use value of the social mass of products depends
on the extent to which it satisfies in quantity a definite social need for every par-
ticular kind of product in an adequate manner, so that the labour is proportionately
distributed among the different spheres in keeping with these social needs, which
are definite in quantity. . .

.^^

It IS apparent from this quotation that the allocation of resources (though
not the long-run value of products) is considered by Marx to be solely de-
pendent on the pattern of demand, which we may consider to be determined
in part by the relative utilities to consumers. Sweezy, writing on this question
in the 1930s, comments that 'the competitive supply-and-demand theory of

15 See Marx, Capital, vol. I, Part I.
16 For Marshall's view of the role of demand in this case, see MarshaU, op. cit. pp.

348-9 and 455-61. ^ ^^
17 See e.g. Wlodzimierz Brus, 'SociaHst Production and the Law of Value', trans-

lated in International Economic Papers, no. 7 (1957), pp. 125-44
18 Marx, Capital, vol. Ill, pp. 745-6.
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price determination is hence not only not inconsistent with the labour theory;

rather it forms an integral, if sometimes unrecognized, part of the labour

theory'.^^ Sweezy admits that Marx did not further develop his theory of

allocation according to consumer wants (though we may note that this is no

reason for a Soviet economist not to do so). He believes that Marx did not

develop it because Marx argued that under capitalism effective demand is far

more influenced by the distribution of income than by consumers' wants.^'*

Secondly, Marx also neglected the theory of consumer wants because he was

primarily interested in macro-economic developments, for which investigation

almost any economist takes consumer desires as relatively stable and unchang-

ing, while changes in demand largely reflect changes in aggregate income or

income distribution.

In the primitive economy of deer and beaver hunters described by Adam

Smith, Marx agrees that demand determines the 'socially necessary' allocation

of labour to each commodity, though it is the cost in labour hours that alone

determines the exchange rate or 'value'. Similarly, in the capitalist economy

competition forces capital (and labour) to switch to new industries until it is

proportionate to the demand for products, for otherwise there is above average

profit in one industry and below average in another. Equilibrium obtains only

when the same rate of profit exists in all industries.

Many Soviet economists do argue that Marx's 'socially necessary' qualifi-

cation to the labour theory justifies the 'Marxist' use of calculations of demand

in economic planning.^^ This Soviet argument is summarized by Nove,^^

who says: '.
. . it could be argued in terms consistent with Marxism that the

more desired product receives a higher degree of social recognition, in which

case it could surely be held that a given amount of labour devoted to the pro-

duction of a more needed product is "socially more necessary" than the same

amount used to produce something less useful'. We have seen that this is not

true for Marx if it means that more or less usefulness (expressed in demand)

raises or lowers the long-run price. It is true for Marx if it means that labour

used to produce a product which is not at all socially necessary confers no

value at all, or results in a zero long-run price if there is no demand for the

product. On the other hand, production of a commodity beyond the produc-

tion of social demand does result in a fall in price below the long-run level.

This is not a change in value for Marx, but merely a short-run phenomenon

indicating that the market price is below the labour value. There is a tempo

rary excess of supply over social demand that will cause capital to leave this

industry until supply drops down to the level of demand at the old long-run

price (or labour value). In other words, social 'necessity' (or utility) is truly

19 Paul M. Sweezy, The Theory of Capitalist Development (New York, 1942), P-

47.
20 See Marx, Capital, vol. Ill, pp. 214 and 222-3.

21 See the summary of these views in Nove, op. cit. pp. 280-2.

22 IhiA. p. 282.
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the determining factor with regard to allocation of resources, but not with

regard to long-run price or value. ^^

Lastly, the same process of competitive adjustment to demand is the es-

sence of Marx's famous 'correction' of the labour theory to a 'price of produc-

tion' theory in vol. Ill of Cafital}* The problem comes about because in

Marxist theory only living labour can produce profit (or 'surplus value'), so

this theory would predict that the rate of profit should be related only to the

cost of such labour. Yet in reality firms with very different ratios of living

labour cost to total cost may have identical profit rates. Marx agrees that under

competition the rate of profit tends to equality among firms with respect to the

total stock of capital invested, whether it is used to buy plant, equipment and

raw materials, or is used to pay the wages of living labour. The capitalist

investor is just as much interested in the return on all parts of his capital

investment.

As a result, Marx declares that no particular product (except one with

exactly the socially average proportion of total capital used to pay labour) will

sell at its labour value, but that individual products sell at a price equal to

their cost of production plus an average rate of profit on capital. Marx calls

this the 'price of production', and he claims only that (even in the long run)

the aggregate price of all products equals their labour value. This argument

rests on the grounds that all of the individual deviations of 'prices of produc-

tion' above and below value must exactlv cancel each other.

For the purposes of this article we need not further pursue this argument,

which has given rise to a considerable literature concerning the 'transforma-

tion' of labour value into prices of production .^^ We need only note that Marx
does indeed take into account the allocation of capital according to its supply

and (derived) demand, even though this adds painful complexity to his the-

ory of value. Yet this long series of approximations and complicated manipu-

lations, which become yet worse with regard to changing costs or short-run

prices, have forced all but the most dogmatic Marxists to agree that the Mar-

shallian view of micro price theory is a much more useful tool in practice.^®

RISING COSTS AND FALLING COSTS

It has been observed that if the investigation is limited to the long-run,

if we assume constant costs and if 'cost' means the same as 'labour value', then

we may say that Marxian economics reaches (in a roundabout manner) the

same conclusions about price and output as Marshallian neo-classical eco-

23 The point of this paragraph was further clarified thanks to some trenchant criti-

cism by Dr. Egon Neuberger.
24 Marx, Captal, vol. Ill, Parts I and II.

25 See e.g. R. Meek, Studies in the Labor Theory of Value (New York, 1956), pp.
186-200.

2^ See e.g. Sweezy, op. cit. p. 129.
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nomics. In a more general theory, however, it must be recognized that even

in the static long run there may be falling costs per unit associated with a

rising marginal product per worker or rising costs per unit associated with a

diminishing marginal product per worker.

In either case a shift in demand from other products to this one, even

though fully balanced by a shift in supply from other products to this one,

will cause a change in the price of this product as well as a rise in its output.

Yet Marx always implicitly assumes constant costs, and makes no attempt to

discuss these more general cases in his theory of value. He does consider prob-

lems of rising or falling costs, but only within the very different context of the

aggregate and dynamic problems of changes in population and technology

(discussed below with respect to wage determination).

To sum up in regard to long-run prices: the Marxist price theory is best

viewed as a very special case of the neo-classical theory, in which costs per

unit happen to be constant. Even in this case, as a micro theory the Marxist

approach is highly complex and artificial, especially because it holds true only

for those few products that happen to have a ratio of capital spent on labour

to total capital just equal to the average in the economy (though it is also

supposed to hold in the aggregate). For the more general cases of rising or

falling costs Marx has only a few stray comments, certainly no systematic

theory of price and allocation. Any attempt to translate the modern neo-classi-

cal theory of these cases into Marxist terms result in even more complexity

and artificiality. Nevertheless, the difference lies more in terminology and in

Marx's omissions than in any direct conflict of analysis.

SHORT-RUN PRICES

In the short run, the price according to the neo-classical analysis clearly

rests on both demand and supply. Demand is determined by both income and

marginal utility. A large enough increase in demand must move production

to a point of higher costs per unit because it eventually approaches the capac-

ity limit (by definition). On all this, Marx has nothing to say, unless one

chooses to read some of it into his discussion of demand as an index of 'social

necessity'. Even his meagre discussion of this point should rather be inter-

preted, however, as relating to long-run or aggregate problems.

Marxists would do best to admit that Marx has no theory of short-run

prices and outputs at the firm level because he was not interested in these

issues. Of course, this would mean that Marx furnishes no guide to how the

socialist manager should or would act within the limits of his production

capacity, but at least it would also mean that Marx presents no ideological

barrier to the consideration of any efficient scheme. Marx's discussion of short-

run demand is all related to the aggregate problems in which he was inter-

ested. Thus he explains that aggregate short-run price may be below aggregate
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value in depression or deflation, while it may be above aggregate value in in-

flation. Similarly, in discussing aggregate distribution, he considers how wages

may be temporarily above or below the workers' values (tlie 'value of labour

power')-

THEORY OF PROFIT (oR SURPLUS VALUe)

The conflict between the Marxist labour theory and the neo-classical

marginal utility theory is most clearly understood in relation to their inter-

pretations of costs'. The question is whether profit is a cost or a residual after

payment of labour and material costs. To simplify the comparison, we ignore

rent, and we assume that no capital is borrowed. Then all returns to capital

are the interest on one's own capital, and may be called 'profit' rather than

interest; this definition is roughly equivalent to Marx's use of 'surplus value'

in vol. I of Cafital.

We may, somewhat arbitrarily, portray four of the points of view along

the continuous spectrum of views on profit theory. These are ( i ) some of the

early marginal utility theorists, especially the Austrians, (2) Alfred Marshall

and much of the Anglo-American school of marginal utility, (3) the liberal

or revisionist Marxists and (4) the orthodox or dogmatic Marxists. Here we
do not go into great detail because this essay is not an attempt to give a history

of economic thought, but only to clarify the present Soviet controversies.

The Austrian neo-classical theorists^'^ reduce all costs to opportunity costs,

that is, the sacrifice of other utilities such as leisure or consumer goods. All

costs are subjective in the sense that labour gives up leisure for wages, while

those who furnish capital 'abstain' from present consumption in return for the

receipt of profit.

Marshall substituted the word 'waiting' for 'abstinence', in part as a direct

result of the ridicule with which Marx treated the 'abstinence' of the rich

capitalist as an apologia for profit.^^ But the difference is perhaps more than

a word. Those who speak of 'abstinence' think of a real sacrifice of consump-

tion in order to invest. Marshall emphasized the time factor involved in 'wait-

ing' for the return on investment, which meant that the availability from

profits of more funds for future consumption must be balanced against less

funds for present consumption. Marshall criticized Marx's labour theorv on

this basis, saying:

It is not true that the spinning of yarn in a factory, after allowance has been

made for the wear-and-tear of the machinery, is the product of the labour of the

operatives. It is the product of their labour, together with that of the employer and

subordinate managers, and of the capital employed; and that capital itself is the

27 See e.g. Eugen von Bohm-Bawerk, Karl Marx and the Close of His System, ed-

ited and introduced by Paul Sweezy (New York, 1949, first published in 1896).
28 See Marshall, op. cit. p. 233, footnote.
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product of labour and waiting; and therefore the spinning is the product of labour

of many kinds, and of waiting.^^

Furthermore, Marshall himself and his followers up to Keynes gave the story

much more of a pragmatic or operational twist: if we have the institution of

private property, then a profit is a necessary cost to the society of inducing the

capitalist to part with his liquidity while waiting for the return of his invest-

ment and the interest on it.

At the other end of the spectrum the fundamentalist or dogmatic inter-

pretation of Marx certainly offers a conflicting viewpoint.^*' The added value

of the product is entirely due to the workers' expenditure of (socially neces-

sary) labour upon it. The workers' own value or their wages are determined

by the amount of labour expended upon the maintenance and education of

the workers. Surplus value (or profit) results from the difference between the

value of the workers' product and the value of the workers themselves.

The liberal (or 'revisionist' or 'creative') interpretation, which claims to

follow the spirit if not always the letter of Marx, begins with a much more

general or abstract view of the labour theory. These writers see the labour

theory as an economic expression of historical materialism. In this context, the

labour theory of value means only that the ultimate source of production is

the actual labour of mankind operating on nature.^^ In general terms, the

theory is 'objective' in its approach and contrary to a view that might begin

with subjective desires or subjective sacrifice. This is not taken to mean a

denial of any specific supply and demand analysis; and certainly not a denial

of the use under socialism of accounting returns to limited capital and limited

natural resources for the purpose of planned allocation.

The liberal Marxist interpretations of profit usually emphasize Marx's

assumption that the 'capitalist' class has a monopoly of the means of produc-

tion, while the 'worker' owns only his own labour power. Assuming these in-

stitutional conditions, the capitalists must be paid a profit or they will not

invest their capital (or, if you wish, under these conditions they are able to

extract or 'exploit' this profit from the social product). This is not a quantita-

tive economic theory of prices and wages, but primarily is an historical or

political-economic statement of the qualitative relationships of 'capitalism'.^^

Specifically, in the theory of wages the liberals (or revisionists) do not

merely state that the worker is paid 'his value', for this is an unproved cate-

chism. The practical problem is to explain why long-run wages remain at a level

that does not eat up the profits of capital. In empirical terms there was a strik-

ing degree of agreement concerning the wage level among nineteenth-century

29 Ihid. p. 587.
30 Marx's own discussion of profit or 'surplus value' is in Capital, vol. I, Parts II

and III.

31 See the 'revisionist' theories explained and attacked in R. Meek, op. cit. pp. 225-

38.
32 See e.g. Sweezy, op. cit. pp. 2^-4.0.
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economists. It is not Marx but Marshall who states: 'If the economic condi-

tions of the country remain stationary sufficiently long . . . human beings

would earn generally an amount that corresponded fairly well with their cost

of rearing and training, conventional necessaries as well as those things which

are strictly necessary being reckoned for'.^^

Disagreement is centred on the causes of this long-run 'conventional sub-

sistence' wage level. Marshall, following the Classics, thought in terms of

the supply and demand of labour to firms, as determined on the one side by

the level of population and on the other side by the level of output of the

product. All other things remaining stationary, the two forces reach an equi-

librium at the point where output just equals the total amount of 'conven-

tional subsistence' needed for the given population. Yet Marx decisively and

derisively rejected population pressure as the reason for keeping wages down
to the workers' 'value'.

^"^

What did A4arx substitute for population pressure? The liberal Marxists,

such as Lange or Sweezy in the 1930s, point to his emphasis on aggregate

unemployment and the 'reserve army of labour'. This has led many 'Marxist-

Keynesians', such as Nicholas Kaldor,^^ completely away from any micro

theory of wages; that is, away from any theory which treats wages as a sum-

mary of enterprise demands and supplies of labourers. Instead, they substitute

a macro wage theory, with the level of employment or unemployment as the

decisive factor. The level of employment is determinted in turn by the whole

model, but especially by the widening of investment, which requires more

labour, versus the 'intensification' of investment, which means the labour-

saving investments in new innovations. In this view, then, all micro value

theory is left behind in favour of macro theories of income generation and

distribution. It is claimed that this is in the spirit of Marx's vol. Ill of Capital,

in which he points out that the labour theory of value and surplus value holds

true only in the aggregate.

On these grounds, it may be claimed that some of the descendants of

Marx and some of the descendants of Marshall are in practical agreement of

the outlines of the picture of the actual determination of profits and wages in

the macro economy as part of a whole system of dynamic relationships. Of
course, even the neo-Marxists and neo-Marshallians interpret this picture very

differently, not only in obvious semantic differences, but also in profoundly

different ethical conclusions.

There is a great difference between seeing profit as an unearned surplus

from 'exploitation' of labour and seeing it as a reward to capital earned for

its willingness to 'wait' for consumption. Thus in Marshall's attack on Marx,

33 Marshall, op. cit. p. 577,
34 See e.g. Marx, Capital, vol. I, pp. 675-7.
35 See the summary of these approaches in Paul Samuelson, 'A Brief Survey of

Post-Keynesian Developments', in Robert Lekachman, Keynes' General Theory: Reports

of Three Decades (New York, 1964), p. 343-5.
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he says: If we admit that it [the added value of the final product] is the

product of labour alone, and not of labour and waiting, we can no doubt be

compelled by inexorable logic to admit that there is no justification for Inter-

est, the reward of waiting; for the conclusion is implied in the premise' .^^ In

the pragmatic terms of modern welfare economics, the issue remains as to

the overall evaluation of an economy in which capital is provided, allocated

and rewarded privately versus an economy in which capital is provided and

allocated by the government with all returns going to the government. The
evaluation must include both total income and the distribution of income,

both efficiency of allocation and the rate of growth, and whatever other ethical

comparisons one wishes to make.

The liberal Marxists (or revisionists), such as Lange or Sweezy in the

1930s, do not deny the political importance of these differing ethical inter-

pretations. They do not deny the usefulness of Marx's approach to the macro

problems of capitalism: distribution between classes, business cvcles and eco-

nomic growth. Indeed, they argue that Keynesian (and post-Keynesian) eco-

nomics has come to use much of the Marxian macro-analysis, though Keynes

may have arrived at it independently. They do denv that Marx's theories of

value or surplus value have much to sav (except implicitly) about the micro

theory of allocation of capital among and within firms. Implicitly, they argue,

these macro theories of Marx are based on the same supply and demand deter-

minations as neo-classical economics. Therefore, they do deny any conflict of

the Marxian analysis of macro economics with the neo-classical analysis of

allocation of capital on the level of the capitalist firm or the socialist firm.

A great many Soviet writers now argue that there is no conflict between

Marxism and the modern neo-classical theories of rational allocation of re-

sources.^^ Specifically, the more liberal Soviet writers point out that to advo-

cate a mathematical device (like a rate of interest) for rationally allocating

capital in a planned economy is quite diff"erent from advocating that any

profit (or interest) be given as individual income. If the neo-classical theory

of allocation, which has largely been concerned with the allocation of scarce

resources in capitalist firms, also happens to meet the similar problems of so-

cialist firms, there is no reason not to use it.

The liberal Marxists of the West, like the early Lange, argue that there

is a qualitative diff^erence between the technical problems of planned alloca-

tion of resources and the political-ethical problems of class ownership and

distribution. They agree that the technical problems of socialist planning may

be best discussed in terms of 'bourgeois' neo-classical economics. Yet they still

believe that the political-ethical questions of income distribution by classes, as

well as the macro-economic problems of capitalism, are to be understood in

terms of Marxist economies'. Of course, these tendencies are only vaguely

36 Marshall, op. cit. p. 587.
37 See e.g. I. Sukhotin, 'Foreign Economists on Soviet Studies of Effectiveness of

Capital Investments', translated in Problems of Economics (March 1962), pp. 48-54-
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discernible even in the boldest of the Soviet economists. Thus Novozhilov

speaks of the essential differences between Marxist-Leninist political economy

and bourgeois economic science'.^^ He emphasizes the differences of princi-

ple, yet the language he uses in his article indicates that he may rather view

the pertinent differences as being mainly in approach and subject matter.

Perhaps the more liberal Soviet economists will apply in economics the

distinction made by Stalin in linguistics: the difference between what is in

the economic base of society and what is in the ideological superstructure.^^

Stalin argued that the components of the technological-economic base, such

as the science of engineering, are not partisan and are not limited to one

class or society. It is only the elements of the ideological superstructure, such

as political institutions or laws of property or ethical philosophies, that are

necessarily partisan in nature and class-biased. The components of the eco-

nomic base, on the other hand, may pass directly from use in bourgeois society

to use in socialist society. Stalin characterized language as part of this tech-

nical economic base. The same argument has been extended by the Soviets

to cover formal logic and relativity physics, which are now accepted as valu-

able tools (though their accompanying philosophies are still attacked as part

of the ideological superstructure).

Similarly, in Marxist terms the economists might claim that the range

of issues covered by Marxist political economy is part of the ideological super-

structure of socialism, and should be opposed to 'bourgeois political economy'

on the same range of issues. But the technical-economic theory of allocation

of resources advanced by neo-classical economics (either in its marginal or its

linear-programming form) might be safely consigned to the economic base.

Then it might be considered non-partisan (when separated from its political

and ethical connotations), and a valuable analytic tool, which is applicable to

planning in socialism as to planning within a capitalist firm.

Particular Planning Problems

If the above attitude were accepted, then a fortiori there would be no

conflict between Marxism and any prospective tool of Soviet economic plan-

ning. Since it is far from fully accepted, each action of Soviet planners is still

gauged in terms of Marxist theology. For example, although almost everyone

agreed that it would have good practical results, the turning over of agricul-

tural machinery from the state-run Machine Tractor Stations to the collective

farms had to be justified by endless volumes of words as a step from socialism

(Marxist definition) towards communism (Marxist definition). Let us now

38 V. V. Novozhilov, 'Spornye voprosy primeneniya metoda vspomogatel'nykh

mnozhitelei v sotsialisticheskoi ekonomiki', Narodnokhozyaistvennye modeli: teoretiches-

kie vofrosy -potrehleniya (M. 1963).
3^ See J. V. Stalin, Marxism and Linguistics (M. 1952).
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examine the use of Marxist concepts with relation to each of the three main
problems of the Soviet planners: (i) the percentage of investment from na-

tional income, (2) the problem of balance and (3) the question of efficient

or optimal production.

INVESTMENT VERSUS CONSUMPTION

The issue of investment versus consumption can be understood along

the lines of a simple macro growth model (such as Harrod-Domar). It does

not take much economics—and certainly not a sophisticated micro value theory

—to see that, assuming full employment, more investment means less con-

sumption now but a faster future rate of growth. These ideas could certainly

be dug out of Marx, as they might be from Ricardo or Smith. But the Stalin-

ists went much further, trying to find proof in Marx that investment (usually

confused in their statements with the related category of 'producer goods')

must always grow faster than consumption.^*' Marx merely showed that this

is sometimes the case in a capitalist' economy, and that in its extreme form

it is a disproportion that usually leads to a depression. The Soviet leaders do

not claim to have a capitalist economy, and they do not desire a depression, so

it is hard to see the relevance of this notion of Marx to their forced conclu-

sion. In a planned economy, however, this issue is primarily a political one, so

the economists need not decide it. At any rate, in the Soviet Union the poli-

ticians decide this issue; and the economists (as well as the voters) are only

called upon to nod in agreement.

THE PROBLEM OF BALANCE

The problem of balance between sectors or industries in the economy

(but not the problem of optimum efficiency) may be solved in theory by using

calculations in terms of physical units or in terms of any arbitrary set of

prices."*^ Any balancing procedure, such as the input-output method, attempts

to ensure that enough steel is available for truck production and other steel

users, that there are enough trucks to transport coal to steel mills and other

destinations, and that all other inputs are sufficient to satisfy all the planned

output goals. As long as the unit of account in each industry remains the

same throughout the calculation, there is no need of a common denominator

between 'industries' (because there is no need to add coal and steel or trucks

and planes). In theory, for example, the amount of steel needed may be

planned in terms of tons of steel needed to produce the planned number of

tractors, plus tons of steel needed to produce the planned number of railway

40 See e.g. the fascinating evaluation of these Soviet concepts in Wiles, oj>. cit. pp.

272-300.
41 For a full discussion of this issue, see J.

Montias, 'Planning with Material Bal-

ances in Soviet-type Economies', American Economic Review, vol. 49 (December I959)»

pp. 963-85-
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locomotives, and so forth. Even input-output coefficients can be calculated in

physical terms, such as tons of coal per ton of steel, or tons of coal per kilowatt

of electricity. In practice, the vast variety within a 'single' input or output,

such as the many different kinds of steel, requires much aggregation in terms

of some unit of value; and hence at least a rudimentary value theory. Never-

theless, it is possible to solve in rough terms the balance problem (but not an

optimum balance) even with a far from rational price system and without re-

course to any sophisticated value theory.

This doctrinal situation helps to explain why Soviet economists have

spent so much effort on this particular problem, and have encountered many
fewer difficulties in the use of input-output techniques.^^ Of course, it is also

true that this problem, especially in the area of achieving full employment of

workers and resources, is of overwhelming practical importance. Furthermore,

this was an area in which Marx did make a contribution.^^ Marx's scheme of

balanced economic growth has been translated with some difficulty by several

Marxist economists as a simplified type of Keynesian schemes of national in-

come accounting.^ Marx's scheme has also been translated by Lange, using

a great deal of verbal skill and ingenuity, into a two-sector input-output

model,^^ though this was accomplished long after Leontief had already spelled

MOST EFFICIENT ALLOCATION

To obtain any balance is not as difficult as to obtain an optimal output

balance or most efficient allocation of resources. For this purpose it is neces-

sary to calculate in value terms either for the minimization of costs, which in-

volves comparison of the costs of various input mixtures, or for the maximiza-

tion of output, which involves adding together the prices of various output

mixtures.

The methods proposed by some of the liberal Marxists in the Soviet

Union, such as Novozhilov,^^ are versions of rational planning methods that

use value calculations designed to be least offensive to Marxist ears. Since

Marxist economics is preoccupied with labour costs, Novozhilov's methods
calculate that alternative of the plan which has the minimum costs, estimated

in terms of labour expenditure as the common denominator numeraire. Novo-
zhilov still claims that all cost 'consists of labour cost', but this remains a some-

what abstract statement. The key operational point is that these methods in-

42 For a recent discussion by a Soviet writer see A. A. Konus, 'Dynamic Intersector
Balances in Perspective Planning', Economics of Planning, vol. 4 (1964), pp. 1-15.

43 See Marx, The Reproduction and Circulation of the Aggregate Social Capital',
Capital, vol. II, Part III.

44 See e.g. the confused discussion by Shigeto Tsuru, 'On Reproduction Schemes',
in Appendix A of Sweezy, op. cit. pp. 365-74.

45 See Oscar Lange, Introduction to Econometrics (New York, 1959), pp. 218-28.

out a multi-sector model in full detail.

46 See the works cited in footnote 4 above.
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elude in their calculations not only the cost of the direct expenditure of living

labour, flus the labour embodied in the used-up plant, equipment and mate-

rials, but also certain so-called 'indirect labour costs'.

The 'indirect labour costs' are the costs of using natural resources and
capital in this project rather than elsewhere (in non-Marxist terms, the op-

portunity costs of using scarce resources). To be more precise, if capital and
natural resources are used in certain projects in large amounts, then there

may not be sufficient capital and natural resources remaining to use them as

desired in all other projects. In that case, the other projects will have to switch

to the use of more labour-intensive methods, thus indirectly causing an in-

crease of labour costs. Of course, this problem would not arise if there were

an infinite amount of capital and natural resources readily available, but ac-

cording to Novozhilov, 'some means of production cannot he refrodxiced and

are in short sup-ply as compared to the demand for them'.'*'' Natural resources

can hardly be replaced at all, when they are depleted; and there is a given

stock of capital goods at a given time, which can only be expanded in the

future within limits.

Since these goods are limited (or 'scarce'), they must be rationed; and

that is the function of the calculation of the 'indirect labour costs'. In choos-

ing the plan-alternative with the minimum cost (for given projects), the

planner compares not only current labour costs and the using up of capital

and materials, but also the indirect labour costs of directing scarce resources

here rather than elsewhere. In this sense the indirect costs play a similar role

to the rate of profit (and rent) in private enterprise, which rations capital

(and natural resources) to different industries so that the marginal return is

uniform for all industries. If we imagine Soviet enterprises borrowing all

capital from the government, then this calculation acts like a rate of interest

which ensures that (i) investment funds are used where most profitable to

the society and (2) investment goes to just that point where aggregate supply

and demand are equal. Novozhilov notes the fact that his scheme is similar in

form, not to the simple labour value picture (with profits related only to costs

of living labour), but to the 'prices of production' of Marx's vol. Ill of Capital

(with profits related to total use of capital).^^

Novozhilov does emphasize that all the calculations are in terms of

labour expended (directly or indirectly). Yet the 'indirect labour costs' do

allow a rate of return on capital (similar to profit or interest) and a rate of

return on natural resources (similar to rent); thus the scheme might appear

to raise certain ideological problems for Marxists. Campbell"*^ argues that

these methods 'necessarily implied the productivity of capital, a proposition in

conflict with the labour theory of value'. We have seen in discussing Marx's

*7 Oscar Lange, Introduction to Econometrics, p. 19.

48 See V. V. Novozhilov, 'On Choosing Between Investment Projects', International

Economic Papers, no. 6 (1965), p. 87, footnote.

'^^ Campbell, op. cit. p. 410.
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theories of surplus value that he admits that the use of capital may greatly

increase the product per worker. Indeed, he emphasizes in discussing growth

and innovation that new and better capital vastly reduces the total labour ex-

penditure on the product, even including the labour necessary to produce the

machines; this is Marx's definition of technological advance. Moreover, his

theory of profit is based on the idea that it is the capitalists' private (and

monopoly) ownership of capital that allows them to make a profit. In these

senses, Marx admits the 'productivity' of ca-pital, but he does not admit that

the capitalist is 'productive'; which is to say that he makes an ethical judge-

ment that the capitalist does nothing to 'justify' his receiving the profit.

In any event, whether the loan of capital justifies the private making of

profit in a private enterprise economy is irrelevant to the discussion of a cen-

trally planned economy, since no one (certainly not Novozhilov) is proposing

to give the 'profit' to any private individual. The point is only that the

planners must take into consideration the necessary rate of 'profit' or uniform

return on capital (and natural resources) in order to determine whether it is

worthwhile for the society to use it here rather than elsewhere, and in order

to bring an equality between the aggregate supply and demand for capital

(and natural resources). In both societies the rates of 'profit' or 'interest' (and

'rent') function as devices to allocate scarce resources, but only in a private

enterprise economy do these rates also affect the distribution of income among
individuals (the latter being the only aspect which interested Marx). It fol-

lows that the objections by the Soviet dogmatists to words such as 'profit' and

'productivity of capital' in this context are formal and purely semantic, and
have no foundation either in Marxist value theory or in real issues. As Camp-
belP° writes, 'It is disquieting to good Marxists to see such concepts as rent,

returns for capital, and opportunity costs emerge as implications of assump-

tions with which they cannot quarrel, but this unpleasantness is no refuta-

tion'.

A more vital objection to the method so far proposed by Novozhilov is

the assumption that the total output of each final commodity is fixed in the

plan independently of any value calculation. This has to be the case when
the problem is approached in terms of minimizing costs. Novozhilov argues

that we must minimize costs with given outputs rather than maximize outputs

because final goods are not quantitatively comparable, since we cannot add
use values. But then how are the final outputs decided? Are they not fixed

according to the politicians' set of preferences for different additional use
values? In Soviet reality the problem faced by the planners is most usefully

approached as the maximization of output, provided, of course, that we also

use as little labour as possible so as also to maximize leisure. It makes far more
sense to consider how to maximize the use-value of aggregate output with
given amounts of land, labour and capital. This means, however, that one

^'^Ibid. p. 414.
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would have to attach a price tag reflecting the marginal utility of each output.

That would indeed be even more heretical in terms of the semantics involved.

We have already observed, however, that many of the liberal Marxists see in

technical schemes for the recognition of use-value in allocation of resources no

substantive conflict with Marx's 'political economy'.

In fact, many Soviet economists in recent years have made proposals far

beyond the minimization of costs of centrally planned outputs. The first dis-

coverer of linear programming, Kantorovich, has formulated a full solution

for output maximization based on final demands (which might be the set of

politicians' preferences).^^ Furthermore, several economists (such as Konus,

Dudkin and Girsanov) have come out in favour of the measurement of con-

sumer preferences and the use of their demands as the basis for output plan-

ning.^^ Finally, we must note the related trend towards decentralization ex-

pressed in so-called 'Libermanism' and in the official Soviet economic reforms

of 1965.

All these trends agree in the goals of optimality of planned resource allo-

cation plus improved execution of the plan, though they differ in varying em-

phasis on the tools of more rational prices, better behavioural rules for planners

and managers and the increase of organizational decentralization. In fact, it

is possible to find potential conflicts between the 'Liberman' trend towards

decentralization (and better rules of managerial behaviour) and the 'Novo-

zhilov' trend towards more rational prices (and improved rules for planners).

The conservatives, insofar as they accept Novozhilov's vision of more perfect

calculation, argue that the better methods and electronic calculators make con-

tinued central planning the best road to follow and make it unnecessary to

decentralize. On the other hand, Novozhilov himself and many others be-

lieve that rational prices are merely the necessary basis for decentralization.

On the basis of centrally calculated rational prices, managers at the enterprise

level could then make all output and input decisions more efficiently, with

more detailed information, and with a more 'democratic' content (based on

workers' and consumers' preferences), than could the central planners. Un-

fortunately, space limitations prevent a full discussion of these newer trends

and their complex relations.^^

51 See the discussion in Ward, op. cit. pp. 553-4-
52 The views of these and others were expressed as early as 1962 in a conference, at

which only A. Y. Boyarsky was still objecting to the new trend. See J. M. Montias, 'Re-

view of "Problems of Optimal Planning, Project-making and Production Management" ',

American Economic Review, vol. 54 (March 1964), pp. 171-5-

53 For an extensive discussion of the new developments and some of their relation-

ships, see Egon Neuberger, 'Libermanism, Computopia, and Visible Hand: The Question

of Informational Efficiency', American Economic Review, vol. 56 (May 1966), pp. 131-

44.



SOVIET ECONOMIC GROWTH:

PAST, PRESENT, AND FUTURE

In most years since the introduction of the first five-year plan in 1928, the

Soviet Union has shown a remarkably high rate of economic growth. A mere

generation ago, the U.S.S.R., though already more advanced economically

than most of Asia and Africa, was still an "underdeveloped" agricultural

country. Today, in spite of a devastating war that destroyed a tenth of her

population and much of her industrial and agricultural capacity, the Soviet

Union is a world power, second only to the United States in total output.

Her per capita Gross National Product in 1967 was more than ten times those

of many of the underdeveloped countries in Asia and Africa, and considerably

higher than that of any Latin American nation. Yet it still lagged far behind

that of Canada, Australia, New Zealand, and most of Western Europe and—

according to some Western estimates—amounted to less than one-third of the

United States per capita GNP. The exact rate of economic growth of the

U.S.S.R. during the 1950's is a matter of dispute. However, it was certainly

more than twice that of the United States and, at least until 1958 well above

that of all non-communist countries with the single possible exception of

West Germany. Since 1958, there has been a decline in the rate of Soviet

economic growth; but it is still respectable and, on the average, appears to be

continuing to surpass that of the United States, although by a considerably

smaller margin than originally projected by the Soviet leadership. (Recent

Western estimates place the growth rate of Japan and of several West Euro-

pean countries above that of the Soviet Union for the period 1958-64. Some
Comunist countries have also experienced higher growth rates than the

U.S.S.R. in recent years.)

In the first selection under Western Views, a United States Department

of State memorandum compares Soviet and U.S. economic growth. The mem-
orandum concentrates on an analysis of the post- 1958 drop in Soviet growth

rates, predicting in the concluding paragraph that by 1970 Soviet GNP will, at

best, be half that of the United States, and per capita consumption scarcely

above 30 per cent of U.S. per capita consumption. Keith Bush, in the second

Western non-Marxist view, analyzes the 1966-70 five-year plan, comparing it

with the much more ambitious goals of the Khrushchev era, and with the actual

414
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accomplishments of the preceding 1959-65 seven-year plan. "The headlong

rush toward the material technical threshold of full communism," Bush con-

cludes, "has been slowed down to a brisk walk."

The first two selections under Soviet Views, by L. Volodarsky and by A.

Bachurin and V. Smolyansky respectively, compare Soviet and United States

growth rates, taking to task the State Department memorandum (reprinted

as the first selection in this chapter) and the authors of New Directions in the

Soviet Economy (see footnote i p. 143 below). The Soviet authors conclude

that facts clearly show the superiority of the socialist over the capitalist sys-

tem, and that under conditions of peaceful economic competition the Soviet

Union will continue to overtake the United States. The next selection has

been taken from Premier Alexei Kosygin's address to the 23rd Party Congress

in 1966. Kosygin reviews Soviet economic development since the introduction

of the first five-year plan in 1928, and focuses his attention on the accomplish-

ments and the shortcomings of the 1959-65 seven-year plan. He attributes the

slowdown in growth rates primarily to the lag in agriculture, to increased

military expenditures (forced upon the Soviet Union by American escalation

of "the aggressive war in Vietnam"), and to a drop in the growth of labor pro-

ductivity which, he emphasizes, "we must do everything we can to overcome."

In discussing reasons for the failure to meet planned targets, Kosygin also

mentions "mistakes," "miscalculations," and "economically unjustified target

figures." However, in summarizing the results of the seven-year plan—which

include an overall 84 percent growth in industrial output—he concludes that

"we can safely say that great successes in economic development have been

achieved." The final selection consists of the main tasks for economic develop-

ment as laid down by the 23rd Party Congress for the five-year period 1966-70.

While the major part of this chapter is concerned with Soviet economic

growth, a short appendix has been added presenting one Western and one

Soviet view (by Maurice Ernst and V. Smolyansky, respectively) on postwar

economic growth of the European member countries of the Soviet community

of nations, as compared with the countries of Western Europe.
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U.S.S.R. FALTERS
IN ECONOMIC GROWTH RACE

WITH
THE UNITED STATES^

U.S. Department of State

Summary and Conclusions

Since i960 the U.S.S.R. has made no progress toward its fundamental

economic goal of catching up with the U.S. in total and per capita output.

The rate of growth in the U.S.S.R.—which in the decade of the 1950's was

double that in the U.S.—has been slowing down in the 1960's, whereas U.S.

growth has been picking up in an era of unprecedented prosperity and or-

derly expansion. Thus in the period 1961-65 the average annual rate of

growth in the two economies has been the same, but, because the U.S.

economy is twice as large, the absolute gap in output was widened by ap-

proximately $60 billion.^ Rates of growth in the gross national product

(GNP) for both countries are shown in Figure i.

Soviet growth, which in the 1950's averaged an impressive 6V2 percent a

year, has slowed down to a yearly average of about ^Vi percent. This lower

rate of growth is still respectable by the standards of modern industrial na-

tions but is below both what the Soviet leadership has come to expect and

what is necessary to support the leadership's worldwide ambitions. The slow-

down is attributable especially to three fundamental developments: (i) the

* This memorandum was prepared by the U.S. Department of State in consuha-
tion with other interested agencies and is reprinted here from the Department of State

Bulletin, November i, 1965, pp. 701-708.
1 Rates of growth in this memorandum have been calculated from data corrected

for price changes. Dollar values are given in 1964 U.S. dollars unless otherwise in-

dicated.
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expansion of Soviet military programs that have taken high-quality men,

machinery, and materials needed for modernizing the economy; (2) the

failure of Soviet agriculture to provide a rapidly expanding and reliable

supply of food and industrial raw materials; and (3) the using up of most of

the possibilities for low-cost exploitation of Western advances in science and

in manufacturing techniques. Furthermore, Soviet economic institutions are

inherently sluggish in absorbing modern technology and turning out the

complex products of present-day economic life. On the other side of the

equation, the rise in U.S. growth in the 1960's is the result of a combination

of favorable factors, including vigorous and sustained spending by business

firms on new capital plant, the success of government fiscal measures, and

steady advances in consumer income and spending.

Comparing a market economy valued in dollars to a planned economy

valued in rubles is a notoriously uncertain business. The present comparisons

are biased in favor of the U.S.S.R. in that the poor quality of Soviet produc-

tion and the failure of the system to respond to the demands of industry and

consumers have not been fully taken into account. But a caution in the oppo-

site direction is even more important: in spite of the slowdown in growth, the

Soviet economy is still growing rapidly, and its very considerable energies are

still being concentrated on uses that seriously challenge U.S. national security

interests.

As shown in Figure i, year-to-year rates of growth differ widely within

both the Soviet and U.S. economies, but for entirely different reasons. In the

U.S.S.R., agriculture accounts for a large part of GNP, and changes in

weather conditions result in great fluctuations in agricultural production and

hence in GNP. In the U.S., in contrast, fluctuations in annual growth are

tied to changes in nonagricultural business inventories, in business needs for

additional plant capacity, in consumer spending on durable goods, and in gov-

ernment fiscal policy.

For the year 1965 a forecast of economic performance can be made with

much greater assurance in the case of the U.S. than the U.S.S.R., where final

agricultural results are still uncertain. In the U.S. the pattern of business con-

ditions for the past 6 months foreshadows business conditions for the next 6

months, especially in a period of sustained and balanced prosperity. The fore-

cast for 1965 of the President's Council of Economic Advisers, for a 4-percent

increase in GNP in real terms, is used in this memorandum. In the U.S.S.R.

the overall rate of growth in 1965 will be much less than the 7 percent

achieved in 1964 because the 12-percent increase in agricultural production

in 1964 makes that year hard to improve on. In 1965, crops will show a drop

from 1964-a drop that may be only pardy offset by gains in livestock which

is benefiting from the large feed crops of 1964. Drought in the "new lands"

has damaged the wheat crop, and on the basis of current evidence, Soviet agri-

cultural output as a whole is estimated to drop 4 percent in 1965. Soviet in-

dustrial production in 1965 will grow at a rate of roughly 6 percent-up from
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5 percent in 1964 because of the improved supply of agricultural raw materials

carried over from 1964. Because of the current agricultural difficulties, Soviet

GNP probably will increase only about 3 percent in 1965.

The long-run slowdown in Soviet growth is the result of persistent un-

derlying economic forces and is not likely to be reversed over the next five

years. In 1966-70, Soviet growth possibly will be greater than in the U.S.—

but this is not assured. Suppose that over the next five years the U.S.S.R. is

able to halt the declining trend in the rate of growth which has developed in

recent years and maintains for example a rate of 4V2 percent, while the U.S.

economy continues to grow at a rate of 4 percent. Then Soviet GNP in 1970

would still be about 50 percent of U.S. GNP, and the absolute gap between

U.S. and Soviet GNP would have widened by $60 billion more.

I. Introduction

From the beginning the leaders of the U.S.S.R. have made the growth

race with the West the heart and soul of Soviet economic policy:

1919—LENIN

. . . Either perish or overtake the advanced countries . . . and surpass them
economically.

1931—STALIN

We are fifty to a hundred years behind the advanced countries. We must

make good this distance in ten years. Either we do it or they will crush us.

1 96 1 —KHRUSHCHEV

Some people in foreign countries used to ask, "Mr. Khrushchev, do you really

expect to catch up with America economically?" Today no one raises this question

in this way; instead I am asked, "Mr. Khrushchev ... in which year will you
catch up with America?" . . . My reply is, "You can write down in your little

notebook that we will overtake you in per capita industrial production by 1970."

These three quotations are only a sample of the many statements by

Khrushchev and his predecessors of the importance—and the inevitability—of

catching up with the U.S. economically. First the U.S. would be overtaken

in the production of major commodities, then in total output, and finally in

per capita output. Sheer physical growth was to be the criterion of success,

and here the Soviet leaders seemed to be loading the dice in their own favor,

for in spite of its rough edges the Soviet economy appeared to be a powerful

engine of growth. However, as Khrushchev found out, other major require-

ments besides growth—the military and space programs are the most dramatic
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examples—had to be accommodated, and the economy became overloaded.

Economic commitments grew faster than productive capacity. Khrushchev's

erratic and unsuccessful attempts to cut the suit to fit the cloth were an im-

portant element in the events leading to his downfall last October. Even be-

fore he was deposed, less and less was heard of the claim that the U.S.S.R.

would soon overhaul the U.S. economicallv. Khrushchev's successors have

been quite cautious in dealing with this theme. Thus, Premier Kosygin has

spoken of the general strength of the Socialist system in the economic compe-

tition with capitalism, but he has not referred specificallv to catching up with

the U.S.

II. Slowdown in the Soviet Growth Rate

The rate of growth of Soviet GNP has slowed down from about 61^ per-

cent in the 1950's to about 4^2 percent in the 1960's. In examining the causes

of the slowdown, three components of Soviet GNP may be identified: (i)

industrial production, which has declined fairly steadily from an average

annual rate of growth of 8 percent in 1956-60- down to 6 percent in 1961-65;

Percent

USSR AND US RATES OF GROWTH OF GROSS NATIONAL PRODUCT
1951-1965

1951-60 1961 1962 1983 1964 1965 1961-65

AVERAGE Projected AVERAGE

Base year 1950 Base year 1960

2 Throughout this memorandum, when a rate of growth is given for a period of

years (say, 1961-65), the base period for the calculation is the preceding year (in this

case, i960).
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(2) agricultural production, which has been subject to wide year-to-year fluc-

tuations and has grown at an average annual rate of about 3 percent in 1956-

65; and (3) trade, transportation, and other services, whose combined rate of

growth normally lies somewhere between the rate for industry and the rate

for agriculture but closer to industry. The fairly steady long-term decline in

industry's rate of growth gives a long-term downward trend to GNP growth,

whereas the erratic performance in agriculture leads to short-term fluctuations

in GNP, as shown in Figure 2.

The slowdo\\'n in Soviet economic growth is the result of many factors,

but from the vantage point of mid- 1965 a few key points may be singled out

for attention:

(i) The expansion of defense expenditures after 1958 preempted a large

share of the high-quality resources most needed to modernize industry and

agriculture. The new military programs proved to be voracious consumers of

the best scientific and engineering talent, the most costly and complex ma-

chinery, and the newest alloys and other high-cost materials.

(2) Linked with the first factor was the failure of agriculture to provide

a reliable domestic source of food and raw materials for industry. Growth in

agriculture had always trailed growth in industry, and indeed the backward-

ness of Soviet agriculture was part of the price paid for rapid industrial

growth. Under Khrushchev, large investments were made in agriculture, yet

time and again agriculture failed to meet the goals set by the central planners.

The near-disastrous harvest of 1963 dramatized the failure of the Soviet lead-

ership in dealing with agricultural problems; on this occasion about 1 1 million

metric tons (mt) of wheat and flour had to be imported from the capitalistic

West at a cost of almost $1 billion. And again in 1965, agricultural failures

are resulting in large-scale imports of grain and are dimming what hopes the

Soviet leaders still cherish of restoring the old rates of economic growth.

(3) The Soviet economy in the 1950's benefited greatly by adopting new

technology and manufacturing processes from the West at relatively little

cost. But when the Soviet leaders had to solve their own problems—for exam-

ple, in the space field—they could no longer bypass the costly research stage

by leaning on the West, and when imported Western technology became more

difficult to absorb in the Soviet economy—for example, in the chemical in-

dustry—large gains in output were no longer easy to achieve without incurring

normal "start-up" costs.

(4) Investment in new fixed plant and equipment in the U.S.S.R. in

the 1950's increased at the amazingly rapid pace of 12 to 13 percent a year,

while GNP increased at 6V^ percent a year. These rates meant that fixed in-

vestment was rapidly increasing as a share of Soviet GNP, from 1 7 percent of

GNP in 1955 to 24 percent in i960. After i960, however, when other com-

mitments grew, investment increased at less than half its former pace and

no longer grew as a percent of GNP. Thus the growth in the Soviet economy

in the 1950's was powered by a rapid step-up in investment, whereas in the
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RATES OF GROWTH OF GROSS NATIONAL PRODUCT,
INDUSTRIAL PRODUCTION, AND AGRICULTURAL PRODUCTION

1956-65

1956 1957 1958

Gross National Product

1959 1960 1961 1962 1963 1964 1965*

Percent

Industrial Production

.

,

Percent

8 5 ^8.1 8.2

B ! H

Agricultural Production

11.7

"projected

1960's the planners have had to settle for smaller percentage increases in

investment—and in overall economic growth. Moreover, the Soviet leaders

have tried to compensate for the decreased rate of growth in investment by

keeping old capacity in operation. Consequently, the inability to sustain the

extraordinarily high rates of growth in investment has carried with it a gen-

eral obsolescing of productive capacity and production methods.

A number of other forces are intertwined in this tangle of causes of the

Soviet slowdown—for example, the problems of management in a "command"

economy and the problems of coping with more sophisticated consumer tastes

and of designing and producing a more complex output mix in both consumer

and capital goods. As an illustration of these difficulties, a number of expedi-

ents adopted under Khrushchev attacked certain of these problems while

making others worse—when consruction projects fell behind schedule, for ex-
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ample, housing was almost invariably the sector that suffered in the resulting

reshuffle of resources.^

Even though the Soviet economy is faltering in its growth race with the

U.S., a reminder is needed about the basic economic strength of the U.S.S.R.

The present rate of growth is quite respectable for a modern industrial na-

tion. At the current average rate of growth of 4Vi percent, Soviet GNP would

double in i6 years. The U.S.S.R. is maintaining a military and space estab-

lishment that in dollar terms costs about 80 percent of the U.S. military and

space establishment. Furthermore, the U.S.S.R. continues to score spectacular

space successes. In short, the Soviet leadership may command only half the

economic firepower of the U.S., but this power is concentrated in support of

worldwide activities of serious consequence to U.S. security interests.

III. Rise in the U.S. Growth Rate

As the Soviet growth rate has moved down in the last few years, the

U.S. growth rate has moved up to meet it. In mid-1965 the U.S. is enjoying

an unparalleled stretch of orderly peacetime prosperity, now well into its fifth

year. Gross national product, industrial production, employment, investment

in new plant, consumption—all the major indicators of economic performance

—are at new heights. This memorandum does not purport to analyze the U.S.

speedup in the same detail as the Soviet slowdown, but the following factors

may be noted:

(i) Investment by business in new plant and equipment has grown

rapidly and has kept abreast of the need for additional productive capacity.

(2) Consumption by household units has risen steadily in concert with

rapidly rising consumer income.

C3) Government expenditures and taxes have been dovetailed with the

private economy in such a way that total spending has moved up parallel to

rising productive capacity.

An interesting aspect of U.S. performance in the growth race is that even

in industrial production the U.S. has matched the U.S.S.R. stride for stride

in percentage growth since 1961. Of course, in absolute terms U.S. industrial

production is growing much more rapidly-more than double the Soviet

growth.

IV. Prospects for Soviet Gross National

Product IN 1965

Growth of Soviet GNP in 1965 is likelv to be mediocre when judged

by past Soviet standards and disappointing when compared with the hopes

3 The reduction in the workweek in industry from 46 to 41 hours in 1956-61
perhaps coujd be cited as a factor in the slowdown in Soviet economic growth. This re-

duction, however, was made contingent on there being no reduction in output per man
and in any case is a nonrecurring factor whose effect on economic growth rates would
be felt for a few years only.
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of the new regime. The growth in the industrial component of Soviet GNP
can be fairly well estimated on the basis of information available at midyear,

whereas the course of agricultural output still cannot be ascertained within

wide limits. In industry, production should be approximately 6 percent above

the 1964 level, a rate of growth slightly above the 5-percent rate achieved in

1964. In heavy industry, expansion in 1965 continues in the same pattern as

last year and is based on the continuing and more-or-less-synchronized expan-

sion of CO capital plant; (2) supplies of fuels, construction materials, and
other industrial raw materials; and (3) technical skill, as reflected in increased

output per man and machine. In consumer goods industry, the picture in 1965
is dominated by the increased supply of livestock products and other agricul-

tural raw materials for the food-processing branches, a result of the excellent

crops in 1964.

In agriculture, crop production in 1965 is well below the record level of

1964. Wheat output has been particularly affected by drought in the "new

lands" regions of Western Siberia, Northern Kazakhstan, and the Urals,

which are the main spring wheat areas of the U.S.S.R. Since i July the

U.S.S.R. has purchased about 7 million mt of wheat and flour from Canada

and Argentina for delivery in 1965-66. At present the yield from grain crops

as a whole, however, does not appear to be as bad as in 1963. In contrast to

crops, output of livestock products has risen in 1965 because of the large sup-

plies of feeds provided by the bumper crops of 1964. A further favorable fac-

tor in Soviet agriculture in 1965 stems from the lifting of restrictions imposed

by Khrushchev on the size of private farm plots and on the number of private

livestock. Supplies of food products, especially in local markets, received a

fillip under the new, more permissive regulations. As for the massive invest-

ment program for agriculture, announced by Brezhnev in March, these plans

for the revitalization of Soviet agriculture are mainly long run, and results

were not expected to show up in 1965 except perhaps in the case of some of

the new higher procurement prices. On the basis of current evidence, a 4-

percent drop in total agricultural production is estimated for 1965.

Agriculture accounts for something less than one-third of Soviet GNP
and industry for somewhat more than one-third. The remaining one-third is a

diverse group of products and services which includes construction, transpor-

tation, trade, communications, education, health, and government administra-

tion. A large segment of this miscellaneous third rises or falls according to the

fortunes of agriculture and industry. For example, the transport system car-

ries the products of industrv and agriculture and the trade network distributes

them. Thus the increase of activitv in this miscellaneous third, taken as a

whole, typically falls between the rate of growth in industrial output and the

rate of growth in agriculture but is closer to the industrial rate. In 1965, if

industrial output advances 6 percent and agricultural output falls 4 percent,

GNP as a whole will grow at about 3 percent, or less than in any year in the

last decade with the exception of 1963.
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V. Prospects for U.S. Gross National

Product IN 1965

The GNP of the U.S. for 1965 can be predicted on a much firmer basis

from the vantage point of September 1965 than can that of the U.S.S.R. be-

cause CO fluctuations in U.S. agricultural output have relatively little effect

on GNP; (2) the present sustained period of prosperity in the U.S. has a

forward momentum of at least six months; and (3) U.S. data are published

openly and promptly. At the beginning of 1965 the President's Council of

Economic Advisers forecast a GNP in 1965 in current dollars of $660 billion

plus or minus $5 billion. In real terms this represents a 4-percent increase

plus or minus three-fourths of a percentage point. As of September the econ-

omy is on course (perhaps even a little ahead of schedule), and the result for

the whole year probably will be at least a 4-percent gain.

VI. Prospects for Soviet and U.S. Gross National

Product, 1966-70

During the new five-year period, 1966-70, the factors that have dictated

a slow-down in Soviet economic growth are likely to persist. Attempts to

restore rates of growth in industry would be largely at the expense of agricul-

ture and perhaps defense, and in turn new large-scale investment in agricul-

ture would reduce the extent to which industry could be modernized. In sum-

mary, the prospects for growth in GNP have not improved, and a matching

of recent performance is the most likely prospect. Agriculural production will

continue to fluctuate greatly year to year because of weather, and in individual

years growth in GNP will reflect this erratic movement.

Developments in the first three quarters of 1965 reinforce the estimate of

a continuation of recent growth trends in 1966-70 as opposed to the 6- to 7-

percent level of the 1950's. Premier Kosygin has been speaking almost wist-

fully of how nice it would be to reduce the amount of resources going for

military purposes as opposed to consumer use but how impossible such a trans-

fer is at this time in world affairs. Beyond the effect of military programs on

growth rates, however, there have been other signs pointing toward a contin-

uation of the more moderate pace of growth as likely for the Soviet economy

:

(i) There is increasing evidence that the Soviet leadership is being pushed

by a diversity of forces toward a more generous future allocation of resources

to consumers—for example, the large increase in planned investment in agri-

culture, more manufactured goods for rural areas, higher real incomes for

pensioners, and even private automobiles for the upper middle class. (2)

There is evidence that the difficulties—both political and economic—in reform-

ing administrative systems and practices throughout the economy are a great

deal tougher than the "reformers" had bargained for. (3) Furthermore, the
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present economic system of the U.S.S.R. is being revealed as even less suited

than was formerly believed to meeting the complex tasks of modern economic

life—for instance, the system shows up as very clumsy in distributing workers

among geographical areas, among industries, and among occupations. (4)
Difficulties in agriculture persist—with a resulting need for food imports in-

stead of the traditional food exports—and the inputs that Brezhnev talked

about for agriculture in his speech last March may not be available in the

quantities or at the time specified; consequently, foreign machinery needed to

modernize Soviet industry cannot be imported in the amounts hoped for by

the Soviet planner because large food imports are necessary from time to time.

As for U.S. GNP, the estimate of the President's Council of Economic

Advisers is for a growth rate averaging "about 4 percent a year." Suppose that

over the next five years the U.S.S.R. is able to halt the declining trend in the

rate of growth which has developed in recent years and maintains for example

a rate of ^Vi percent, while the U.S. economy continues to grow at a rate of

4 percent. Soviet GNP in 1970 would still be about half that of the U.S., and

Soviet per capita GNP would be about 43 percent of the U.S. level. More-

over, since the Soviet consumer' share in GNP is unlikely to rise, Soviet per

capita consumption would remain little better than 30 percent of U.S. per

capita consumption.

56

THE NEW EIVE-YEAR PLAN:
AN APPRAISAL^

Keith Bush

Central Research Department, Radio

Liberty

Both the draft and approved directives for the new Soviet Five-Year Plan

covering the period 1966-70 have now been published in the Soviet press.

^

Referring to a very early draft. Premier Kosygin likened the plan to "an

apartment house planned by an architect. We cannot call it a good building

if it has only one well-planned apartment in it. The entire building and every

apartment must conform to modern requirements and must be convenient for

* Reprinted from Keith Bush, "The New Five-Year Plan," Problems of Commu-

nism, July-August, 1966, pp. 1-7, by permission of the author and the United States

Information Agency. (Condensed by editor.)

1 Pravda, Feb. 20 and Apr. 10, 1966.
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people to live in." Employing the same metaphor, we might pronounce the

new Five-Year Plan-the first drawn up by the Brezhnev-Kosygin leadership

-to be a modest but solid sort of structure, plainer by far than the shining

palaces of Khrushchev's perspective plans, yet a more reassuring place to live

in, with firm foundations and a roof which should not leak.

The plan envisages a cautious interim stage of reconstruction and of set-

ting the economic house in order. The discussions of it in the press and at the

lackluster 23rd Party Congress brought forth few visionary declarations;

rather, the mood was one of "let's get through the next five years, then

see." Only perfunctory references were made to the shimmering vistas of

full communism; indeed, Khrushchev's 20-year program is quietly being

shelved. . .
.*

The Seven-Year Plan, 1959-65

On the subject of the optimum length of an intermediate plan, Kosygin

plainly does not share Khrushchev's enthusiasm for seven-year, ten-year, or

longer periods and has aired his own preference for the traditional and tidy

five-year variety. His reformulation of the years 1956 through 1965 into the

sixth and seventh Five-Year Plan periods suggests that Khrushchev's original

contribution-the Seven-Year Plan-will be treated as just another subjective

aberration and may even end up as an "un-plan."

Perhaps the most striking feature of the Soviet economy's performance

during the period of the Seven-Year Plan was the fact that so many sectors

came as near as they did to fulfilling their targets in view of the debacle in

agriculture, which contributes over a fifth of the national income. Intrigu-

ingly, the index of gross industrial output registered an 84-percent rise over

the period, as compared with a planned increase of only 80 percent; yet more

than two-thirds of the announced targets for industrial products were under-

fulfilled. Presumably the answer lies in a large increase in the production of

defense items, although it would be interesting to read a Soviet explanation of

this paradox.

Some Western bourgeois factologists were disconcerted by the use of a

new concept by the Soviet Central Statistical Administration in recording the

growth of the national income. Instead of measuring the growth in the fro-

duction of national income, Soviet official spokesmen have taken to using the

index of national income utilization: for the Seven-Year Plan period, the for-

mer amounted to 58 percent and the latter to 53 percent. At first it appeared

that Kosygin might have used the lower index solely in order to minimize

the achievements of his predecessor, but it is reassuring to note that the

planned growth of national income for the period 1 966-70 is also expressed in

terms of utilization.

* Excerpts from the Party Program of 1961, including some of the targets for 1970

and for 1980, are reprinted as selection above. (Editor's note.)
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The burden of the Seven-Year Plan shortfalls fell squarely on the back
of the Soviet consumer. The planned increases in food, housing, clothing,

footwear, average pay, and real incomes, as well as the schedules for the re-

duction of working hours, the raising of minimum pay, and the abolition of

income taxes, were not met, and only partial compensation was forthcoming

in the shape of above-plan supplies of refrigerators and washing-machines.

With the Seven-Year Plan already slipping into obscurity as one of Gos-

plan's less distinguished products, let us look briefly at the shape of what is

now being referred to as the Eighth Soviet Five-Year Plan, in particular its

provisions affecting industry, agriculture, and the consumer.

Industry

In one of his rare references to the plans promulgated by his predecessor.

Premier Kosygin admitted that the new targets for 1970 are somewhat reduced

from the previously designated levels for "certain branches." As shown in

Table I, however, a comparison of the published target figures under the new
Five-Year Plan with the intermediate goals for 1970 as designated in Khru-

shchev's 20-year program reveals that in fact all the new targets have been

reduced from the previous levels by percentages ranging from three to 68

percent.

The overall reductions reflect a more realistic assessment of Soviet eco-

TaBLE I. InDUSIRIAL output in 1970— OLD AND NEW TARGETS*
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nomic capacity in the light of progress made during the first half of the decade

and the increased funneling of resources into agriculture. The fact that the

targets for plastics and gas have been cut more drastically than those for steel

and coal might lead some observers to detect a triumph for the entrenched

"metal-eaters," i.e., the conservative planners addicted to priority for heavy

industry. However, it might be more accurate to see these uneven adjustments

as a move to correct Khrushchev's over-corrections. . . .

Since the defects of what has apdy been called Khrushchev's "hoorah

planning" have been amply demonstrated elsewhere, it would perhaps be

more meaningful to compare the aggregate growth rates planned for certain

prime industrial indicators over the next five years, not with the 20-year pro-

gram or Seven-Year Plan targets, but with the increases actually achieved

during the last five years. Table II presents this comparison, giving aggregate

percentage increases to the nearest whole number.

Despite the present leadership's commitments to shift increasing invest-

ment resources to agriculture and to reallocate budgetary income and expendi-

ture in favor of the rural population, the table shows that the planners are

hoping to approximate the overall growth rate achieved bv industry during

the period 1961-65. Whether the expansion of automation and the improve-

ments in planning and management announced at the September 1965 Cen-

tral Committee plenum can be made effective early enough in the plan period

to achieve the planned increase in productivity remains to be seen.

Within the overall index, the five-year growth rate of light industry is

scheduled to treble, which will in turn diminish the gap between the growth

rates of producer and consumer goods. It is apparently no longer a matter of

Table II. Actual industrial growth, 1961-65 vs. planned growth
1966-70

Actual Planned
Indicator 1961-65 1966-70*

Gross Industrial production
Producer goods
Consumer goods

Nximber of workers & employees**
Industrial labor productivity

Steel

Machine-building & metalworking
Chemicals
Light industry

Food industry

Mean of upper and lower ranges
** Figures include sovkhoz workers

SOURCES: All figures drawn or derived from Narkhoz 1964 ; SSR v Tsifrakh
V 1965 godu; and Pravda, Feb. 3, 1966, and April 10, 1966.
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dispute, or even of discussion, that the output of producer goods should con-

tinue to grow at a faster rate than that of consumer goods; what was stressed

repeatedly before and during the 23rd Party Congress was merely that the

past wide discrepancy between the two rates should be narrowed. In any case,

the distinction between producer and consumer goods industries is becoming

increasingly academic. . . .

Agriculture

The agricultural part of Khrushchev's grandiose Seven-Year Plan rashly

based its targets on the exceptional year of 1958 and projected a continued

high annual rate of growth (7.9 percent) while providing for a reduced

growth of inputs. As it turned out, the end result—in spite of considerable

above-plan [state] investment—was a net agricultural product which grew at a

slower rate than did the population.

That the present leadership has learned much from Khrushchev's mis-

takes in agriculture was alreadv apparent from the published proceedings of

the March 1965 Central Committee plenum, and it is noteworthy that the

new Five-Year Plan embodies all of the proposals made at that plenum, except

for a slight scaling down of projected irrigation. Since the weather steadfastly

refuses to adhere to any mortal plan, the planners have at last adopted five-

year averages in place of single-year results for their bases and projections.

From the principal indicators listed in Table III, it can be seen that capital

inputs are to be sharplv increased, while the overall increase in agricultural

production is targeted at approximately twice that actually achieved during

the preceding five years—though still at considerably less than the goals laid

down by Khrushchev in his 20-year program.

As far as the two major inputs other than capital investment— i.e., land

and manpower—are concerned, quantitative declines are expected during the

1966-70 period. It is quite possible that the new land brought under cultiva-

tion will be more than balanced by the abandonment of the less productive

lands which were included in Khrushchev's grand plough-up of the virgin

lands, while the agricultural labor force is scheduled to decline by about 15-

20 percent. However, a significant degree of qualitative improvement can be

expected to result from the vast program of irrigation, drainage, and other

land-improvement measures, the doubling of fertilizer deliveries, the 50-per-

cent increase in the agricultural machinery park, and the considerable finan-

cial concessions to the peasantry, all of which were outlined at the March

1965 plenum and the 23rd Party Congress.

Unless the USSR experiences particularly unfavorable weather [and pro-

vided that the promised material inputs are fully supplied], the less ambitious

agricultural targets of the Five-Year Plan appear to be realizable. . . . The

present leadership ... has taken due steps to provide the prerequisites for
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Table III. Planned increases in agriculture
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1

It has long been evident that a guaranteed and reasonable income for

kolkhozniks would prov*ide the prime prerequisite for a renewed upsurge in

kolkhoz productivity and for the retention of skilled cadres on the collective

farms. . . . The reforms proposed at the March 1965 plenum and promul-

gated shortly thereafter . . . had the effect of raising kolkhoz incomes and

kolkhozniks' earnings by some 16 percent during 1965, when the gross agri-

cultural product grew by only one percent. Anticipating a further significant

increase in kolkhoz incomes this year, the Central Committee of the CPSU
and the USSR Council of Ministers have now deemed it appropriate to "ad-

vise" all kolkhozes to go over to a guaranteed monthly wage for their members

starting from July i [1966]. . . .

The greatest single material hardship borne by Soviet citizens is the short-

age of decent housing. The total of 480 million square meters of new urban

and sovkhoz housing envisaged by the Five-Year Plan will still leave urban

per capita living space below the sanitary norm of nine square meters. Since

the state will obviously be unable to provide adequate and suitable housing

for its citizens for a very long time, it is to be hoped that official as well as

reformist support for cooperative housing construction will result in an even

more rapid expansion of housing than the plan foresees.

Khrushchev's Seven-Year Plan promised complete abolition of the income

tax, a minimum wage of 50-60 rubles a month, a 35-hour week for most work-

ers and a good chance of a five-day work-week—all by 1965. The Five-Year

Plan now promises an increase in the maximum level of tax-free income to

70 rubles a month from the present 60 rubles, a minimum wage of 60 rubles

a month, and a five-day 41-hour week—bv 1970. Table IV compares projected

percentage increases in certain consumer welfare indicators under the new

plan with the actual increases in the past five years.*

* By the end of 1968, the following progress in the implementation of the Eighth

Five-Year Plan was evident.

Due primarily to cutbacks in civilian industrial investment and to a slowing down
in the growth of both labor productivity and the labor force, the rate of industrial

growth declined in 1968 and was set to grow at an even slower pace in 1969. Never-

theless, the increased five-year plan target growth of 53 per cent appeared to be within

reach. On the other hand, the growth targets for nearly all the principal industrial prod-

ucts such as electricity, gas, coal, steel, mineral fertilizers, plastics, motor vehicles, trac-

tors, agricultural machinery and cement will obviously not be met. If we assume that

the original five-year plan was internally consistent, then these shortfalls can only mean

that undisclosed defense related production must have been stepped up sharply beyond

the original goals.

The whole program of material inputs into agriculture has been pruned and will

fall well short of the levels promised at the March 1965 plenum and confirmed at the

23rd Party Congress. It is now quite evident that the Eighth Five-Year Plan agricul-

tural target of a 25 per cent growth in average annual production over the 1961-65

level will not be attained.

Despite the above industrial and agricultural shortfalls and increased defense

spending, the promised increases in cash earnings for workers, employees and kolkhoz-

niks, in transfer payments and hence in per capita real incomes have been overfulfilled

and the levels planned for 1970 should be reached and surpassed in 1969. (Footnote

added especially for this book by the author, Keith Bush.)
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Table IV. Increases in consumer welfare indicators

Actual Planned
1961-65 1966-70

Indicator (percent)

National income (utilized) 33 40
Average wage of workers
and employees 19 20

Per capita real income 20 30 *

Consumer services 90 250
Residential construction

(less kolkhoz) 20 22
State and coc^erative

retail trade turnover 34 44

Approximate.

SOURCES: SSSR v Tsifrakh v 1965 godu and Pravda, April 6, 1966.

Conclusion

. . . [T]he new Five-Year Plan provides for a period of more stable and
modest growth. . . . Ever since he took over the direction of the economy
from Khrushchev, Kosygin has endeavored to restore proportion and balance

to economic growth; hence, the new plan gi\ies preferential treatment to the

two sectors which had hitherto been most neglected—i.e., agriculture and

consumer goods industry. In appraising the concessions made to the former,

it should be remembered that, in addition to the increased capital inputs stipu-

lated by the plan, a very considerable reallocation of budgetary incomes and

expenditures in favor of the rural population will be necessary over the next

five years. . . .

After a lengthy period of uneven development and overstrain, the Soviet

economy seems to be in more stable hands. An extensive overhaul has been

prescribed, and the headlong rush toward the material-technical threshold of

full communism has been slowed down to a brisk walk.
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SEVEN YEAR PLAN:
FACT AND FABLE'^

L. Volodarsky

Defuty Chief, U.S.S.R. Central

Statistical Administration

In 1920 two American journalists estimated that between November

19 1
7 and November igig America's most respectable bourgeois newsfaper the

"New York Times" had condemned Soviet -power to extinction ninety-one

times. History made nonsense of these predictions, and the Soviet Union is

now a powerful country whose speed of development rivals that of the United

States itself. But curiously enough, one of the above-mentioned journalists

later became editor of the "New York Times", which still brings its readers

news of "Soviet failures" from time to time.

The U.S.S.R. recently completed its first Seven-Year Plan. We should

have been surprised if the "New York Times" (and some other foreign publi-

cations) had not been sceptical about its results. But no surprise was called

for. True to form, up came the NYT with the headline, "Soviets lag in eco-

nomic competition. State Department study indicates that U.S. lead in overall

production is increasing."^

It is not our job to answer every propaganda stunt. But we feel that our

readers would probably like to know what the real situation is. We print be-

low an article by L. Volodarsky D. Sc. (Econ.), xvith quotations from the

"New York Times" inserted in italic type.

* Reprinted from Soviet Union, No. 191, 1966, pp. 20-21, by permission of the

publisher. _^

iThe Department of State study referred to in The New York Times, Oct. 11,

1965, p. 16, was the memorandum reprinted as selection 55 above. The State Depart-

ment memorandum was issued in September, 1965, and was made available to the press

on October 4, 1965. (Editor's note.)
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When one reads statements about the Soviet economy in the bourgeois

press, one cannot help wondering whether they are due to ignorance of the

true state of affairs or to a deliberate desire to misrepresent the truth. As far as

I can see, it is most likely a combination of the two. This is what I feel on

reading articles which try to prove the Soviet industry is slow in develop-

ing, and that we are falling behind in peaceful economic competition with

capitalism.

"The Soviet Union is harely maintaining the same rate of economic growth as the

United States. This means that, in terms of output, the United States, with about

twice the production of the Soviet Union, is increasing its lead."^

Facts say otherwise.

During the whole period since the victory of the Great October Socialist

Revolution the development of the Soviet economy has proceeded at a faster

rate than that of the United States, the most important country in the capital-

ist world. It should be particularly noted that whereas in the U.S.S.R. the

development of industry and other branches of the economy have been steady,

the U.S. economy itself has developed in fits and starts, with boom periods

being followed by recessions. This applies to every phase of the competition

between our country and the United States, right up to the present day.

In the present period American industry is receiving more and more

orders for military supplies from the government. The war being waged by

the United States against the people of Vietnam has resulted in the economy

becoming increasingly militarised. Increased industrial growth rates may be

largely attributed to this factor. From 1958 to 1964 inclusive the average an-

nual industrial increment in the United States was slightly higher than the

average and amounted to 3.9 per cent.

The Soviet economy is developing on peaceful lines and, although recent

years have been difficult for industries processing agricultural raw materials,

the annual industrial growth rates for the U.S.S.R. between 1959 and 1965

amount to 9.3 per cent. If one takes a longer period, the difference between the

rates of growth of industrial output is considerably larger. This is proved by

the fact that in 1950 the Soviet Union's total industrial output was less than

a third of the United States', whereas it is now more than 65 per cent.

It may be added that industrial growth rates in a number of capitalist

countries have fallen off considerably. In my opinion this is the fate which

lies in wait for U.S. industry too.

"Since i960," the study concludes, "the U.S.S.R. had made no progress toward

its fundamental goal of catching up with the United States in total and per capita

output."

We have quoted data relating to overall output expressed in terms of

value. But these are also confirmed bv data on the development of various

2 Quotes have apparently been retranslated from the Russian. (Editor's note.)
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branches of industry and the output of specific kinds of industrial products

in physical terms. Here it can be seen that in the production of certain highly

important kinds of industrial goods, the goods which determine a country's

economic potential, the Soviet growth rate is faster than the United States',

and that in many kinds of industrial output the Soviet Union has surpassed

the United States' absolute total.

Let us take three very important kinds of industrial output as an exam-

ple. From 1 95 1 to 1964 the absolute annual increase in steel output was

4,100,000 tons for the U.S.S.R. and 1,900,000 tons for the U.S.A. During the

same period the average annual increase in oil output was 13,300,000 tons

for the Soviet Union and 8,000,000 tons for America; the average increases in

cement production were 3,900,000 and 1,700,000 tons respectively. Before the

revolution Russia was an economically backward country, lagging far behind

the leading states of Europe and the rest of the world in the output of such

items as electrical power. Now the U.S.S.R. is second only to the United

States in this field and generates more power than Britain, France and the

Federal Republic of Germany put together.

The Soviet Union is at present turning out more iron ore, coke, coal,

locomotives, grain-harvesting combines, timber, cement, woollen and linen

fabrics, sugar, fish and other goods than the United States.

The Soviet Union has made spectacular advances in recent years. The

Seven-Year Plan for industry has been fulfilled. In fact, industrial targets

were surpassed by November i. In other words the plan has been fulfilled

ahead of time, and overfulfilled before the end of the year. The planned over-

all increase of industrial output of 80 per cent has worked out in fact, as 84

per cent.

All key industries are growing fast. Preliminary figures show that in the

past seven years, output of electricity has more than doubled, steel production

has risen from 55 to 91 million tons, a 66 per cent increase. Oil output has

more than doubled; machine-building and metal-working industries have

scored a 140 per cent rise, and chemical output is up nearly 150 per cent.

Consumer production is rising constantly; output in the light and food indus-

tries has gone up by 50 per cent over the seven-year period.

"Since the Soviet slowdown is a result of 'persistent underlying economic forces',

the study^ concludes that the current trend is not likely to he reversed over the

next five years."

The picture of the Soviet industrial growth would be incomplete without

some indication of the steady and rapid increase and renewal of basic capital.

This is a very important factor. In the past seven years more than 5,500 large

3 The study referred to by the New York Times was made by the U.S. Smte De-

partment. We are not familiar with the details of this inquiry but can cite a sufficiently

authoritative opinion on the work of the State Department in this field. The opinion is

that of Fred Warner Neal, a former State Department adviser on Soviet affairs who has

written- "We have been wrong on just about every major development in the Ub&H.
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industrial enterprises have gone into operation, and industry's basic capital has

doubled. Fixed industrial capital invested in key industries in this period is

worth as much as all that was invested up to 1959. Time is needed, of course,

to reap the benefit from investments of this kind, and we are trying to reduce

the time lag in achieving this. At the same time the U.S.S.R. is able to go on

increasing the scale of production.

Constant technical progress is a characteristic feature of Soviet industry.

This is proved by the rapid development of new industries, new machinery

and apparatus, the spread of automation and so on. Any unbiased person must

appreciate, for example, that what the U.S.S.R. has done in space exploration

could never have been achieved without a highly developed industry behind

it. It should be noted, however, that the steady rise in Soviet productivity has

been maintained not by intensifying labour but by the broad application of

new techniques and machinery.

We know that our industry has certain shortcomings, and we know
about them better than the so-called experts on Soviet affairs. We write about

these defects in our newspapers and make no attempt to hide them. We are

taking steps to eliminate them and are confident of being able to do so, because

Soviet industry is based on public ownership of the means of production and
all our workers have an interest in promoting its growth. What is more, the

Soviet Union has the manpower, material and financial resources needed to

speed up industrial development still further.

The Soviet Communist Party's plenum of September 1965 drew up meas-
ures to raise the country's economic potential to an even higher level. Our aim
is to achieve still faster development rates and greater economic effectiveness.

We have no doubt that the Soviet Union will continue to overtake the United
States in peaceful economic competition.
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ECONOMIC GROWTH IN THE U.S.S.R. AND
IN THE U.S.A.: A COMPARISON^

A. Bachurin

Deputy Chairman, U.S.S.R. State

Planning Commission (Gas-plan)

V. Smolyansky

Chief, Department of Inter-relations of the

Socialist and non-Socialist countries, Eco-

nomic Institute, U.S.S.R. Academy of

Sciences

The question of the pace of development has been and remains a sub-

ject of special concern for the Marxist-Leninist Parties. A high and stable pace

enables the socialist countries not only to put an end in an historically short

space of time to the economic, scientific and technological backwardness in-

herited by them from the old regimes of exploitation, but to build a solid ma-

terial and technical foundation of socialism and communism. A faster pace of

economic development enables the socialist countries to make important gains

in the competition with capitalism.

In the half-century since the Great October Socialist Revolution the

Soviet Union has made a qualitative leap from backwardness to progress, and

has risen to a fundamentally new stage in the development of the economy,

science, technology and culture. Suffice it to say that even as late as 1928, the

USSR accounted for only 3.9 per cent of the world steel output, as compared

with almost 20 per cent now. In 1928 the steel output of the USSR was only

8 per cent of that of the USA, in 1965 it was 75 per cent of that of the USA
and far exceeded the output of steel of Britain, France and West Germany

combined. In 1965 the USSR produced almost 20 per cent of the total world

industrial output, as against less than 10 per cent in 1937, on the eve of

World War II.

The successes in Soviet economic development, compared with that of

the USA, have been made possible by the superiority of the socialist system,

* Most of this selection has been taken from A. Bachurin, "The Current Stage in

the Development of the Soviet Economy and Bourgeois Critics," Mirovaya Ekonomika i

Mezhdunarodnye Otnosheniya, No. 3, 1967, as translated in the Daily Review: Transla-

tions From the Soviet Press, April 11, 1967. (Condensed by editor.) A few paragraphs

have been inserted from V. Smolyansky, "Soviet Economy and American 'Experts,' " dis-

tributed in mimeographed form by the Soviet Embassy in Washington on June 2, 1967.

Passages from both articles are reprinted by permission of the Soviet Embassy in Wash-
ington.
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Table 1. Rate of growth of industrial output in the USSR
AND USA (in %%)

Increase in 20 years:

1965 compared with 1945

Annual rate of growth,

1946 to 1965

Increase in 15 years:

1965 compared with 1950

Annual rate of growth,

1951 to 1965

Increase in eight years:

1965 compared with 1957

Annual rate of growth,

1958 to 1965

USSR USA

863
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The year of 1966—the first year of the Five-Year Plan—already brought

a J.') per cent increase in national income, an 8.6 per cent gain in industrial

output, and a 10 per cent gain in farming output. Particularly significant is

the success in farming, which resulted from the important economic measures

taken to boost collective and state farms production. The biggest grain harvest

in Soviet history was grown in 1966. . . .

These and other facts relating to the assessment of the pace of Soviet

economic development remained outside the field of vision of the authors of

the New Directions. The authors attempt to prove that the Soviet Union will

practically never be able to catch up with the United States in economic de-

velopment. Such claims have nothing in common with a correct understand-

ing and estimation of the real tendencies of economic development of the

USSR and the USA.
We would like to recall that during the industrialisation of the United

States (1860-19
1 3) the rate of economic growth was approximately 5 per cent

a year, whereas in the Soviet Union during the first Five-Year Plan period it

was 19.2 per cent a year, during the second it was 17. i and during the three

years of the third it was 13.2 per cent. The superiority of socialist develop-

ment in respect to rate of growth is just as obvious even if you take a later

period (see table below):

Rate of growth for 1951-1966 (per cent to 1950)
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in 1949-1950 and 22,500 million dollars in 1950-1951 that was the peak of the

Korean war which, as everyone knows, caused a feverish growth of military

production and of the profits of America's biggest monopolies. . . .

It is no secret of course that the pace at which the Soviet Union has in

the last three years been approaching the economic indicators of the USA has

been somewhat slower than at the end of the fifties and beginning of the six-

ties and than had been expected at one time by some of the Soviet economists

following the relative development of the socialist and capitalist countries.

But this has not been due to any "crisis" of the Soviet economy. The economy

of the USSR has advanced and will continue to advance faster than that of

the USA.
At the pace envisaged by the current Five-Year Plan the USSR will by

1970 appreciably approach the present level of the USA in national income

and total volume of industrial and agricultural output and exceed it in pro-

duction of the means of production. Remembering that the USSR at present

stands in volume of output about where the USA stood in 1951-1953, it will

be seen that the Five-Year Plan targets mark a big step forward in the peace-

ful economic competition with the USA: the Soviet Union plans to cover in

five years a distance it took the United Staies the last 12-14 years to traverse.

There is no need proving that these and other estimates by Soviet econo-

mists lay no claim to absolute accuracy. It is difficult to calculate for many
years ahead the economic development prospects of the USSR and USA at

a time when science and technology are advancing at an extraordinarily fast

speed causing colossal shifts in the structure of the national economy and
changes in the nomenclature of goods produced. But the estimates provide an
indication of the basic tendency determining the economic development of

the competing countries. This tendency shows, as before, that time continues
to work for socialism regardless of whether the authors of New Directions in

Soviet Economy like to admit it or not. . . .

V. I. Lenin taught us that the moribund classes are the last to realise that

their time in history is up. He also emphasised that the old never leaves the
scene without resisting. Capitalism will not yield its positions without a strug-

gle. This is why the peaceful economic competition between the USSR and
USA, between the world system of socialism and the world system of capi-

talism, has the character of a stubborn historical contest. That was the term
Lenin used.

The authors of the New Directions in the Soviet Economy are seriously
perturbed by the fact that the inexorable course of events is not at all what the
monopoly bourgeoisie and its theoretical henchmen would like it to be. They
see that between 191 7 and 1966 the family of socialist nations increased and
that Marxist-Leninist ideas are winning more and more disciples in every
country of the world. Under the pressure of facts the documents of the US
Congress and the collective works of American economists reflect the evolu-
tion of the views of the bourgeoisie on the economic competition between
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scialism and capitalism: first denial, then recognition of individual successes

on the part of socialism. But it would be wrong to expect the bourgeois US
economists to admit the principal fact decisively influencing the outcome of

the economic competition between the USSR and USA, namely that the

socialist system is progressive and is unquestionably superior to capitalism.

59

THE ECONOMY OF THE U.S.S.R. AT
THE PRESENT STAGE: ECONOMIC
AND CULTURAL DEVELOPMENT

OVER
THE LAST SEVEN YEARS'^

Alexei Kosygin

Chairman of the U.S.S.R. Council of

Ministers (Premier)

Long-term economic plans, which reflect the advantages of the socialist

social system, play the key organising role in developing our economy and cul-

ture. Almost 40 years have passed since the Party's 1 5th Congress, guided by

the Leninist idea of socialist economic planning on scientific lines, approved

the Directives for the first five-year plan. That was the start of the system of

five-year plans, which have played such a tremendous role in the Soviet

Union's political, economic and cultural development.

When the first five-year plan was being adopted, our country was virtu-

ally just starting to build its heavy industry. Private capital had a sizable

share of industrial production and, in particular, retail trade; the countryside

was a sea of small peasant farms, while state farms and agricultural co-opera-

tives played a negligible role in farm production; exploiting classes still existed

in town and country. Under the leadership of the Communist Party, the

working class and the toiling masses were only taking their first steps in lay-

ing the economic foundations of socialism.

* Part I of the "Report on the Directives for the Five-Year Economic Development

Plan," deHvered by Alexei Kosygin to the 23rd Congress of the Communist Party of the

Soviet Union on April 5, 1966, reprinted from z^rd Congress of the CPSL7, 1966, No-

vosti Press Agency Publishing House, Moscow, 1966, pp. 167-178, by permission of the

Novosti Press Agency (London correspondent).
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As a result of the fulfilment of the first, second and, partially, the third

five-year plans (the latter having been cut short by the Second World War),

the gigantic task of industrialising the country and transforming agirculture

along socialist lines was carried out. The exploiting classes and the causes of

the exploitation of man were eliminated. New, socialist relations of produc-

tion, which provided scope for the accelerated development of the productive

forces, became dominant. The Soviet Union was turned into a highly devel-

oped industrial state, with a strong material basis for socialism.

A real cultural revolution took place in the country. All the Soviet Re-

publics scored great successes in economic and cultural development.

The war, that the nazis forced upon the Soviet Union, resulted in incal-

culable destruction : we lost more than 20 million men and about 30 per cent

of our national wealth. The Party and the people were faced with the urgent

task of restoring the economy in a brief period, and then considerably sur-

passing the prewar level. In the main, we solved this problem by fulfilling the

fourth five-year plan. Fulfilment of the fifth five-year plan advanced our econ-

omy still further.

The Party's 20th Congress, which set the course for the building of com-

munism, endorsed the Directives for the sixth five-year plan. Three years later,

the 2 1 St Congress of the Party approved the targets for economic development

for 1959-65. That span of time embraced two five-year periods. Altogether,

our country thus carried out seven five-year plans. Each plan was a great

achievement of the Soviet people, a stage in our socialist country's heroic

history and a further step in building socialism and communism.

To give a picture of the road that has been travelled from the first five-

year plan to the present day and to clarify the starting position of the next,

eighth five-year plan, let me cite some figures to show how the output of the

key heavy industry items has grown:
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year. During the first and second five-year plans and the first three years of

the third five-year plan the output of electric power was increased almost lo-

fold. As a result of the war damage, the output of electric power declined. But

in the period between the first postwar five-year plan and the seven-year plan,

which has just been completed, output again increased rapidly from year to

year. In 1965 the Soviet Union produced 507,000 million kwh, i. e., loi

times more electricity than in 1928.

The picture is roughly similar in the other heavy industries. The output

of steel and oil in 1965 was 21 times the 1928 figure; coal, 16 times; cement,

39 times; metal-cutting lathes, 93 times.

As for consumer goods, the following figures are characteristic

:
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As you see, comrades, the Soviet economy is on a steady upgrade, despite

the difficulties at various stages of its development. Our economic successes

were achieved by drawing on the country's internal resources, through the

heroic effort of the workers, peasants and intellectuals, and thanks to the ad-

vantages of the socialist system.

The main results of the fulfilment of the seven-year plan are also proof

of our successes.

In the last seven years, industrial output increased by 84 per cent, capital

construction (building and assembly), by 49 per cent, and freight haulage by

all t)^pes of transport, by 72 per cent.

The national income utilised for consumption and accumulation, rose by

53 per cent. The basic production assets in the national economy grew by 90

per cent, including a twofold increase in industry.

During the seven-year plan many new factories, the world's largest blast

furnaces, coking ovens, rolling mills and machine-building plants have been

built or put into operation. It gave powerful push to the development of the

light and food-processing industries. Manv thousands of new machine models

and much new equipment were put into operation. A great deal of work was

done in the technical reconstruction of all types of transport.

Our scientists have scored some remarkable successes. Soviet achievements

in the exploration of space, the development of quantum electronics, the

physics of solids, the creation of polymer and various semi-conductor materials,

the use of atomic energy for peaceful purposes and in other fields are well

known and have won world-wide recognition.

The Soviet Union's defence industry is being steadily and all-sidedly

improved on the basis of industrial and technological progress. While increas-

ing the output of weapons, much attention was devoted to the development
and production of new weapons and to the enhancement of the combat and
technical specifications of our arms.

The Soviet Army, Navy and Air Force now have the most powerful mod-
ern weapons.

We are proud of our talented scientists, designers, engineers, technicians

and workers of the defence industry who are developing weapons of the high-
est class.

The Soviet Union has almost unlimited natural resources. Thanks to the
selfless effort of our splendid geologists more and more natural resources have
been discovered and put at the service of man. The resources now at our com-
mand fully ensure the further development of the economy.

In the past seven-year period the population of the USSR increased by
23 million reaching a total of 232 million. The number of industrial and of-

fice workers went up from 56 million to -j-j million. There are now consider-
ably more specialists in industry, agriculture, transport and construction, and
many more workers in science, culture, education, public health and other
fields of mental endeavour. This is evident from the following figures:
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Census of 1926
(shortly before
start of first

five-year plan)

January
1959

(start of End
seven-year of

plan) 1965

Intellectuals and professionals
(total, mln)
including diploma 'd spe-
cialists with a specialised

secondary or higher
education ( mln)

2.6

0.5

20.5

7.5

25.3

12.1

There has been an immense rise in the general educational level of people

engaged in manual labour. In the last seven years the number of persons with

a secondary education rose from 45 to 58 per cent among industrial workers,

and from 23 to 31 per cent among collective farmers. Women and young

people play a great part in social production.

In the seven-year plan period, especially in 1965, a number of important

measures were taken to raise the living standards. For the country as a whole,

the wages of industrial and office workers went up from an average of 78
rubles in 1958 to 95 rubles in 1965; and together with the payments and

benefits accruing to them from public consumption funds, from 104 to 128

rubles. State pensions were introduced for collective farmers in 1965. The
number of persons receiving state pensions increased from 20 million to 32

million.

In recent years, a great deal of attention was devoted to housing construc-

tion. In the seven years, almost 17 million flats and cottages were built in town

and country. This amounted to nearly 40 per cent of the housing in the coun-

try at the start of the seven-year plan.

The people's consumption has gone up considerably. In the seven years,

the sale of goods through the state and co-operative retail network increased

by 60 per cent.

The plan targets were thus more than met for most of the major indices,

such as gross industrial production, freight haulage in transport, and others.

But the targets for agriculture were not accomplished. In the past seven

years farm production increased by only 14 per cent.

The March Plenary Meeting of the CC CPSU analysed the causes of

the lag in agriculture and mapped concrete measures to eliminate shortcom-

ings and accelerate the development of all branches of agricultural production.

As the result of the lag in agriculture, the food and light industries fell

short of their targets and this could not help but slow down the growth of the

national income and of the people's prosperity.

Another reason for the slowdown in the growth rate of real incomes was

that the rate of growth of labour productivity dropped somewhat in recent

years. In 1956-60 labour productivity increased by an annual average of 6.5
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per cent, and in 1961-65 by 4.6 per cent. We must do everything we can to

overcome this lag.

This is partly due to the fact that the international situation has recently

been seriously aggravated through the fault of the United States, which

started and is escalating the aggressive war in Vietnam, a war which may as-

sume much wider proportions at any time and is a threat to world peace. In

view of this, and other aggressive acts on the part of the imperialists, the

CC CPSU and the Soviet Government were forced to increase defence

expenditure.

There are other reasons for some of the targets of the seven-year plan

having not been met. These are the mistakes and miscalculations made in the

seven-year plan. This applies particularly to agriculture and some industries.

These miscalculations were aggravated by a thoughtless and voluntarist ap-

proach to the solution of a number of complex economic problems, which

upset the necessary proportions between the various sectors of the economy

and also within the sectors themselves. In some cases, economically unjustified

target figures which could not be fulfilled, were set. Accordingly, under the

new five-year plan the targets for some industries are lower than those for-

merly envisaged.

The Party condemned the subjective approach to economic problems as

alien to Leninism, as amateurish, heedless of scientific data and practical ex-

perience. The decisions of the October (1964) and subsequent Plenary Meet-

ings of the Central Committee put an end to such "methods" of management

by restoring and developing, in modern conditions, the Leninist principles of

scientific direction of socialist construction. These decisions are aimed at

bringing management and planning in line with the demands of the objective

economic laws of socialism, mobilising and mustering for communist construc-

tion all the potentialities and advantages of planned economy, and promoting

still further the creative initiative of the masses.

Summing up the results of the seven-year plan, we can safely say that

great successes in economic development have been achieved. Our socialist

economy has grown immeasurably and become more diversified. Scientific and

technical progress and the introduction of the latest achievements of science

and technology have been speeded up. The Soviet Union's international po-

sitions have been further strengthened and its prestige enhanced.

Our magnificent working class has displayed great labour enthusiasm

and a high degree of political awareness in carrying out the stupendous and

complex tasks that had been set before socialist industry by the seven-year

plan. Collective farmers and the workers of state farms have worked exten-

sively and fruitfully. By their heroic efforts they are perseveringly surmount-

ing the difficulties and consolidating the economy of the collective and state

farms.

Scientists, designers, engineers, technicians, agronomists, and workers in

public education and public health, all contingents of the Soviet intelligentsia,
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are making an outstanding contribution to the national cause of building the
material and technical basis of communism, developing the country's produc-
tive forces and boosting its economy and culture.

The dedicated labour of millions is a most important condition for success
in economic and cultural development. There is no doubt that in the next
five years the Soviet people will make another great stride forward in the
country's economic and cultural development.

60

THE MAIN TASKS
OF THE ECONOMIC DEVELOPMENT

OF THE U.S.S.R.,

1966-70'^

Directives of the 23rd Congress of the

Communist Party, Soviet Union

The new five-year flan is designed to secure a considerable advance-

ment of our society along the fath of covimunist construction, a further

development of the material and technical basis, and an expansion of the

country's economic and defence potential. The Party believes that the main

economic task of the next five years is to secure a further considerable growth

of industry and high stable rates of agricidtural development through the

utmost utilisation of scientific and technical achievements, industrial develop-

ment of all social production and the enhancement of its efficiency, and

greater labour productivity, and thereby to achieve a substantial rise in the

standard of living and fuller satisfaction of the material and cidtural needs of

all Soviet people.

The targets of the five-year plan must be based on scientifically sound

requirements of socialist society, on objective estimates of productive resources

* Part II of the "Directives of the 23rd Congress of the CPSU for the Five-Year

Economic Development Plan of the U.S.S.R. for 1966-1970," reprinted from 23rd Con-

gress of the CPSU, 1966, Novosti Press Agency Publishing House, Moscow, 1966, pp.

321-330, by permission of the Novosti Press Agency (London correspondent).
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and potentialities, and must define the ways and means for the most effective

development of the economy.

Fulfilment of the five-year plan will require that Party, Government,

trade-union and economic bodies consistently carry out the tasks set by the

Party for the maximum development of democratic principles of management,

coupled with the consolidation and improvement of centralised planned man-

agement of the economy. The economic measures provided for in the decisions

of the March and September 1965 Plenary Meetings of the Central Com-

mittee of the CPSU must be effected in full, and the methods of economic

development and management worked out by the Party in the last few years

must be developed further.

In drawing up the economic development plan of the USSR for 1966-70

the 23rd Congress of the CPSU considers essential

:

to increase the national income hy 38-41 fer cent;

to secure a rise of approximately 30 per cent in per capita real incomes.

The wages of factory and office workers, and the incomes of collective farm-

ers, shall be increased, higher remuneration for labour being the chief means

of enhancing the wellbeing of the people;

to provide for further measures that will approximate the living stand-

ards of the rural and urban population, do away with the socio-economic and

and cultural distinctions between town and country; strengthen still more the

alliance of the working class and the peasants, and the unity of the Soviet

people as a whole;

to achieve a further rise in the general educational, cultural and techni-

cal level, thus reducing the basic distinctions between mental and physical

labour;

to ensure rational use of manpower in all regions of the country, drawing

young people and school leavers into production or training; to make better

use of manpower in the countryside all the year round;

to develop all aspects of the economies of all the Union Republics. In

distributing production the interest of the country's economy is to be correctly

aligned with that of the Republics.

To achieve the above economic and socio-political objectives, it is es-

sential :

i) to increase industrial output by about ^o per cent in the five years;

to provide for the further technical re-equipment of agriculture, the con-

sumer goods, industry, building, transport and communications through the

development of heavy industry, particularly those which promote scientific

and technical progress;

to achieve more intensive utilisation of the means of production; to in-

crease the share in total output of equipment and materials for agriculture,

the consumer goods industries and cultural and communal services;

to accelerate growth of output of consumer goods and bring closer the

rates of agricultural development to the industrial growth rates, and the rates
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of the production of means of production to those of the production of con-

sumer goods;

to ensure quicker sales of products in order to secure fuller satisfaction

of the demand;

2) to increase considerably the outfut of farm froducts;

to enhance the material and technical equipment of agriculture, stimulate

the material interest of collective farmers and state farm workers in increasing

output, intensify agriculture consistently and make farming more effective;

to secure a stable increase in the production of grain and other farm

products by raising yields, and to expand output of animal products;

3) to enhance the efficiency of ^production through technical progress,

improvement of the organisation of labour and production, better use of pro-

duction assets and capital investments, improvement of the quality of products

and stringent economising.

For this purpose, the new five-year plan shall provide for

:

more rapid growth of labour productivity.

In the five years power consumption per industrial worker shall be in-

creased 50 per cent, and about 200 per cent in agriculture. Comprehensive

mechanisation and automation of production shall be carried through con-

sistently and scientific methods shall be applied more extensively in the organ-

isation of labour;

wide application of electronic computers in the planning of the national

economy and management of production, in transport, trade and scientific

research;

systematic introduction of technically new, up-to-date products in pro-

duction, and improvement of the quality of products in all branches of the

economy;

consistent intensification of all branches of production, greater output,

and higher profitability per ruble of production assets;

radical improvement of capital construction, considerable reduction of

schedules for building and starting up new capacities and fixed assets, and

reduction of capital investments per unit of output;

more rational distribution of productive forces, and employment of the

most promising natural resources in the economy;

ensuring the development of the water economy of the country through

the integrated use and protection of water resources.

To enhance the efficiency of production broader use shall be made of the

advantages of the socialist international division of labour and of foreign

trade;

4) to speed up scientific and technical progress by expanding scientific

research, applying its results in production and utilising inventions in in-

dustry.

The five-year plan shall provide for:

development of research in theoretical and applied mathematics, which
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secure broad use of mathematical methods in various fields of science and

technology;

development of research in nuclear physics and the physics of solid

bodies in orders to extend the use of nuclear methods in various fields of sci-

ence and technology, to develop further the research on controlled thermonu-

clear synthesis and to create new radio electronic and automatic devices, struc-

tural and other materials;

further exploration of outer space and the use of results obtained to

improve radio communication, radio navigation and television, weather fore-

casting and other practical fields;

expansion of scientific research of the earth's mantle and the natural laws

governing the distribution of mineral deposits so as to make better use of

natural resources;

elaboration and implementation of measures for the better protection of

nature with a view to the more effective utilisation of land, forests, reservoirs,

rivers, game animals, fish and other natural riches of the country;

development of chemical research so as to create new, economically ad-

vantageous chemical processes and obtain effective substances and materials;

further research into processes taking place in living matter and into

genetic laws governing selection of micro-organisms, plants and animals so as

to develop new, highly-productive breeds of animals and high yielding varie-

ties of plants; work on genetic problems related to congenital diseases;

further development of scientific research in the field of medicine, the

study of human physiology and pathology with the object of preventing and

treating malignant growths, cardio-vascular, virus and other diseases;

further development of the social sciences. In the economic sciences, at-

tention shall be concentrated on the further development of the theory of

planned economic management based on a deep-going study and utilisation

of the economic laws of socialism; on the definition of the ways and methods

of enhancing the efficiency of social production and the use of economic stim-

uli to develop production;

substantially higher efficiency of scientific research and speedier intro-

duction of its results in production. For this purpose, research personnel and
material resources shall be oriented on solving the basic scientific and tech-

nical problems yielding the maximum economic effect; experimental and pro-

ductive facilities of research institutions, schools of higher learning and design-

ing establishments and enterprises shall be improved and provided with the

latest research and laboratory equipment;

to enhance the role of higher educational establishments in scientific

research work;

to introduce more widely cost accounting in the work of scientific institu-

tions;

5) to improve the management of the country's economy through un-

deviating realisation of Party decisions concerning imfrovement of planning,
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economic stimulation of production, extension of the initiative and economic

independence of enterprises, and the enhancement of the working people's

material interest in the results of their labour; to secure a correct combination

of centralised planned management and the economic initiative and independ-

ence of industrial enterprises.

For this purpose:

centralised planned economic management shall he concentrated pri-

marily on improving the basic national economic proportions, bettering the

siting of production and on the comprehensive development of economic

areas; on securing high output and delivery of key products; on carrying

through a unified state policy as regards technical progress, capital invest-

ments, wages, prices, profits, finances and credits; on economic control over

effective use of production assets, manpower, and material and natural re-

sources.

It is essential to improve decisively the system of material and technical

supply and to pave the way for the gradual conversion to planned distribution

of equipment, materials and semifinished goods by means of wholesale trade;

methods of managing production shall he improved and the level of

economic planning at factories, building sites, collective farms, state farms and

other enterprises shall be raised. To do so it is necessary to enforce constantly

the Leninist principles of profitability and cost-accounting, to extend consist-

ently the rights and the economic independence of enterprises, to develop

their initiative, principally by material incentives for good results achieved in

the interests of society, and to increase the material responsibility of enter-

prises for plan and contractual commitments. The role of economic levers in

stimulating production shall be enhanced. The socialist emulation movement

shall be developed in every way and moral stimuli shall be promoted.

As democratic principles of management are extended and the role of

employees in managing their enterprises enhanced, it is necessary to instil in

every worker a communist attitude to labour, respect and concern for social

property, and to strengthen labour and state discipline. Modern conditions

and the tasks of economic development confront the managerial personnel

with new challenges, obliging them to master methods of economic guidance,

combat armchair administrating, apply the latest methods in management, use

modern computing techniques and seek to cut down the number of office

personnel.

The principles of socialist economy shall be strictly and consistently ob-

served, and redundant regulation of the economic and financial activities of

enterprises shall be avoided.

The five-year plan shall ensure a further growth of the Soviet Union's

defence potential, which will safeguard the Soviet people and the whole

socialist community still more dependably from the danger of imperialist ag-

gression, and reinforce the positions of the peace-loving and liberation forces

all over the world.



452. SOVIET ECONOMIC GROWTH

While steadfastly pursuing a foreign policy of peace and working for the

implementation of the disarmament proposals, it is essential to keep our

Armed Forces supplied with the most modern types of weapons. Growth of

the Soviet Union's defence potential is a necessary condition for safeguarding

peace and the security of the peoples.

Appendix to Chapter X
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POSTWAR ECONOMIC GROWTH
IN EASTERN EUROPE:

A COMPARISON WITH WESTERN EUROPE^

Maurice Ernst

Economist, U.S. Central Intelligence

Agency

It should he noted that the views pre-

sented in this article are those of the

author and are not necessarily those of

the Central Intelligence Agency or the

U.S. Government.

Growth of Production

a. gross national product

Postwar economic growth has been rapid in both Eastern and Western

Europe^ (see table i). In Western Europe total GNP in 1964 was about

double the 1950 level and two and a half times the prewar level; in Eastern

* Reprinted from New Directions in the Soviet Economy, Studies Prepared for the
Subcommittee of the Joint Economic Committee, Congress of the United States, U.S.
Government Printing Ofi&ce, Washington, D.C., 1966, Part IV, pp. 880-884. (Con-
densed by editor.)

1 That is, the six Eastern European countries and the nine Western European covm-
tries Hsted in Table i .
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Table 1. Growth of GNP; prewar to 1964
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Table 2. Composition of the growth of GNP at factor cost, 195 1-64

(Percent of increment in GNP)
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Table 3. Growth of industrial production,^ prewar to 1964
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EUROPE'S SOCIALIST AND NON-SOCIALIST
COUNTRIES: COMPARATIVE GROWTH RATES'^

V. Smolyansky

Chief, Department of Interrelations of

the Socialist and Non-Socialist Countries,

Economic Institiite, U.S.S.R. Academy
of Sciences

The authors of the collection put out by the US Congress*'^ try to over-

step the limits of "investigations" of the Soviet Union's economy and to char-

acterise the economic advance of the European socialist countries as a whole

from their own positions. They allege that in the post-war period the indus-

trial growth in Eastern Europe was rapid but it was not more rapid than in

Western Europe and in the past few years it was even slower and that the rise

in the people's well-being in the European socialist countries was by far lower

than in Western Europe.

But let us refer to statistical data.

The statistical data dash to smithereens the legend about inefficiency of

socialism, they show graphically that the scales swing ever more in favour

of the new social system.

Of late the USSR and other socialist countries are carrying measures for

improving the methods of economic management, which gives a possibility for

scoring even bigger successes in economic development. The all-round eco-

nomic cooperation and mutual assistance are improving and expanding and

the international division of labour between the socialist states is becoming

more elaborate; all this provides an additional source for their economic

advance.

* From V. Smolyansky, "Soviet Economy and American Experts," distributed in

mimeographed form for the Novosti Press Agency by the Soviet Embassy in Washing-
ton on June. 2, 1967, and reprinted here by permission of the Soviet Embassy in Wash-
ington.

** This refers to New Directions in the Soviet Econo^ny, op. cit., from which the

Western View in this appendix has been taken. (Editor's note.)
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Average annual rates of national income and industrial

PRODUCTION in CMEAf COUNTRIES AND COMMON MARKET COUNTRIES

(in per cent)

Common Market
CMEA Countries Countries

Average annual rates

of national income

for 15 years (1951-65) 8.4 5.5

Average annual rates of

industrial production

for 16 years (1951-66) 10.4 6.9

for 9 years (1958-66) 9.1 5.9

for 5 years (1962-66) 8.1 5.4

Average annual rates of

production in some
industries for 15 years (1951-65)

8.3
6.9

6.9
7,8

electricity
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RECENT ECONOMIC REFORMS

AND REFORM PROPOSALS

For almost thirty years after the introduction of the first five-year plan

in 1928, the Soviet economy operated under a system of strict and extremely

detailed centralized economic planning. The decentralization measures of

1957 which resulted in the establishment of regional economic councils (abol-

ished again in 1965) were administrative in nature, amounting to new chan-

nels for transmission of orders and to the transfer of some very limited deci-

sion-making power to the newly established regional administrative units. Not

until the early 1960's was serious consideration given to proposals for combin-

ing centralized guidance with greatly increased autonomy for individual en-

terprises, and for the extensive incorporation of practises primarily associated

with a free market into the planning of national economic development. Such

practises have been widely adopted throughout the U.S.S.R. since the mid-

1960's. The first part of this chapter deals with these recent reform proposals,

the second presents divergent views on the widely debated issue of whether

or not the new economic reforms in the Soviet Union are a deviation from

Marxism-Leninism towards capitalism.

yi. The Liberman Proposals and Soviet

Economic Planning

The discussion of economic reform proposals, which in its early stages had

been restricted primarily to academic meetings and occasional articles in eco-

nomic journals, came into the open with the publication of an article in Pravda

in September, 1962, authored by a Kharkov Universitv Professor by the name

of Yevsey G. Liberman. In Western literature, the proposals have become

known as "the Liberman proposals," the entire reform movement as "Liberman-

ism," and Liberman has been given credit by many Westerners for originat-

ing a movement which has substantially altered Soviet planning methods.

The Soviets, however, have not singled him out for special honors or recogni-

tion. The official view appears to be that Liberman has indeed played an
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important role in the reform movement, especially in "adapting these ideas to

the new conditions," but that his 1962 article "did not offer anything essentially

new"; that others had held and published the same views before him; and that

"the real authors of the reform are the many hundreds of practical statesmen

and scientists who have been working at economic problems since September,

1962. Or, to be even more precise, the author is objective reality, which has

made us look in a new way at the economic problems confronting socialism."^

Professor Liberman, in a personal letter and in a personal interview with this

editor, has emphasized that his role in the economic reforms has been grossly

exaggerated in Western literature. There is no gainsaying that many Soviet

economists and mathematicians, such as V. V. Novozhilov, L. V. Kantorovich,

and the late V. S. Nemchinov played major roles in working out the model

upon which Soviet economic reforms are based. Any assertion that all or even

most of Liberman's ideas were original with him would therefore be erroneous.

Yet, he deserves much greater recognition for his contribution than has so far

been awarded him by the Soviets, for he has been working on some aspects of

the reforms (especially an enhanced role for profit as a measuring rod for en-

terprise efficiency and as a basis for the incentive system) since 1948,^ he cou-

rageously advocated the revamping of the Soviet administrative and planning

apparatus long before such revamping was given serious consideration by the

Party and planning authorities, and he eventually became the great popular-

izer, though not the great theorist, of the entire movement.

Under Western Views, Harry G. Shaffer (the editor of this volume) con-

tends that in spite of undeniably great economic successes, Soviet economic

performance leaves much to be desired. Shaffer then explains why, in his

opinion, in the Soviet Union the system of detailed economic planning from

the center and the structure of material incentives which has existed under it

have outlived whatever usefulness they may have had. Next, he turns to a dis-

cussion of the essential features of Liberman's proposals (intended to change

both the planning mechanism and the incentive structure) and of the principal

aspects of the economic reforms adopted in late 1965 and implemented in the

following months. In this connection, Shaffer also comments on changes in

approaches to the function of prices, to rent, interest, and economic theory, and

to the role of mathematics in economic planning and administration. He con

eludes that the Soviet Union is likely to derive economic benefits from the

recent reforms but that even greater benefit may result in the long run from

"the hitherto unparalleled willingness of the Soviets to encourage frank discus-

sion and criticism of long-standing procedures, to face up to shortcomings, to

admit mistakes [and] to experiment with unorthodox methods. . .

."

The two selections under Soviet Views are both by Yevsey G. Liberman.

The first consists of the full text of his September, 1962, Pravda article. The

most important aspects of his proposals are (a) the decentralization of economic

1 Soviet economist Professor Alexander Birman, in Soviet Life, May, 1967, p. 27.

2 Soviet Life, July, 1965, p. 37.
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decision-making which "would rehevc centralized planning from petty tute-

lage over enterprises and from costly efforts to influence production through

administrative measures rather than economic ones," and (b) the use of profit

both as a measuring rod of enterprise performance and as the major target for

the fulfillment and overfulfillment of which incentive premiums would be

paid to enterprise managers and workers. The second Soviet View was written

by Liberman after the reforms (which embodied so many of his proposals)

had been adopted in the fall of 1965. In this article, Liberman emphasizes

direct economic ties between suppliers and customers and the issuance of

"guidelines" rather than "precise directives" to enterprises. Note that Liber-

man approves of the idea of differential rent charges to "smooth out" natural

differences between enterprises.
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X-

SOVIET ECONOMIC GROWTH
AND THE CROWTH OE

SOVIET ECONOMIC RATIONALITY

Harry G. Shaffer

The University of Kansas

The foundation of Russia's industrialization was laid under the Czars.

Yet, in spite of half a century of relatively rapid progress, Russia was still

predominantly a nation of peasants at the time of the outbreak of World

War L According to Soviet sources, only 10 per cent of the population was

engaged in industrial pursuits, as compared with 76 per cent in agriculture;

and per capita output of steel in 191 3 was less than one-tenth that of the

United States, of cement less than one-fourteenth, of electric power less than

one-eighteenth, of coal less than one-twenty-fifth. In 19 16, reports have it,

Russian infantry went into battle with one rifle for every three men. In 1920,

* Reprinted from the Antioch Review, Summer, 1966, pp. 187-203, by permission

of the publisher.
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the industrial output of the Soviet Union (under the impact of the World
War, the Civil War, and the disorganization that followed the revolutionary

change in government) was a mere 17 per cent of the 1913 level. When the

New Economic Policy was introduced in 1921, the Soviet Union produced
about one-half of one per cent of the industrial output of the world. Since

then, in less than half a century, she has advanced from the precarious po-

litical and economic conditions of her post World War I existence to a position

of economic and military power second only to that of the United States. By
the mid-nineteen-sixties, in spite of the phenomenal industrialization of the

"advanced" countries, the U.S.S.R. boasts of an industrial output of approxi-

mately one-fifth that of the entire world; and she lays claim to having sur-

passed all other countries in the production of many important producers' and
consumers' goods, including anthracite coal, cement, precast reinforced con-

crete, glass and metal cutting tools, diesel and electric locomotives, harvester

combines, woolen fabrics, housing construction, butter, volume of freight

turnover, etc.

The Soviet Union's spectacular economic progress is the more impressive

since it was accomplished under severe handicaps. Apart from the certainly

very valuable opportunity to make use of some of the accumulated technical

knowledge of the industrially more mature nations, she had no historic prece-

dent to guide her on her largely uncharted course towards a new economic
and political order. With soil and climatic conditions much less favorable than

those of the United States, with a population ill-equipped by background or

education to meet the challenges of industrialization, with a peasantry reluc-

tant to accept collectivization and to make the required sacrifices, and with

an economy disrupted by years of external and internal strife, it took prac-

tically the entire first decade of Soviet rule to reach once more the pre-World

War I level of output. (The rate of growth of the 1920's was, of course, phe-

nomenal, since output increased about six-fold within less than a decade from
its low point in 1920).

From 1928, the year of the adoption of the first five-year plan, the

U.S.S.R. had barely thirteen years to build her economy before Hitler's armies

invaded, eventually occupying Soviet territorv which, before the war, had had

a population of eighty-five million people. During the war, the Soviet Union
suffered truly appalling losses in human life, in wealth, and in productive

capacity. In the words of President John F. Kennedy:

... no nation in the history of battle ever suffered more than the Soviet Union
suffered in the course of the Second World War. At least 20 million lost their lives.

Countless millions of homes and farms were burned or sacked. A third of the na-

tion's territory, including nearly two-thirds of its industrial base, was turned into

wasteland—a loss equivalent to the devastation of this country east of Chicago.

During the two decades since the defeat of the Nazi armies, the Soviet

Union has rebounded stronger than ever and has surprised the Western world
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by her ability to rebuild rapidly her war-torn country, to lead the way towards

the space age, to start extending substantial loans to less developed countries,

to achieve approximate militarv and scientific paritv with the United States,

and to challenge the United States to an economic race in which, up to now,

she has been gaining ground, albeit somewhat more slowly than she had ex-

pected a few years back. While some other countries such as West Germany

and Japan have equalled and at times bettered the U.S.S.R.'s post-World

War II rates of economic growth, it is certainly most remarkable that the So-

viets have been able to accomplish what they have, hampered as they were

by severe trade rstrictions imposed upon them by the West, and devoid of the

benefit of the aid and assistance which the West, and especially the United

States, has bestowed so liberally upon its former enemies. (The Soviet Union

did collect some "reparations," especially from East Germany and Hungary;

but this advantage was more than offset bv substantial, growth-delaying mili-

tary expenditures, which did not burden the economic development of post-

war Japan nor, until recently, that of post-war West Germany.)

But if such be a realistic appraisal of the economic achievements of the

Soviet Union, what shall one make of all the recent reports in the Western

press about a slowdown in the rate of Soviet economic growth, about gross

wastefulness, inefficiency, inabilit\^ to meet consumer demand, and about an

economic situation presumably so grave that it has forced the Soviet leaders

to consider economic reforms which are likelv to change the entire structure

and operation of the economic planning apparatus^

There has indeed been a slowdown. The high growth rates of the 1930's

were repeated through most of the 1950's, then dropped considerably in 1959,

increased but slightly in i960, and, according to official Soviet figures, dropped

again during each of the following three vears. However, in 1962, the Soviet

growth rate still exceeded U.S. long-term annual average growth, and was

considerably higher than that of the United States during the 1950's. Even in

the disastrous crop year of 1963, the Soviet economy showed a growth rate

estimated at somewhere betM'een 2.5 and 4.5 per cent. Nineteen hundred

sixty-four was a year of fairly substantial recovery; in 1965, in spite of an-

other bad grain harvest, over-all economic growth (although not as high as in

1964) was respectable; and early reports for the first quarter of 1966 indicate

that industrial growth rates exceeded those for the same period of the preceed-

ing year.

All in all, there has surely been a drop in the rate of Soviet economic

growth during the past seven years. But a drop in the rate of economic growth

must not be confused with a drop in output, and Western commentaries

about a "deepening crisis" in the Soviet Union should be taken with more

than one grain of salt.

Now that credit has been fully given where credit is due, it should be

emphasized that in spite of all the successes of which the Soviet economy can

rightfully boast, Soviet economic performance leaves much to be desired. Eco-
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Table 1. Comparison of official Soviet figures for growth rates

OF national income* with U.S. ESTIMATE OF GROWTH
RATES OF Soviet GNP

1958 1959 1960 1961 1962 1963 1964 1965 1950-58 1958-64

Nationallncome 12.6 7. 5 7. 7 6. 8 5. 7 4. 1 9.0 6. 6.2

(Soviet figures)

Gross National

Product 9.4 4.9 5.2 6.2 5.1 2.6 7.9 7.1 5.3

(UoS. estimates)

* Contrary to United States usage, national income as defined by the Soviets does not in-

clude income earned for the performance of direct services. In other words, it is the

sum total of all incomes earned (and hence all expenditures incurred) in the production of

material, tangible goods; but, contrary to gross value of output, it is net of interindustry

flows and depreciation allowances.

Sources: Naradnoye khoziaistvo SSSR v 1964 godu (1966), p. 575; Pravda, Jan. 30, 1965;

Pravda, Fed. 3, 1966. New Directions in the Soviet Economy, Studies Pi-epared for the Sub-

committee on Foreign Economic Policy of the Joint Economic Committee, Congress of the

United States, U.S. Government Printing Office, Washington, D. C. , 1966, Part H-A, p. 104.

nomic development, first of all, has been rather uneven: Priority for heavy

machinery and equipment has left the consumer goods sector somewhat neg-

lected; overfulfillment of the plan for industry has, more often than not, been

accompanied by inadequate performance of the agricultural sector; and even

within sectors and subsectors some planned shortages (e.g., private passenger

automobiles) have often coincided with some unplanned ones (e.g. tooth-

brushes and razor blades in 1962) and with unintended overproduction of

others (e.g., sewing machines). Moreover, the failure to co-ordinate produc-

tion properly has on coundess occasions hampered economic progress. Last

year, for instance, a hotel and several sixteen-story apartment buildings in

Moscow were completed but could not be opened for occupancy because the

elevators had failed to arrive, and several hundred combines in the Virgin

Land Territory could not be readied in time for the harvest because the de-

livery of pulley mountings and gear boxes fell short of the required number.

The frame of the ZIL-130 truck, to give one more example, reportedly has an

average service Iffe so much shorter than that of other major parts of the truck

(such as the engine, the gear box, or the rear axle) that one-half of all frames

produced for this truck are needed to replace frames that have gone out of

commission.

Apart from the need for proportional development of the various sectors

and subsectors of the economy (and, thus, for the internal consistency of the

plan), there is the problem of enhancing economic efficiency at the producing
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level. In this connection, it should be clearly stated and understood that per-

fect efficiency (an absolute maximum of output theoretically obtainable with

available inputs) is neither necessary for adequate economic performance, nor

achievable under any economic system in actual practice. There is, however,

good evidence that the economic efficiency of the Soviet economy is not at par

with that of the capitalist nations, and that Soviet economic achievements, to

a great extent, are attributable to such other factors as the effective realization

of high rates of capital formation and the reallocation of labor from farm to

factory. Furthermore, whatever merits the system of detailed economic plan-

ning from the center may have had in the past, it seems to have outlived its

usefulness. No one can be more convinced of this than the Soviets themselves

have become during recent months.

In many respects, the highly centralized, command type economy of the

Stalin era was well suited to mobilizing the Soviet Union's resources for a

crash industrialization program. By concentrating efforts on a relatively few

priority items and by letting the non-priority sectors bear the brunt of short-

ages, high rates of accumulation could be achieved. "When our economy em-

braced chiefly the production of a comparatively restricted number of mass

products," a well-known Soviet economist wrote recently, "the determination

of the needs of the national economy was a relatively simple matter. But now

the situation is different."

And so indeed it is. As the Soviet economy becomes more and more com-

plex, priorities multiply in number and become ever more difficult to estab-

lish or to neglect without severe consequences. The rising expectations and

the improved living standards of the Soviet citizenry, moreover, make improve-

ments in quality and assortment of consumer goods more imperative than ever.

Alterations in the structure and operation of the Soviet planning apparatus are

thus becoming an unavoidable necessity if the Soviets are to even approach

their ambitious economic goals. It is hardly possible to operate anywhere near

optimum efficiency when, as one harassed factory director recently complained,

"at the large machine building plants there are now about 2,500 different

plan-reporting forms in use. . . . Each form is filled out from 2,000 to 3,000

times a year and up to 1,000,000,000 numerical entries have to be made."

V. S. Nemchinov who, until his death in October of 1964, headed the Soviet

Academy of Science's Laboratorv for the Application of Mathematical Meth-

ods in Economics warned four years ago: "Should the old planning methods

be preserved, and given our present rate of growth, in 1980 practically the

entire adult population of our country would have to be engaged in the ad-

ministration and planning spheres."

The production of such homogeneous products as electricity or steel can

be planned from the center without too much difficulty. High priority items

such as guided missiles or space ships also allow readily for central planning,

since the planners are willing to allocate the time, money, and scientific talent

necessary to draw up plans and supervise production down to the most minute
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detail. But the planning of thousands upon thousands of commodities that

come in thousands upon thousands of different shapes, sizes, materials, colors,

and qualities—be it ladies' dresses or nails and screws—is a different matter.

For all of these it is a physical impossibility, with present knowledge at least,

to plan all the details from the center. A certain degree of latitude must be left

to the local producing units. The problem, then, becomes one of motivating

directors and workers to produce the "right" kinds of commodities in the most

efficient manner.

Until now, Soviet enterprises have been hamstrung by numerous plans

imposed upon them from above. While cost plans, wages fund plans, raw ma-

terial saving plans, quality improvement plans, and others have always been

of some importance, it is only natural that in an economy still short of many

essentials special stress should have been placed on the fulfillment and the

overfulfillment of the quantitative output plan. It is this quantitative output

plan that has been the primary measuring rod of enterprise efficiency, and

for its fulfillment and overfulfillment incentive bonuses have been paid to

enterprise directors. But during the past few years an ever-increasing number

of Soviet economists and planners have become convinced that volume of out-

put is inadequate as an achievement indicator, and that the system of special

rewards based on volume of output fails to provide the kind of incentive that

would equate the interests of enterprise directors and of workers with those

of society as expressed by the plan. (Extending the material incentive struc-

ture to cover a multiplicity of targets only complicates matters, since all too

often the fulfillment of one plan—for example, a fuel conservation plan—may

interfere with the fulfillment of another—for example, the labor productivity

plan.)

It has become apparent that under such a system factory directors, eager

to obtain an easily fulfillable plan, are motivated to conceal the productive

capacity of their plants and that they are under great temptation to hoard

machinery, tools, and equipment which are allocated free of charge by the

state. Moreover, innovation hardly ever appears worthwhile to them because

the time necessary for retooling is likely to cut into the year's output and

therefore into their income, while in subsequent years production quotas

would surely be increased, on the basis of their enhanced productive capacity.

Last, but by no means least, the emphasis on the quantitative fulfillment of

the output plan detracts from qualitative considerations, since an enterprise

director will usually find it easiest to meet his production quota by neglecting

quality and minimizing variety.

With such an incentive structure, can it really come as a surprise that

in recent issues of Pravda one reads about a furniture factory which, with

rising costs of production, turns our "worthless cabinets, sofas, chairs, and

stools [which] are returned . . . not individually, not by the dozen, but by

the shipping crate and even by whole carloads"; about construction work in

the Russian Republic which is so inadequate that "about 30,000 building and
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installation workers, whose yearly earnings reach 35,000,000 rubles, are annu-

ally engaged in eliminating defective work"; and about the wholesalers and

retailers in Kazakhstan who have in their warehouses "110,000,000 rubles'

worth of . . . unsaleable goods that have been lying motionless for years"?

While this discussion and these few examples should not be taken as implying

that all or even most Soviet goods are unsatisfactory, nor that Soviet economic

planning is utterly irrational, thev do indicate clearly that proper economic

reforms could pay off handsomely in terms of more adequate economic per-

formance.

During the Stalin era, the quest for a pattern of economic behavior aimed

at the attainment of given objectives at least cost—in other words, the quest

for economic rationalitv—was minimal. Stalin's iron rule, his arbitrariness, his

bitter opposition to mathematics as a tool in economic decision making, his

unwillingness to delegate power to lower echelons, his unswerving devotion

to orthodox Marxism as he interpreted the term, all discouraged greatly any

significant search for objective, scientific methods of resource allocation and

decision making. Soon after Stalin's death, this search began via a series of

economic debates aimed at improving economic performance within the frame-

work of a society operated along Marxist-Leninist lines. These debates in-

volved the Soviet Union's foremost economists. The general tenor of the de-

bates was at a level of economic sophistication well above the understanding

of the masses of the Soviet populace and of most of the planners. Valuable as

these debates no doubt will prove to be in the long-run operation of the So-

viet economy, they have had little immediate influence upon planning, pric-

ing, and economic decision making. The breakthrough which eventuallv led

to the economic reforms now being ushered in in the U.S.S.R. occurred in

September, 1962, when a Kharkov economics professor bv the name of Yev-

sey G. Liberman published his now famous article "The Plan, Profits, and

Bonuses" in Pravda. In essence, Liberman proposed that most of the presently

used achievement indicators be discontinued and be replaced by an all-encom-

passing index: profit; that incentive premiums for managers be made depend-

ent exclusively upon the rate of profits earned by the enterprise; and that

enterprises be given greatly enhanced freedom to make economic decisions.

Guided by the profit motive, enterprise directors would presumablv seek to

produce what society needed and wanted (unsold goods would yield no prof-

its!), would no longer want to hoard unneeded equipment (in Liberman's

scheme profit would be computed as a percentage of total capital), would no

longer wish to conceal their plant's productive capacitv, and would be eager

to introduce remunerative innovations.

Liberman's proposals called forth the most extensive debates and the most

outspoken criticism of centralized economic planning in Soviet history, debates

and criticism which spread from the halls of the Soviet Academv of Sciences

to the pages of newspapers, magazines, and journals, and which were taken

up at meetings of planners, party functionaries, economists, factory directors.
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and workers throughout the U.S.S.R. In the wake of considerable encourage-

ment at all levels (and considerable opposition from the "orthodox"), Khru-

shchev soon gave his official stamp of approval to the discussion by reminding

the November, 1962, plenary session of the Party Central Committee of

"Lenin's directive that we be able, if necessarv, to learn from the capitalists,

to adopt whatever they have that is sensible and advantageous," and he or-

dered the Economics Institute of the Soviet Academv of Sciences to studv the

proposals carefully. Since then, frank and open economic debates in the So-

viet Union have continued unabated, touching not only upon the structure

of incentive payments, the measuring rods of enterprise efficiency, and the

decentralization of economic decision making, but also upon such other

equally controversial aspects of the problem of economic rationality as the

effectiveness of investment, the proper relationship between producers' and

consumers' goods, the advantages of computing interest and differential rent

in the process of cost determination, the necessity of a pricing structure that

would reflect relative scarcities, and the like.

After some preliminary experimentation a full-fledged experiment along

the lines proposed by Liberman was started on July i, 1964, in two trial fac-

tories, the Bolshevichka and Mayak garment factories, in Moscow and Gorky.

In December, 1964, Kosygin expressed his gratification over the success of the

experiment and announced that "we shall plan on the basis of customers' or-

ders not only in the consumer industries but in all branches of production."

Early in 1965, two plants in the producer goods sector (a coal mine and a

truck plant in the Lvov area) were included in a somewhat modified experi-

ment. As of July I, 1965, turnover and profit became the achievement indica-

tors for retail stores in Moscow and in five other regions; and all the garment

and footwear factories of Moscow and other major cities—some four hundred

enterprises in all, which reportedly account for nearly one-fifth of all the

goods produced by Soviet light industry—started working according to the new

method of planning which, in the Soviet Union, has become known as the

"direct relations" methods (i.e., gearing production to orders received from the

marketing organizations). Three months later, steps were undertaken which

may yet turn out to be the most important alterations in the Soviet planning

mechanism since the introduction of the five-year plans in 1928.

On September 27, 1965, Kosygin made a series of recommendations to

the Plenum of the Party Central Committee, intended to strengthen the role

of economic incentives in production and to broaden the economic independ-

ence of enterprises. These recommendations, in short order, were incorporated

in the final resolutions of the Plenum, enacted into law by the U.S.S.R. Su-

preme Soviet, and, on October 10, 1965, officially adopted by a joint resolu-

tion of the Party Central Committee and the U.S.S.R. Council of Ministers.

Under the new law, enterprises are to base their production primarily on

orders received directly from their customers. The number of centrally deter-

mined indices has been greatly reduced; not gross output produced but volume
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of output sold and profits are to become the main achievement indicators; and

bonuses are to play a greater role in the earnings of industrial workers. On all

matters not directly stipulated by centrally determined indices, enterprises are

free to make their own plans and decisions.

To allow time for thorough preparation, the plan called for the imple-

mentation of these measures in some branches of industry in 1966 and for

shifting "enterprises completely and everywhere to the new system in 1967-

68." On January i, 1966, it was officially announced that the first group of

industrial enterprises to be shifted to the new system includes enterprises in

the machine building, chemical, light, food, steel, nonferrous, and building

materials industries. The enterprises selected, it was explained, have achieved

the "necessary level of profitability," have adequate material and financial re-

sources, have well-trained economists at their disposal, and manufacture prod-

ucts which enjoy a steady market. On March 29, 1966, Brezhnev presented

the new system to the 23rd Party Congress, assuring the assembled delegates

that its implementation will "foster the creation of the conditions necessary

for accelerating the rates of technical progress, raising the effectiveness of

social production, and developing productive forces." And, with an implied

warning against undue haste, the First Party Secretary emphasized that the

process of shifting over to the new system is "one of the major tasks of the

next few years."

It has long been the conviction of Western economists, and it has in re-

cent years become the conviction of many Soviet economists, that it is essen-

tial for efficient resource allocation to have a pricing structure reflective of

relative scarcities. Some of the latter, like Kantorovich, thought that the prob-

lem could be attacked by "shadow prices," used only for economic calcula-

tions; others, like Liberman, impatiently refused to let the introduction of

other reforms await an adequate alteration in the pricing machinery; but prac-

tically all Soviet reformers these days are in essential agreement on the

importance of improving the pricing mechanism. Khrushchev, in November,

1962, had this to say on the matter: "Without a correct solution of the prob-

lem of price-determination and without scientifically-based prices it is impos-

sible to remove many of the serious defects in the planning of production, to

bring about full cost accounting, or to ensure conditions for profitmaking in

the factories."

Soviet industrial prices, usually kept stable for long periods of time, have

been useful in comparative evaluations of plant efficiency, but they always

were and have remained irrational in the sense of not being reflective of rela-

tive scarcity, and therefore not useful for proper resource allocation. The pric-

ing system in the Soviet Union has been under review since i960, and some

price reforms (for instance in freight transportation, and in some agricultural

products) have already been undertaken. On August 28, 1965, a State Com-
mittee on Prices was established and charged with presenting on January i,

1966, a new wholesale price structure for industrial commodities which would
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approach as closely as possible the "level of expenditures of socially necessary

labor." As there are hundreds of thousands, if not millions, of product variants

for which prices need to be set, Kosygin could do no more than express his

hope that the new prices would go into effect some time during 1967 or 1968.*

Since relative scarcity changes with every shift in demand or supply,

prices, to be reflective of relative scarcity, must be flexible. But if scientific

price changing from the center is a difficult and long-range project, a case

could be made for prices being permitted to fluctuate freely, according to the

dictates of the market. Some voices in the Soviet Union have indeed advo-

cated this, rather radical, step, but so far there is no indication that the Soviet

Union is willing to follow in the footsteps of some of the East European coun-

tries and permit the prices of some commodities to fluctuate freely.

While the widely debated, and now in part enacted, industrial reforms

may have been in the spotlight more frequently, reforms in agriculture may,

in some respects, be at least of equal importance. Encumbered by unfavorable

climatic and soil conditions, Soviet agriculture has probably been the major

stumbling block in the way of more rapid Soviet economic progress. Hence, a

major attack has been launched in recent months against the principal im-

pediments that have retarded Soviet agricultural growth: insufficient invest-

ments, inadequate incentives, and excessive centralization. In the fall of 1964,

some of the restrictions on private plots were lifted. As of January i, 1965,

government pension plans were extended to cover collective farmers. In

March, most of the collective farms debts to the state were cancelled, income

taxes of collective farms were drastically reduced, the prices paid by the state

for grain and livestock products were greatly increased, and greater decision-

making power in regard to production methods, crops to be planted, and so

forth, was bestowed upon the agricultural collectives. In September, Brezhnev

promised that under the new five-year plan large sums would be allocated to

the production of agricultural equipment and chemical fertilizer, and he re-

ported that plans for large-scale irrigation and reclamation projects are now in

preparation. At the 23rd Party Congress in late March, 1966, Brezhnev em-

phasized that "primary significance is attached to the development of agricul-

ture," proposed that collective farmers be guaranteed a minimum wage, and

both he and Premier Kosygin forecast a 100 per cent increase of state capital

investment in agriculture during the next five years. Also advanced in recent

months, but not yet acted upon, have been proposals for periodic price changes

of agricultural products, with demand and supply to be given due considera-

tion in price formation, and for the extension to collective and State farms of

the right to purchase means of production directly from the producing plants.

In many other respects, the search for economic rationality in the Soviet

Union has been intense in recent years. The Soviets have, for instance, be-

come aware that for many purposes (such as a rational choice among various

* An extensive revision of industrial wholesale prices came into effect on July i

,

1967. (Author's note.)
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investment alternatives, or a rational determination of scarcity prices) it is

essential that costs of production be computed correctly. But since land and

capital have manv different uses, the utilization of either for a specific produc-

tion purpose means sacrificing its other possible uses. Hence, the value of

land and capital must be included in anv rational cost computation. Marxist

ideological opposition to the concepts of rent and interest have long prevented

such inclusion in the Soviet Union.

Strumilin, the dean of Soviet economists and statisticians, advanced as far

back as 1957 the proposition that although rent could not be alienated under

conditions of socialism, it could and should be used for proper economic cal-

culations. As land is not produced by man and as in the Soviet Union it is

not offered freely for sale to competing bidders either, the determination of its

rental value is by no means a simple matter. The Soviet practice of paying for

the same quantity of wheat a higher price in the less fertile than in the more

fertile regions is an attempt to equalize incomes for equal work bv a differen-

tial payment which approaches the concept of economic rent. The measure,

however, is by necessity imperfect. Since prices could hardly be set separately

for each collective, they are set for large regions and within each region some

collectives have better soil, and thus usually considerably higher per capita

incomes, than others.'*'

As to interest, somewhat inadequate attempts have been made to ap-

proach it through the back door by computing the "recoupment period," i.e.,

the period of time it would take a machine to pay for itself in terms of in-

creased output. More recently, there have been increasing demands to begin

charging (and not merely computing) interest rates on capital investments.

Hungary' led the way among the Soviet Bloc countries, other East European

countries followed, and at the September, 1965, Plenum, the Soviet Union

took the step also. Much of the annual capital output will no longer be allo-

cated free of charge; instead, individual enterprises will purchase machinerv,

equipment, and tools with their own funds, and thev may also apply for in-

terest bearing long-term and short-term credit to help them finance some of

their capital needs.'*'* . . .

In the consumer goods sector, consumer responsiveness to changes in

prices and incomes should be studied and analvzed if planned assortment,

quality, and prices of consumer goods are to be properlv correlated with con-

sumer preference scales. At least the fundamentals of what economists refer

to as price elasticity and income elasticitv of demand are taught in introduc-

tory economics courses in American universities and colleges. As recentlv as

1956, the well-known American Soviet expert Robert W. Campbell found

that in the Soviet Union advanced graduate students in economics had not

* Differential rent is now also charged in the Soviet Union to industrial enterprises

operating under exceptionally favorable natural conditions. (Author's note.)
** A charge on enterprise capital funds has since been introduced. As of 1969, this

interest-like capital charge is six percent for most enterprises. (Author's note.)
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even heard of the concept of elasticity' of demand. Yet, five years later, con-

sumers' preference functions were openly discussed at a conference at Moscow

University. Since then, studies on income elasticities of demand have been

published in the U.S.S.R. and strong appeals have been made for the Soviet

Union to follow in the footsteps of some of the East European countries who
have undertaken practical steps to introduce mathematics, including the com-

putation of elasticity coefficients, into the planning of commodity distribution.

No survey of growth of Soviet economic rationality would be complete

without a few words about the increasing emphasis on mathematical methods

and techniques.

Attempts to utilize mathematics to perfect Soviet economic planning date

back to the 1920's and '30's. But since a contemptuous Stalin ridiculed what

he called "a game with numbers," the application of mathematics to the prob

lems of a centrally planned economy could not be seriously considered in the

Soviet Union until the more favorable climate of the last decade.

Although the nationwide practical application of input (jutput analysis

and of linear programming has not been achieved, and the combination of

the two has barely advanced beyond the stage of theoretical models, signifi-

cant progress has been made in the Soviet Union in the last few years. The

system of material balances now used has been described by Western So\ ict

expert Alfred Zauberman as "embryonic, crude, and disjointed input-output

tables [which] set, in physical quantities, requirements in key commodities

against expected availabilities." But elsewhere this same expert has called the

1961 input-output balance of the U.S.S.R. Central Statistical Office "an ana-

lytical exercise of first class importance [which] may be expected to provide

methodological as well as computational experience invaluable for iurther

work." Input-output analysis is already beginning to prove instrumental in

setting up a more rational price system, and linear programming has proven

very useful in finding optimum solutions to many thorny problems, jiarticu-

larly in the field of transportation. However, potentially even mori- consequen-

tial than past accomplishments may well be the fervor and earnestness with

which the Soviets, in recent years, have been approaching this subject, so long

taboo in their society.

There is no doubt that computers will enable Soviet planners to solve

rapidly many complicated problems which thus far have been well-nigh in-

soluble. However, the mathematical solution of all problems of economic plan-

ning for an economy of the size and complexity of the Soviet Union would

require an electronic computer network of an extent and a sophistication far

beyond anything available anywhere in the world today. But, if it cannot be

done today, can it ever be done, especially in light of the fact that the Soviet

economy is growing in complexity from year to year? Most Western and some

Soviet experts are skeptical. "Solving the equations of the Soviet economy,"

stated for instance a 1965 article in Thue magazine, "would clearly be a com-

puter expert's truimph, since it would involve some fifty million unknowns
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and five million constants, all in motion." V. Belkin and I. Birman, both So-

viet economists who have been specializing in the application of electronic

computers to the solution of economic problems, dubbed as "an illusion" the

idea that with the help of computers a completely centralized management

of the economy could be achieved. "No matter how much electronic tech-

nology may be perfected," they asserted in a recent article published in Jz-

vestia, "a system under which everything down to the last bolt is planned and

directed from one center is unrealistic." Other Soviet sources, however, sound

more hopeful. A 1962 Soviet article pointed out that the best computers avail-

able at that time were capable of doing a million arithmetical operations with

many digital quantities per second, and concluded that this young science, a

mere fifteen years old, "has a long future and will be applied in ways as yet

undreamed of." Academician N. Fedorenko stated in a recent Pravda article

that "the creation of a unified system of optimum planning and administra-

tion of the national economy on the basis of the wide use of mathematical-

economic methods and electronic computer technology ... is completely

attainable in our conditions," and that it must be instituted. Plans for the crea-

tion of a series of co-ordinated computing centers for the management of the

Soviet economy were announced by Nemchinov in March, 1964, and within

a year the construction of such a unified system of computer centers was

under way by decision of both the Party and the government.

On the surface, there may appear to be some contradiction between the

utilization of mathematics for the perfection of central planning and the use

of various aspects of the market mechanism. This, however, is not necessarily

the case. Liberman's willingness to use profits as a measuring rod of enterprise

efficiency and to permit factory directors and workers to share in the profits

which, in the Soviet Union, belong to the state, must not be interpreted as a

"return to capitalism" but rather as an attempt to free planners from unneces-

sary supervision over details and to make Soviet economic planning more effi-

cient. The overwhelming majority of Soviet mathematical economists, by the

same token, are interested in incorporating some aspects of the market mech-

anism into the Soviet Union's economic system. Computers, could, for in-

stance, be instrumental in the drafting of an internally consistent plan, but a

properly devised system of incentives is necessary to insure that the national

plan be carried out. Computers could also be instrumental in speeding up the

rationalization of the pricing structure which would provide some of the es-

sential criteria for economic decision making at the enterprise level; but if

such economic decision making is left free to take into account consumers'

demand as expressed on the market (for example, more shirts or more pants)

it can provide the information which, fed into computers, could play a sig-

nificant part in making possible more efficient resource allocation. That the

present Soviet leadership appears to approve of this general outlook was

clearly indicated earlier this year when three of the foremost "mathematical

reformers"—Kantorovich, Novozhilov, and the late Nemchinov—were awarded
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the coveted Lenin Prize. And men like these have, during the past few years,

begun to exert their influence at most conferences on economic matters, to

pubhsh in large quantities, and to play a role in leading the younger generation

of Soviet economists towards greater mathematical precision and greater eco-

nomic rationality.

In conclusion, what effects are the new winds in Soviet economic plan-

ning likely to exert upon future Soviet economic performance^ It is safe to

say that neither the present nor the presently proposed reforms could make

the system perfect; yet, few will doubt that by trial and error the Soviet econ-

omy is likely to benefit from them. Soviet economic growth during the next

decade or two will, of course, to a great extent depend upon how well and

how rapidly the country is able to introduce the necessary reforms, to adjust

itself to them, and to perfect the planning mechanism. However, of all the

aspects of the Soviet search for greater economic rationality, none is likely to

have a more lasting influence than the hitherto unparalleled willingness of

the Soviets to encourage frank discussion and criticism of long-standing pro-

cedures, to face up to shortcomings, to admit mistakes, to experiment with

unorthodox methods, to introduce reforms which appear feasible, to reform

the reforms or discard them altogether if they fail to live up to expectations,

and to try anew along as yet untrodden paths.
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THE PLAN, PROFITS, AND BONUSES''

Yevsey G. Liberman

Kharkov State University

It is necessary to find a sufficiently simple and at the same time well-

grounded solution to one of the most important problems set forth in the

Party Program : the formation of a system for planning and assessing the work

of enterprises so that they have a vital interest in higher plan assignments, in

the introduction of new technology and in improving the quality of output—

in a word, in achieving the greatest production efficiency.

* From Pravda, September 9, 1962. Reprinted from the translation in The Current

Digest of the Soviet Press, published at Columbia University, October 3, 1962, pp. 13-15.

by permission of the publisher. Copyright © 1962 by the Joint Committee on Slavic

Studies.
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In our view, it is possible to accomplish this if the enterprises are given

plans only for volume of output according to assortment of products and for

delivery schedules. These must be drawn up with the maximum consideration

for the direct ties between suppliers and consumers.

All other indices should be given only to the economic councils; they

should not be apportioned among the enterprises.

On the basis of the volume and assortment assignments they receive, the

enterprises themselves should draw up the final plan, covering labor produc-

tivity and number of workers, wages, production costs, accumulations, capital

investments and new technology.

How is it possible to entrust the enterprises with the drafting of plans if

all their calculations are, as a rule, far lower than their true potentials?

It can be done if the enterprises have the greatest possible moral and ma-

terial interest in making full use of reserves not only in plan fulfillment but

also in the very compilation of plans. To this end, planning norms of profita-

bility must be worked out for each branch of industry and must be firmly

established for an extended period. It would be most expedient to confirm

these norms through a centralized procedure in the form of scales fixing the

amounts of incentive payments to collectives of enterprises in accordance with

the level of profitability achieved (in the form of profits expressed as percent-

ages of production capital).

Here is an example of an incentive scale worked out for machine-build-

ing enterprises on the basis of an analysis of the operation of 25 enterprises

over a five-year period:

Sample scale of incentive payments for enterprises

Profitability (Profit
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In this case, it is proposed that the enterprise receive three kopeks for each

ruble of capital, which would come to 1,500,000 rubles. Additionally, the en-

terprise would receive 9% of the amount of profit above the lower limit of its

profit grouping—i.e., above 5,050,000 rubles, or 10.1% of the value of capital.

In this case the 9% would be computed on 2,450,000 rubles and would

amount to 221,000 rubles. Thus the enterprise would receive a total of

1,721,000 rubles.

The rates of the table, of course, can be increased or decreased. The im-

portant thing here is the principle, not the figures.

In the first place, this principle means that the higher the profitability,

the more the incentive provided. For example, if profitability increases from

5.1% to 61%, i.e., 12 times, the incentive payments to the enterprise increase

from 2.1 kopeks to 5.3 kopeks, i.e., 2.5 times. This guarantees a powerful

material stimulus for the enterprise to increase productivity. At the same time,

the amount of income for the state would increase relatively much faster—

from three kopeks to 54.7 kopeks per ruble of capital, or 18 times. This guar-

antees a still more rapid increase in public wealth and at the same time

provides insurance against extremely high deductions in favor of the enter-

prises. There is no danger whatever to budget revenues. On the contrary,

there is reason to expect a substantial increase in state revenue under the

influence of a powerful material interest on the part of enterprises in increas-

ing profits generally.

In the second place, the principle means that the enterprises would be

granted incentives on the basis of a share in the generated income: The

higher the profitability plan drawn up by the enterprise itself, the greater

the incentives. If the plan for profitability is not fulfilled, the enterprise would

receive an incentive payment, based on the same scale, in accordance with

profitability realized. If the profitability plan is overfulfilled, the enterprise

would receive an incentive based on the same scale but at a rate midway be-

tween plan and actual profitability. Let us sav that the enterprise plans for a

profitability of 10% but achieves a profitability of 15%. It would then receive

an incentive payment based on a profitability of 12.5%, i.e., the figure mid-

way between planned and actual profitability. This means that it will be an

extreme disadvantage for enterprises to draw up plans that are too low. At

the same time, the system retains a stimulus to overfulfil! plans. Of course,

when the volume of output, the assortment and delivery schedules are not

met, the enterprise would be deprived of the right to bonuses.

On the basis it is possible to simplify radically and at the same time to

improve low-level planning. In fact, an enterprise would receive only one

assignment for output in the proper assortment and, in addition, would pro-

ceed in its plans from a set table of incentive payments for profitability.

In order to achieve a high level of profitability, an enterprise must strive

to place the fullest load on equipment and capacity when working out plans

under our conditions and at plan prices (after all, profits will be computed as
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a percentage of capital!). This means it will be in the enterprises' interests to

increase the number of shifts and the load on existing equipment, to stop

asking for excess capital investments and machine tools and creating un-

needed reserves. While all these surpluses now serve the enterprises almost

as a free reserve, under the new system they would "drain the pockets" by

cutting down the size of incentive payments. Consequently, the "struggle"

waged by an enterprise to obtain lower plan figures would disappear. After

all, such plan figures would never give the enterprise a sufficiently high level

of profitability.

Also, the enterprise would strive to reduce production costs as much as

possible, to be thrifty and to avoid artificial increases in norms for the expendi-

ture of materials, fuel, tools and power. Reduction of expenditures would lead

directly to increased profitability regardless of what norms manage to "creep"

into the plan or orders. Therefore, profitability expressed as a percentage of

fixed and working capital of the enterprise is an objective criterion. It does

not depend on what kind of plan the enterprise has tried to get for itself.

The last and main point is that the enterprise will strive for the maxi-

mum increase in labor productivity. They will stop requesting and hiring sur-

plus manpower. These surpluses reduce profitability and consequently the

incentive funds.

The incentive fund is formed in accordance with the level of profitability

achieved and must be the single and sole source of all types of bonuses. It is

important to tie individual and collective material incentives together in one

single system. Let the enterprises have somewhat more freedom in using

"their" part of the profits!

One might naturally ask if the centralized basis of our planning would

be retained and strengthened under this system.

There is every reason to assert that the proposed system would relieve

centralized planning from petty tutelage over enterprises and from costly

efforts to influence production through administrative measures rather than

economic ones. The enterprise alone knows and can discover its reserves best.

. . . But in order to do this, they should not have to fear that through their

own good work they will put themselves in a difficult position in the following

year. All the basic levers of centralized planning—prices, finances, budget, ac-

counting, large capital investments—and finally all the value, labor and major

natural indices of rates and proportions in the sphere of production, distribu-

tion and consumption will be determined entirely at the center.

Their fulfillment will be assured and guaranteed because obligatory

annual control figures on all important indices will be presented to the eco-

nomic councils (and to the executive committees of local Soviets). The
economic council would no longer be just an intermediate agency (as it often

still is, unfortunately) but a center or hub at which all the lines of planning

converge. Generalized state assignments for the economic region as a whole

would be sent to it from above. From below the economic council would re-
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ceive the plans prepared by the enterprises themselves, which would take

account of the obligatory assignments for the quantity and assortment of

goods. Since enterprises, when compiling their plans, will have a vital interest

in providing maximum output with a minimum of current and capital ex-

penditures, it is possible to say with reasonable confidence that the sum of

the plans for the enterprises in the economic council will suffice to fulfill and

even overfulfil! the assignments from the center.

The enterprises will not "meet with fixed bayonets" the economic coun-

cil's proposals concerning the improvement of certain indices, because the

basis of incentives will not be altered at all. The scale for the deductions will

remain exactly the same. If the plan is improved upon, the scale will only

promise the enterprise a higher incentive payment. As things are now, any

change in the plan (and there are scores every year!) evokes demands by the

enterprises that all the interrelated indices be revised.

Many economists assume that enterprises can be spurred to uncover re-

serves by improvement of the accounting base, a centralized system of tech-

nical norms, and so forth. There is no arguing the point that accounts and

norms are necessary. But these should be left up to the enterprises themselves.

This is necessary so that the enterprises will have a material interest in the

progressiveness of these norms.

Thus the proposed system proceeds from the principle: What is profit-

able for society must be profitable for each enterprise. And conversely, what

is unprofitable for society must be extremely unprofitable for the collective

of any enterprise.

Some economists say that profit should not be made too conspicuous, that

this is supposedly a capitalist index. This is not so! Our profit has nothing in

common with capitalist profit. Where we are concerned, the essence of such

indices as profit, prices and money is something else entirely and they success-

fully serve the cause of communist construction. Our profits, where planned

prices for the products of labor exist and clear revenue is used for the benefit

of society as a whole, are the result and at the same time the measure (in

monetary terms) of the actual effectiveness of labor expenditures.

Fears exist that the enterprises will start to make only profitable output

and to abandon unprofitable production. But in the first place, the enterprise

would be deprived of all incentive payments if the assignment for a given

assortment of goods in violated. In the second place, it is a very bad thing that

some of our types of output are highly profitable because of shortcomings in

price formulation while others are losing propositions. It follows from the de-

cisions of the 22nd Party Congress that the task of price formulation is to

render the complete assortment of goods profitable.

People fear also that the enterprises will start to raise the prices of new

products artificially. But right now, this is one of the most difficult things to

control from the center or from the economic council. After all, the consumer

is rather indifferent to the suppliers' calculations; the consumers need the
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deliveries at any price, as long as the price has been approved at some point.

The system we propose would change this situation. Any increase in prices for

the goods delivered would reduce the profits of the consumer. This means that

they would be extremely demanding about checks on the prices set by the

suppliers. This would help the economic councils and the state planning com-

mittees in carrying out effective, not formal, control over price formulation.

At present, profitability is reduced if the enterprises are mastering many

new products and a great deal of new technology. For this reason, we have

worked out a scale of supplements to and reductions in incentive payments in

accordance with the proportion of new products in the plan. The incentive

payments will be somewhat reduced for the output of items long established

in production and raised substantially for the introduction of new products.

Besides this, the very process of price formulation must be flexible. Prices

for new products that represent more efficiency in production or consumption

should be set to begin with so that the manufacturer can cover his additional

expenditures. The consumer would not suffer from this at all but, on the con-

trary, would reap benefits for himself and for the national economy. In this

way profitability incentives might become a flexible weapon in the struggle

for rapid introduction of new technology and for increased quality (durability,

reliability) of products. The present incentive system for inducing enterprises

to reduce production costs and to increase output above the plan or above the

figure for the previous years is a direct impediment to increasing product qual-

ity or mastering new products.

In quest of a solution to this, economists look for good new "indices."

There is no disputing that some indices need corrections. But even "ideally"

conceived indices are not worth anything in themselves. This is a matter not

of indices but of the system of relations between the enterprises and the na-

tional economy and of methods for planning, evaluating and providing in-

centives for production collectives. We already have the example of a new
index provided for the clothing industry to replace the gross value of output

index. This is the index of "normative value of processing." It was meant

to prompt the clothing factories to produce clothing from cheap textiles rather

than expensive ones. What has come of it? The result has been that the fac-

tories now willingly make old-line articles from cheap textiles, for which the

"normative value of processing" has become advantageous, but are quite

reluctant to make new, fashionable articles from more expensive textiles.

And the population wants these very things. Therefore, it follows that any

indices will be distorted when they are imposed on the enterprises from above

by the method of apportionment.

Instead of doing this, we must make it possible for the enterprises to com-

pute for themselves the optimum combination of indices, with the final result

being the best products, i.e., the ones the consumers really need and that can

be produced with the greatest profitability. Without this "freedom of economic

maneuvering" it is impossible to increase sharply the efficiency of production.
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Without it, we can talk as much as we like about increasing the rights of

enterprises, but we shall not accomplish this.

Therefore, the current plan must be freed from the function of a stand-

ard yardstick for determining the degree of incentive, and at the same time

there must be an increase in the importance of the plan as a production regu-

lator for ensuring production growth and increased production efficiency.

Far be it from us, of course, to think that the proposed method is some

sort of panacea, that by itself it will remove the shortcomings. Clearly the

organizing, educational and controlling job done by the Party and economic

apparatus will remain a decisive force. But this force will grow many times

if it is supported from below by a firm stake in the success of the cause, and

not for the sake of "indices" but in the name of true production efficiency.

Then the apparatus of the administration will decrease sharply.

Let us note that the proposed procedure forces the enterprises to put out

only products that are capable of being sold and of paying their way. Further,

the enterprises will calculate the efficiency of new technology with some care

and will stop thoughtlessly ordering any and all kinds of new equipment at

state expense.

It is now common practice to assume that any evaluation of the enter-

prises' work and any incentive for them must proceed from plan fulfillment

as the most trustworthy yardstick. Why is this so? Because the plan creates

supposedly equal conditions for enterprises, takes into account different natu-

ral conditions, different degrees of mechanization and other "individual"

circumstances. In actuality, the plans of enterprises are now set according to

the so-called "record basis," i.e., proceeding from the level attained. What this

creates is completely unequal conditions, privileged for those who work poorly

and strenuous for those enterprises that really uncover and use their reserves.

Why strive for good work in these conditions'? Is is not simpler to try to obtain

a "good" plan? It is time to amend this system!

Is it not clear that truly "equal conditions" can be created if there is the

single standard of profitability for enterprises finding themselves in roughly

the same natural and technical conditions? It is less dangerous to ignore a few

differences in these objective conditions than to level off the quality of eco-

nomic guidance. By such leveling, we are preserving backward methods of

production. Let the enterprises themselves, having the production program

form the center and the long-term standard of profitability to go by, show

what they are capable of doing in competition for the best results. It is right

that we have no rivalry, but this in no way means that we have no competi-

tion for the best methods of leadership. On the contrary, such competition

must receive full scope here.

And so, what specifically is proposed to improve the situation?

I. To establish that the plans of enterprises, after concurrence on and

confirmation of the volume and assortment program, are composed entirely

by the enterprises themselves.
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2. To guarantee conscientiousness toward state interests and a stake in

the maximum efficiency of production on the part of enterprises, to establish a

single fund for all types of material incentive depending on profitability

(from profits calculated in percentage of production funds).

3. To confirm centrally, as standards for long-range activity, incentive

scales depending on profitabilitv for various branches and groups of enter-

prises having approximately the same natural and technical conditions.

4. To improve centralized planning by carrying obligatory assignments

(control figures) only as far as the economic councils (executive committees,

departments). To eliminate the practice on the part of the economic councils

of appointing assignments among enterprises according to "the level attained."

To instruct the economic councils to check, evaluate and improve, on the basis

of economic analysis, the plans independently worked out by the enterprises,

without therebv changing the scales of profitability as a basis for the enter-

prises' incentive payment.

5. To work out a procedure for using single incentive funds accumulated

out of profits of enterprises, keeping in mind the expansion of the enterprises'

rights in the expenditure of funds for their collective and personal incentive

payments requirements.

6. To establish a principle and procedure of flexible formulation of prices

for new manufactures, taking into account that the more effective manufac-

tures must be profitable both for the producer and for the consumer, that is,

for the national economy as a whole.

65

THE PLAN, DIRECT TIES,

AND
PROFITABILITY^

Yevsey G. Liberman
Kharkov State University

The decisions of the September plenary session of the C.P.S.U. Central

Committee are the incarnation of one of the major principles of socialist eco-

nomics: What is advantageous for society must become advantageous for every

enterprise and for each of its workers. This will be achieved on the basis of

* From Pravda, November 21, 1965. Reprinted from the translation in The Current
Digest of the Soviet Press, published at Columbia University, December 15, 1965, pp.
6-7, by permission of the publisher. Copyright © 1965 by the Joint Committee of Slavic

Studies. (Condensed by editor.)
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the consistent implementation of the Leninist principle of democratic central-

ism, which requires a combination of planning and economic accountability

[khozraschet] .

It is useful to consider whether the plan and economic accountability are

"compatible." The point is, first, how centralized planning of the volumes of

sold output is combined with direct contract ties, and, second, how centralized

planning of output and planned price formation are combined with the striv-

ing of the enterprises for profitable operation.

During the discussion that took place some time ago, certain economists

would not agree that these two principles not only are compatible but are in-

conceivable without each other in our socialist system. They held that once

there is central planning of output, direct ties are nonsense. Direct ties, they

say, hamper the operation of the plan and are contradictory to it. . . .

Scientific planning by no means signifies the centralization of all assign-

ments for assortment. This is an extremely primitive notion of the essence of

socialist planning. In reality, socialist planning, based on public ownership of

the means of production, can and must determine the overall proportions, the

rates of growth and the optimum correlations in the development of all the

spheres of the application of social labor, of all branches of production and of

all trends in consumption. It is precisely this kind of planning that is abso-

lutely unattainable given private ownership of the means of production. Con-

versely, planning is the basic feature and main advantage of the socialist

system.

It is not the growth of production in itself that will serve as the optimum

criterion in our planning, but the kind of correlations within the framework

of planned growth that will ensure an increase in the physical volume of the

national income, both in absolute terms and also per capita. A new feature

stemming from the decisions of the September plenary session of the C.P.S.U.

Central Committee is that the share of the consumption fund in the national

income must increase substantially, and this can be achieved to a considerable

extent by increasing the effectiveness of our capital investments. It is precisely

this that will ensure an increase in the proportion of the consumption fund

without a reduction in the rates of material accumulations as the guarantee of

a steady growth of the national income.

It such optimum national-economic balances are worked out through a

method of variants and gradual approximations, then it is natural that on the

basis of these balances the control figures will be presented to the branches of

the economy (the ministries) in the generalized form of value. These figures

will also be given to the enterprises in the same form—still not as precise di-

rectives, however, but rather as guidelines necessary for the working out of

plans at the enterprises themselves.

The question arises: Are such guidelines useful, or do they "tie up" the

enterprise? Every unbiased reader will agree that these guidelines are an ex-

tremely useful thing.
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Thus the enterprises are given control figures for volume of deliveries.

What this means is that they are ensured a lower limit for the guaranteed sale

of their products. But now it is necessary to define market value clearly in

terms of such categories as range, including qualitative demands on the out-

put; consumers or customers; and delivery periods. To this also must be added

prices, insofar as we are talking about new products or about improving the

quality of products already being turned oyt. It is precisely at this point that

the principle of direct contract ties—a highly important and integral part of

the "plan plus economic accountability" system—comes into action. Contract

ties, in a manner of speaking, bind with transverse, horizontal threads the

system of lengthwise, vertical central planning for the branches of production.

Thus the strength of the whole fabric of economic management is achieved.

The enterprises are granted the right themselves to build up a portfolio of

orders on the basis of contract agreements with their buyers (customers).

At the same time, matters should not be understood in an oversimplified

way—that is, it should not be assumed that the enterprises will have to estab-

lish ties and conclude individual contracts with literally every customer. Or-

ders are combined into mass and standard output through the system of

wholesale-and-retail and supply-and-marketing organizations. So not only the

enterprises but also stores, wholesale-and-retail associations and administrations

and material-technical supply bases may be parties to contracts. But direct con-

tract ties will be used for large-scale deliveries that are stable over a long pe-

riod of time. They will exist, for instance, between a power plant construction

project, on the one hand, and the plants that make boilers, turbines and gen-

erators, on the other, or between motor vehicle plants and the permanent

suppliers of engines, electrical equipment, tires, etc. Contract ties of this type

will be of a stable character, sometimes for three to five years or for the entire

period of construction, during which they may be changed only by mutual

consent of the parties. . . .

It should be added that assignments from the center will also be given

natural terms, but only for very important products. This is necessary here,

since there are many products for which the state, rather than individual

enterprises, is the direct customer. Orders in all nonproduction spheres and

for new large-scale interbranch construction may belong here. Here also it is

necessary to place the determination of the volume of the most important mass

homogeneous products of labor, such as, for instance, fuel, power, metals,

chemicals, building materials, the more important foodstuffs, etc.

However, in the decisions of the plenary session of the C.P.S.U. Central

Committee a line has been taken not toward an expansion but toward a re-

duction in the range of products planned from the center. It is stressed that

when there are well-organized economic ties and when the svstem of contracts

is developed, it will be possible to narrow more and more the range of pro-

duced output approved in the state plan, reducing it to a group, amalgamated

list. This system will also contain the reserves necessary to make up for inci-
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dental deviations. ... A certain excess of supplv over demand will cost far

less than a complex system of distributing output and eliminating the dispro-

portion.

A remarkable feature of the new system is that the restructuring is being

got under way on practical grounds, without the radical demolishing of exist-

ing procedures, but at the same time the contemplated reforms contain real

prospects for progressive development. The important stages of such develop-

ment have already been noted: the freeing of the enterprises in the future

from the limitations of the wage fund, from assortment planning and, conse-

quently, from the organization of supply on the basis of wholesale trade. To
this should be added the gradual increase in the share of profits that will be

left to the enterprise for improving production and material incentives for

workers.

In short, the decisions of the plenary session of the C.P.S.U. Central

Committee laid the foundation for the transition to a higher type of planned

economy in which each enterprise need not be "led by the hand." When the

road is pointed out and illuminated, the enterprise can advance along this

road boldly, without stumbling over "market" complications.

. . . To a certain extent our central planning is the strategy and our eco-

nomic accountability is the tactics of socialist economics.

Thus a ministry approves the plan assignment for the volume of output

sold on the basis of the portfolio of orders built up by the enterprise itself and

agreed upon in advance with the suppliers and customers. . . .

... Of course, with the present variation in the profitability of even

similar products, it often happens that some enterprises turn out to be profit-

able without any special merit on their part, whereas others are unprofitable

through no fault of their own. But in the decisions of the September plenary

session a number of important steps are proposed that radically change this

situation and guarantee the creation of favorable opportunities for the profit-

able operation of every normally functioning enterprise.

Differences in objective and natural conditions will be smoothed out

through the charge on production assets, rent payments or the use of account-

ing prices. It is proposed to regulate prices around a planned level through

a system of increases and reductions, depending upon the quality, newness

and effectiveness of the products. The manufacture of items of new technol-

ogy, moreover, will be encouraged out of profits, depending upon the propor-

tion of these items in the plant's program. Unprofitable items that disrupt

production specialization and the level of series production will not, as a rule,

be foisted on the enterprises. But if unprofitable orders are introduced into a

plant's program as an exception, it is obvious that the enterprise will be com-

pensated for the loss in profits, either through temporary prices or out of the

reserve funds of the ministry. Initial or temporary unprofitableness of individ-

ual items will not have so decisive an importance as it does now, since the

normatives for incentives are of a stable (long-acting) nature. This means that
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it will make sense for the enterprise to tool up for the production of items re-

quiring new technology that are not remunerative, either by using long-term

credits or out of their own technical development funds, but in either case in

such a way as to increase the profitability of the items quickly if it is proposed

to produce them for a long time.

In other words, the contradiction between the assigned assortment and

the advantageous assortment is only an apparent one. The planned assortment

will consist predominantly of items that the enterprise itself has agreed upon

with the customer as being profitable for their conditions. What the ministry

orders in addition to this will at the same time also be guaranteed from the

aspect of profitability. Thus what is advantageous will be assigned, and what

is assigned must be made advantageous.

This does not mean, of course, that the land will automatically "flow

with milk and honey." No, it will be necessary to master the production of

new items quickly, to get full return from the use of available production

assets and to renovate them to the extent of actual need—in short, to manage

zealously, not for the sake of "indices" but for the sake of the actual benefit

to society and to the enterprise. . . .

I think that I shall be expressing the common opinion of Soviet econo-

mists if I say that we shall see in the decisions of the September plenary ses-

sion of the C.P.S.U. Central Committee a wise and well-balanced embodi-

ment of measures and proposals that have been born of life itself. And we
shall joyfully devote our efforts to the cause of the swiftest transformation of

these decisions into reality.



B. Are Soviet Economic Reforms Tantamount to

a "Return to Capitalism"?

The recent economic reforms proposed by Liberman and others and im-

plemented gradually since their official adoption in the fall of 1965 amount to

an incorporation into the Soviet economic system of tools and mechanisms

hitherto especially characteristic of a capitalist type of market economy. Among
these, the increased utilization of profit and material incentives, and the greater

scope given to the market forces of supply and demand, have been the aspects

most frequently commented on in Western newspapers, magazines, and

journals. Liberman himself has been labeled a "heretic . . . obviously influ-

enced by capitalist experience"^ and a "revisionist of considerable skill and in-

fluence,"^ and the non-Communist press has published reports about an "im-

portant concession" to the methods of capitalism,^ the "rehabilitation of the

typically capitalist factor of profit in the operation of enterprises,"^ and an

"outright return to capitalism."^ The Soviet press, on the other hand, has re-

sponded v^'ith articles carrying headlines such as "Falsehoods Die, the Truth

Persists: Bourgeois Myth of the 'Capitalist Evolution' of the Soviet Economy,"^

and Kosygin has commented on the "greater flexibility and efficiency ... in

industrial management and planning [which] under present conditions . . .

can only be achieved when centralized planned management is combined with

the economic initiative of enterprises and collectives, with the increased applica-

tion of economic incentives and material stimuli in developing production, and

with using sound business principles."^ And when the New York Times

wrote about the introduction of capitalist policies without the capitalists,^

Liberman retorted that this is "like a sickness without sick people. In that case,

then, the sickness has been wiped out."^ Part B of this chapter is devoted to a

presentation of some of the arguments of this controversy.

In the selection under Western Views, a Time article presents a very

critical analysis of the shortcomings in the Soviet planning and administrative

mechanism which led to the introduction of the new reforms. While not as-

serting that the Soviets have actually "returned to capitalism," the article does

state that "the current search for incentives to get the Russian economy moving

again is ... an eloquent testimony to the failure of one of Communism's cardi-

1 New York Times, November 25, 1962, p. 46.

2 Radio Free Europe, USSR, September 19, 1962.
^ Baltimore Sun, September 30, 1965.
^ Messagiero (Italy), September 29, 1965.
5 Yomiuri (Japan), September 29, 1965.
^ Kommunist, No. i, 1966.
"^ Pravda, September 28, 1965.
8 October 5, 1965.
9 Soviet Union, No. 194, 1966, p. 1 1.
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nal creeds: that the profit motive is wrong and evil, and unnecessary in running

a society."

Yevsey G. Liberman, under Soviet Views, replies to the Time article.^"

It is wrong to assume, Liberman explains, that there is no profit under social-

ism. What matters is how profit is formed, what it signifies, and for what pur-

poses it is spent—and on all three counts capitalist and socialist profit are quite

different from each other. After elaboratino on the differences, Liberman turns

to the Soviet Union, concluding that although the role of profit has been

greatly enhanced there, "Soviet economists have no intention of testing the

economic methods of private enterprises. . . . Rivers do not flow backward.

And if, at high water, rivers make turns, they are simplv cutting better and

shorter channels for themselves. . .
."

Under Western Marxist Views, Jack Cohen defends "Libermanism," and

the recent Soviet economic reforms, supporting and elaborating on the Soviet

position in regard to the differences between profit and surplus under capital-

ism and under socialism. Western Marxist Allen Solganick, next, reminds

Liberman and his followers that "not only does the capitalist press claim a

restoration of capitalism, but many socialist theorists have also voiced disap-

proval of the reforms because they would lead to a restoration of capitalism."

Presenting the Chinese case against the Soviet reforms, Solganick asserts that

the Chinese are not opposed to the use of markets, decentralization, and profit

as an indicator of plan fulfillment; but they feel that changes in that direction

can go too far and that indeed they have gone much too far in the Soviet Union

to be compatible with the goals of communism. Solganick expresses his hope

that "the socialists in the Soviet Union will regain power over the state,"

and he concludes that if the Soviet population becomes more steeped in

socialist ideology and more involved in building socialism, "the danger of

capitalist restoration will not loom as large as it does today."

Howard J. Sherman, in the final selection of this chapter, answers Sol-

ganick, arguing that the final stage of Communism has not yet been reached,

that gradual preparation for it is necessary (and was acknowledged to be nec-

essary by Marx) and that the Soviet leadership is following a correct course

which should actually "enable the Soviet Union to more rapidlv complete the

material and psychological bases of communism."

i** Since Liberman's article is a reply to the Time magazine editorial, reprinted under
Western Views, the usual order of presenting Western Marxist Views before Soviet Views
has been reversed in this case, in order to have the two confronting views in sequence.
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BORROWING FROM THE CAPITALISTS''

Time

"The economy," said Lenin, "is the main field of batde for Communism."

In a fashion the old revolutionary could hardly have intended the Soviet

economy has become today a battlefield of explosive ideas that threaten nearly

every precept and practice of Communism in the past generation. Whether

conservatively toeing their Marx or boldly advocating such heretical Western-

style reforms as the primacy of profits, every important planner, apparatchik

and economist in Russia is caught up in Communism's greatest debate since

Stalin set backward Russia on its cruel—but successful—forced march into the

2oth century industrial world.

Russia's flirtation with market mechanisms comes at a time of swift and

startling economic change across the whole Communist-bloc spectrum. Hotel

lobbies from Warsaw to Bucharest are jammed with Western businessmen

scrambling to get into Communist markets. The "imperialist agents" are get-

ting an interested reception in ways unthinkable a few years before. Nego-

tiators last week [February, 1965] were tidying up a deal to build plants in

Poland that will be German-owned but will employ Polish labor, and Hun-

gary and Rumania have expressed lively interest in similar permanent, paying

capitalist boarders of their own.

Pepsi-Cola is negotiating with at least four satellite countries, and both

Firestone Tire & Rubber and Universal Oil Products will build major plants

in Rumania. Hardly a week goes by without the announcement of a new

trade agreement between a Western nation and a member of the East bloc,

typically for double the amount of previous trade. Late year commerce be-

tween East and West soared to $9 billion— 100% jump in seven years. In his

State of the Union address. President Johnson asked the nation to explore

new ways "to increase peaceful trade" with communist countries—a goal that

may well multiply twelvefold American exports to Russia alone in the next

five years.

* Reprinted from Time, February 1 2, 1965, pp. 23-27, by permission of the publisher.
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Command Economy

As the increasingly independent Eastern European satellites are opening

up to the West, so they are boldly opening up their own internal economies

to Western techniques. Czechoslovakia inaugurated a massive decentralization

program drawn up by the Prague Economics Professor Ota Sik. Except for

general growth goals set by the state and controlled prices in some key sectors,

each Czech factory will have wide freedom for its own development, East

Germany, too, has relegated planning to groups of enterprises, freed the prices

of some raw materials, is toying with profit incentives. Hungary has intro-

duced a form of profit sharing, and in a deviation from Marxist ideology

unique in the bloc, has imposed an interest rate of 5% on capital. To push

exports, Poland has permitted three firms to set up their own foreign-trade

pipelines, bypassing Warsaw to deal directly abroad. Yugoslavia long ago

created a "Socialist market economy"—relatively competitive enterprise under

state ownership.

Russia itself has lagged behind the satellites in the economic shift toward

Western ways. At stake is nothing less than Russia's vast "command econ-

omy," with its Kafkaesque, topheavy bureaucratic fiefdoms regulating every

pulse and throb of the nation's economic engine. And though Marx never

mentioned central planning and Lenin came to it only late in life, such is

Stalin's historical shadow that at stake, too, are a generation of ideological max-

ims boastfully vaunting the superiority of Socialist planning over capitalism,

the pervasive power—and perhaps the jobs—of some 10 million planners large

and small, and ultimately perhaps the amenities of life of millions of ordinary

Russians.

Clearly, such unsettling prospects would not even be countenanced in

the Kremlin were it not for yet a grimmer vista already looming. That vista is

a continuing turnabout in the Soviet growth rate, whose longtime double-

figure performances led Nikita Khrushchev as recently as 1961 to assure the

world that the U.S.S.R. would overtake the U.S. by 1970 as the world's

mightiest economy. It has been slowing down ever since. Last week Moscow
reported that industrial output grew at 7.1%, a sizable figure for a mature

economy but the lowest in Russia since 1946. And each year the evidences

of waste, mismanagement, inefficiency and planning gone berserk multiply.

Ukranian Contribution

Russia's growing community of pragmatic, highly professional economists

and engineers understands very clearly what has happened, and is sure that

it has the cure—even if much of it has to be borrowed from the capitalists.

Among the foremost is Kharkov Economics Professor Evsei Liberman, 67,

whose quizzical smile masks an imperious and demanding intelligence, and
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who as much as any other Russian is credited by the West with initiating

Russia's great debate. A stocky Ukrainian with a quick and witty command

of English, Liberman is typical of Russia's new breed that has used the free-

dom of the post-Stalin era to correspond with and receive Western economists,

is as at home in Moscow's ministries as conducting a postgraduate seminar.

The crux of their arguments for change comes down to the fact that the

Soviet economy has grown too complex and sophisticated to be efficiently

manipulated by pushbutton from Moscow. The economic reformers are not

out to undermine Communism but to improve its efficiency. Nonetheless, the

solutions they have proposed are distinctly Western: the use of profits on in-

vested capital as the single best indicator of factory performance, flexible

prices responding to the market forces of supply and demand—and, of all

things, charging interest on the use of government money by shops and

factories.

Sensible pragmatism or rank heresy? Khrushchev himself provided the

reformers with a text, if not an answer, late in 1 962, when the debate was be-

ginning to gather momentum. He reminded the Central Committee of "Len-

in's directive that we be able, if necessary, to learn from the capitalists, to

adopt whatever they have that is sensible and advantageous."

Eighteen months later, it had plainly become "necessary." Moving the

debate off the pages of Pravda and into the industrial arena, Khrushchev gave

the reformers a place to test their theories. Two clothing factories—Moscow's

Bolshevichka and Gorky's Mayak—were cut loose to negotiate prices and sell

their suits and dresses directly to 22 retail stores. The stores told the two

factories what kinds of goods the consumers wanted, and the factories were

judged by the profits made on what goods were actually sold.

Bolshevichka and Mayak showed such a resounding inprovement in effi-

ciency—and such "deviationism"—that many Kremlinologists assumed they

had contributed to Nikita's downfall. Not at all. One of the first acts of

Premier Kosygin's new leadership was to extend the experiments. Kosygin

announced that in gradual stages the new system would be spread throughout

the whole of the consumer-goods industry. [January, 1965] the first 400 cloth-

ing and shoe firms scattered across Russia were authorized for the changeover

—together, significantly, with 78 of their raw-material suppliers, who also had

to be freed from the restrictions of the planners if the Kremlin really meant

business in the reforms. Kosygin went even farther, asserting that eventually

the reforms would be extended to all of Soviet industry.

The Car Urge

What the reforms seek to do is liberate the Soviet economy from the

stifling economic dictatorship that Stalin imposed on it as a mirror image

of his political tyranny. Determined to rush the transition to industrial

power that had taken the U.S. and Britain 200 years to accomplish, he
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turned Russia into a gigantic state corporation that ruthlessly seized every

bit of excess capital it produced in order to feed it back into its heavy indus-

tries—above all, steel—which are the sinews of a modern economy. With such

a single-minded goal, planning was relatively easy.

But by the time Stalin died, the economy had grown so complex that no

army of planners, however large, could possibly keep up with Russia's explod-

ing technology. And for the first time, the Soviet consumer began to have

enough money, and enough of shoddily made goods, to refuse to buy what

failed to please him—and to want more of everything from hand cream and

weekly hairdos to haute couture. As Izvestia unabashedly admitted [late Jan-

uary, 1965]: "The urge to have one's own car is as compelling as technical

progress itself." This was a kind of consumer pressure that the Kremlin plan-

ners had never before encountered.

Hydra-Foiled

In his pursuit of "Goulash Communism," Khrushchev tried to cope with

it, and with all his economy's mounting problems, by replanning the planners.

No fewer than six times in ten years, he scrambled the organization table,

veering from decentralization back to recentralization in the vain hope of find-

ing the magic mix for what he called "better utilization of the country's in-

dustrial potential." It eluded him each time—and his constant shufflings left

the Russian economy at the mercy of the monster planning Hydra, with its

multiple overlapping bureaus on the national, regional and local level, even

more than before.

Soviet planning's faults are chiefly two: too many cooks . . . and more

often than not the wrong recipe in 1 5 copies. . . .

Since factory output goals are either laid down in weight or quota by the

planners a knitwear plant ordered to produce 80,000 caps and sweaters nat-

urally produced only caps: they were smaller and thus cheaper and quicker

to make. A factory commanded to make lamp shades made them all orange,

since sticking to one color kept the assembly line uncomplicated. Tire produc-

tion one year was fixed without checking the plan for motor-vehicle output.

Taxi drivers were put on a bonus system based on mileage, and soon the Mos-

cow suburbs were full of empty taxis barreling down the boulevards to fatten

their bonuses.

No Ceiling

The tonnage norms particularly piqued Khrushchev's peasant common
sense. Machine builders used eight-inch plates when four-inch plates would

easily have done the job. "We make the heaviest machines in the world,"
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sighed Nikita. His choice complaint, however, had to do with a Moscow

chandeher factory: the more tons of chandeliers the plant produced the more

workers earned in bonuses. The chandeliers grew heavier and heavier, until

they started pulling ceilings down. They fulfilled the plan, admitted Khru-

shchev angrily, "but who needs this plan? To whom does it give light?"

Many able economists and engineers had long known that much of the

Soviet economy was a joke, and started saying so. Typical was the protest

about the construction of the Novo-Lipetsk steel mill. The plans took up 91

volumes comprising 70,000 pages, specified precisely the location of each nail,

lamp or washstand—everything, in fact, except whether the project was eco-

nomically sound. An engineer estimated perhaps half in jest that at the rate

the paper-wafflers were multiplying, by 1980 the planning agencies might

well employ every man and woman in the Soviet Union. One mathematician

made the astonishing calculation that Russia's G.N.P. might well be doubled

simply by cleaning up the planning mess.

Last year, in Russia's largest republic alone, deliveries of 257 factories

had to be suspended because their goods simply would not be bought. More-

over, state trade organizations returned or marked down 20% of all clothing,

10% of hosiery and 9% of shoes produced. Russian refrigerator factories re-

ceived 56,000 written complaints about faulty products—including refrigera-

tors from the Baku factory lacking refrigerant gas in their coils. As a result of

the consumer's stiffening standards and an increased inclination to complain,

an incredible $3 billion worth of unsellable junk has accumulated in Soviet

inventories.

The Right Man

As early as 1956, Evsei Liberman had published an article in Kommunist

suggesting that local plant efficiency and quality could be improved by greater

emphasis on profitability. For Liberman, then still an obscure scholar in a pro-

vincial school, it was merely the modest proposal of a man who knew the day-

to-day problems of a plant manager.

Born in the Ukraine's Volyn in 1897, Liberman attended a gymnasium

and took a law degree at Kiev University, went on to study engineering in

Kharkov. For some 1 5 years he worked in various factories near by, including

six years as planning chief in a large farm machinery plant. After a wartime

stint in a Moscow government job, Liberman v.'ent back to the Engineermg

Institute in Kharkov as a teacher and part-time factory consultant, earning his

doctorate in economics in 1956 and the title of professor in 1959.

The provincial professor's 1956 essay went virtually unnoticed-except by

some far more influential economists in Moscow who had already been re-

thinking the system. Perhaps the most important was Vasily Nemchinov, a

mathemarical eminence grise regarded as the dean of Soviet economists. He
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saw in Liberman a potential stalking horse for all the reformers, invited him

to Moscow. When in 1962 the economy's growing malaise could no longer

be ignored by the Kremlin, Nemchinov persuaded Khrushchev to give Liber-

man's theories a showcase in Pravda. On Sept. 9, 1962, Liberman's "The Plan,

Profits and Bonuses" was published, and the great debate began.

What's Good for the Factory

Profits had long been used in Russia, but only as one among a dozen

capriciously applied yardsticks' for determining plant efficiency. Liberman

urged that profit be made the prime element, arguing that "the higher the

profits, the greater the incentive" to quality and efficiency. "What is good for

the factory is good for the society," Liberman insisted.

One by one, other economists leaped into the fray, blasting the "cult of

the plan," and insisting that plant managers be given more autonomy. The
eminent Nemchinov himself, fast going blind and nearing the end of his life

(he died last October [1964] at the age of 70), called for something very close

to a state-owned market economy. Planning decrees would be replaced by con-

tracts between enterprises and the government, with the lowest bidder getting

a particular job—and setting its prices as a result.

Charging Interest

Except for the cardinal Red principle of state ownership of property, no

part of the Soviet economic edifice was eventually spared the reformers' wreck-

ing balls. One editor proposed abolition of Russia's 50% consumer goods tax,

argued that all Soviet revenues could be derived from a profits tax, once profit

was made the universal indicator. Denouncing the fact that under planning

today, over one-fifth of Russia's factories operate at a subsidized loss, he urged

that government funds be rechanneled into firms running in the black.

An important bureaucrat took these ideas a logical step farther, demand-

ing an interest charge on capital and prices rooted in economic reality rather

than planning fiction. Academician Vadim Trapeznikov, revered in Russia as

the "father of Soviet automation," threw his weight in with the reformers all

along the line, noting that "one hears the view that interest on capital is a

concept of capitalist society." Wrong, he insisted. In fact, the form here is

identical, but the essence is different."

Lost: 500,000 Days

It was by no means only economists who poured through the breach that

Liberman had opened. The manager of a giant construction complex even

went so far as to use the phrase "supply and demand" in pleading for a free-

wheeling open market for consumer goods, admitting that it would necessitate
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major reliance on that old capitalist technique of market research by firms. A
director of Odessa's Red October Plant wrote to Pravda that the machine-tool

industry in the Black Sea area was working at less than three-fourths the

capacity called for in the plan. The reason, he complained acidly, was the

"host of directives" from the planners, which caused "insurmountable barriers

and innumerable hindrances." Leningrad managers complained that they lost

500,000 man-days of work during 1964 running back and forth to Moscow to

get decisions from central planners.

Liberman himself passed on a foundry's complaint that it lost $11,100

worth of metal because its plan would not permit an additional outlay of

$2,500 for salvage workers. In another instance, the plan specifies that work-

ers at the Victory Candy Factory (1964 quota: 5,460 tons) at Vilna, in Lithu-

ania, wear sanitary white smocks and caps at all times. Though they handle

each piece of candy at least four times, nowhere are they asked to wash their

hands. So absurd have planning's excesses grown that even some of the

planners themselves were converted to the reformers' cause. One regional

planner complained angrily that his bosses had amended his 1962 Voronezh

sovnarkhoz* plan 133 times within nine months.

Great Dangers

To the entrenched planners and old-line ideologues, such prerevolution-

ary criticisms were a screaming red flag, and soon outraged rebuttals began to

fill the columns of the press. "If we give up centralized planning of salaries,

work production, production costs, investments," complained the prestigious

Academy of Sciences' Kirill Plotnikov, "we give up regulation by the state of

the most important parts of the economy—in fact, of economic planning. This

path is full of great dangers."

"The aim of socialist production is not to make a profit!" objected one critic.

"Lenin put forward the principle of organization against laissez-faire and 'petit

hourgeois negligence," said another, "against opportunism and anarchy, liquid-

atorism, dumping." Amen, cried Academician Fedorenko: "We must never

forget that unique economic planification' which is centralized is one of the

great victories of the socialist regime. We must not weaken but improve cen-

tral planning."

A Strange Utopia

For support, many of those who resist the Liberman philosophy are ally-

ing themselves with Russia's computer specialists, who argue that central plan-

ning can be saved by the use of modern machines.

Solving the equation of the Soviet economy would clearly be a computer

* sovnarkhoz z= regional economic council. Economic councils were abolished in

1965. (Editor's note.)
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expert's supreme triumph, since it would involve programming some 50 mil-

lion unknowns and 5,000,000 constants all in motion. The Kremlin has en-

dowed a Central Economic-Mathematical Institute to explore the feasibility

of a network of 50 key computer stations across the U.S.S.R. linked to a "Big

Daddy" blinker in Moscow. Presumably the monster would constantly en-

gorge raw data on the economy at the local level, process it in Moscow, and

electronically burp prices and other economic orders back to the provinces.

This Orwellian vision draws scalding scorn from the liberal economists.

"Do you mathematicians expect to be able to see from the main computing

center," asks Ivan Malyshev, deputy chief of the Central Statistical Adminis-

tration, "all our vast territory from the cold rocks of Murmansk to the flaming

sun of Kolkhida in the Caucasus, to see how people sow and reap, how every

chemical complex functions, how every machine operates? If something goes

wrong in Khabarovsk, can you merely press a button and straighten things

out? A strange Utopia. Society is not the sum of mathematical zeros and digits.

It is a living, creative body."

No Sides

Though Khrushchev permitted these polemics to take place, he probably

never fully understood what the argument was all about. Still, he let the re-

formers start their experiments in the Bolshevichka and Mayak factories.

Escaping from the plan at first proved an unsettling business for the two

firms. Despite Moscow's explicit authorization, many of the suppliers were

suspicious—and unwilling to guarantee delivery dates in advance. Stores, how-

ever, were delighted at last to be able to order what their customers wanted

with the reasonable certainty that they would get it, and get it on time.

Orders in hand, Bolshevichka and Mavak set their own production sched-

ules, decided how many workers would be needed to do the job. Profits were

pegged only to what their stores could actually sell, and worker piece-rate bo-

nuses were accordingly awarded for quality. To get a better reading of con-

sumer tastes, Bolshevichka set up its own shoppers' clinic. Within six months,

both profits and quality had soared and, of critical interest to the Kremlin,

inventories were sharply reduced: the turnover of Bolshevichka and Mayak
goods in the retail stores was speeded up by some three weeks.

Bolshevichka today [February, 1965] gleams with pride: flowers adorn

each work table, the walls are freshly painted and adorned with photographs

of its workers shaking hands with Party bigwigs, who arrive in ever increasing

numbers to see the miracle that has come to pass. To one and all, beaming

Director Petr Noskov reports that Bolshevichka's profit margin has risen to

7%, that the average pay is up from $94 a month to $1 10, and that the factory

is now making better suits at a cheaper price ($85 v. $96) and are (oh, that

Capitalist idiom) "selling like hot cakes."
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McNamaraish

Now, at the top of all this, stands Premier Aleksei Kosygin, a trained

economist, widely and well-traveled in Western economies. Far more at home
with a balance sheet—or a Western businessman—than with the shadow-box-

ing of Leninist theology, Kosygin has long been the whiz kid of the Commu-
nist bureaucracy (at 44 he was the yougest member of the Politburo). Now
60, he probably understands the Soviet economy better than any man alive,

and with his pragmatic, McNamaraish fetish for efficiency, took the part of

the reformers even under Khrushchev. If any Communist leader can turn the

experiments into the law of the land, it is Kosygin. The cautious, rational,

step-by-step method he has adopted in extending them is in itself an encourag-

ing sign, points out U.S. Economist Marshall Goldman, who has made a care-

ful study of the Soviet economic controversy. "They had to make changes,"

he adds. "If they had not, the economy would have gone straight down. It

was really more a question of saving the economy than simply strengthening

it."

If, under Kosygin, Evsei Liberman is at all surprised to find himself at

least nominally in the vanguard of modern Communism's potentially most far-

reaching reform, he shows no sign of discomfort in the role. Although he re-

tired formally two years ago, he still teaches three classes a week in the Khar-

kov University skyscraper overlooking Dzerzhinsky Square. When asked if

he tries to inculcate his students with notions of profitability, he smiles and

says, 'Tes, but very carefully: I say that it is my opinion, but there are many

objections. I explain them all, and the students draw their own conclu-

sions. . .
."

Whatever the final outcome of the debate, the fact that it has taken place

at all in such frankness and freedom is remarkable testimony to how far Rus-

sia has come since Stalin. Some Sovietologists think the enemies of the reform

are simply biding their time, confident that sooner or later the experiments are

bound to cause economic dislocation that will force a retrenchment. For the

new system to really work, the Kremlin will have to eventually free prices.

And then unemployment may result, which no Soviet regime is likely to

tolerate. Goldman thinks that progress will likely be on a "stop-go" basis, a

little at a time to permit the economy to adjust to the wrenching changes that

the switch from a command economy will inevitably entail.

Liberman admits as much. "It is clear that, at first, shortcomings will turn

up in the course of practical application; that people will surely rail at the

system and its authors, and that people will say it must be abolished and

thrown out immediately," he told a group of fellow economists. "I foresee all

this, but if we economists work together in a united front, go through the

painful period of the introduction of the new system together and do not

panic, we will be performing a good service in building the technical base of

Communism."
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Ad Men?

Technical base for communism or not, there is no escaping the fact that

having in effect posted a suggestion box, the KremHn has found Pandora's

name on it. . . . In Trud, a trade official named Lazukov suggested that

Russians should learn to advertise capitalist-style with TV commercials, trailers

in movie houses, and professional Madison Avenue men. Izvestia recendy

lamented that while the U.S. has 50 university-level business-management

schools, Russia has none. Though the Russians insist none of this has anything

to do with capitalism-as least in "essence"-the fact remains that Peking, which

once complained that Russia was fast turning into "capitalism without capital-

ists," is now taunting Moscow for its "capitalism with capitalists."

Liberman is of course right in insisting that he is not ushering in "capi-

talism"—that dirty word the Communists have never really understood for all

their ranting against it. But the current search for incentives to get the Rus-

sian economy moving again is nonetheless an eloquent testimony to the failure

of one of Communism's cardinal creeds: that the profit motive is wrong and

evil, and unnecessary in running a society. People, insists Marxism, can be

made to work like soldiers—or saints—solely for the good of the state. The

great debate, whatever comes of it, has demonstrated that this is simply not

so: that given a chance, man does not want to live by slogan alone.

100 Flowers?

Western experts differ widely on how far Russian economic reform can

go, and what it means. "I think this is a permanent reform," says Pennsyl-

vania's Herbert Levine, "except for a major outside political event. I don't

expect that there will be an easy retrenchment to a central economy." But

Stanford's Roger Freeman insists that it is "only a period—like China's 100-

Flowers period. It may apear to open up the Soviet Union, but eventually it

must die."

Others suspect some sort of balance will be struck: "Within carefully

defined limits," says the Rand Corporation's Sovietologist Abraham Becker,

"the consumer will be allowed to determine the major part of his buying

habits. But the central planners will still set the limits as they see fit." Still, he

admits, "it would not be beyond the realm of possibility that Soviet society

would resemble Yugoslavia's within ten years." State Department experts,

however, tend to take the view that, since "the new experiments inherently

mean curtailment of the control of Party members," sooner or later it will be-

come a political issue—and the experiments will be scrapped, just as NEP,

Communism's first essay in capitalism from 1921 to 1927, was dismantled by

the political Commissars.
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Erosion Elsewhere

Perhaps the most hopeful analysis for the West of Communist's great de-

bate comes from Harvard's respected Soviet Analyst Abram Berson. "This is a

shift toward pragmatism—an erosion of doctrine in economic affairs. It might

be argued that erosion of doctrine in economic affairs could lead to erosion of

other Communist doctrines. For it enhances the spread of pragmatism into

politics, and thus into foreign policy."

SOVIET VIEWS
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RIVERS DON'T FLOW BACKWARD
A REPLY TO TIME MAGAZINE^

Yevsey G. Liberman

Kharkov State University

Yevsei Liberman was past 50 went he began questioning the validity of

the methods used in economic planning. That turned him to research. His

doubts stemmed from his long experience as a teacher and working economist.

In fact he was an orthodox economist, arguing in his lectures, articles and

books that the strengthening of centralized planning meant more economic

efficiency. At that time he had no doubts. The doubts appeared after the war,

when the problem of qualitative economic development arose.

In 1948, at a meeting of economists in Moscow, he proposed a considera-

tion of profit as an index which could readily be used to gauge the efficiency

of an enterprise. His proposal went unnoticed. This was a period of vigorous

economic development, with interest centered on quantity rather than quality.

However, the idea was too reasonable for Liberman to discard. He started

* Reprinted from Soviet Life, July 1965, pp. 37-39> by permission of the Soviet

Embassy in Washington. The first five paragraphs are introductory comments by the

editors of Soviet Life.
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collecting supporting data and a few years later presented his Doctor of Sci-
ence thesis on the subject. By that time, the need for modernizing planning
methods was being discussed widely in news columns and periodicals. In 1956
the magazine Kommunht, the Party's central theoretical organ, ran an article
by Liberman on the value of profit as a principal index for gauging the work
of an enterprise.

Liberman has argued his point at conferences and in survey reports for
the Government. Two of his articles in Pravda precipitated a nationwide de-
bate. Pilot experiments made in Kiev, Lvov and Moscow factories confirm
his idea. The use of profit as a measure of efficiency, supplemented by direct
contact between the manufacturer and consumer, is valuable to those who
produce goods and those who use them, to the worker, management and
society.

Liberman now holds the chair of economics of engineering at Kharkov
State University in the Ukraine-Kharkov accounts for seven per cent of the
country's engineering industry output. He is also a consultant for the local

plants.

In its February 12 issue this year Time magazine carried my picture on
its cover, with the prominent caption, "The Communist Flirtation with
Profits." The cover story, entided "Borrowing from the Capitalists," made
many references to my writings and statements, and drew conclusions vastly
different from those I make. I therefore asked the editors of Soviet Life and
Ekonomicheskaya Gazeta to permit me to comment on the Time article in
their publications. To do a proper job, I shall have to go rather deeply into
the essential character of profits.

Profits are the monetary form of the surplus product, that is, the prod-
uct which working people produce over and above their personal needs. The
surplus product is, therefore, an expression of the productivity of labor. Primi-
tive man ate or used up what he produced. As civilization and technology
progressed, labor began to create not only the equivalent of the working peo-
ple's means of subsistence but something more. This something more was the
surplus product, the very same surplus product that supports the entire non-
productive sphere,'' from the watchman to the banker and cabinet minister.

But the surplus product is also the source of means essential for the de-
velopment of society. That applied to feudal and capitalist society, and it

applies to socialism and communism.
Under socialism products and services are also produced as commodities

and also sold chiefly for money. Therefore, the surplus product inevitably
assumes the monetary form of profits. But since profits in our country are
used in the interests of society, they become less and less an expression of

* In Soviet ideology, services other than those utilized in the production of material
goods are considered nonproductive and as such are not included in computations of Soviet
national income. (See Chapter III above.) But "nonproductive" does not mean "unneces-
sary or "undesirable." It simply means "not within the sphere of the production of ma-
terial good." (Editor's note.)
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surplus (unpaid) labor and come more and more to express socially neces-

sary labor.

What is the difference between capitalist and socialist profits"?

Bonus "for Risks"

The difference is not, of course, that private enterprise stands for profit

while socialism "denounces" it, as economists in the West often claim. To
make the difference clear, let us examine i) how profit is formed, 2) what

it signifies, and 3) for what purposes it is spent.

From the private entrepreneur's viewpoint, all profit belongs to the capi-

talist. To support this view, economists built the theory of the three factors

that create value: capital, land and labor. In The Theory of Economic De-

velopment Joseph A. Schumpeter says that profit is everything above cost. But

this "cost" includes "wages" for the labor of the entrepreneur, land rent, in-

terest on capital, as well as a bonus "for risks." On top of that, the entrepre-

neur reaps a profit if he succeeds, by a new combination of factors of produc-

tion in reducing the cost to below the existing price level.

What kind of "combination of elements" this is can be seen from the

fact that the main part of the profit under the private enterprise system now

comes not so much from production as from the process of exchange. For in-

stance, high profits come most readily from advantageous buying of raw

materials, the raising of retail prices, the tendency of unemployment to lower

wages, nonequivalent exchange with developing countries, the export of

capital to countries where wages are low, the system of preferential tariffs

and customs duties, raising the prices of stocks on the stock exchange, and

so-called Griinder'^ (speculator's) profits.

Does Money Smell in the Soviet Union?

All those sources of profit are ruled out in the Soviet Union owing to

the very nature of socialism, under which there is neither private ownership

of the means of production nor stock capital and, consequently, no stock

market. The level of payment for labor depends on its productivity and is

regulated by law. The prices of raw and other materials are planned; mar-

ket conditions that could be taken advantage of in purchasing raw materials

or hiring labor do not exist. Nor can the prices of finished articles be raised

by taking advantage of market conditions. Exchange with other countries is

conducted on the basis of equality and long-term agreements.

Legend has it that the Roman Emperor Vespasian decided to impose

a tax on public toilets when he saw that his treasury was running low. His

son Titus, who later succeeded to the throne, waxed indignant at such an

evil-smelling source of revenue. Vespasian then held up to his son's nose the

* The German word Griinder literally means originator or founder.
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first receipts from the toilet tax. "Non oletl" ("it doesn't smell!") Titus ex-

claimed in surprise. Ever since then the view that "money doesn't smell" has

been gospel in the commodity world. Indeed, under private enterprise no-

body really cares how money is made. The important thing is to make it, the

important thing is how much of it you can make.

But in the Soviet Union "money does smell." That will be seen if we
look into the nature of profit. In our country profit testifies, in principle, only

to the level of production efficiency. Profit is the difference between the sell-

ing price of articles and their cost. But since our prices, in principle, express

the norms of expenditure of socially necessary labor, the difference is an indi-

cator of the comparative economy with which an item is produced. Behind

Soviet profits there is nothing except hours of working time, tons of raw and

other materials and fuel, and kilowatt-hours of electrical energy that have

been saved. Our profits cannot "smell" of anything but that. We do not jus-

tify profits obtained through accidental circumstances—for example, excessive

prices—and we do not consider such profit a credit to the factory or other

enterprise which makes it. We look on such profits, rather, as the result of an

insufficiently flexible practice of price fixing. All such profits go into the state

budget, without any bonus to the enterprise concerned.

Capitalist profit is a different matter altogether. As the reader knows

very well, profits in the West can indicate anything under the sun over and

above purely technical and organizational efficiency. Commercial dexterity,

successful advertising, profitable orders for military production—that is what

the history of present-day big capital testifies to sooner than to anything else.

Surely it must be clear that in essence and origin profit under socialism bears

only a superficial resemblance to profit under private enterprise, while by its

nature and by the factors to which it testifies it is fundamentally different

from capitalist profit.

Where do profits go in the Soviet Union? First of all, neither a single

individual nor a single enterprise can appropriate profits. Profits are not arbi-

trarily invested by any persons or groups for the sake of private income.

Profits belong to those to whom the means of production belong, that is,

to all the citizens, to society. Profits go, first and foremost, for the planned

expansion and improvement of production and scientific research, and to

provide free social services for the people: education, health, pensions, schol-

arships. Part is spent on the management apparatus and, unfortunately, a

rather large part goes for defense needs. We would gladly give up this last

expenditure if a program of general disarmament were adopted.

Indicators in Industry

There is nothing new in that use of profits in the Soviet Union. Our
enterprises have been making profits in money form for more than 40 years, ever

since 1921. It is with these profits that we have built up our giant industrial
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potential, thanks to which we have moved to a leading position in world

science and technology. And we have accomplished this without major long-

term credits from other countries.

Why has the question of profits been so widely discussed in the Soviet

Union lately? Not because profits did not exist before and are only now
being introduced. The reason is that 'profit was not, and still is not, used as

the major over-all indicator of the efficient operation of our enterprises. Be-

sides profit, we have been using a fairly large number of obligatory indicators

—among others, gross output, assortment, lower costs, number of employees,

size of payroll, output per employee, and average wages. The multiplicity of

indicators hamstrung the initiative of the enterprises. Their main concern

often was to turn out as great a volume of goods as possible since they would

be rated chiefly on gross output. Furthermore, enterprises did not pay much

attention to how they used their assets. Trying to meet their output quotas

in the easiest way for themselves, they asked for, and received free from the

state, a great deal of plant, which they did not always use efficiently or to

full capacity.

How do we explain that?

Virtue Becomes Vice

For a long time the Soviet Union was the only socialist country. We
stood alone, surrounded by a world in which there were many who wanted to

change our social system by force. We had to build up our own industries

and secure our defenses at all costs and in the shortest possible time. Such

considerations as the quality and appearance of goods, or even their cost, did

not count. This policy completely justified itself. The Soviet Union not only

held its own in the war of 1 941-1945 but played the decisive role in saving

the world from fascism. That was worth any price. And that was our "profit"

then.

But, as Lenin often said, our virtues, if exaggerated, can turn into vices.

And that is what happened when we held to the same administrative methods

of economic management after we entered the stage of peaceful economic

competition with the industrial countries of the West.

We want to give every citizen, not only the well-to-do, a high standard

of living, in the intellectual as well as in the material sense. In other words,

we want everyone to have the fullest opportunity to develop his mental and

physical capacities and his individual (I emphasize, individual, and not

group) inclinations and interests. We want every person in our country to be

able to do the work he wants most to do. We want to reach the point where

it will not be possible to draw a hard and fast line between a person's voca-

tion and his avocation.

Before we can bring people's intellectual capacities to full flower, we

must satisfy their material needs, place goods and services of high quality
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within everyone's reach. These needs must be satisfied, moreover, with the

lowest possible production outlays and the fullest possible utilization of all

assets.

What Is the Way Out?

All that cannot be done through the old methods of administrative direc-

tion and highly centralized management. We must change over to a system

whereby the enterprises themselves have a material incentive to provide the

best possible service to the consumer. It is clear that to do this we must free

the enterprises from the excessive number of obligatory indicators. In my
opinion, the criteria for rating the work of enterprises should be: first, how

well they carry out their plans of deliveries (in actual products); and, if these

plans are fulfilled, then second, their level of profitability. I believe that out

of their profits, enterprises should have to pay into the state budget a certain

percentage of the value of their assets as "payment for use of plant." The

purpose would be to spur enterprises to make the most productive use of their

assets. Part of the remaining share of the profits would go into incentive pay

system funds, the amount depending on the level of profitability. The rest of

the profits would accrue to the state budget to finance the expansion of pro-

duction and to satisfy the welfare needs of the population.

Plan, Profit and Bonus

Why do I choose profit as the indicator?

Because profit encompasses all aspects of operation, including quality of

output. The prices of better articles have to be correspondingly higher than

those of articles that are outmoded and not properly suited to their purpose.

It is important to note, however, that profit in this case is neither the sole nor

the chief aim of production. We are interested above all in products with

which to meet the needs of the people and of industry. Profit is used merely

as the all encompassing and stimulating indicator of efficiency, as a device

for rating the operation of enterprises.

Yet Western press comments on my writings blare away about the term

"profit," very often ignoring the fact that the title of my Pravda article of

September 9, 1962, was "The Plan, Profits and Bonuses." They make a lot

of noise about profit but say nothing about planning.

Actually, my point is to encourage enterprises, by means of bonuses

from profits, to draw up good plans, that is, plans which are advantageous

both to themselves and to society. And not only to draw them up but carry

them out, with encouragement from profits. It is not a question of relaxing

(or rejecting) planning but, on the contrary, of improving it by drawing the
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enterprises themselves, first and foremost, into the planning process, for the
enterprises always know their real potentialities best and should study and
know the demands of their customers.

The contractual relations with consumers or customers that we are now
starting to introduce in several branches of light industry by no means signify

that we are going over to regulation by the market. We have better v\'ays of

predicting consumer demand because we know the wage fund of the urban
population and the incomes of the collective farmers. Therefore, we can draw
up scientific patterns of the population's income and expenditure. In our

country consumer demand, in terms of total volume, is a factor that lends it-

self to planning. However, the various elements of that volume—for instance,

the colors of sweaters or the styles of suits factories should produce, or how
best to organize their production—need not be the prerogatives of centralized

planning but matters on which the stores and the factories concerned come
to terms. Thus, the consideration of consumer demand and the planning of

production are not only compatible in the Soviet Union but can strongly sub-

stantiate and supplement each other.

The Substance of Our Debates

The Time cover story is full of contradictions. It admits that the Soviet

people now have more money and that there is a growing demand for better

and more fashionable clothing and for private cars. One would think that

pointed to an improving economy, yet the article claims that the switch to

profits is a result of "unsettling prospects," of "waste, mismanagement, ineffi-

ciency and planning gone beserk," and so on and so forth.

There are, of course, no few instances of waste and mismanagement in

the Soviet economy, just as there are in private enterprise; think of the thou-

sands of firms that go bankrupt every year. But in the Soviet Union \vc focus

public attention on instances of waste and mismanagement. We publicize

and criticize them openly. Some Western commentators take advantage of

that fact. What better way can there be of distorting an over-all picture than

to pick haphazard details and offer them as representative of the whole? The

over-all picture shows that the Soviet Union increased its output by 7.1 per

cent in 1964. Time admits that this is very good growth rate for a highly

developed economy. It is not good enough for us, however. We are used to

growth rates expressed in two digits. Time does not mention that the reason

for this 7.1 per cent growth rate, a relatively modest one for us, was the 1963

crop failure.

We are turning to profits not because we need a "sheet anchor." We are

not in any danger. The fact remains, however, that we have to improve our

methods of economic management. This is the substance of our debates and

our searches.
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The Main Function of Profits

Under socialism, profits can be a yardstick of production efficiency to a

far greater degree than in the West, for in the Soviet Union profits follow,

in principle, only from technological and organizational improvement. This

also means that profits here will play an important but subsidiary role, like

money in general, not the main role. After providing a yardstick of production

achievement and a means of encouraging such achievement, profits in the

Soviet Union are used wholly for the needs of society. They are returned to

the population in the form of social services and expanded production, which

guarantees full employment and better and easier working conditions for

everyone. . . .

Profits cannot become hoarded treasure in the Soviet Union. They are

not a social goal or a motive force in production as a whole. The motive force

in production under socialism is the satisfaction of the steadily growing ma-

terial and cultural needs of the population. However, profit can be, and

should be, an indicator (and the key indicator, moreover) of production

efficiency. It should serve to encourage workers to raise their efficiency. But

it should be understood that encouragement from profits is not distribution

of the results of production on the basis of capital. Distribution is still on the

basis of work; it is work that rules distribution under socialism.

The Goal and the Means

The significance of profit in the Soviet Union was underestimated ow-

ing to a certain disregard to the law of value. Some Soviet economists incor-

rectly interpreted that law as an unpleasant leftover from capitalism and said

we had to get rid of it as quickly as possible. Shelving the law of value led

to arbitrary fixing of planned prices and to prices that operated over too long

a period. As a result, prices became divorced from the real value of goods,

while profits fluctuated greatly from enterprise to enterprise, even on com-

parable articles. Under those conditions profits were poor reflections of the

actual achievements in production. Because of this, many economists and

economic managers began to consider profit as something completely inde-

pendent of production and, hence, as a poor guide in matters of economic

management. This is the delusion many Soviet economists, among them the

present author, are now trying to expose. We do not intend to go back to

private enterprise but, on the contrary, to permit the economic laws of so-

cialism to operate. Centralized planning is wholly compatible with the initia-

tive of enterprises. This is as far from private enterprise as private enterprise

is from feudalism.

The law of value is not a law of capitalism but a law of all commodity
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production, including planned commodity production under socialism. The
diflFerence from capitalism is that the goal and the means have changed
places. Under capitalism, profit is the goal, and the satisfaction of the needs

of the population is the means. Under socialism it is just the other way
around. Satisfaction of the needs of the population is the goal, and profit is

the means. The difference is not one of terms but of substance.

Time AND THE Soviet Economy

Soviet economists can only smile when they read how Time interprets

the socialist planning system. It says: "A knitwear plant ordered to produce

80,000 caps and sweaters naturally produced only caps: they were smaller

and thus cheaper and quicker to make." In other words, the factory had free-

dom of choice. But elsewhere the same article says that factories are tied hand

and foot by the plan, and that the plans account for each nail and electric

bulb. Where is the logic?

Another example: "Taxi drivers were put on a bonus system based on

mileage, and soon the Moscow suburbs were full of empty taxis barreling

down the boulevards to fatten their bonuses." But every Moscow schoolboy

knows that the bonus of taxi drivers is based on the amount they collect in

fares. Empty runs are a disadvantage. As a matter of fact, there is a restric-

tion on the mileage of empty runs. Taxis in Moscow and many other cities

are radio dispatched, the purpose being to reduce empty runs. Such lack of

knowledge on the part of the Time staff can hardly make for an objective

appraisal of the Soviet economy.

The magazine's statements on more serious matters are just as informed.

Experimental garment factories, it says, "showed such a resounding improve-

ment in efficiency—and such 'deviationism'—that many Kremlinologists as-

sumed they had contributed to Nikita's downfall."

In the first place, these factories did not show any "resounding" im-

provement in efficiency. On the contrary, their output dropped owing to a

greater outlay of labor for more painstaking manufacture and finishing of the

articles. The only thing they showed is that when given the right to plan

their output on the basis of orders from stores, they can make good suits of

wool and man-made fiber mixtures at a lower price. Customers readily buy

these suits. „

In the second place, what kind of "deviationism" is it if the "deviation

was made in conformity with instructions issued by the Economic Council

of the USSR in March 1964-without any direct participation by Professor

Liberman, whom the Western press cites, without having sufficient grounds

for doing so, on every occasion when steps are taken to improve the Soviet

economy. My modest role, like that of many other of our economists, is to

study methods of improving economic management on the basis of the prin-

ciples and economic laws of socialism.
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Rivers Don't Flow Backward

Soviet economists have no intention of testing the economic methods of

private enterprise. We expect to get along with our own methods, sharpening

the tried and tested instrument of material incentive on the grindstone of

profit. This has been one of our instruments for a long time, but it has grown

dull, chiefly because we didn't use it enough. Now we are sharpening it and

it will, we hope, serve socialism well. But this does not mean that we are

either giving up a planned economy or turning toward the system of private

enterprise. Rivers do not flow backward. And if, at high water, rivers make

turns, they are simply cutting better and shorter channels for themselves.

They are not looking for a way to go back.

TWO WESTERN MARXIST VIEWS

AND A SYMPATHETIC WESTERN REPLY

68

PROFIT AND SURPLUS
UNDER

CAPITALISM AND SOCIALISIVF'

Jack Cohen
Head, Education Department, Commu-
nist Party of Great Britain

The discussion on the working of the economic system in the Socialist

countries, the changes in the system of economic management which are

being made in the Soviet Union, Czechoslovakia, G.D.R., etc., the mention

of the words "profit" and "profitability" in connection with these changes,

* Reprinted from Marxism Today (Theoretical and Discussion Journal of the Com-
munist Party of England), February, 1966, pp. 38-43, by permission of the publishers.



TWO WESTERN MARXIST VIEWS AND A WESTERN REPLY 507

have all evoked predictable responses from economists and "Kremlinologists"

in the capitalist countries. These have interpreted the changes as a kind of

tacit admission of failure on the part of the Socialist economic system; a

"declaration of intent" to return to the "norms" of the capitalist economic
system, to the "free enterprise economy"—with profit as its motive and regu-

lator.

Predictable Responses

One can understand why these gentlemen are making such a gleeful

noise, why they advance such absurd and totally unwarranted charges. These

days, it is not so much that the wish is father to the thought, although the

wish has never been abandoned. In less than two years time, the Soviet

Union will have existed for half a century. Throughout this whole period,

the capitalist powers have tried their utmost—and not mainly with words and

wishes either—to bring about the return of the Soviet Union to the capitalist

fold. And they have failed dismally. No, it is because in the field of economic

life and practice the capitalist world faces its greatest challenge from the coun-

tries of socialism.

And if the socialist economic system can somehow be shown to be a

"failure", if the Soviet Union and other socialist countries can be made out

to be setting out on "the return" to capitalism, the apologists of capitalism

will naturally want to throw their hats in the air.

If one takes the broad view . . . and considers the general trend, the

rates of economic growth over a long period, the stability and perspectives

of the rival economic (and consequently political) systems, such questions as

what sustains the economy, the future for automation, the possibilities of un-

employment, one can soon see where the general superiority lies.

And so changes designed to meet a new stage of economic and social de-

velopment; to improve the workings of the economic system in line with this

new stage—not primarily in any purely technical sense, but in its capacity to

improve the wellbeing of the wealth-producers and the people generally-

are howled off as "retreats" from socialism back to the tried and tested paths

of capitalist enterprise.

The real scope of the proposed economic changes, the place of "profit"

in these changes, the "arguments" of the capitalist soothsayers, have been

dealt with in a large number of authoritative articles.^ Here it is not intended

to repeat what has been said so excellently elsewhere. It is simply intended

to treat the nature and basis of surplus and profit under capitalism and under

socialism in a broader and more general fashion.

1 Andrew Rothstein, Lahour Monthly, February, 1965. Prof. Y. Liberman, Lahour

Monthly, December, 1965. Maurice Dobb, Marxism Today, September, 1965- Lev Alter,

Marxism Today, December, 1965. Zdyslav Shults, World Marxist Review, No. 6, 1965-
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Social Relations

This is necessary for the reason that the use of the same word—"profit"

—has, as was said above, been distorted to imply that it means the same

kind of thing, the existence of the same kind of social relations, in the two

systems. Workers could, as a consequence, be led to believe that profit must

imply exploitation in the socialist countries, for, as they know only too well,

this is its basis under capitalism.

"Profit", the "profit-making system", have rightly been "dirty words" in

the capitalist countries, targets for attacks by socialist propogandists and agi-

tators for decades, and their elimination the declared aim of all genuine

socialist movements. The old pioneers of British socialism coined the slogan

"Production for use and not for profit" when they were defining the economic

basis of socialism. There are thus deep roots in the British Labour movement

for regarding the word "profit" with deep suspicion, especially in relation to

socialism, and for the idea that socialism and profit are, by definition, mutu-

ally exclusive and incompatible. . . .

The social relations existing under capitalism are characterized by the

existence of two main classes, whose interests are diametrically opposed to

one another and between which fierce class struggle rages. This arises from

the relation of each of these classes to the means of production and from the

aim and motive of production itself. Production takes place on the basis of

the private ownership of the means of production and of what is produced,

by a tiny minority, which exploits the majority of the people, the wealth pro-

ducers of one kind or another. By this we mean that the minority lives off

the surplus wealth created by these producers, which belongs to it, in virtue

of its ownership of the means of production. Labour power is a commodity

—the only commodity—owned by those who do not own the means of produc-

tion. And this they have to sell to those who do, in order to exist. . . .

Under socialism, the social relations are characterised by the social own-

ership of the means of production as far as industry is concerned and, in-

creasingly, by the collective ownership of the means of production in agricul-

ture. . . . This is the basis for the disappearance of hostile, antagonistic classes

and of the class struggle under socialism. This is the foundation for labour

power ceasing to be a commodity which the worker has to sell to a private

capitalist in order to exist.

The workers now collectively own both the means of production and the

product of their collective labours. Of course, people have to work under

socialism and their labour creates a surplus, but under the conditions of so-

cialism, because the workers own the means of production and the product,

this is done without anybody exploiting anybody else. This is one of the main
differences between the category "profit" under capitalism and under socialism.
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This Will be clear if we consider profit in more detail. Under capitalism
profit IS a part of the surplus value produced by the workers in the process of
capitalist production-that part accruing to the capitalist after he has covered
his outlay on wages, raw materials, depreciation of machinery; and paid rent
and interest on loans etc. ...

The production of a surplus of values, however, is not simply a charac-
teristic of capitalist society. It is the foundation of all social advance and is a
necessity for all forms of society, especially for socialist society in its advance
to the higher stage of Communism.

The whole development of human society beyond the stage of brute savagery be-
gins from the day when the labour of the family created more products than were
necessary for its maintenance, from the day when one portion of labour could be
devoted to the production no longer of the means of subsistence, but of means of
production. A surplus of the product of labour over and above the costs of main-
tenance of the labour, and the formation and enlargement, by means of this sur-
plus, of a social production and reserve fund, was and is the basis of all social, po-
litical and intellectual progress. In history up to the present, this fund has been in
the possession of a privileged class. . . . The coming social revolution will for the
first time make this social production and reserve fund ... a really social fund,
hy taking it out of the hands of the privileged class and transferring it to the whole
of society—as its common property (Engels, Anti-Diihring, Part 2, V. My empha-
sis, J.C).

^

This is exactly what has happened in the Soviet Union and other social-

ist countries. It is the essential basis for socialist planning, not only to increase

production but primarily by increasing production, to increase, expand, im-

prove the material and cultural standards of the people.

Before dealing with this, let us examine how the surplus is produced

under capitalism and under socialism.

The Surplus Under Capitalism

As is well known, under capitalism, the surplus is made up of the values

embodied in the unpaid labour of the workers in the process of capitalist

production; that is, by the exploitation of the working class. This is because

the social relations prevailing under capitalism make labour power a com-

modity. It is bought and sold as such and the value and price are, in general,

determined like those of every other commodity, by the sum of values which

go into its production. Or, as the Marxist theory of value has it—by "the so-

cially necessary labour time embodied in its production."

The worker is therefore paid not for the value he produces—otherwise

there would be no sulplus—but for the values which go into the production

of his capacity to labour for a given time (hour, day, week) or to produce

a given quantity of goods (piece work).
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The capitalist sells the commodities produced at around their value, that

is, for sums of money which express the ^vhole of the value, the socially nec-

essary labour time, embodied in the product. These consist of the values em-

bodied in the wages, i.e. the values which go to the production and reproduc-

tion of the workers' labour power and for which the worker is paid, but also

of the new values added by the workers' labour, for which he is not 'paid. For

the worker does not and cannot stop working as soon as he has reproduced

the value of his own wages. He has to go on for he is paid by the hour, day,

week, or piece. If he did stop when he had produced the values of his own
wages, there would be no surplus and hence no profit.

The tiny section of the population which gets the surplus under capi-

talism spends it in a variety of ways. First and foremost it lives well—much,

much better than do the wealth producers. But a large part of the surplus is

ploughed back into industry, i.e. the surplus is used to accumulate capital

and to assist in the expanded reproduction of capital. But the aim here is

always to get still more profit in the future. If this cannot be anticipated, in-

vestment is discouraged.

From the taxes paid by both workers . . . and capitalists such social

services as the people have managed to win (Health, Education, Unemplov-

ment Benefits, Pensions, etc.) and other state expenditure (National Debt,

Defence, etc.) are financed. In actual fact it is the workers who finance every-

thing, for it is from the surplus deriving from their unpaid labour that the

capitalists pay their taxes, employers' contributions, etc.

We can sum up by saying that under capitalism, the surplus (of which

profit is part) belongs to a tiny minority and is acquired by robbing the

wealth producers (and the whole of society) of a great amount of wealth

which could be used for social purposes; that planning to increase the surplus

for the good of society is impossible since it is privately owned; and that when
the surplus is increased, the main beneficiaries are a tiny class of exploiters.

The Surplus Under Socialism

Let us now return to socialism. Here also a surplus is produced, i.e. there

is a difference between the total wealth produced and what comes back di-

rectly and immediately to the workers either in the form of wages or in the

form of social services. But there is no exploitation. Firstly because the sur-

plus is not creamed off by non-producers, as is the case under capitalism, in

the form of dividends, undistributed profits, etc. This means that the worker

is not working part of the time for nothing—for somebody else as he is under
capitalism. He is working for himself and for the society of wealth producers

to which he belongs, all the time. Neither is the decision as to how this sur-

plus is to be used, how much of it ploughed back into production, dictated

as it is under capitalism by considerations of personal profit for a few.
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Secondly, although the individual workers get a money return for their
labour, this is not strictly speaking "wages"-i.e. it is not the price of the
commodity "labour power" which the worker has to sell to an employer in

order to exist. On the contrary, it is one form of distributing the part of the
national income intended for consumption by individuals. As the national

income rises, the part intended for consumption rises, and therefore wages
rise.

Workers as a class own the means of industrial production. They do not

sell their labour power to themselves. One kind of return they receive for

their labour is in the form of money. Its amount is not dictated by the law of

supply and demand, by struggles between workers and employers, as under

capitalism. It is regulated by the workers as trade unionists agreeing with

members of their own class who manage the economic apparatus on behalf

of the whole of society.

But the money return is only one aspect of what the worker gets back.

True he does not get back all the values he produces, directly and immedi-

ately. If he did there would be no surplus, no basis for expanded socialist

reproduction, and the foundation for future advances in all fields would be

"eaten up". But a big portion of the surplus does come back to them in other

ways than a money return.

Social services and social insurance, in the Soviet Union for example,

are overwhelmingly free and non-contributory. Housing is regarded as a social

service, rent not as a rule exceeding 4 per cent of the family budget. Even

this small charge is intended to be abolished between 1970- 1980. Taxation is

very small. . . .

What the worker does not get back directly and immediately either in

money form or in social services also serves both his present and future inter-

ests. First, this surplus belongs to him and his class and is allocated for him

and his class. That part of the surplus which is accumulated (reinvested) is

the guarantee of improved conditions in the future, of speeding the transition

to communism, by enormously expanding the economic basis of the whole

system. The money allocated-regretfully-for defence, is money used to main-

tain and defend the socialist system. ...

And this is exacdy how the national income is planned to be distributed

in the Soviet Union and the other socialist countries.

The socialist state distributes its national income by plan in order to ensure the

proportionate development of the whole of society. About a quarter of this mcome

is used to enlarge and improve production-i.e. it goes into accumulation . .
.the

remaining three-quarters go into direct consumption. The largest portion (about

90 per cent of the entire consumption fund) is distributed in the form of wages and

salaries ... the rest of the consumption fund is likewise spent on satisfying the

population's material and cultural requirements. This money is used to run and

build educational institutions, hospitals and clinics, blocks of flats and communal

enterprises, scientific institutions, cultural establishments and so on.
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A total of 1.3 per cent of the budget is allocated to increase state reserves and

cover the expenses of state administration. (L/.S.S.R.: Questions and Answers.

Novosti Press, 1965)

Thus not one -penny goes to rent, interest and "profit" as this latter word

is understood "in the West"—i.e. a sum of values expressed in money which

arises out of the production and sale of commodities but which is the private

property of an individual employer or of a group of capitalists. . . .

Profit Under Socialism

Thus we may sum up:

Under capitalism, profit is part of the surplus created by the workers in

the process of production which does not come hack to them in any way what-

soever. It goes to the class of exploiters and constitutes the material basis of

their existence.

Under socialism profit is not something on which a class lives without

working. Profit is rather a kind of yard-stick for determining the efficiency of

socialist enterprise, and its acquisition is a matter of the greatest interest not

only to the workers in particular enterprises but to socialist society as a whole.

We can therefore define profit under socialism as the difference between

the values which society puts into enterprises (in the way of machinery, raw

materials, labour power) and what comes back. In some cases (where enter-

prises are still in course of construction or where they are just beginning to

operate) it is inevitable that the return will be less than the outlay for a cer-

tain period.

But if socialist society is to be able to provide constantly rising material

and cultural standards for its citizens, if the basis is to be laid for advance to

the higher stage—full communist society—then the overwhelming majority

of its enterprises must show a return which is greater than the outlay, that is,

they must produce a surplus, that is, they must be making a "profit" in the

socialist sense of the term.

And in this sense Soviet industry has always had the aim of making a

profit—as have the industries of all other socialist countries—from the earliest

days when Lenin emphasised this aim as essential, to the present time.

A factory not making a profit is not closed down and its workers thrown

on the streets as would happen sooner or later in capitalist countries. But as

can be seen, such a factory is a drag on the whole socialist economic system,

slowing down the possibility of advance both in "delivering the goods" of so-

cialism to the people—and to communism.

The discussion today therefore is not one based on arguing for or against

profit. It is about the best way to secure profit (in the socialist sense) in the

conditions of today. . . .
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Profit and Incentive

This brings us to one last aspect of the differences between profit under

the two systems. One essential result for a factory making a profit in the So-

viet Union is an automatic bonus for all the workers, technicians, management

personnel of the factory concerned, for the distribution of some part of profit

in this way is regarded as a basic element—an incentive—for increasing pro-

duction. It is legally binding on all enterprises to allocate a fixed percentage

of profits as "incentive bonus" to be distributed to all those responsible for

making it.

Professor Liberman, one of the originators of the ideas which have led

to these changes, sums it all up admirably:

In the U.S.S.R. one cannot increase profit through speculation, arbitrary rais-

ing of prices, non-equivalent exchange with backward and colonial countries or

exerting pressure on the wage levels of the workers.

Profit in the Soviet Union, if prices correcdy reflect the average cost of pro-

duction in the particular industry, is the monetary expression of the growth of so-

cial labour productivity. That is why we can offer incentives based on profitabiUty

for real efficiency of production. But here such encouragement is not enrichment.

In our country profit cannot grow over capital, for no-one . . . can privately ac-

quire any means of production with his bonus. . . . How can one talk of "mar-

ket economy" if centralised planning remains in force. . . .

Our aim is not to introduce capitalist "enterprise" but to promote the initiative

of our workers, engineers and managers and to encourage such initiative on the

basis of the socialist law—"higher pay for better work" QPravda, September 20th,

1964).
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THE PERIL OF MATERIAL INCENTIVES''

Allen Solganick**

San ]ose State College

In response to a number of problems, a series of economic reforms have
been proposed and partially instituted in the Soviet Union. In the past, qual-
ity of goods has been poor in many cases, too little care has been given to
plant and equipment, new products were introduced too slowly, and man-
agers attempted to get easy plan assignments. These problems have led some
Soviet economists to believe that the planning system was in some way faulty
The proposed reforms consist mainly of using profit as the sole indicator of
enterprise performance, the greater use of material incentives linked to profits
through bonuses for workers and managers, and the general decentralization
ot decision-making down to the enterprise level. More reliance on market
forces will lead to greater efficiency in the economy, so the argument goes.

These recent economic reforms have received both praise and blame
from many quarters. The capitalist press gleefully trumpets a restoration of
capitalism m the Soviet Union, and bourgeois economists generally find the
reforms to be a progressive step toward "rationality" and "efficiency" It is
natural that socialist theorists both in and outside of the socialist countries
would want to refute the rantings of the bourgeois press. Thus we have seen
a spate of articles by Liberman and other theorists which attempt to refute
the claims of the capitalist press by arguing, for instance, that "profits" has a
different meaning in socialist society than in capitalist countries.

However, Liberman and these other theorists have not come to grips
with a more serious criticism of the reforms. Not only does the capitalist press
claim a restoration of capitalism, but many socialist theorists have also voiced
disapproval of the reforms because they would lead to a restoration of capi-
talism. For example the editors of monthly review have written that when
the rewards of workers and managers are closely correlated with profitability,

in EallnSoe ^wvS ^'Tf/ ''
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P'"'^ T " 'Libermanism' and Economic Reform
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't ''T^ ^"""^^ Socialist Scholars Conference on
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then the seeds of socialist disintegration and capitalist restoration are being
sown, even though such may not be the intention of anyone concerned."*
Chinese and Albanian theorists have made this same criticism.

It is the limited purpose of this paper to present in general terms the ar-

guments against the reforms as they have been voiced by socialist theorists
from all over the world. Since the Chinese have been extremely critical of
these reforms, and since my own area of specialization is the economy of
People's China, an attempt will be made to indicate alternative responses by
the Chinese to similar problems faced in the Soviet Union.

As William Ash has pointed out, "the use of the market to ascertain

people's preferences in respect to consumer goods is unobjectionable from a

socialist point of view provided that market demand is accommodated within

the overall planning between means of production and consumable goods,

and provided also that it is accompanied by socialist political and cultural

education to ensure that there can be no reoccurrence of the capitalist cvcle

whereby demand is created through mass advertising to satisfy the manufac-

turer's desire for high profits and quick returns or to correct imbalances in

other sectors of the economy."^ In fact, all of the socialist countries use mar-

kets widely for a number of reasons, among which are holding inflation to a

minimum, keeping account of the people's demands for consumer goods, and

relieving the central planners from unnecessarily detailed plans.

Although the Chinese Communist Partv has been one of the most \'ocif-

erous critics of the reforms, we find that their criticism is not of the use of

markets or decentralization per se. In fact China probably has decentralized

to a greater extent than the Soviet Union. At the Eighth Party Congress in

1956, it was decided that small-scale firms in China would be allowed to buy

their raw materials directly from the market and sell their produce to the

market rather than having to work through wholesale companies whose al-

locations were determined by central plan.^ A process of administrative decen-

tralization has been under way in China since 1958. By June, 1958, textile

and other light industries were placed under the management of local authori-

ties. Audrey Donnithorne has pointed out that by the middle of 1958, "the

central government directly controlled virtually no manufacture of consumer

goods.'"* As far as we know, this process of administrative decentralization

continues right up to the present, but only in the realm of consumer goods.

Nor does the use of profitability as a measure of the performance of en-

terprises meet with any objections from Marxists. The idea of profitabilit^'

as a criterion of the success of the firm goes back to the early 1920's in the

^Editors, "Reply," MoMf^Iy Review, April, 1965, p. 813.
„ ^, n j

2 William Ash, "Economic Problems of Socialism and the Great Debate, The Broad-

sheet, Apnl, 1966, p. 2. ^ , „ _, ^ c -
3 Dwight H. Perkins, "Incentives and Profits in Chinese Industry, Current Scene,

^'^'Ldrty Donnithorne, "Central Economic Control." Bulletin of the Atomic Scientists,

June, 1966, p. 1 1.
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Soviet Union. Indeed, most socialists agree that profits can tell you as much
about how well a firm fulfills its plan as any other indicator. However, one

must not confuse the use of profitability as a "success indicator" with the use

of profits as a source of remuneration. As Professor Charles Bettelheim cor-

rectly points out, "to tie remuneration to profits is to introduce a source of

contradictions into the socialist enterprise. Any organizational change may
hurt somebody's interests." He also makes the very important point that

"remuneration tied to the financial results of the individual disrupts the bond

between work and pay. Two workers who have put forth the same effort and

produced the same amount but who work in different enterprises with un-

equal managements will receive different incomes if part of the profits is

distributed to them."^ Taking China once again as a socialist country which

is critical of the reforms, we find that the role of profits as an indicator of

performance has been gradually enhanced over the period since 1949. For

example, in 1957 the number of compulsory plan targets was reduced from

twelve to four. In effect, this served to enhance the relative importance of the

four targets which remained, one of which was profits.® However, there is no
talk of tying pay to profits in China.

Since we have pointed out that the greater or lesser use of markets, de-

centralization, and profits as an indicator of plan fulfillment are not objec-

tionable from a socialist point of view, what then is the criticism which Chi-

nese and other socialist theorists make of the Soviet reforms? In the realm of

decentralization many Marxists feel that the Soviet Union may go too far.

Although decentralization is not objectionable, and may even be desirable,

decentralization to the point where managers of individual enterprises con-

trol such things as investments, prices, and wages would indeed be objection-

able. Even Josef Pajestka, Director of the Planning Institute in Warsaw, has

stated that "the essential interest of the society" would be menaced if em-

ployment or wages policy were left to be solved by purely market relation-

ships; and that leaving capital investment and foreign trade policies to the

market mechanism would result in incorrect economic decisions.'^

The argument that increasing complexity in the economy necessitates

decentralization does not logically lead to the argument that this decentraliza-

tion should take the form of placing more power in the hands of enterprise

managers. As we pointed out, in China decentralization has been administra-

tive. If a product circulates in a limited area, it can be handled by a city,

county, or provincial planning agency, thereby relieving the central planners

of an unnecessary burden. This applies equally to the argument that central

planners are too far removed from the production situation to make correct

decisions. A local planning agency would certainly not be too distant.

5 Charles Bettelheim, "Reply to Dobb," Monthly Review, January, 1966, p. 37.
6 Dwight H. Perkins, op. cit., p. 5.

7 Josef Pajestka, "Poland-New Developments," Marxism Today, August, 1966, p.
239.
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A second criticism of the Soviet reforms is the new emphasis on harmful
competition between firms as reflected in the growth of advertising. Com-
mercials are not appearing on Soviet radio and television and in the newspa-
pers. William Devine, correspondent for the Marxist Canadian Tribune
writes from Moscow that "ads are not entirely new here, but previously

they've been mainly posters and of the 'Drink Fruit Juice' and 'Eat Sausage'

type. Now they're becoming more individualized CWhose' fruit juice), styl-

ized and farflung."* This emphasis on creating demand can only eventually

lead to the type of oligopoly situation rampant in the Yugoslav economy,

with the attendant consequences of cycles, unemployment, and inflation.

Aside from the waste which this kind of competition entails, there is the

effect of stimulating the population to seek material goods in much the same

way that competition and advertising in the United States intensify the in-

dividualist desire for more commodities at anyone's expense.

It is in this new emphasis on material enjoyment and material incen-

tives that the heart of Chinese, Albanian, and other Marxist criticism lies. For

example, to quote a typical Chinese criticism:

The bread and butter of the bourgeoisie comes from exploitation and oppression,

from cheating and swindling, from material incenitves. They let money take com-

mand and only profit matters; with a few million or few tens of millions they still

want to make much more ... if we do not let politics take command but rather

material incentives, if we induce people to pursue fame, position, and physical en-

joyment, if we let bourgeois thought run rampant, then our society will come to a

halt, will reverse itself, and will bring about a restoration of capitalism. . . . The

modern revisionists only pay lip service to communism, but in actuality they are

putting capitalism into effect. They are touting material incentives at a break-neck

pace, thus reducing all relations between people to a question of money, and devel-

oping individualism and selfishness.^

Che Guevara voiced similar criticism, when he stated that

there is a danger of not seeing the forest for the trees. Taking the wild idea of try-

ing to achieve socialism with the help of the worn-out weapons left us by capitalism

(the market place, profit-making, individual material incentives, etc.) you come to

a dead end. And you get there after travelling a long road along which there are

many forks; it is hard to see where you took the wrong turn. Meanwhile the tam-

pered-with economic base has left its mark on the development of the individual

conscience. In order to construct communism we must, simultaneously with the

material base, make the new man.^"

Contrast these statements with that of the Czech economist Ota Sik, who

states that "at the present stage of development of the productive forces, and

8 Quoted in Ben Levine, "Moscow Commercials," The Worker, April 3, 1966, p. 6.

9 "Emphasize Politics Forever," People's Daily, February 4, 1 966, p. 2.

10 Che Guevara, "SociaHsm and Man in Cuba," Progressive Labor, December, 1965,

p. 88.
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owing to the present nature of labor processes, material incentives are un-

questionably the chief stimulus."^' To be sure, Marxists do not consider the

use of material incentives objectionable per se. Rather, Marx and Lenin con-

sidered the use of material incentives as a necessary evil. People who have

been brought up in capitalist society have individualism and the drive for

money taught to them from the beginning, and it is not easy to change the

habits of centuries. Just as religion was to be allowed to exist in socialist so-

ciety, but certainly not propagated by the socialist government, so too were

material incentives allowed, but certainly not stressed. For, as William Ash

correctly points out, "socialism does not consist of clever economic bribery to

induce people to behave like 'socialist man.' "^^

The use of material incentives can only occur under conditions of com-

modity production. Yet all of the socialist classics state quite explicitly that

commodity production is incompatible with a full-blown communist society.

Since the socialist countries today all claim to be progressing towards com-

munism, one would expect them to be gradually reducing the sphere of

commodity production, as Stalin said they should. ^^ Yet the proposed eco-

nomic reforms envisage extending the sphere of commodity production, not

only of consumer goods but also of producer goods.

If we use China once again as an alternative, we find a marked difference

from the Soviet Union on the question of the use of material stimuli. In

China bonuses are meant primarily for workers, as compared with Soviet

emphasis on bonuses for managers. In addition, funds available for bonus pay-

ments in China have not been large. In fact, they have not generally been

paid directly to workers at all, but have been used to finance various types

of collective, not individual, welfare. This has not hindered Chinese eco-

nomic growth. Professor Bettelheim, who knows both China and the Soviet

Union well, made this very important point when he stated that

historical experience shows that restrictions on the use of material incentives, par-

ticularly in the form of participation of workers in the "profits" of "their" enter-

prises, in no way prevents rapid economic growth and great technological progress.

This was indeed the experience of the Soviet Union for several decades; and it is

today the experience of China. In China material incentives have been reduced to

a minimum, especially in industry, where workers' pay is calculated on a monthly
basis, without any piece work and with only very modest bonuses. Under this

system the Chinese economy is not only progressing rapidly but the quality of pro-

duction and the number of innovations have reached an exceptionally high level. ^^

I have argued elsewhere that the primary cause of the problems which
have led to the necessity of reform in the Soviet Union has been the behavior

II Quoted by Maurice Dobb, "Socialism and the Market," Monthly Review, Septem-
ber, 1965, P- 35-

12 William Ash, op. cit., p. 2.
13

J. V. Stalin, Economic Prohlems of Socialism in the L7.S.S.R., 1902, pp. 12-17.
!* Charles Bettelheim, op. cit., p. 36.
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of enterprise managers.i^ That they engage in various kinds of criminal ac-

tivity has been documented by those who defend the reforms. For example,
Maurice Dobb, in attempting to defend the need for reform, gives three de-
fects of prior methods. First, managers will not introduce new products or

new methods of production because they would risk losing their bonus. Sec-

ond, managers attempt to get targets set which are below the capability of

their enterprise, in order that the plan will be easy to fulfill, and their bonus
will therefore be higher. Third, managers waste plant and equipment be-

cause "the cost of using (or of non-using) equipment has not been made
to impinge on the enterprise."^^ In other words, if there is no monetary cost

to the manager's individual enterprise, he could not care less about the waste

of resources. All of these defects are nothing more than examples of the prob-

lem of trying to bribe corrupt managers into behaving like socialists. One
would expect that, since the Soviet Union does have a problem with managerial

corruption, reforms designed to limit the power of these individuals should be

sought. Yet the proposed reforms have exactly the opposite effect. More em-

phasis will be given to material incentives, thereby reinforcing the individualist

tendency to think in terms of one's own interests. This greater emphasis on

material incentives has met with severe criticism. For example, the Albanian

Voice of the People points out that "the new method of remunerating work

creates conditions and educates the workers with the spirit of looking at all their

efforts in production in the light of their material and pecuniary interests, with

the spirit of running after money and becoming its slave. It spreads and cul-

tivates bourgeois views of getting rich, of placing personal above social in-

terests. . .

."^^

Particularly objectionable to many Marxists is the Soviet practice of pay-

ing Communist Party members wages higher than those of skilled workers,

and allowing Party members to receive bonuses. An article in Soviet Life

states that "most of the people holding the responsible and hence the better

paid jobs are Communists."^^ But members of the Communist Party are sup-

posed to be those people who are advanced in socialist morality, in the spirit

of placing human relationships above pecuniary relationships. Material in-

centives were originally designed for corrupt people left over from the old

society, people who had to be bribed to do their share, not for Communists.

In China, the use of material incentives for Party members in anathema,

since they take seriously the experience of the Paris Commune and the state-

ments of Lenin in State and Revolution to the effect that paying Party mem-

15 Allen Solganick, "Economic Reform and Socialist Morality," Monthly Review,

March, 1966, pp. 46-48.
,^

16 Maurice Dobb, "Recent Economic Changes in Socialist Countries, Marxism To-

day, SeiptemheT, igS^, pp. 26'j-266.
J n • 1-

17 Khrushchevite Revisionists Take One Further Dangerous Step Towards Lapttaltst

Degeneration of Socialist Economy, Tirana, 196'y, p. 31.
^ j t v u

18 Marina Fiveiskaya, "Do Communists Have Special Privileges? ,
Soviet Life, beb-

ruary, 1966, p. 15.
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bers high salaries will lead to their corruption. Many Marxist theorists believe

that today in the Soviet Union a corrupt privileged stratum controls the gov-

ernment and has pushed through these economic reforms. For example, the

Albanians have stated that "the policy of creating privileges and enriching

certain classes of the population at the expense of the laboring masses pur-

sued by the Soviet revisionist leaders has a specific aim in view. This aim

is: to expand the ranks of people who serve as a social basis to carry out the

political line and revisionist views of the treacherous leaders of the Commu-
nist Party of the Soviet Union."^^

But the problems of corruption, individualism, and revisionism are not

peculiar to the Soviet Union. All socialist countries share these problems.

Therefore, it is instructive to see how a "non-revisionist" socialist country

deals with them. Whereas the idea in the Soviet Union is to buy people over

to socialism, in China the idea is to educate them. This education takes many
forms. All ranks have been abolished in the army, in an attempt to destroy

the ideology of privilege and position. All office workers, intellectuals, and

officials spend periods of time in manual labor. This tends to destroy the

distinction between mental and manual labor, as well as educating people

to the idea that no one is above or below manual labor. The system of part-

work, part-study schools has similar effects. Still another example is the cur-

rent "Great Proletarian Cultural Revolution" which is an attempt to involve

masses of Chinese people in criticizing their leaders and intellectuals. To deal

with the specific problem of corrupt managers, the Chinese rely on Party

supervision of the economy with the emphasis on social control rather than

bribery.

The Harvard economist, Dwight Perkins, has admirably summed up

the Chinese critique of these economic reforms when he states that

what they are really against is not Soviet tinkering with the relative importance of

the profits target . . . but what they consider to be the basic thrust of Soviet do-

mestic (and foreign) policy. Whereas all Chinese policies are ultimately directed

towards the building of a socialist society—or at least that is their intent—the same
cannot, in Chinese eyes, be said for the Soviet Union. Where compromises are

made in China for the sake of economic growth, they generally are looked on as

compromises, not transformed into ultimate goals.^"

One can hope that, before the current Soviet leadership compromises

socialism out of existence at home and abroad, the socialists in the Soviet

Union will regain power over the state. Then reforms such as those instituted

in China can be made. Privilege and its ideology can be abolished by de-

emphasizing material incentives. Pay of Party members can be brought down
to the level of the average worker. Finally, to meet the problem of wasteful

and corrupt management, politics could be put back in command. The Soviet

^^Op. cit., p. 31.
20 Dwight H. Perkins, op. cit., pp. 9-10.
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people must be educated in socialist ideology daily, otherwise revisionism can
always reassert itself. The Soviets may also be able to learn something from
the mass campaign approach of the Chinese. If the Soviet population is in-

volved in building socialism, and if the effort to educate them in socialist

ideology is gready expanded, the danger of a capitalist restoration will not

loom as large as it does today.

70

MATERIAL INCENTIVES IN SOCIALISM^

Howard J. Sherman
University of California, Riverside

In the debate on incentives in socialism, Solganick has written ^Monthly

Review, March, 1966, and January, 1967):

. . . the reason for the new reforms stems largely from just this problem : the moral

standards of managers are not those of socialism. . . . What causes this behavior

by managers? According to Dobb, it is a combination of a faulty planning system

and "human nature". ... It should be clear to Marxists that Dobb is not really

speaking of human nature, but rather, he has attributed bourgeois nature to people

in general. Greed is the hallmark of the bourgeois, not of human beings in general.

• . . What can be done? . . . Will tying bonuses to profits, thereby strengthening

"material incentives," rid the economy of the disease of avarice? Certainly not. All

the anti-social activities of the privileged managerial stratum will be intensified and

supported by the new reforms. What then can be done? . . . "Man can be re-

educated." . . . Whereas the idea in the Soviet Union is to buy people over to

socialism, in China the idea is to educate them.

In the article quoted,** Dobb seemed clearly to be speaking about "hu-

man nature" as it presently appears in to-day's socialized societies, not the

bourgeois nature that Solganick seems to think he is worried about. We
should remember that for Marx the "nature" or psychology of men is ulti-

mately determined in each society by the character of the economic base of

the society.

Furthermore, it seems that Solganick rather than Dobb is confused on a

* Reprinted from Monthly Review, January, 1968, pp. 61-63, by permission of the

author and the publisher. „
** Maurice Dobb, Monthly Review (February, 1966). Dobb here argues that Soviet

managers do engage in certain illegal and semi-legal acts, motivated by greed for pnvate

gain but encouraged to do so by the rigid framework of central planning.
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very basic point. Socialism is not communism. Marx defined a socialist econ-

omy as a publicly-owned economy, in which each worker is paid according to

the work he accomplishes. But Marx defined a communist economy as a pub-

licly owned economy, in which each person may take those goods he "needs".

Dobb is clearly talking about a socialist economy, whether in the Soviet

Union or China. Solganick (and many others) seem to be talking about a

communist economy, in which the economic base and, therefore, the human

psychology will be very different.

In the present day socialist economics, especially since there are still left-

overs of bourgeois psychology, workers must receive different incomes, and

therefore will also continue to purchase and own different amounts of con-

sumer goods. Marx did not believe that we could skip over this stage, nor

does the Soviet experience indicate such a possibility—even though they are

slowly moving toward communism (by an increasing percentage of free goods

in the economy). The question has never been whether to have material in-

centives or not, but what kind of incentives.

Under Stalin, the manager's bonus was determined primarily by the

physical quantity of goods produced. This caused many distortions in pro-

duction. Some of them were due to the individual greed of managers: for

example, their tendency to produce the easiest mixture of goods in the easiest

possible way, regardless of costs and regardless of what society needed. Yet,

other subversions of planning took place because of the manager's desire to

fulfill the plan in spite of the bureaucratic obstacles in his way. Since the

economy involves a million or two million different commodities, the central

plan could not accurately deal with all of them in detail. Often, for example,

managers were told to produce a certain quantity of output, but were allotted

insufficient materials to produce that output. Therefore, they often "illegally"

sent men around the country to somehow find and procure the necessary

materials from other firms, regardless of the plan.

The object of the Soviet reforms is to get both the managers and the

society to have the same aims. In that way, there can be no conflict, even

though the manager has a "greedy nature". The point is that Marx and the

Soviet leadership have always recognized that such a psychology is perfectlv

normal for most individuals in a socialist economy, since there is still unequal

(although equitable) distribution in such an economy. The new reforms base

the manager's bonus primarily on the profit of the enterprise, so that the

manager has an incentive to produce in the cheapest way and to produce

those goods that consumers (whether individual or industrial) will desire. Of
course, the profit of the enterprise does not go to any individual, but goes to

the society for collective consumption and for further industrial expansion.

The point of the reforms is to move the Soviet economy further at a

more rapid pace. This should enable the Soviet Union to complete the material

and psychological bases of communism more rapidly. Education continues to-

ward a communist morality, but a pure communist morality will not (and
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would not) be a basis for all economic production until the material basis and
institutions of communism come into being.

The Soviet leaders correctly see that as a gradual process. By 1980 they

expect a very large area of free goods covering most of the necessities of life,

but wages and material incentives will still remain for the purchase of leisure

goods. In this way, a communist economy may be built without asking work-

ers and managers to act as if their psychological attitudes had progressed

far beyond the actual "human nature" imposed by the current economic

base. To hope that revolutionary propaganda and education alone can perma-

nently (beyond a temporary enthusiasm following a successful revolution)

provide a sufficient basis for a change in human nature is not Marxist but

Utopian socialist. Thus, for China as well as the Soviet Union a svstcm of

carefully planned material incentives, plus a slowly increasing area of moral

incentives, seems to be the necessary outlook for the near future. Such a

system of economic incentives, coupled with a fair degree of independence of

managers in day-to-day decisions, would seem to be especially necessary when

socialism comes to the vast industrial complex of the United States.



XII

PRICE DETERMINATION

IN THE U.S.S.R.

Most Western economists are convinced that the augmentation of effi-

ciency expected to accrue from the recently introduced economic reforms will

be gready encumbered, if not completely thwarted, unless the Soviets introduce

prices which reflect relative scarcities. The Soviets themselves, in recent years,

have come to agree that proper pricing is important for proper resource alloca-

tion. "Without a correct solution of the problem of price formation," said Khru-

shchev in his address to the Party Central Committee in 1962, "and without

the establishment of scientifically based prices, many serious shortcomings in

production planning cannot be eliminated, full cost accounting cannot be

introduced, and conditions for the profitable operation of enterprises cannot

be assured." Kosygin showed the same awareness when, three years later, he

promised that the Soviet government would "devote much attention to the

improvement of prices in order to bring them closer to the socially necessary

outlays for production, and to use them as effective means of raising the effi-

ciency of social production." And both these leaders merely echoed a point of

view propagated in recent years by the overwhelming majority of Soviet econ-

omists and planners.

While there is apparently agreement among Western and Soviet econ-

omists on the importance of correct pricing for the optimum allocation of re-

sources, there seems to be no agreement as to precisely what "correct" prices

are, or how they should be instituted. In the Soviet Union, "correct" prices are

considered to be prices which reflect average costs rather than "marginal" costs,

as in Western economic analysis. If at such prices quantity demanded does not

equal quantity supplied, the state can change the price or it can leave price

unchanged and adjust the amount produced during the subsequent production

period. In any case, prices are not permitted to respond freely to market con-

ditions; they are fixed by central authorities and, according to recent Soviet

thought, are to be revised periodicallv on the basis of scientific studies of cost

conditions, and of the needs of society as perceived by the planning authorities,

524
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Since there are more than eight million commodity prices in the U.S.S.R.,*

price revision becomes a formidable task and can be expected to take consider-

able time. Under these circumstances, the function of price as a determiner of

rational resource allocation is necessarily limited. It should be pointed out,

however, that this is the way the planners intend it. The market, in other

words, is to be subordinate to the central plan and not the central plan to the

market.

In the selection under Western Views, Morris Bornstein examines the

role of prices in the Soviet economy, and he elaborates on the nature and

trends of industrial wholesale prices, agricultural procurement prices,^ and

retail prices. His thorough discussion includes a review of price reforms, both

proposed and implemented. Bornstein concludes that since the Soviet leader-

ship is unwilling to let output be determined by flexible scarcity pricing, "the

planners will continue to be faced with the impossible task of regulating the

8 to 9 million prices in the Soviet economy."

On the Soviet side, V. Sitnin, who heads the State Price Committee,

analyzes current Soviet pricing theory and practice. Pointing out the short-

comings of the old pricing structure, he discusses the goals of the 1966-67

industrial wholesale price revision. While arguing against proposals to in-

troduce free pricing, he stresses that "the time has come to raise the role and

expand the rights of the enterprise in the sphere of price formation," and

that on the basis of future experience the mechanism of price formation will

have to be refined, but "under ... a uniform state price policy and the

guiding role of the state in establishing prices." (The reader may note that

Sitnin recommends "the introduction of a system of fixed payments to the

state for enterprises with an unjustifiably high profitability . . .
," in other

words, a differential rent on enterprises endowed with natural advantages—

a

kind of payment which, until recently, was rejected on ideological grounds

in the Soviet Union, but has now been introduced.)

1 There are reportedly more than 700 prices for cherry preserves alone. Business Week,

August 13, 1966.
2 Agricultural procurement prices are prices paid by the state for agricultural products

purchased from collective farms.
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SOVIET PRICE THEORY AND POLICV^

Morris Bornstein^

University of Michigan

Summary

In the Soviet Union, as in all modern, complex economies, prices play

an important part in the guidance of economic activity. However, their role

in the Soviet economy is different both from their role in a capitalist market

economy and from their role in the Socialist market economy described in

the theoretical models of Lange, Taylor, and Lerner.^ In the Soviet economy

(and in the Soviet-type economies of Eastern Europe and Communist

China), prices are not an autonomous force determining production, resource

allocation, and consumption. Instead, prices are manipulated by the central

authorities as one of various instruments intended to accomplish their planned

goals.

Following a summary view of the various functions of prices in the So-

viet economy, this paper deals in turn with the three major subsvstems of the

Soviet price system: industrial wholesale prices, agricultural procurement

prices, and retail prices. The discussion focuses on current pricing practices,

theoretical controversies among Soviet economists about price reforms, and

pending changes in price policies. Because of space limitations . . . , certain

types of prices—such as wages, transportation rates, and foreign trade prices-

are not considered here. The paper also does not treat in anv depth such as-

pects as the historical evolution of the price system in the 1930's and 1940's,

narrowly technical aspects (such as the construction of price lists), or minor

types of prices (such as those which collective farms charge their members).

Reprinted from New Directions in the Soviet Economy, Studies Prepared for the

Subcommittee on Foreign Policy of the Joint Economic Committee, Congress of the United
States, U.S. Government Printing Office, Washington, D.C., 1966, Part I, pp. 65-94.

^ This paper is based in part on research supported by the Center for Russian Studies
of the University of Michigan, whose assistance is gratefully acknowledged.

~ Oskar Lange and Fred M. Taylor, On the Economic Theory of Socialism (Benjamin
E. Lippincott, ed.). University of Minnesota Press, Minneapolis, 1938.
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I. Role of Prices in the Soviet Economy

The functions of the Soviet price system may be classified under three

very broad headings: control and evaluation, allocation, and income distribu-

tion.^

CONTROL AND EVALUATION

Prices are used by the central planners to secure compliance by enter-

prise managers with the plans elaborated by the former, and to evaluate the

performance of the managers in the execution of their assigned tasks. Al-

though resource allocation is determined by the planners largely in physical

terms, it is necessary for them to express complex input and output targets

for the enterprise in value terms in order to have a common denominator for

physically dissimilar units of raw materials, labor, and capital goods. Thus

the enterprise plan contains targets for the value of output, sales, cost, profits,

tax payments, etc.

ALLOCATION

Although physical allocation by administrative commands predominates

in the Soviet economy, prices do influence the allocation of resources, and

thus the pattern of production, in various ways.

1. At the central planning level, prices are used to construct macro-eco-

nomic balances, such as national product and intersectoral accounts, and

capital-output ratios to supplement the basic physical planning tools. In addi-

tion, the relative pricing of substitutes may have some influence on the selec-

tion of technological coefficients for physical planning, as the planners sub-

stitute more abundant for scarcer materials during the successive iterations of

the balancing process. Finally, project designers use value calculations in

choosing among alternative variants of a given-output investment project and

in assessing the benefits of modernization or innovation.

2. It is impossible for the central authorities to specify in complete detail

the inputs and outputs of each enterprise. As a result, managers have a lim-

ited range of choice regarding both inputs and outputs. The relative prices

of inputs and outputs influence the choices which managers make in trying

to increase the value of output, sales, and profits.

3 Here and elsewhere in this chapter, I draw upon Morris Bernstein, 'The Soviet Price

System," American Economic Review, March, 1962, pp- 64-103- [Since niost tootnotes

have been omitted in this reprinted version of the original, it should be pomted out that the

author also makes reference, at various places, to two other articles previously published by

him, i.e., 'The Soviet Industrial Price Revision," Soviet Studies, July i, 1963. PP- 43-52.

and "The Soviet Price Reform Discussion," Quarterly Journal of Economics, February i,

1964, pp. 15-48. (Editor's note.)]
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3. Prices affect both the total supply of labor and its distribution. The

state relies on low real wages, resulting from the relationship of money wages

and consumer prices, to evoke a high rate of participation of the population

in the labor force. Wage differences, in turn, are the principal means of

securing the distribution of the labor force (by skill, industry, enterprise, and

geographical location) desired by the planners.

4. In the collective farm sector, the central authorities use prices, along

with deliverv quotas, to influence the allocation of resources to certain crops

and products in preference to others. (In addition, prices are used, along with

delivery quotas, to stimulate total output, but in this case the aim is pri-

marily to raise the productivitv of given resources engaged in agriculture, by

increasing real compensation and thus incentives.)

INCOME DISTRIBUTION

In the Soviet economy, the basis of income distribution is the "socialist"

principle of unequal monetarv compensation according to labor services

rendered, rather than the "communist" principle of distribution according to

need; and the promise of unequal monetarv compensation is the basis of pro-

duction incentives. The wage (i.e., price) system—together with transfer pay-

ments and income taxes—determines the distribution of (disposable) money
income. The Soviet government endeavors to make the distribution of real

income less unequal than the distribution of monev income by two chief

methods. One is a broad program of "free" health and education services

financed from general budget revenues. The second is to fix relatively low

prices for mass consumption goods and relatively high prices for luxury

goods by means of differentiated turnover taxes. The distribution of real in-

come is also made less unequal than the distribution of money income

through the administrative allocation of housing and through the informal

rationing of queues and empty shelves when retail prices are fixed below the

market-clearing level.

II. Industrial Wholesale Prices

NATURE and TRENDS

Industrial wholesale prices are those at which goods are transferred or

evaluated within the state sector of the Soviet economy. The term covers

prices of producer goods, including raw materials, semifabricates, and ma-
chinery, as well as manufactured consumer goods. It excludes prices at which
agricultural products are obtained by the state from collective farms but in-

cludes prices at which procurement agencies sell agricultural products to state

enterprises for processing or to trade organizations for retail sale without fur-
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ther processing. It also excludes foreign trade prices, although it includes the

prices at which foreign trade organizations buy from and sell to Soviet enter-

prises. Since 1958, collective farms have been permitted to buy various pro-

ducer goods at wholesale prices, rather than at retail prices, as previously.

The Soviet industrial wholesale price system is composed of three types

of prices. The enterprise wholesale price ... is the price at which a produc-

ing enterprise sells its output. The industry (i.e., branch of industry) whole-

sale price ... is paid by the state-enterprise buyer and includes, in addition

to the enterprise wholesale price, (i) the turnover tax, if any, on the product;

(2) the markup of the branch sales organization; and (3) transportation

charges if these are borne by the sales organization rather than the buyer.

Finally, a settlement or accounting price ... is used in some branches where

production costs diverge widely, notably the extractive branches. Individual

enterprises or groups of enterprises receive different settlement prices, rather

than a single, uniform enterprise wholesale price, from the branch sales or-

ganization. The latter, however, sells to customers of the branch at a single

industry wholesale price.

Enterprise wholesale prices are composed of the planned branch average

cost of production Csehestovnost'') and a profit markup. The former has no

exact equivalent in Western cost accounting. It includes direct and indirect

labor, materials (including fuel and power), depreciation allowances, and

various overhead expenses. Although interest payments for short-term bank

loans are included, both rent and interest on capital are excluded. The profit

markup is supposed to provide a "normal" profit, for the branch as a whole,

of 5 to 10 percent, calculated in relation to sebestoimost'. This profit markup

is not intended to allocate resources among alternative uses, but rather is to

provide a source of "net income" ... or accumulation to the state, to serve

as an instrument of financial control, and to promote the "businesslike" oper-

ation of Soviet enterprises.

Another source of accumulation is the turnover tax, which is levied

primarily on consumer goods and included in the wholesale prices of the

light and food industries, and thereby in retail prices. As a result, there is a

great disparity between producer and consumer goods in the relationship be-

tween their "costs" and their wholesale prices. In 1964, for example, in heavy

industry, production and marketing costs accounted for 81.6 percent of the

value of output in industry wholesale prices; profit, 11.5 percent; and turn-

over taxes, 6.9 percent. In contrast, the corresponding figures for the light and

food industry branches were 66.5, 8.2, and 25.3 percent.

The main trends in Soviet industrial wholesale prices from 1949 to 1964

are shown in tables i and 2. In the price reform of January i, 1949. ^leavy in-

dustry prices were raised sharply (on the average by 58 precent above the

1948 level) to eliminate most subsidies and to remove the turnover tax from

all producer goods except electric power, natural gas, and petroleum prod

ucts. As a result of subsequent cost reductions, heavy industry prices wereere



Table 1. Indexes of Soviet industrial prices: enterprise wholesale

PRICES (excluding TURNOVER TAx), SELECTED YEARS, 1950-64

[1949=100]

Commodity group
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later reduced through comprehensive price revisions in 1950, 1952, and 1955,
and through more limited adjustments in particular industries since 1958.

Changes since 1958 include reductions in the price of electric power, ma-

chinery, and petroleum products, and a sharp increase in timber prices. In

the case of electric power, turnover taxes were approximately doubled in

1 96 1, reducing enterprise wholesale prices (table i) while leaving industry

wholesale prices (table 2) unchanged.

In the food industry, enterprise wholesale prices (table i) have been

raised several times since 1952 to cover higher costs from successive increases

in agricultural procurement prices. Industry wholesale prices (table 2) do not

show a corresponding rise, however, because these cost increases have been

largely offset by reductions in turnover taxes, intended to prevent the higher

agricultural procurement prices from affecting industry wholesale prices and

thus retail prices.

PRICE-REFORM DISCUSSION

In the lengthy discussion on price reform which began in 1956, Soviet

economists have criticized the industrial price system on various counts and

have advanced different proposals for price reform.

Criticisms

The chief criticisms include the following:

I. Many Soviet economists believe that producer goods prices do not

properly reflect their "values," in the Marxian sense of the term. In Marxian

value theory it is possible for the actual prices of commodities, whether de-

termined by market forces or administratively, to differ ("deviate") from their

values, which in a long-run, "normal" sense are regarded as determined by

the amount of past and present socially necessary labor embodied in them.

("Socially necessary" labor is the amount used with average skill, intensity of

work, and conditions of production.) According to Marxian value theory, the

value ... of a commodity is regarded as composed of three parts: (a) the

value of past labor embodied in the materials and that portion of plant and

equipment (as measured by depreciation charges) used up in producing the

commodity; (b) the value of current labor for which workers receive com-

pensation in the form of wages; and (c) the value of current labor for which

workers are not compensated ("surplus value" or "surplus product ). In

Marxian terminology, these components of value are designated respectively

c for constant capital, v for variable capital, and m (or s) for Mehnvert (or

surplus value or product). .

In applying this value=c-fv+m formula to the Soviet economy, Soviet

economists usually take sebestoimost' as equivalent to the sum of c and v

and they regard the sum of total profits and turnover taxes as equal to total

surplus product or aggregate m. One criticism of industrial price formation
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is that, because (as noted above) prices of producer goods contain signifi-

cantly less profits and turnover taxes (rw) in relation to sebestoimost' (c+v)

than do prices of consumer goods, producer goods as a group are "priced

below their value." In addition, this criticism asserts, because surplus value

is not properly distributed in the prices of different commodities, relative

prices of producer goods do not correspond to their relative values. That is,

both the level and the structure of producer goods prices are held to deviate

from their Marxian value.

2. In turn, because producer goods prices fail to correspond to their

values, either in some aggregate sense or relative to each other, they furnish

unreliable guides for choices by planners and enterprise managers. If relative

prices are not correct, then incorrect choices will be made regarding alterna-

tive inputs and outputs. Because producer goods as a group are considered

underpriced relative to consumer goods, in the calculation of production ex-

penses both materials and machinery are undervalued relative to labor—whose

wage rates are related to the price level of consumer goods—leading to the

unjustified substitution of materials and machinery for labor. Similarly, the

shortcomings of producer goods prices distort the comparisons of internal and

external prices on imports and exports which are made in planning foreign

trade.

3. The defects of industrial wholesale prices impede the effective use of

value targets in the control and evaluation of enterprise operations. For ex-

ample, they cause differences in the level or rate of profits (or losses) which

are unrelated to the performance of enterprises or their contribution to the

economy.

4. Soviet economists agree that this scheme of industrial pricing causes

part of the \'alue created in producer goods branches of industry to be "re-

alized" in the prices of consumer goods. Thus, the calculation of various

macroeconomic relationships using these prices does not give an accurate pic-

ture of the structure and development of the economy. For instance, the

share of heavy industry is understated in the distribution of national income

by sector of origin, while the share of accumulation (i.e., investment) is

understated relative to consumption in the distribution of national product.

Reform ipro-posah

On the issue of what reforms should be made in the industrial price sys-

tem, Soviet economists are divided into three main schools: a traditionalist

school, a surplus product markup school, and an opportunity cost school.

I. Traditionalist school—One group upholds the essentials of the tradi-

tional scheme of industrial price formation but suggests relatively modest

adjustments in order to improve the structure of producer goods prices with-

out altering their level significantly. It believes that the use of prices as in-

struments of economic control requires many deviations of price from "value,"
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in order to promote the efficient operation of enterprises, recognize supply
and demand factors in certain cases, promote or discourage consumption of
certain goods, etc. The traditionalists see no justification for a large increase
in the overall level of producer goods prices to incorporate more "surplus
product" in them. Instead, they stress selective adjustments in the structure
of producer goods prices to eliminate losses and excessive profits, establish the
"correct" price relationships between substitutes, encourage the introduction
of new models of machinerv, etc.

2. Surplus 'product markup sc/ioo/.-Another group of Soviet economists
favors pricing on the basis of "value" by adding a uniform, proportional sur-

plus product (in) markup to sehestoimost' (c+v) to derive a price equal to

value (i.e., to the sum of c+v+m'). They propose to raise the level of whole-
sale prices of producer goods without altering the general level of wholesale

prices (or retail prices) of consumer goods. This would be accomplished by
a partial shift of surplus product (profits and turnover taxes) from consumer
goods prices to producer goods prices in order to raise the latter relative to the

former.

The members of this school diflFer among themselves, however, on the

manner in which surplus product should be distributed in the prices of goods.

One view favors using labor cost as the base to which the markup would be

applied; a second, sehestoiviost'; a third, capital; and the fourth, a combination

of labor cost and capital. It should be noted that all of these formulas are cost-

oriented, neglecting demand as a basic element in value and price. They do not

recognize a connection between value and allocation. The allocation of re-

sources would still be accomplished by directives in physical terms, supple-

mented by selected divergences of price from the "value" result yielded by the

particular formula—for example, in order to secure the correct relative price

structure for substitute fuels or machines.

3. Opportunity cost school.—The members of this school, in contrast,

advocate, explicidy or implicidy, efficiency prices which reflect relative scar-

cities and include capital and rent charges. These prices would, ideally, be

the shadow prices obtained from the formulation of an "optimum" plan by

input-output and other mathematical programing techniques. Such an opti-

mum plan would achieve as fully and as efficiently as possible a set of final

output goals specified by the political leadership. The members of this

school recognize that such a plan, and its shadow prices, cannot be formulated

at present, because of the absence of the necessary detailed information on

many millions of economic relationships and the lack of the necessary data

processing and computing facilities to handle this information if it did exist.

However, they believe that it is still possible at present to improve the exist-

ing price system by incorporating, if only imperfectly, some of the features of

the ideal prices of the optimum plan.

The advocates of this approach-particularly V. V. Novozhilov and

L. V. Kantorovich-have been attacked on the ground that they reject the
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Marxian labor theory of value by recognizing land and capital as factors of

production, relating value to scarcity, and using the "notorious" bourgeois

marginal analysis. However, Novozhilov and Kantorovich steadfastly deny

any deviation from Marxian value theory, asserting that their prices are dif-

ferent from capitalist prices, that land and capital are considered only insofar

as they affect the productivity of labor, etc.

PENDING CHANGES

1961-64 -price revision

The July i960 Plenum of the Central Committee of the CPSU called

for a revision of heavy industry prices and freight rates during 1961-62, with

the aim of introducing the new prices in 1963. The main features of the

revision, as disclosed while the work was in progress, indicated that it would

conform to the views of the traditionalist school.

The principal objective was to adjust prices and costs (i.e., sebestoimostO

in heavy industry to provide a "normal" level of profitability, in relation to

sebestoimost', of about 9 percent. The general level of wholesale prices for

heavy industry was to remain virtually unchanged, being reduced by only

about 3 percent. However, the structure of heavy industry prices was to be

altered markedly, by price increases in most extractive branches and price

reductions in the secondary branches, such as machine building and chem-

icals. The revision thus sought to recognize and ratify wage and cost increases

in the extractive branches, on the one hand, and productivity gains and cost

reductions in the manufacturing branches, on the other, since the last gen-

eral price revision in 1955. In some cases (e.g., coal and petroleum), relative

prices of substitutes were to be changed to adjust demands on the part of users

to the planned supplies. The effects of the producer goods price re\'ision on

other sectors of the price system—such as wholesale prices of consumer goods,

agricultural procurement prices, and retail prices—were to be negligible.

Work on the price revision was not completed on schedule, however, be-

cause of the huge volume and great complexitv of the work. One source esti-

mates that the total volume of price lists amounted to 38,400 printed pages,

containing several million prices. By the end of 1962, price lists had been

completed for raw materials and fuels, chemicals, construction materials, and

electric power, but not for machine building, in which, because of technologi-

cal developments, some 40 percent of the entries in the price lists were new
items. Nevertheless, it appears that bv late 1963 or early 1964 the new price

lists were ready, as instructions were issued in June 1964 to recalculate the

1964 plan and budget in the new prices, as a basis for calculating the 1966

plan and budget and the 5-year plan for 1 966-70 in the new prices.

On the basis of the new heavy industry prices, a revision of wholesale

prices on the output of the light and food industries was undertaken in 1964.



WESTERN VIEWS coe

It affected about 85 percent of light industry output but only about 30 per-

cent of food industry output, because wholesale prices on many food products
had already been adjusted in response to the successive increases in agricul-

tural procurement prices since 1953. Thus, the revision affected all segments
of the textile, knitwear, and leather and rubber footwear industries, but not

bread products, meat, fish, butter, sugar, tobacco, or canned vegetables. One
aim of the revision was to adjust prices for changes in production costs (in-

cluding the cost of heavy industry inputs, such as synthetic fibers from the

chemical industry). Another objective was to reduce the large variations in

the profitability of different items within the same product categories (e.g.,

different types of clothing or footwear), and thus to curb the tendency of

enterprises to "violate the assortment plan" by producing more of the "ad\'an-

tageous" and less of the "disadvantageous" items than called for in the plan.

A third goal was to reduce the number of enterprises operating at a loss.

Finally, the revision was supposed to simplify price lists by eliminating out-of-

date items and low-quality goods not in demand. The revision was not to lead

to any increase in the level of retail prices.

The actual promulgation of the new heavy industry price lists was suc-

cessively postponed, however. According to S. G. Stoliaroy, Chief of the De-

partment of Price Statistics of the Central Statistical Administration, one

reason was the opposition of critics of the traditional scheme of price forma-

tion, particularly those who favored the surplus product markup approach

instead. After the ouster of Khrushchev in October 1964, the adoption of

new prices was delayed while the new leadership formulated its economic

program, including the decisions on economic planning and management an-

nounced in Kosygin's speech to the Central Committee on September 27,

1965.

ig66-6'/ frice reform

According to this speech, the Soviet Government plans to introduce by

the beginning of 1968 a number of important changes: (i) Sales and profit-

ability, rather than total output, will be the principal enterprise performance

indicators. (2) Enterprises will receive somewhat greater freedom in deter-

mining the composition of their output and inputs. (3) To economize on

capital, enterprises will be required to pay interest on their fixed and working

capital, their profitability will be calculated in relation to capital rather than

cost, and new investment will be financed in large part from bank credits in-

stead of budget grants. (4) Enterprises will retain a larger share of their

profits for investment and the payment of bonuses to both workers and man-

agement. (5) The regional economic councils created in 1957 will be replaced

by ministries for the different branches of industry.*

* Some of these changes were implemented much earlier. The regional economic

councils, for instance, were replaced by ministries for the different branches of mdustry in

1965. (Editor's note.)
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Kosygin called for a revision of industrial prices to implement the new
scheme of planning and management, indicating the following guidelines for

price reform:

1. "Prices should to the greatest degree reflect socially necessary labor

costs and must cover the costs of production and distribution and insure the

receipt of profits by each normallv operating enterprise."

2. From the sale of its output, the normally operating enterprise should

receive enough profit to make payments on its assets and other payments into

the budget, build up incentive funds, and expand its capital.

3. Enterprise payments to the budget of a percentage charge on fixed

and working capital are not to be in addition to previous payments to the

budget but rather are to replace in part payments made in the form of profits

taxes and turnover taxes, whose share in enterprise payments to the budget

will be reduced.

4. Prices should also take into account the quality, durability, and re-

liability of products and "the economic effect" obtained by consumers.

5. Industrial wholesale price revisions should not result in a change in

retail prices.

A State Price Committee (SPC), under U.S.S.R. Gosplan, was estab-

lished'* to prepare, by the beginning of 1966, recommendations on the main

features of a system of wholesale prices, "proceeding from the necessity of

bringing prices closer to the level of socially necessary labor costs. These prices

should assure the achievement of the indicated measures for improving plan-

ning and economic incentives for enterprises." Recognizing that the actual

calculation of new prices and preparation of new price lists would require

much more time, Kosygin called for the introduction of new prices in 1967-

68, or possibly earlier in certain parts of industry.

According to the chairman of the SPC, V. Sitnin, the main features of

the new industrial wholesale prices will be as follows

:

1. Prices will be based on average branch sebestoimost', rather than

marginal cost, and planned losses will still be possible in those enterprises

whose costs are much above the branch average.

2. Profitability will be calculated in relation to fixed and working capital.

Profit rates will be high enough to cover investment for expansion, payments

to the budget equal to 5-6 percent of capital, and contributions to incentive

funds.^ The average rate of profitability for industry as a whole is estimated

at approximately 12-15 percent, but rates will vary by branch of industry.

(The uniform surplus product markup approach is specifically rejected by

"* It absorbed two existing bodies, the Commission on Prices on the Presidium of the
U.S.S.R. Council of Ministers and the Price Bureau of the U.S.S.R. Gosplan. . . .

5 For 1966 the capital charge is fixed temporarily at 6 percent, compared to 1-2 per-

cent for short-term credit and 0.5 percent for long-term credit for capital investment. . . .

Some Soviet economists favor differentiating the capital charge by branches, or even en-
terprises, and by types of capital.
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Sitnin.) For example, in heavy industry, in order to cover costs in the coal

industry and at the same time secure the proper relative prices for substitute

fuels, accumulation (in the form of both profits and turnover taxes) must
be higher in the petroleum and gas industries than in the coal industry. In

light industry, accumulation (particularly in the form of turnover taxes) will

be higher on alcoholic beverages and tobacco than meat.

3. In the extractive industries two methods will be used to deal with

large differences in costs due to natural conditions. In some cases, group

settlement prices will be used, as at present. In others, enterprises in more

favorable natural conditions will make fixed rent payments.

4. Greater use is to be made of increments to prices to reflect quality and

durability features.

5. The revision of industrial wholesale prices is not to raise the level of

retail prices or to alter their structure significantly. Also, it is not to modify

significantly the prices on the industrial producer goods sold to agriculture,

in order not to affect the terms of trade for agriculture established by the

March 1965 and other agricultural measures taken by the post-Khrushchev

leadership. ...'''

Nevertheless, on the basis of the information available to date [1966], it

appears that the new wholesale prices will to a large extent follow traditional

lines, rather than those recommended by either the surplus product markup

school or the opportunity cost school. . . . [T]he new prices are to include

a capital charge . . . [but it] seems to be intended, in the words of one

Soviet economist, "not as a price-forming factor but as a form of redistribution

of profit."

In other respects, the principles underlying the new prices appear to

differ little from those used (in 1955) in preparation of the existing prices

and those followed in the 1961-64 revision. The new prices are to be based

on average cost rather than marginal cost. They attempt to provide a "normal"

level of profitability (defined in a new way, to be sure) to the normally

operating enterprise fulfilling its plan. With the exception of relative prices

of some substitutes (e.g., fuels), however, they are not intended to be scarcity

prices capable of allocating resources in the most efficient way. It is question-

able, therefore, whether the new prices will contribute much to improving

the choices which enterprise managers, exercising their expanded decision-

making powers, will make regarding current inputs and outputs and invest-

ment. Nor are they likely to enhance the ability of higher administrative au-

thorities to evaluate enterprise performance. Rather, it appears that the re-

form of industrial prices is not as bold as would be required to carry out

successfully the changes in planning, management, and incentives which it

is supposed to help implement.

*(The revision of wholesale prices became effective July i. 1967 (Editor's

note).
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III. Agricultural Procurement Prices

Agricultural procurement prices are those at which collective and state

farms sell to state procurement agencies. Collective farm market prices, at

which agricultural producers sell to households, are analyzed in the following
section on retail prices.

NATURE AND TRENDS

Collective farm prices

In setting procurement prices for collective farms, the Soviet Government
has pursued two conflicting objectives: (i) to fix the terms of trade for the
collective farm peasantry so as to make it bear a large share of the burden of
industrialization, and (2) to provide incentives to produce. The former ob-
jective clearly dominated during the Stalin era. Since 1953, the latter has
been more characteristic of collective farm price policy.

The terms of trade and real income of the peasantry depend on the rela-

tionship between agricultural procurement prices paid to the collective farms,
on the one hand, and prices paid by collective farms for material inputs and
prices paid by collective farmers for consumer goods, on the other. The terms
of trade for the peasantry were extremely unfavorable during the Stalin era.

Procurement prices for grain remained almost unchanged from 1929 to 1953.
Livestock prices doubled from 1929 to 1940 but remained unaltered from
1940 to 1953. Over the same period, retail prices (at which collective farms
also bought many of their industrial inputs) rose many fold. In 1952, the
level of retail prices was 10 times the 1940 level. Grain and livestock produc-
tion was very unprofitable, and the price of potatoes did not even cover the
cost of delivery to the city. For technical crops, such as cotton, sugarbeets, and
tobacco, the situation was more favorable, as procurement price increases
after 1940 had kept pace with increases in the prices of consumer goods and
industrial inputs.^

One of the first steps taken by Stalin's successors in 1953 was to embark
on a broad program to increase agricultural output, involving changes in
planning and administration, delivery obligations, taxes, investment, and
prices. The changes in agricultural procurement prices included a large in-

crease in the general level of prices, regional differentiation of prices, a revi-

sion in the relative price structure in favor of food crops, a greater effort to

relate prices to costs, and the unification of multiple prices into single pro-

6 For an accurate picture of the peasantry's terms of trade one must, of course, also
consider trends in prices on collective farm market sales, which account for an important
share of the incomes of producers of meat, milk, eggs, fruits, and vegetables.
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curement prices for each crop. Major price increases were made in 1953,
1956, 1958, 1962, 1963, and 1965. Table 3 shows the trend of collective farm
procurement prices from 1952 to 1962. . .

In 1953 the Government increased sharply both obligatory delivery

prices ... and state purchase prices. . . . The former applied to the de-

livery quotas fixed for each farm, and the latter to additional sales to the state

above the quota. Although state purchase prices were higher than obligatory

delivery prices, they were still below collective farm market prices, and hence
sales at state purchase prices were in most cases not voluntary but compul-
sory. In addition to increasing both types of prices, the Government further

raised average realized prices on vegetables and potatoes by reducing obliga-

tory delivery quotas, thereby releasing more of their output for sale at the

higher state purchase and collective farm market prices. In 1956, procure-

ment prices were again increased, and in some cases the differential between

the basic and the higher incentive price was reduced.

Table 3. Indexes of Soviet agricultural procurement prices,

selected years, 1953-62^

[1952=100]

Commodity group
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if this had been intended) because of a lack of appropriate cost data. For

decades, as long as average procurement prices were extremely low, reference

to costs was politically inexpedient, and collective farms did not calculate

their production costs. The notion was even widely accepted that the concept

of cost was not applicable to collective farms. Only in 1955 did the state

begin to investigate the level and structure of collective farm costs, and only

in 1958 did farms begin to calculate their costs. '^ The 1958 prices were there-

fore not based on costs. Instead they were set on the principle that the total

bill to the state for procurements from the collective farms should not exceed

the previous bill for procurements plus the bill for MTS operations and in-

vestment. Thus, basically, the existing terms of trade between the agricultural

and industrial sectors were left unchanged; as one Soviet economist put it,

"only the channels of exchange were altered."

In the case of livestock products, it was not intended that the 1958 prices

should cover costs. Instead it was "supposed" that collective farm losses on

livestock products would be covered from earnings on grain, sunflowers, and

other crops. The ratio of prices to costs in i960, for example, was 155 percent

for grain (excluding corn), but only 65-67 percent for meat and eggs and 86

percent for milk.^ This relative price-cost structure provided little incentive

to collective farms to increase livestock production, and they instead em-

phasized the more profitable plant crops. In 1962, the Government raised

purchase prices on cattle and poultry by an average of 35 percent. It also took

the politically unpopular step of raising retail prices of meat products by an

average of 30 percent and of butter by 25 percent. However, despite the sub-

stantial increase in livestock prices, they still failed to cover costs. As table 4
shows, the average 1963 purchase prices for milk, cattle, and pigs were well

below their respective average 1961-63 production costs. Moreover, in many
regions the price-cost discrepancy was greater than the national averages in

table 4. (The table also reflects the impact of price increases in 1963 on cot-

ton, sugarbeets, beans and peas, and potatoes.)

In 1965, as part of the broad Brezhnev-Kosygin agricultural program,

prices for milk, livestock, and grain were raised, and above quota premium

prices were reestablished for wheat and rye, cotton, and sunflowers. ... It

appears . . . that the milk and livestock price increase will go a long way
toward eliminating losses on these products on farms of average efficiency.

'' The calculation of collective farm costs was, furthermore, complicated by the ques-

tion of how to value labor inputs, which were reckoned not in money wage payments or

even man-days, but in labor-day (trudodni) accounting units. The payments made in

money and in kind per labor-day varied widely from one farm to another, and from year

to year on the same farm. Moreover, since payments for a labor-day were greater on the

more successful farms, to use actual labor-day payments would make it appear that the

more efficient farms had higher costs. For purposes of comparison, therefore, it was de-

cided to assign a fixed notional value to collective farm labor inputs; namely, to value

them at state farm wage rates. Some Soviet economists, however, favor valuation of col-

lective farm labor inputs at actual labor-day payments.
^ In these figures collective farm labor inputs are valued at state farm wage rates.
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Table 4. Soviet collective farms: average 1961-63 production
cosTsi AND average 1963 purchase prices of selected commodities
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prices of industrial inputs and of consumer goods, have markedly improved

the collective farm peasantr)''s terms of trade since 1953. The general price

increases from 1953 to 1958 helped, in conjunction with other measures, to

bring about a large increase in agricultural output. Subsequent price increases

have been more selective, focusing on lagging commodities, particularly live-

stock products. It is by no means clear, however, that the 1965 price increases,

whose magnitude was limited by the decision not to raise retail prices, will be

sufficient to cover costs (including reasonable compensation for collective

farm labor) and make livestock production profitable.

State Farm Prices

State farm delivery prices . . . are essentially different in nature from

the prices paid to collective farms. State farms are "factories in the field"

similar to state enterprises in industry, transportation, trade, etc. Their em-

ployees receive money wages on a piece-rate basis, and they calculate cost of

production (sebestoimost') in essentiallv the same way as other state enter-

prises. If—as has commonly been the case—sales revenue fails to cover sehes-

toimost^ the deficit is met by redistributions of profits within the state farm

network or by operating subsidies from the budget. (In addition, investment

has been financed by budget grants.) Because state farm costs are reimbursed

by the combination of delivery prices and subsidies, the failure of prices to

cover costs does not restrain output. In contrast, for the collective farms, prices

are the sole source of compensation for production expenses and productive

effort.

Until 1954, state farm prices were based on (but were lower than) the

corresponding state purchase prices for collective farms. As these prices did

not cover production costs, a subsidy was planned for each type of state farm

output. In 1954, with the announced objective of eliminating subsidies, state

farm delivery prices were raised and differentiated by geographic zones. The
new prices were supposed to yield an overall profit of y.y percent on sehestoi-

most', although it was expected that livestock would still be produced at a

loss, to be covered from earnings on crops. But, as table 5 shows, by 1956 the

overall profit rate was only 5.6 percent, and by 1958 crop profits failed to

cover livestock losses, resulting in an overall loss rate of i percent. By i960,

net losses of the state farm system covered by budget subsidies amounted to

600 milHon rubles (in terms of "new" rubles after the 1961 monetary reform).

To eliminate these subsidies, the Government in 1961 reduced the state farms'

input prices and raised their output prices. State farm costs were cut by about

300 million rubles per year through a reduction of prices on machinery, spare

parts, and fuel. State farm revenues were augmented by 500 million rubles

through higher prices for livestock products, grain, sugar beets, and fruits. In

1962, state farm livestock prices were raised again, concurrently with the in-

crease in collective farm livestock prices. However, as table 5 shows, the new
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Table 5. Soviet state farms: profitability • of selected
COMMODITIES, SELECTED YEARS, 1956-64

[in percent]
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ing any payments on capital or contributions to incentive funds. The new
state farm prices thus apparently aim only at covering operating costs (for all

farms taken together), rather than at putting state farms on the same financial

footing as other state enterprises. To accomplish the latter would require a

much larger increase in state farm prices—which would conflict with the tra-

ditional policy of setting state farm prices at or below collective farm prices.

PRICE REFORM DISCUSSION

Beginning in 1958, defects in agricultural procurement prices have been

criticized and suggestions for improvement advanced at scholarly conferences

and in Soviet economic journals and newspapers. The agricultural price re-

form discussion has been more cautious than the industrial price reform dis-

cussion, because agricultural price changes are politically sensitive measures

which directly aff^ect the distribution of income between the rural and urban

populations. Changes in industrial prices, in contrast, primarily affect finan-

cial relationships within the state sector.

Criticisms

The principal criticisms concern price-cost relationships for different

products, defects in geographical differentiation of prices, and the failure of

prices to promote a rational pattern of specialization.

1. One criticism is that both the level and the structure of procurement

prices have been set without adequate regard for production costs (including

reasonable compensation for the labor of collective farm members). As a re-

sult, incentives to expand collective output are lacking, and collective farm-

ers instead devote as much effort as possible to their private plots. On the one

hand, more accurate calculations of costs are needed. On the other, the Gov-

ernment should fix prices so as to make the production of each product profit-

able, rather than expecting profits on plant products to compensate losses on

livestock products.^"

2. Prices of individual crops are differentiated geographically in an effort

to skim off differential rents arising from more favorable natural conditions.

However, the variations in prices is not as great as the variation in costs in the

different zones.^* As a result, the profitability of a given crop varies greatly

from zone to zone. For some crops, such as potatoes, flax, and wool, prices

are not differentiated geographically, even though they are produced in differ-

^0 According to some recent estimates, profitability rates of 40 to 60 percent on
sebestoimost' (including reasonable compensation to collective farm members) would be
necessary if collective farms are to pay income taxes, make contributions to pension and
welfare funds, and carry out planned expansion of fixed and working capital.

^1 According to one estimate, the differences in sebestoimost' in different natural

zones range from 180 to 600 percent for different agricultural products, while the cor-

responding differentiation of procurement prices is only 30 to 50 percent.
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ent areas with widely varying costs. In addition, there are large differences

in costs and profitability within price zones, some of which cover a very large

area. For example, grain price zone IV stretches from the shores of the Arctic

into southern Siberia, comprising an area 10.3 times that of France, with ex-

treme variations in soil, rainfall, temperature, and length of growing season.

One consequence of these defects in price zoning is large differences in the

incomes of collective farmers in different regions, and even in the same region,

due to natural conditions, rather than to differences in equipment, productive

effort, or managerial skill. Another consequence is that the state does not ob-

tain the maximum results from a given total expenditure on agricultural pro-

curements. By increasing prices in some zones and reducing them in others,

the state could secure a net increase in the volume of procurements without

any increase in total procurement expenditures.

3. Many collective and state farms operate at low profitability or losses

because they are required, by their delivery plans, to produce products for

which they are not suited. It is not unusual for collective farms to receive pro-

curement plans for 15 or 20 different products, some of which thev are

expected to produce at a loss. Often the quotas exceed the farm's capabilities,

forcing it to request loans in kind for seeding or planting purposes. In part,

the lack of rational specialization is the result of the low level of agricultural

production: the state is afraid to reduce or eliminate delivery plans from low-

yield areas lest it lose badly needed supplies. On the other hand, the require-

ment that farms produce and deliver products for which they are not suited

prevents them from specializing in those crops on which their yields would

be much higher.

Reform pwposals

Various proposals have been advanced to deal with shortcomings in the

level, structure, and regional differentiation of agricultural procurement prices.

They include the following: (i) basing prices on marginal rather than aver-

age costs; (2) revising the boundaries of price zones; (3) using instruments

other than price differences to take differential rent; and (4) varying prices

in accordance with harvest fluctuations.

I . At present, the zone price of a product is supposed to be based on the

average cost of production in that zone. As a result, collective farms with

higher than average costs for the zone have difficulty covering expenses, and

the incomes of their members are correspondingly low. The supporters of

marginal cost pricing argue that if the state requires a farm to produce and

deliver a commodity, the state should pay the farm a price adequate to cover

costs (including reasonable compensation for the labor of its members) and

provide a profit for expansion. Although a few members of the margmal cost

school favor basing price on the national marginal cost of the product, most

accept the principle of zonal price differentiation and urge mstead that price
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be based on the marginal cost of the zone. More precisely, they advocate bas-

ing the price on the cost of production of farms with the worst land in the

zone (in terms of fertility and location) but with average conditions of pro-

duction in regard to mechanization, labor productivit)^ and managerial effi-

ciency. The differential rent accruing to farms with better land would be

taken by taxation.

Prices based on marginal costs would, of course, mean a much higher bill

for state procurements—double, or for some products or zones even triple, the

bill with prices based on zonal average costs. However, there need not be a

corresponding increase in wholesale and retail prices. As noted, additional tax

revenues would be collected on the differential rent of farms on inframarginal

land. These revenues would be allocated to subsidies to the light and food

industries and the trade network intended to keep wholesale and retail prices

below the level of procurement prices. Opponents of this approach object that

it is undesirable to set retail prices below procurement prices, as this situation

encourages farms to buy agricultural products at retail prices in order to resell

them to the state at procurement prices. Critics also point out that it would

be difficult to determine the correct amount of differential rent to be taken

through taxation from all but the highest cost farms.

2. Suggestions for improving price zoning include the following: The
number of zones should be increased to make them more homogeneous and to

reduce intrazonal differences in cost and profitability. For example, the num-

ber of zones for grain in the RSFSR should be increased from 8 to 16 or 18.

Zone prices should be introduced for such crops as potatoes, flax, and wool.

The revision of zone boundaries should consider both natural factors (such

as soil, temperature, precipitation, topography, etc.) and economic factors

(such as the structure of output, extent of mechanization, income per acre

and per man-day, etc.). Price zoning should promote rational specialization

through higher profitability for crops in the zones most suited to them, but

prices should be high enough to cover costs and provide a profit even in the

less suitable areas.

3. Even with improvements in the delineation of price zones, intrazonal

differences in cost and profit would continue to exist. To take some of the

differential rent of farms with better than average, or better than marginal,

land in the zone, income taxes and/or land taxes are recommended. An in-

come tax has been levied on collective farms for a number of years, not only

to take differential rent but also to exert control over the fulfillment of pro-

duction and financial plans. However, the tax has been levied on gross income

(including labor-day distributions to members) rather than on net income,

and with virtually no progression in rates. Reform proposals have recom-

mended using net rather than gross income as the base, and introducing a

progressive scale of rates. In 1965, the base was shifted to net income, and an

element of progression was introduced through the exemption from taxation

of the first 15 percent of net income. An alternative, or supplementary,
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method of taking rent is direct money rent payments varying with the quahty
of the land. However, this method requires a land cadaster,* which is not
likely to be available for many years.

4. Another reform proposal is that, instead of keeping prices stable de-

spite variations in harvests, the Government raise them temporarily when
harvests are especially poor. Under this proposal, in bad harvest years both

agricultural procurement prices and state retail prices would be increased. The
1958 agricultural price revision was supposed to have introduced flexible pro-

curement prices varying with harvests, but in practice flexibility operated in

only one direction: prices were reduced for very good harvests but not raised

for bad harvests.

The 1965 agricultural price revisions reflect these reform proposals only

to a very limited extent. Prices are still based on zonal average costs, except

in the case of grain procurements in the main grain areas, where the new
prices seem to be related to cost conditions on farms located on the least

favorable land. While some price zone boundaries were altered, there was no

comprehensive revision based on a careful study of natural and manmade

factors affecting costs. The nature of the collective farm income tax was sig-

nificantly improved, but it is still an imperfect instrument for taking difi'eren-

tial rent—inferior to explicit rental payments, which are precluded by the

absence of a land cadaster. Prices are not to vary inversely with the size of

the harvest. Rather, the reintroduction of premium prices for above-plan de-

liveries of wheat, rye, cotton, and sunflowers will make their average realized

prices higher when harvests are good.

On balance then, the 1965 price changes appear to be another desirable,

but still relatively modest, step on the road to guiding Soviet agriculture

through prices and monetary incentives, rather than administrative commands.

Soviet agriculture still lacks sound prices capable of securing rational special-

ization of production through decentralized decisions of farm managers. More-

over, it is important to recognize that although higher prices, properly related

to costs, can stimulate production, the development of Soviet agriculture also

requires a steady and adequate flow of industrial inputs (including invest-

ment goods) at reasonable prices and on reasonable credit terms, as well as

adequate and guaranteed remuneration for farm members.

IV. Retail Prices

NATURE AND TRENDS

There are two principal types of retail prices at which goods arc sold to

households in the Soviet Union: state retail prices and collective farm market

prices.

* A public record of the extent, value, (and ownership) of land for purposes of

taxation. (Editor's note.)
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State retail •prices

The state retail price ... is charged by state retail stores, consumer co-

operative stores, and state and cooperative service establishments, such as

restaurants, laundries, theaters, etc. The consumer cooperatives, which oper-

ate primarily in the rural areas, are closely supervised by the state, which

determines their number, size, location, etc.; allocates goods to them; and

establishes sales plans for them. Of total state, cooperative, and urban collec-

tive farm market sales in 1964, the respective percentage shares of the three

types were 68, 28.1, and 3.9.

State retail prices supposedly are fixed with the aim of clearing the mar-

ket both in aggregate terms and for each commodity. In aggregate terms, the

objective is to set the general level of state retail prices so that total retail sales

at that price level will absorb the money income which the population is

expected to want to spend at state and cooperative retail outlets. For individ-

ual goods, the objective is to fix the price of each at a level which equates

planned supply and expected demand.

The general level of retail prices depends upon both tax and wage poli-

cies. The Soviet Government relies primarily on price-increasing taxes, namely

the turnover and profits taxes, to finance investment, military programs, and

social services. As a result, the general retail price level is higher than it

would be if direct taxes on households were used to a greater extent. Planned

increases in private consumption can be distributed among households by

reducing retail prices or by increasing money incomes (or by a combination

of the two). The first method distributes the increase in consumption among

the population as a whole, while the second is more selective. With stable

retail prices, money incomes of different segments of the population can be

increased by different degrees (and at different times) to provide selective

incentives for increased production and for occupational and geographical

shifts.

The first method was used from 1948 to 1954, when retail prices were

reduced each spring. As table 6 shows, since 1954 the state retail price level

has been relatively stable, although there have been adjustments in the prices of

individual goods. In addition to a moderate rise in the general wage level,
^^

there have been selective increases in the money incomes of particular segments

of the population, through increases in agricultural procurement prices, pen-

sions, minimum wages, and the wages of selected occupations (miners, teach-

ers, etc.).

Under planners' sovereignty in the U.S.S.R., the basic method of elim-

inating a disequilibrium in the market for a particular good is to adjust de-

^2 Average monthly wages of workers in the state sector rose from 71.5 rubles in

1955 to 90.1 rubles in 1964. Narodnoe Khoziaistvo SSSR v 1964 godu ^Economy of the

USSR in 1964), Moscow, Statistika, 1965, p. 553.
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Table 6. Indexes of Soviet state retail prices

SELECTED YEARS, 1952-64

(1950-100)

549
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than the distribution of money income. To do this, the Government fixes

lower prices for mass consumption goods (such as basic foodstuffs) which

predominate in the budgets of lower income groups, and higher prices for

goods (e.g., consumer durables and luxury foodstuffs) which are relatively

more important in the budgets of higher income groups. In pursuit of this

objective, prices of some food products, such as meat, have been deliberately

set below the equilibrium level (even below the corresponding agricultural

procurement prices in some cases), as persistent shortages attest. In this way,

the informal rationing of queues and empty shelves helps to modify the dis-

tribution of real income from the initial distribution of money income.

Relative prices are also used to pursue other objectives of social policy.

For example, low prices are set on books in order to promote indoctrination

and education, and on children's apparel in order to aid large families, while

high prices are intended to curb the consumption of vodka.

The turnover tax, which provides about 40 percent of total budget reve-

nue, is the principal device used by planners to secure the desired level and

structure of retail prices. The principal components of the state retail price are

(i) the enterprise wholesale price (or the agricultural procurement price

plus the markup of the procurement agency), (2) the turnover tax, (3) the

wholesale trade margin, and (4) the retail trade margin. In addition, there

are transportation charges. The wholesale and retail margins are intended to

cover expenses and provide a profit at the respective stages. The respective

shares of enterprise wholesale prices, turnover taxes, and the two trade mar-

gins in the total value of state retail sales in recent years may be estimated

very roughly at 50, 40, and 10 percent. Their relative importance in the prices

of individual goods differs markedly, however, precisely because the turnover

tax is used to fix the retail price at the desired level.

The turnover tax thus serves as a cushion which separates the retail prices

paid by households and the wholesale prices received by producing enter-

prises in industry and agriculture. It permits the planners to alter consumer

prices without changing producer prices correspondingly, and vice versa. Re-

tail price reductions need not be accompanied bv wholesale price reductions,

and wholesale price increases need not be followed by retail price increases.

The turnover tax separates not only the levels but also the structures of

consumer and producer prices, since the different rates of taxation on differ-

ent goods cause their relative retail prices to differ from their relative whole-

sale prices. For most goods the turnover tax is set as a specific ruble amount,

and there are separate wholesale and retail price lists. For a limited group of

goods, chiefly intended for local markets, the turnover tax is levied as a per-

centage of the enterprise wholesale price. These goods include some types of

haberdasher)^ household items, and recreational and educational items. For

certain nonfood consumer goods, the turnover tax is calculated as a percentage

of the retail price. This scheme is used for consumer goods produced by the

paper, chemical, and radio industries, as well as for sewn and fur items.
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Collective farm market 'prices

The collective farm market price ... of goods is determined by supply
and demand in the individual collective farm markets, varying from market
to market and from day to day in the same market. There are about 8,000
collective farm markets, approximately half of them in towns of various sizes

and half in rural areas. The markets occupy designated trading areas and are

equipped with a varying number of stalls, benches, tables, storage bins, meat
and milk control points, etc. Sellers are charged a small daily fee for the right

to offer their wares. About 700,000 peasants are reported to participate in the

markets each day.

Although urban collective farm market sales represented only about 4
percent of total state, cooperative, and urban collective farm market sales in

1964, their importance in Soviet retail trade is greater than this figure sug-

gests. In relation to total trade of the three channels in the same food goods,

the collective farm market share in 1964 was 12 percent. In some important

Table 7. Indexes of Soviet collective farm market prices,

selected years, 1958-64'

[1950=100]

Commodity group
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cities the collective farm markets account for 20 to 40 percent and more of

total sales of major food products.

Collective farm market prices are set by supply and demand, but both

supply and demand are strongly influenced by the State. Demand on the

collective farm market depends on the extent to which the State retail net-

work is able, with available quantities at the established prices, to satisfy the

effective demand of households. The excess purchasing power remaining after

household expenditures in the State retail trade sector finds an outlet in the

collective farm market. The supply off^ered by agricultural producers (collec-

tive farms, peasants, and urban workers with garden plots depends on the

amount of output they have left after selling to State procurement agencies.

In contrast to the relative stability of State retail prices (see table 6),

collective farm market prices rose sharply in the . . . years [between

1958 and 1964] as a result of poor harvests and reduced supplies in both

State stores and collective farm markets. Table 7 shows the trend of collective

farm market prices during these years. According to one estimate, toward the

end of 1962 collective farm market prices exceeded State retail prices on the

same items by about 60 percent on the average. . . .

PRICE REFORM DISCUSSION

At scholarly conferences and in the economic literature of the last few

years, Soviet economists have criticized a number of aspects of retail price

formation and have advanced suggestions for changes.

Criticisms

Among the criticisms of retail prices are the following : ( i ) prices diverge

from a market-clearing level; (2) prices are set without adequate study of de-

mand; (3) rural price differentials are unjustified; and (4) pricelists are out-

dated and too complex.

I. For decades, many state retail prices have been too low, and demand
has exceeded supply, giving rise to shortages and queues. Among the causes

responsible are the effort to modify income distribution in favor of lower in-

come groups, underfulfillment of ambitious production plans, and the failure

to meet assortment plans. In addition, local shortages often exist because of

errors in the distribution of goods by the trade network. A general situation of

excess demand was even justified by Stalin on the ground that it was a "law"

of socialism that demand should outstrip supply. This position has now been

condemned as theoretically unsound and undesirable in practice. Neverthe-

less, prices remain below the market-clearing level for various goods, particu-

larly meat and certain consumer durables, and for certain services, notably

housing.
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While there are shortages of these goods, at the same time there are large

excess inventories of yard goods, clothing, footwear, cameras, bicycles, watches,
and sewing machines. In part, these surpluses are due to overpricing, but they

also are due to poor estimates of demand and to the failure to adjust produc-

tion to changes in consumer tastes. Thus, sharp price cuts on sewing machines
and outmoded clothing failed to liquidate excess stocks.

2. If it is intended to strive for market-clearing prices, then accurate es-

timates of current and future demand are essential. But such studies of con-

sumer demand are lacking. Only in the last few years has serious attention

been devoted to demand studies, and work on the subject is still relatively

primitive. In particular, demand estimates are too aggregative, covering ex-

cessively broad categories of goods and very large geographic areas, and neg-

lecting differences in the demands of different income groups. There has been

little application of mathematical techniques to the analysis of retail trade

problems.

3. Since 1949, prices on various goods in rural areas have exceeded urban

prices for the same items by about 7 percent. This differential has been justi-

fied on the ground that marketing and transportation costs are higher for rural

trade. However, the price differential tends to divert peasant purchases from

rural to urban retail outlets, and to encourage "speculation," i.e., resale of

goods bought in the city to other peasants at higher prices.

4. Many retail price lists are out of date. Retail price lists on some goods,

especially fabrics and sewn goods, were fixed in 1954 on the basis of 1939-40

prices. In 1963, the RSFSR price list on sewn goods contained 100,000 prices,

of which about one-fourth pertained to items long since removed from produc-

tion. Retail price lists are so numerous and so complex that only a small group

of specialists understands them. For example, there are over 90,000 price lists

for clothing and over 7,000 for footwear.

Reform fwposals

Various suggestions to improve retail prices have been advanced, includ-

ing (i) more intensive study of demand, (2) greater flexibility of prices,

C3) more decentralization of price fixing, and (4) wider use of the two-price-

list scheme.

1. As a basis for improved price-setting, consumer demand studies should

be intensified. In particular, attention should be devoted to income as well as

price elasticities of demand, rural versus urban demand, and the long-term

evolution of demand and prices. The work of the various research institutes

studying different aspects of demand should be more closely coordinated.

2. Price flexibility should be increased in various ways: Clothing and foot-

wear prices should be raised more often and more quickly on fashionable

items in high demand, and reduced on slow-moving, out-of-style items, lo
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adjust production to sales, wholesale prices of producers should be varied in

the same direction as retail prices. Seasonal prices, now used for a limited

number of food products (such as eggs, fruits, and vegetables), should also

be applied to yard goods, clothing, and footwear. When harvests are poor,

both retail and agricultural procurement prices should be raised.

3. Since 1957, the union republic and regional authorities have been re-

sponsible for fixing retail prices on a group of goods accounting for about 45
percent of retail sales. This group includes sausage and confectionery articles,

eggs, milk, sewn goods, furniture, toys, and non-alcoholic beverages. The cen-

tral authorities in Moscow set prices on the remainder of the retail trade, in-

cluding such important goods as bread, meat, fish, butter, cloth, footwear, knit

goods, tobacco, vodka, and most consumer durables. It has been suggested

that further decentralization of price-fixing is desirable, in order to increase

price flexibility and bring prices closer to a market-clearing level. In particular,

it has been proposed that producing enterprises, in conjunction with the trade

network, fix prices on new items, in lines with prices on analogous existing

items.

4. In the case of sewn goods, china and earthenware, glass articles, and

pots and pans, it is proposed that the two-price-list scheme be adopted instead

of the present arrangement of levying the turnover tax as a percentage of the

retail price. When the tax is levied as a uniform percentage of the retail price

for an entire class of goods, the relative structure of retail prices also deter-

mines the relative structure of enterprise wholesale prices. In many instances,

items which are more complex and more expensive to manufacture do not

have correspondingly higher retail and wholesale prices. As a result, the profit-

ability of diff^erent items to the producing enterprise varies, and it is inclined

to depart from its assortment plan by producing more of the "advantageous"

items and less of the "disadvantageous" items. By adopting the two-price-list

scheme—that is, by fixing the turnover tax as a specific ruble amount for each

item—the Government could adjust the wholesale price structure independ-

ently of the retail price structure and thus reduce or eliminate differences in

the profitability of producing different items in the assortment. To adopt this

scheme in the case of clothing, however, it would be necessary to shift the

turnover tax, now levied on the cloth rather than on the finished garment, to

the final product.

RECENT CHANGES

Recent measures in the sphere of retail price formation show a limited

response to these criticisms and recommendations. For example, in 1965 the

State Committee on Trade of the U.S.S.R. Council of Ministers was in-

structed to establish an All-Union Scientific Research Institute to study the

demand for consumer goods and the problems of trade fluctuations, with

branches in the union republics. Organizations to study demand have been
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created in trade organizations, republic ministries of trade, and at various
levels of the consumer cooperative system.

In 1963 a scheme of temporary prices was established under which tem-
porarily high prices are set for new fabrics, clothing, footwear, and furniture
in high demand. At the end of i year (or sooner if the demand declines),

prices are reduced to their "permanent" level. The temporary surchage of 10
to 1 5 percent applies to enterprise wholesale prices as well as to retail prices,

because the enterprise wholesale prices of these goods are set as a percentage of

their retail prices. This scheme has been criticized because of lengthy delays

in setting the new prices, which are fixed at the republic level. Another criti-

cism is that the resulting enterprise wholesale prices do not always make the

new goods as profitable to produce as the older items which they replace, caus-

ing the enterprise's profits to fall.

In the now famous Bolshevichka-Maiak experiment, the pricing of new
goods was decentralized to the enterprise level. The RSFSR Ministry of Trade

authorized the factory and its retail oudets jointly to establish retail prices on

new garments, on the basis of prices of existing goods but with due recogni-

tion of demand factors and additional costs incurred in producing the new

garments. Because there is no turnover tax on clothing, enterprise wholesale

prices were increased in the same proportion as retail prices. However, the

factories found that the new models were less profitable to produce than the

old ones, and their profits declined. While price setting (on new goods) was

decentralized to the enterprise level during this experiment, when the scheme

was extended to a large part of the light and food industry in 1965, enterprises

were not given the right to fix prices on new products, and this right was

taken away from the two experimental firms. This retreat from decentralized

price setting was not publicized or explained in connection with the announce-

ment of the "success" of the experiment and its extension to other enterprises.

Other developments in retail pricing worthy of brief mention are the

elimination of the rural price differential and the revision of long-neglected

prices on services. As part of the effort to improve the peasantry's terms of

trade, beginning in 1959 the rural price differential was successively elimi-

nated on a number of products, and . . . abolished completely in 1966. Dur-

ing 1962-65, a comprehensive revision of prices on personal services (laundr>',

haircuts, clothing, shoe and appliance repairs, etc.) was conducted in the

Ukraine, and it is apparendy to serve as a guide to similar revisions in other

areas.

These measures indicate a new interest on the part of the Soviet Govern-

ment in setting better retail prices-an interest stimulated by the dramatic

buildup of unsold goods, after a long period of excess demand conditions when

improper relative prices could be tolerated. However, the Government has

been reluctant to move toward more flexible prices responsive to supply and

demand conditions. The use of temporary prices has been limited and the de-

centralization of price fixing to the enterprise level, tried in the Bolshevichka-
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Maiak experiment, has been rescinded. In sum, it appears that the central

authorities are much more concerned about retail prices than ever before, but

they are hesitant to surrender control over retail prices to the enterprise and

through it to the market.

V. Conclusions

Soviet economists, planners, and political leaders have been devoting

growing attention to prices as the Soviet economy slowly moves toward a

greater role for market forces and money flows, rather than administrative

commands in physical terms, in guiding production and resources allocation.

A broad critical discussion of industrial prices, at scholarly conferences and
in the economic press, began in 1956. Similar, though more cautious, discus-

sions of agricultural and retail prices started a few years later. These discus-

sions have exposed many defects in the price system and have produced a

wide variety of suggestions for improvements, ranging from minor technical

revisions to sweeping changes of a basic character.

It is clear that the highest levels of the Communist Party and the Govern-

ment are now concerned with price problems. Yet the central authorities have

shown great reluctance to embark on major reforms in the price system in

order to secure prices which reflect scarcity and can allocate resources effi-

ciently. One reason, surely, is resistance to such reforms by members of the

planning and administrative bureaucracy, who are used to, and comfortable

with, command economy methods which do not depend on sound prices. They

have a personal stake in the preservation of the traditional approach to re-

source allocation. They also genuinely distrust moves toward reliance on

market forces and scarcity prices, fearing that they inevitably will bring in-

flation, on the one hand, and unemployment, on the other.

Because the political leadership and the central planners are unwilling

to surrender control over the economy to consumers' sovereignty, they hesitate

to let flexible scarcity prices determine output, allocate resources, and dis-

tribute income. Thus, it is not surprising that, despite the changes in enter-

prise performance indicators, managerial powers, and incentives, in Kosygin's

"new economic model" price setting remains centralized, and, according to

the information available so far, will largely follow traditional patterns. As a

result, the planners will continue to be faced with the impossible task of regu-

lating the 8 to 9 million prices in the Soviet economy.
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THE INDUSTRIAL WHOLESALE-PRICE
REVISION:

THEORY AND PRACTICE'^

V. Sitnin

Chairman, State Price Committee un-

der the U.S.S.R. State Planning Com-

mission (GOSPLAN)

I. . . . The first and principal shortcoming in the present prices for

many types of articles is their irrelevance to socially necessary expenditures of

labor. For a long time now such highly important branches as the coal in-

dustry, iron and manganese ore mining and the production of sulphuric acid

and a whole series of other types of raw materials and fuel have operated on

a planned-loss basis, and consequently the prices of these products do not re-

imburse production expenses. Because of this, prices for many products of in-

termediate processing are also unrelated to socially necessary expenditures.

For example, because of the unjustifiably low prices of coal and ore, the prices

of metal are also set too low.

A second shortcoming in the absence of an economically defined, sci-

entifically valid level of profitability for individual branches of industry, enter-

prises and items. Sharp fluctuations in profitability are to be observed. Thus,

the coal industry completed 1964 with a 16% loss, whereas instrument manu-

facturing ended the year with a profit of approximately 50% in relation to

production assets. The range is very wide, and economically unsound on top

of it. It is possible for anv branch to cite a large number of examples where

the production of some items is a loss for an enterprise while other items yield

a profit of 200% to 300% or more. . . .

'^From Komm^inist, No. 14, September, 1966. Reprinted from the translation in

The Current Digest of the Soviet Press, published at Columbia
^.Z'''''l'JtjTe^ain[

1966, pp. 3-6 (condensed), by permission of the pubhsher. Copyright, 1966. by the Joint

Committee on Slavic Studies.
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The new system of prices is called upon first of all to overcome and elimi-

nate the planned-loss operation of individual branches of production and to

ensure the necessary profitability for all branches on a level that will facili-

tate the implementation of complete economic accountability at each normally

functioning enterprise.

This means wholesale prices for coal and ore will be substantially in-

creased, and consequently the planned profit of these branches of industry

is assured. In the branches that are now profitable on the whole, the level of

profitability will be reviewed and in a number of instances raised in order to

create the conditions necessary for the functioning of the new system of eco-

nomic management. Thus the coal industry will become profitable when the

new prices are introduced, and its average profit index will amount to '].'^%

of the production assets. In ferrous metallurgy this index, now 8%, will be

raised to 15%, which will also be the level of this index in the majority of

other branches of heavy industry: nonferrous metallurgy, oil extraction and

the gas industry. For a number of reasons the average profitabilitv level in

machine building is envisaged at slightly less than 15%. In the chemical in-

dustry it will be lowered from 20% to 15%, and in lumber procurement it

evidently will be raised from 8% to 20%. In this way the unwarranted dis-

parities in the profitability of the separate branches will be eliminated.

A change in the very principle for determining the profitability of the

branch and the enterprises will be a highly important feature of the new
prices. The September plenary session of the C.P.S.U. Central Committee

established that the main index of profitability of a branch is the ratio of

profits to the production assets of the branch. Whereas previously this index

was the ratio of profits to current expenditures, hence leaving out of considera-

tion the production assets with whose aid output is produced, now both cur-

rent expenditures and production assets, that is, the fund-consumption, will

become the criterion for setting the price structure.

We know there have been many debates in economic literature about

what principle should determine the level of profitability of the branches and

how large the accumulations figured into the price of output should be. One
school of thought has held that prices should approximate value as closely as

possible. In line with this concept, its adherents have proposed to establish a

level of profitability that depends on the expenditures of human labor for the

production of output. They regard wages as the index of such expenditures.

The followers of this concept do not take into consideration the fact that so-

cialism is founded on mechanized industry, hence prices here must perform

the function of stimulating the best use of production assets. The new prices

will take into account the fund-consumption rate of products, the social ex-

penditures required to produce this or that output. The profitability of produc-

tion at the new prices will be defined as the ratio of profits to production as-

sets, . , .

A major shortcoming of present prices is that in most cases they give the
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enterprises no stake in technological progress or in raising product quality.
This shortcoming is now being eliminated to a considerable extent. The new
price lists (especially in machine building) presuppose, as a rule, a whole
system of increments for the improvement of quality and, conversely, reduc-
tions for its deterioration.

In the new price lists a higher profitability is ensured for items of higher
quality that enjoy special demand in the national economy and among the
population. In changing the level of profitability envisaged in the price of out-

put, the agencies that guide the economy will be able to use the mechanism of

price formation to stimulate production of technically progressive output nec-

essary to the national economy.

This can be said to sum up the specific result of the discussion of the

functions of prices conducted in economics literature. Reducing the functions

of prices to mere record keeping does not measure up to the demands of life

and represents a bygone stage in economic theory. In planning and manage-

ment it has proved necessary to make full use of price in all its functions: for

recording, the stimulation of production, and the redistribution of accumula-

tions. The present reform of wholesale prices proceeds from this premise.

2. We shall dwell on some fundamental questions we have had and will

still have to decide during the concrete establishment of the level and price

lists of wholesale prices.

The proposed increase in wholesale prices brings them closer to socially

necessary expenditures as they have developed. But we cannot regard just any

increase in wholesale prices as an economic blessing. The maximum caution

must be shown here. Why? First, at the 23rd Congress the Party once again

confirmed the irreversibility of its course toward lower retail prices. But the

movement of wholesale prices cannot be disengaged from the movement of re-

tail prices. An ill-considered increase in wholesale prices would invariably lead

to losses in the branches directly serving the needs of the population and

would impede the strengthening of economic accountability and the develop-

ment of these highly important branches of production. Therefore, the pres-

ent retail prices and the compulsory line toward lowering them predetermines

caution in raising wholesale prices.

There is another side to the question. As a result of a number of eco-

nomic measures put into effect recently by the Party and government, specific

financial relations have developed between industry and agriculture. I am re-

ferring first of all to the established level of purchase prices, as well as prices

of the tools of production for agriculture. Since Jan. i, 1966, the prices for

farm machinery, spare parts, tires, etc., have been substantially lowered. These

prices undoubtedly must remain basically unchanged after the reform: We

must not cause any kind of damage to the interests of the development of agri-

culture. ...
I, ^A

There is a view, widespread among economists of late, that prices should

be determined not by the average conditions of production in the respective



560 PRICE DETERMINATION IN THE U.S.S.R.

branch but by the expenditures of the enterprises that barely meet the plan,

i.e., the higher expenditures. Adherents of this policy do not allow for the

existence of planned-loss enterprises. Such a theory, in our view, is unwork-

able in reality. Fixing the price of coal, for instance, on the basis of the highly

individual expenses at the worst mines must inevitably call for a far higher

rise than envisaged in all prices for the products of heavy industry. As a result,

with the retail prices and the prices of the means of production for agriculture

unchanged, the branches of agricultural machine building, tractor building

and some automobile production would begin to operate at a loss. A number
of losing enterprises would crop up in group B.* The sphere of services be-

comes a losing proposition. The losses, therefore, would simply be shifted from

one set of branches to another. If retail and purchase prices are simultaneously

revised and wages increased proportionately, this too would lead to operation

at a loss in certain enterprises and branches of industry. From this, one may
deduce that the struggle against planned-loss operation cannot be confined

to measures in the sphere of prices. The category of planned-loss enterprises

will endure as long as the products of low-efficiency enterprises are indispens-

able to society. There is only one realistic way out—improving their work and

lowering their production expenses. Though the number of losing enterprises

will be substantially reduced owing to the price reform, they will continue to

exist for the time being.

The reform is based on an 11% to 12% rise in wholesale prices for the

products of heavy industry, with the average profitability in industry as a

whole about 15% of production assets. We shall not dwell on why the figure

is 15%—this is a question of economic calculations—but this level of profitabil-

ity, on the whole, conforms to the present division of the national income into

the consumption fund and the accumulations fund.

This level of profitability will also, in most cases, suffice for the imple-

mentation of economic accountability in industry: It will make possible the

necessary deductions into the incentive fund and the production-development

fund and the payment of the established charges to the state for production

assets. We think the view that the profitabilitv level must be ensured through

expanded reproduction of a whole branch at the expense of its internal ac-

cumulations is wrong. We cannot do without a planned redistribution of

funds among the branches bv the medium of the financial mechanism in the

conditions of a planned economy, or else we should have to set prohibitively

high prices on the goods of the fast-developing branches. After adopting the

decision on the intensified development of the chemical industry, for instance,

we would have had to set such prices on its products as would have impeded

the introduction of chemistry in the national economy. That is why we can-

not orient ourselves on the rate of industry's expanded reproduction, though

* Group A consists of goods produced by heavy industry (primarily producers'

goods), group B of goods produced by light industry (primarily consumers' goods). (Edi-

tor's note.)
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this economic factor too, of course, should be borne in mind. In general, the
question of the profitability norm of the branches and the degree of its differ-

entiation is among the most important and fundamental questions of the new
price reform.

As previously mentioned, the discrepancy in profitability levels of the

different branches is very great and constitutes a major shortcoming of the

existing system of prices. One of the purposes of the reform is cxpresslv

the alignment of those levels. Calculations and practical experience, however,
have demonstrated the unacceptability of the recommendations made by some
economists on establishing a single average profitabilitv for all branches of

the national economy. Why? Two sets of reasons operate here. First are the

concrete historical reasons, i.e., the retail prices and the state's relations with

agriculture that have come about. The reform of the wholesale prices has no

bearing upon retail prices or, basically, upon relations with agriculture. This

means that the losses of the meat industry, say, will not be eliminated, and

that the low profitability of the dairy and fish branches and the high profit-

ability of the textile industry (if not only profit but also the turnover tax

is counted) will be preserved. The profitability of the production of agricul-

tural implements will continue to be lower than that of other branches of

machine building. And the low profitability in the production of a number

of mineral fertilizers will evidently continue for the time being.

The other reasons are of a more general nature. It is impossible, for

instance, to escape the fluctuations of profitability in the branches producing

interchangeable products (advocates of the unified norm of profits do not

deny this). Though the price of coal may rise 75%, the profitability of its pro-

duction will be below average (7.5%). And the prices of oil and gas, coordi-

nated with the coal prices, determine an incomparably higher profitability for

these branches of production. This apparently will be a constant factor. Ex-

amples can also be drawn from other branches in which interchangeable

products show different levels of profitability even though their prices are

equal or about equal.

It should be remembered also that at different rates of turnover of the

production assets, the one and the same norm of profitability with relation

to those assets will yield an entirelv different norm of profitability in relation

to the cost of production. For example, if the profitability in relation to assets

is set at 15% in the main branches of the textile industry, it will amount to

only 3% in relation to expenditures in cotton production, less than 3% m

relation to expenditures in woolen goods production, etc. So, with the differ^

ences in their production costs, a considerable segment of the enterprises ot

the textile industry will end up with a planned loss, and instead of introduc-

ing the principles of complete economic accountability in these branches we

shall obtain the opposite results. To determine the profitability levels with an

eye to aligning them as closely as possible, therefore, a deviation from the

average norm has had to be permitted in a number of branches. In most
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branches of light industry the profitability in relation to assets will be 30% to

35% and in relation to expenditures 6% to 8%.

There are economists who think the calculation and determination of

profitability in relation to production costs is an altogether bygone phase.

They are wrong. The economic reform assumes that, while profitability is

established in percentages of assets, its relation to current expenditures is also

taken into account. On this premise, in many branches of group B the average

norm of profitability in relation to assets will be set at substantially higher

than 15%. On the other hand, there is no need for this, for example, in elec-

tric power. Here, with the norm of profitability of 10% in relation to assets,

the profit is about 50% in relation to current expenses.

Only if there is a correct, economically thought-out differentiation in the

norm of profitability for the branches and, especially, for individual prod-

ucts can the mechanism of price formation be fullv used to implement the eco-

nomic reform.

The next question of principle consists in how to reflect product quality

in the price. From the standpoint of theorv and practice it is considered cor-

rect for the consumer to pay a uniform price for uniform qualitv. But unfor-

tunately, this principle often fails to endure in life. For instance, the draft

of the new price list for coal was recently reviewed. It would seem that coal

of a uniform fuel value mined in different basins should have a uniform price.

But if the price list for coal is drawn up in this wav, a good segment of the

coal basins will end up operating on a planned-loss basis, and then the eco-

nomic reform will be unrealized in the coal industry. . . .

The new system of prices is designed to ensure the profitability of enter-

prises within the branches. This is a very complex task. Even if there is an

adequately high branch norm of profitability of 15%, individual enterprises

will operate at a loss, and many will have a profitability that is lower than

the average. This will have an effect on the enterprises at which the pro-

duction outlays are higher than average. At the same time, a group of enter-

prises with a high profitability level will inevitably emerge.

And so the question must be decided as to how the leveling of profitabil-

ity within a branch is to be handled. In some branches, above all the extrac-

tive industries, it probably will be necessar)^ to make more widespread use of

the practice of accounting prices.* In other branches, such as the petroleum-

extracting and gas industries, it is advisable to use rent payments, i.e., to set

prices based on natural conditions less favorable than the average. Accord-

ingly, the prices of crude oil and gas will be substantially increased. Their

level will be determined depending on the extracting conditions for individ-

ual areas and groups of enterprises.

But equalization of the profitability of individual enterprises within a

branch solely through the medium of prices does not appear possible, since

* [Raschetniye tseny: a system of individualized state price supports. See Sitnin's

article in Current Digest of the Soviet Press, Vol. XVII, No. 45, pp. 7-8. (Translator's

note.)]
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prices are based not on the individual but on the average production outlays
of the branch. Therefore, in addition to regulation of the prices, there is a

need for additional financial measures to help place the work forces of enter-

prises on approximately equal terms when it comes to the formation of incen-

tive funds. What I mean, in particular, is the introduction of a system of

fixed payments to the state for enterprises with an unjustifiably high profit-

ability, a differentiation in the charge for production assets and in deductions

into the incentive funds among groups of enterprises.

At the same time differences in profitability' must be preserved in cases

where they reflect a different level of organization of work at the enterprises

and a different level of effectiveness of the use of production means. Nor
should external measures be applied to eliminate the differences in profit-

ability caused by ill-conceived specialization of enterprises or by mistakes in

the distribution of orders.

3. What basic changes will the reform make in wholesale prices? For

many types of output they will be raised. Prices will be raised the most for

coal, yet the profitability in coal mining will remain lower than other

branches. It is proposed to resort to setting the charge on assets in the coal

industry not at 6% of their value, as in the majority of industries, but at not

more than 3%. Moreover, this charge will have to be differentiated, since

the expenditures at open pits and in deep underground mines are completely

different.

The price list for gas is based on the increase in prices for coal. In the

final analysis, a 55% rise is foreseen here. Petroleum extraction is now barely

profitable, and all the net revenue yielded by the oil industry accumulates

partly in the petroleum-refining industry and mainly in the marketing agen-

cies. It is planned to introduce the principle of rent payments in the oil m-

dustry. Prices for crude oil will more than double, and the net revenue will

be absorbed to a considerable extent by rent. The setting of prices for finished

petroleum products presents a certain complication, since an increase m the

prices of diesel fuel and gasoline would lead to a distortion of relations with

agriculture and would create major difficulties in highway transportation.

Therefore, the prices for mazut will be raised approximately 10%, and the

prices of gasoline and diesel fuel will most likely remain unchanged.

Prices for metal will be raised 35% to 40%, but for machine-building

output as a whole will apparently remain the same or decrease slightly. The

reason for this is that the present level of profitability for machine building

is high. Prices will be raised for the output of basic chemistry, primarily

sulphuric acid, which is now manufactured at a loss. At the same time prices

for certain other tvpes of chemical products will be cut.

The question of changing railroad rates has proved extremely compli-

cated. The majority of scientists and practical workers have spoken in favor

of lowering railroad rates. Such a step has an economic basis in principle but

it does not appear possible to carry it out within the very near future. 1
here-

fore, the reform will proceed from the shipment rates now in effect. At the
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same time, the structure of a number of rates will be changed in such a way
as to raise railroad rates for short distances and lower them for long dis-

tances. This will make it possible to coordinate railroad and truck rates better

from the standpoint of rationalization of shipments. . . .

4. The question arises: Will implementation of the intended reform

mean completion of the work of perfecting wholesale prices? No, we think

the perfecting of wholesale prices is only beginning, and we must now be

thinking about further steps in this field in the future five-year plan (1971-

1975). It does not follow from this, of course, that there will be no need to

revise wholesale prices over the five-year period [1966- 1970]. Steps will be re-

quired for the current refinement of prices: periodically reviewing prices on

obsolete types of output and also in connection with the dvnamics of produc-

tion expenses, which affects the level of profitabilitv, and in connection with

technological progress and changes in product quality. . . .

In connection with this, the formation of a fund for price regulation, to

be at the disposal of the price-setting agencies, will be of great importance. It

will permit the creation of a mechanism to prevent current price changes

from clashing with plan revision. A change now requires adjustments in the

finance plans of the supplier and the client, and this is very troublesome

work. That is why any change of prices evokes resistance from the planning

and finance agencies. The fund for regulation will make it possible to intro-

duce painlessly the necessary changes in the financial indices of the enter-

prises.

The perfecting of prices is impossible without further scientific elabora-

tion of a number of questions. First of all, the need for a scientific elaboration

of the methods for calculating production is acute. This means such things as,

in particular, the classification and recording of geological prospecting jobs

and other expenses, the calculation of composite products, etc.

The reform of wholesale prices is applying the norms for depreciation

that now exist. This is not the best solution to the question. It is forced upon

us because not enough factual material for changing these norms has yet been

accumulated. Meanwhile, in conditions of rapid technological progress many
depreciation norms are proving economically unsound. It seems to us that

during the five-year plan new depreciation norms should be worked out and

that fixed assets should be re-evaluated by the end of the five-year plan so

that the correct value basis can be created for prices in the next five-year

period. In determining the norms of profitability, we are already coming up

against major difficulties connected with shortcomings in evaluating fixed

assets, and this question must be settled within the next few years. . . .

Finally, it is very important in the practice of price formation to make

use of all the latest achievements of mathematical-economic methods and

electronics engineering. For a number of summary economic calculations for

the substantiation of price levels the Price Committee has made use of elec-

tronic computers. But this is only a beginning. The most important thing
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is to mechanize the work of compiling the draft price lists. It is intended to

conduct a number of experimental studies here. This is all the more neces-

sary because the preparation of price lists is itself extremely laborious, and
the revision of each list requires large expenditures and the labor of a whole
army of economists, engineers and designers.

The whole system for working out wholesale prices proceeds from the

assumed continuation of a uniform state pricing policy and the state determi-

nation of both the general level of prices and prices for the highly important

types of output. Therefore, the introduction of complete economic account-

ability is inextricably bound up with the perfecting and strengthening of the

centralized principles of price formation. It is essential to emphasize this,

since proposals have appeared recently in economics literature on the neces-

sity, it is said, of returning to the kind of idealized practice prevalent in the

first years of the New Economic Policy, the free price formation that sup-

posedly existed then.

We cannot resort to such a method. The only correct path in the sphere

of price formation is the one the country is following now. But, of course,

this does not mean there is no need for refining the mechanism of price

formation itself. We believe that in the future there must be a broader in-

troduction of the practice of establishing norms of calculation, allowing the

enterprises themselves to shape prices on the basis of these norms, and also

the practice of ceiling prices. The time has come to raise the role and expand

the rights of the enterprise in the sphere of price formation. All these ques-

tions are now being studied, and practical ways of resolving them are being

sought. Obviously we shall have to accumulate experience gradually within

the next year or two in this field and to refine the mechanism of price forma-

tion, but under the obligatory conditions of maintaining a uniform state

price policy and the guiding role of the state in establishing prices.

The forthcoming price reform will raise the wholesale prices for the

means of production slightly. But this increase must be viewed as tentative.

A further increase in labor productivity and the effectiveness of social pro-

duction on the basis of successful fulfillment of the five-year plan and the

introduction of the principles of economic accountability will create the nec-

essary requisites for the reduction of wholesale prices within the very near

future.
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INTERNATIONAL ECONOMIC RELATIONS

The Soviet Union, because of its vast and varied natural resources,

would be able to survive and even to industrialize without foreign trade.

Nevertheless, economic relations with the rest of the world are of the utmost

importance to the U.S.S.R.: from an economic point of view they enable her

to derive benefits of comparative advantage, i.e., to obtain from other coun-

tries what they can produce relatively more efficiently, and to pay by export-

ing products which she can turn out more cheaply; from a poHtical point of

view, advantages can be gained by such devices as underselling the West,

offering long-term credits at low rates of interest, accepting in trade commodi-

ties produced in other countries, irrespective of Soviet needs—all of them
aimed at "making friends and influencing people."

The first part of this chapter deals with Soviet foreign trade in general,

the second with the U.S.S.R.'s economic relations with the less developed

countries. (Limitations of space prevent the inclusion of a detailed treatment

of Soviet relations with the other countries of the Communist World. The
interested reader is referred to Chapter XI of the first edition of this book.)

A. Soviet Foreign Trade

In recent years, Soviet foreign trade has increased considerably. During

the 1959-65 seven-year plan, Soviet trade turnover with capitalist countries

alone more than doubled, and total Soviet foreign trade in the latter half of

the 1960's has reached many times its pre-World War II level. Interest in ex-

pansion of trade with the Soviet Union appears to be common to most countries

today. Communist China being the major exception.

Hertha Weiss, under Western Views, discusses Soviet foreign trade

during the first half of the 1960's in regard to volume, geographic distribution,

commodity composition, and balance of trade and payments. On the Soviet

side, Nikolai Potolichev, Soviet Minister of Foreign Trade, summarizes the

U.S.S.R.'s economic relations with other countries, as seen through Soviet

eyes. Both the Western and the Soviet view are in basic agreement as to the

volume of Soviet foreign trade turnover, but the differences in emphasis and

phraseology are interesting to observe. Thus Weiss writes, for instance, that

566
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"foreign trade remains a small part of overall Soviet economic activity and its

basic economic function in the Soviet scheme of things has remained essen-

tially unchanged." Weiss also stresses the state monopoly and complete gov-

ernment control over foreign trade, and asserts that unless an incentive struc-

ture is devised that induces Soviet managers to produce for the international

market, "no real change [i.e., no "more rapid and more soundlv based expan-

sion of Soviet foreign trade"] is likely to come about." Potolichcv, on the

other hand, sees Soviet foreign trade as "an important branch of our economy,

a factor in our country's growth, and our rising standard of living," and em-

phasizes that Soviet "foreign trade is founded on genuine equality, mutual

advantage . . . respect for sovereignty" and on non-interference "in internal

affairs by either party." Potolichev contends that the Soviet Union's "fast-

growing economic potential opens up large vistas for foreign trade."

WESTERN VIEWS

73

THE SOVIET UNION IN THE
WORLD MARKET'^

Hertha W. Weiss

I. Introduction

During the past decade the Soviet Union has displayed a growing aware-

ness of the potential of foreign trade as an instrument of foreign policy and

an increasing skill in using it for international political objectives. Nonethe-

less, foreign trade remains a small part of overall Soviet economic activity and

its basic economic function in the Soviet scheme of things has remained

essentially unchanged: that is, the procurement from abroad of goods needed

for plan fulfillment, when they are not available domestically, with exports

. . . primarily serving the purpose of financing necessary imports.

* Reprinted from Nex. Directions in the Soviet Econon^y,
^';'^J^^^l'^^^'^^

Subcomn^ttee orx Foreigt. Economic PoHcy of the Joint Economic Commmee Conpe

of the United States, U.S. Government Printing Ofi&ce, Washmgton, D.C, 1966, i-art

IV, pp. 917-33-
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The Soviet state monopoly over foreign trade has insured complete gov-

ernment .control, with specialized state-trading enterprises conducting all

external economic transactions on the basis of a foreign trade plan geared

to the requirements of the overall economic plan. This compulsory interme-

diary role plus the fact that prices for exported and imported goods bear no
relation to domestic prices has served as a barrier which ejffectively insulates

the Soviet economy from repercussions of economic developments in the rest

of the world. While this isolation has been considered necessary to assure

undisturbed implementation of economic plans, it has recently come to be

recognized by top-level Soviet leadership as an impediment to a more rapid

and soundly based expansion of Soviet foreign trade.

The directives of the recent 23d Party Congress on foreign economic

relations reflect to some extent this increased concern with the economic ef-

fectiveness of foreign trade, and Premier Kosygin, in his major address to the

Congress, specifically called for "a reappraisal of the role of foreign trade."

Describing the improvement of Soviet domestic efficiency as the basic objec-

tive of foreign trade, Kosygin emphasized the need for closer liaison between

Soviet industry and foreign trade enterprises. No real change is likely to

come about, however, until the Soviet Union embarks on a program of spe-

cific measures providing Soviet managers \\'ith a real incentive to produce

for the international market—as most East European countries have done.

Relations with other Communist countries, and with the members of

the Council for Economic Mutual Assistance (CEMA),'^ in particular, con-

tinued to receive priority in Soviet foreign trade policy. They assumed espe-

cial importance when prospects for CEMA-wide economic integration faded

following the defeat in 1963 of Soviet proposals for a supranational approach

to economic planning, leaving trade as the principal channel for preserving

and strengthening bloc economic cohesion. While East European reliance

on the Soviet Union as a source of raw materials and as an outlet for manu-

factures has remained strong, this has not deterred East Europeans from

expanding trade relations with the industrial West and with the less devel-

oped countries. This was in part a consequence of internal economic difficul-

ties in individual East European countries in the early sixties, [and of]

disappointment with the meager results of CEMA-sponsored intrabloc

specialization, as well as Soviet inability to meet requirements for modern

equipment and technology.

Increasing East European purchases of such items in the free world have

been encouraged by West European credits and recent moves to liberalize

imports from the bloc. The trend may pick up further momentum as meas-

ures designed to make foreign trade economically more eff^ective are imple-

mented in most East European countries. This poses a dilemma for the

U.S.S.R. On the one hand, it can hardly object in principle to its CEMA
partners following its example in obtaining in the West equipment which is

* Also referred to as CMEA or COMECON. (Editor's note.)
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not available from other Communist countries and which may contribute
significantly to individual members' economic viability. At the same time, the
necessity for increasing exports to the West-given the hard currency short-

age in most of Eastern Europe-may well set in motion a process of produc-
tion reorientation in individual countries, and contribute to a further loosen-

ing of bloc economic bonds.

In policy pronouncements on trade relations with the free world, the

Soviets have stressed the intensification of commercial ties with the less de-

veloped countries, where political considerations have been paramount.

U.S.S.R. efforts to expand trade turnover have been more successful with

respect to exports, to the extent that the latter have been greatly stimulated

by financing under economic assistance programs.

Despite the relatively low priority publicly accorded to economic rela-

tions with the industrial West they have assumed increasing importance in

recent years, accounting for one-fifth of Soviet foreign trade in 1964. Here

the U.S.S.R.'s principal objective has been to secure equipment embodying

sophisticated technology to help modernize and expand Soviet industry. This

task has been complicated by Soviet inability to date to develop Western

markets for its products on a scale commensurate with its import require-

ments, which were swelled by a recurrent need for grain purchases. In order

to avoid excessive depletion of its declining gold reserve, the Soviet Union

sought to obtain credits for capital goods imports from Western Europe. In

this it succeeded at the beginning of this decade and, haying established a

faultless credit reputation, embarked on a concerted drixe to break down

existing Western unity on the issue of limiting credits for bloc countries to

a maximum of 5 years. As competition for large-scale bloc orders grew in-

creasingly keen, West European governments gave way to business pressures

and extended guarentees for longer term credits for the first time in 1964.

After an initial show of interest, however, the Soviet Union has become

quite selective in utilizing long-term financing possibilities, especially since

Khrushchev's removal, reflecting a basic financial conservatism and greater

cost consciousness on the part of the new leadership in its foreign economic

relations.

II. Current Trends in Soviet Foreign Trade

A. VOLUME

Soviet trade turnover in 1964, according to official statistics^ amounted

to $15.4 billion at current prices, and to a little over $16 billion in 1965.

Table i shows that Soviet trade turnover has continued to expand without

interruption, but that annual growth since 1963 has tapered off to a slower

pace.

1 "Vneshnyaya Torgovlya SSSR za 1964 god," Moscow, Vneshtorgizdat, 1965.
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Table 1. Soviet foreign trade turnover, 1961-65

[Dollars in millions at current prices]

Turnover
Percent increase over
preceding year

1961

$11,831

5.7

1962

$13, 485

14.0

1963

$14, 331

6.3

1964

$15,416

7.6

1965

$16,200

5.2

The decline might have been even more pronounced, had it not been for

the rapid increase of imports, which outstripped Soviet export expansion in

1963 and 1964 (see table 2).

Table 2. Annual growth rates of Soviet exports and imports 1961-65

[In percent]
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Table 3. Distribution or Soviet foreign trade by country croupinc: 1961-64
[In percent]
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ties, among which machinery and equipment, foodstuffs, crude oil, and

petroleum products make up about two-thirds. On the other hand, sugar has

been the factor determining the level of Soviet imports and this has given

rise to wide variations from year to year in overall Soviet purchases from

Cuba. Under the terms of an agreement signed early in 1964 Cuban sugar

exports to the U.S.S.R. are slated to rise from 1.6 million tons in 1964 to 5

million tons annually in 1968-70, at a stable price of 6 cents per pound. If im-

plemented, this should contribute to a more consistent uptrend in Soviet

imports from Cuba. At the same time, Cuban exports of metallic ores and

concentrates—presumably largely nickel—and leaf tobacco have been rising

(10 percent of imports in 1964) but are hardly likely to assume a major role.

Since 1962 the Soviet Union has run a large trade surplus with Cuba, which

it has underwritten through balance-of-payments credits.

Sino-Soviet trade.—Trade between the Soviet Union and Communist
China has shown no signs of recovery from the precipitous decline which

began in i960. By 1964 it had shrunk to $450 million compared to a peak

of over $2 billion in 1959. Soviet exports plummeted to only 14 percent of

the 1959 level while imports decreased to 29 percent. A substantial export

surplus with the U.S.S.R. since 1961 enabled Communist China to accelerate

repayment of its debt which was completed during 1965. As a result, it may
be expected that Sino-Soviet trade may be more nearly balanced from now on.

Soviet imports have consisted largely of consumer goods (75 percent), while

the composition of exports has varied considerably. The share of machinery

and equipment in exports, after dropping sharply in 1961-62, recovered to

43 percent in 1964; crude oil and petroleum products, after accounting for

about one-third, plunged to 16 percent; while ferrous metals steadily increased

in importance.

2. Trade with the industrial West

Soviet trade with the industrial West reached a level of $3 billion in

1964. As imports increased much more rapidly (1961-64-60 percent) than

exports (20 percent), the U.S.S.R. has faced a widening hard currency gap,

which it covered primarily through gold sales and to a lesser extent also

through use of Western credit facilities. Largely as a result of wheat pur-

chases in the West, following the poor harvest in 1963, the U.S.S.R.'s con-

vertible currency deficit in 1963-64 was about $1 billion. Unable to expand

its exports to the industrial West in pace with its import requirements, the

Soviet authorities curtailed purchases of capital equipment for hard currency

in order to minimize the drain on gold reserves. The shift became most no-

ticeable following Khrushchev's removal. . . . The poor harvest of 1965 has

again necessitated substantial Soviet wheat imports involving hard currency

oudays though not of the same magnitude as in 1963-64.
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Soviet exports to the industrial West continue to be dominated by raw
materials, with petroleum and petroleum products the most important single
category, followed by the traditional wood and wood products, metals and
ores. Food exports, in 1961 15 percent of Soviet sales to the West, dwindled
to ^.^ percent mainly on account of shrinking grain exports. Machinery ex-

ports remained insignificant.

At the recent 23d Soviet Party Congress, Soviet Premier Kosygin indi-

cated that Western trade partners would have to "take into account the

changes in the Soviet economy," presumably presaging a drive to sell machin-
ery and other Soviet manufacturers for hard currency. Asserting that Soviet

machinery is of high quality and advanced design, Kosygin called for better

finishing, technical documentation, and servicing facilities in order to en-

hance its salability in the West. . . .

Apart from Finland, the U.S.S.R.'s main trading partners in 1964 were

Japan, the United Kingdom, the German Federal Republic, (each accounting

for a fraction over 2 percent). In 1964 Japan became the U.S.S.R.'s most

important trade partner in the industrial West replacing the United King-

TaBLE 4. FoREIGiN TRADE BETWEEN THE U.S.S.R. AND SELECTED

FREE \V01\LU COUNTRIES, 1961-64'

[NhtLioN U.S. dollars]
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dom. The volume of Soviet-Japanese trade has risen steadily, with Soviet im-

ports almost tripling between 1961 and 1964, while exports increased by 45

percent. Ships made up almost one third of Soviet imports, while Japan

bought primarily fuels. U.S.S.R.-United Kingdom trade stagnated, mainly

because of a decline in Soviet machinery purchases, and has been charac-

terized throughout by a large British deficit, which persisted in 1965, de-

spite an upswing in both exports and imports. In the case of West Germany,

a close second to the United Kingdom, both exports and imports have tapered

off, but the Soviet trade deficit has remained. Although hitherto less impor-

tant, Soviet trade with Italy and France appears likely to assume greater

proportions, since the U.S.S.R. has embarked on a drive to expand economic

relations with these countries. In particular, the recent agreement with Fiat

for the construction of an automobile plant with a capacity of 600,000 pas-

senger cars per year in the U.S.S.R. should give a big boost to Soviet trade

with Italy. United States-Soviet trade, although remaining at a low level, has

registered a substantial growth—$87 million in 1965 as against 66 million in

1961. In 1964 Soviet grain purchases temporarily boosted U.S. exports to $146

million. U.S.S.R. sales to the United States which had stagnated around $20

million for the past 5 years, in 1965 more than doubled mainly as a result

of U.S. platinum metals imports.

3. Trade with LDC's

Soviet trade with the developing countries has continued to expand and

since 1961 has risen by one-third, thus approximately keeping pace with the

overall increase in Soviet foreign trade. . .
.*

C. COMMODITY COMPOSITION OF SOVIET TRADE

The basic commodity makeup of Soviet foreign trade has remained much
the same as it was at the beginning of the sixties. Machinery and equipment,

food, ores, and metals continued to figure significantly on both sides of the

ledger, while additionally fuels and lubricants and wood are important on the

export side, and textiles and clothing on the import side. However, there

have been some noteworthy changes in the relative importance of these cate-

gories, and within them. . . .

Foods.—The most striking development in the composition of Soviet for-

eign trade since 1961 was the shift of the U.S.S.R. from a large exporter to a

major buyer of grain. This was the consequence of the 1963 crop failure,

which had its strongest impact on trade in 1 964.

* The rest of this section has been omitted since it is covered extensively in the

other Western selection in this chapter. (Editor's note.)
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and the food industry. Bloc countries supplied three-quarters of Soviet ma-

chinery imports led by East Germany and Czechoslovakia. Almost the entire

remainder came from the industrial West, with West Germany and Japan

the foremost suppliers. . . . Sweden, Italy, and France have assumed an

increasingly important role in Soviet machinery imports, outdistancing Great

Britain.

Petroleum and petroleum froducts.—An important category (12 percent)

in the overall Soviet export picture, crude oil and petroleum products have

loomed particularly large in the U.S.S.R.'s trade with the industrial West. In

1964 they accounted for 22.4 percent of Soviet hard currency sales. Crude oil

exports to the industrial West rose to 15.9 million metric tons from 11. 2 mil-

lion in 1 96 1, and accounted for 43 percent of total Soviet crude sales abroad.

Italy has remained the U.S.S.R.'s most important free world customer with

over 7 million tons in 1964, followed by West Germany, Japan, and Finland.

Italian purchases have greatly exceeded the amounts agreed upon for the 3-year

period 1962-65 and are slated to rise further. The Communist countries'

share in Soviet crude export which in 1961 had been somewhat smaller than

that of the industrial West, now again exceeds the latter. Of 17.4 million

metric tons exported to these countries in 1964, 4.8 million went to Czecho-

slovakia, 3.9 million to East Germany. Cuban purchases 1961-64 have aver-

aged around 3.5 million tons. In addition. Communist countries receive the

bulk of Soviet gasoline exports, but less than a third of diesel fuel and less

than one-fifth of lubricants. . . .

Other comviodities.—. . . Exports of rolled steel reached 4.2 million in

1964, with more than three-quarters going to Eastern Europe, particularly

East Germany. At the same time considerable amounts were imported (though

they have declined from the 1962 peak level of over i million tons), with

Czechoslovakia, Rumania, Austria, and Japan the major suppliers. Steel pipe

also remains an important trade item on both sides of the ledger, with im-

ports coming primarily from Rumania and Czechoslovakia, as well as Sweden,

and the bulk of exports going to other Communist countries. As regards

coal, imports (almost exclusively from Poland) have leveled off around 5

million metric tons, while exports have continued to expand reaching almost

24 million tons in 1964, with well over half going to Eastern Europe. France,

Italy, and Japan have emerged as the U.S.S.R.'s major free world customers.

Soviet net exports of cotton remain at around a quarter million tons, as ex-

ports, largely to Eastern Europe, seem to have stabilized at below 400,000

tons. Overall cotton purchases fluctuated considerably from year to year. The
United Arab Republic remained the U.S.S.R.'s major source, while Commu-
nist China faded out of the picture. The traditional Soviet lumber and timber

exports increased further, with the free world claiming the major portion.

Clothing continues to be of importance on the import side (6 percent in
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1 964)-Communist China is still the largest supplier followed by East Ger-
many. . . .

D. BALANCE OF TRADE AND BALANCE OF PAYMENTS

The Soviet Union's overall balance of trade has deteriorated since 1962,

going from an export surplus of over half a billion dollars in that year to a

deficit of $55 million in 1964. The most important factor in this development

was the widening trade gap with the industrial West—largely on account of

Soviet grain purchases—while at the same time the customary surplus with

the East European Communist countries shrank. Their effect could not be

fully offset by a substantial surplus with other Communist countries (mainly

Cuba, plus Yugoslavia and Outer Mongolia), a decline in the deficit with

Communist China as the latter approached completion of its debt repayments

to the U.S.S.R., and a growing surplus with less-developed areas.

While it is clear from the recurrent Soviet gold sales that the U.S.S.R.

has a chronic deficit with hard currency areas, data are lacking on the non-

trade components of the Soviet balance of payments. Apart from commodity

trade the most important element in the Soviet payments picture vis-a-vis the

free world is a substantial deficit on capital account. It consists primarily of

disbursements under loans and credits extended to less-developed countries

(believed to have averaged at between $350 to $400 million in recent years)

and Soviet repayments of Western credits. Together these far exceeded new

Soviet drawings on such credits and LDC repayments of Soviet loans (the

latter amounting to $135 million in 1964). As regards invisible transactions

with the free world, there may be a small outflow since net transportation ex-

penditures are presumably offset only in part by net receipts from tourism. A

moderate deficit may be assumed in the category of transfer payments, mainly

on account of Soviet military and economic grants and contributions to the

U.N. The resulting overall deficit with the free world, and particularly the

part representing convertible currencies has constituted a severe dram on

Soviet gold reserves. Following a 5-year period when Soviet gold exports had

ranged from $210 to $265 million per annum, the volume of such sales more

than doubled in 1963 an estimated $560 million followed by another large

outflow of around half a billion dollars' worth in 1964.

In view of this situation, Soviet interest in long-term credits from the

West is clear. It also explains the more conservative Soviet approach to use

of short and medium term credits and to purchases from the West in general

which has been especially evident since Khrushchev's ouster.
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SOVIET FOREIGN TRADE:
REVIEW AND FORECAST'^

Nikolai Potolichev

Soviet Minister of Foreign Trade

The Soviet Union's foreign trade is steadily expanding. It was 3.3 bil-

lion dollars in 1950, 6.1 billion in 1955, 11.2 billion in i960 and 16.6 billion

in 1965. We trade with close to 100 countries, with 73 of them by govern-

ment agreements.

This rapid growth in foreign trade is not accidental. It reflects the quali-

tative changes that go on in the country's economy. We have recently com-

pletely re-equipped many of our plants, developed new industries as a result

of scientific discoveries, built hundreds of huge plants that turn out techni-

cally advanced products.

Our economic potential is growing rapidly. Between 1959 and 1965 we
almost doubled our basic production assets. Annual output of oil went up
from 148 to 243 million tons; gas from 1.6 to 4.5 trillion cubit feet; steel pro-

duction from 65 to 91 million metric tons, and electric power from 292 bil-

lion to 507 billion kilowatt hours. In 1965 the Soviet Union accounted for

one-fifth of the world's industrial output.

Our fast-growing economic potential opens up large vistas for foreign

trade. The steady expansion of our international ties is concrete proof that

we have always favored the widest expansion of trade with all countries irre-

spective of their social system. Our foreign economic policy is founded on

genuine equality, mutual advantage, and respect for sovereignty. It rules out

interference in internal affairs by either part)^ and rejects discrimination in

any shape or form.

A country's foreign trade, they say, is its visiting card. Our export struc-

* Reprinted from Soviet Life, May, 1967, p. 2, by permission of the Soviet Embassy,
Washington, D.C.

578



SOVIET VIEWS eyg

ture graphically reflects the industrial character of our economy. Between
1959 and 1965 our exports grew by 50 per cent, to a volume of 8.1 billion
dollars.

The products of our machine-building and instrument-making industries,
which go to more than 70 countries, account for a large part of the volume!
These types of commodities far exceed all others for range, and we keep
adding to the list. Items shipped by our machinery and other engineering ex-

port agencies now number tens of thousands.

In 1965 the value of machines and other equipment shipped was 1.7

billion dollars, 20 per cent of all sales, and more than double the 1959 vol-

ume. Growing exports of machinery and other equipment is a characteristic

of our postwar foreign trade.

A considerable part of the shipments consist of complete sets of equip-

ment for industrial plants and other projects being built in 43 countries with

technical assistance from the Soviet Union. Complete sets of equipment

comprised 1 1 per cent of our total export of machinery and other equipment

in 1950. By 1965 the proportion had grown to 38 per cent. As of Januarv i,

1965, 970 projects of various kinds had been built and put into operation in

foreign countries with our assistance.

We export large numbers of passenger cars and trucks, tractors, farm and

road-building machinery, machine tools, precision instruments, power plants,

electrical, mining, oil drilling and other equipment.

We sell machinery and related equipment mainly to the socialist coun-

tries and to the developing nations of Asia and Africa. In recent years there

has been a growing demand for Soviet machines from firms in the developed

capitalist countries. And although the export of machiner\' and other equip-

ment to those countries is of relatively recent origin, our machinery has al-

ready earned itself a high reputation.

As a result of the Soviet Union's substantial achievements in science

and technology, particularly in the use of atomic energy for peaceful pur-

poses, in the development of aircraft, in building turbines, in metallurgy,

medicine, building construction and other fields, a new item has appeared

on our export list—licenses. We have sold licenses to firms in several of the

developed countries.

Since we surpass most countries in volume and variety ot natural re-

sources, industrial raw material and semifinished products continue to hold

an important place in our export structure. The Soviet Union is one of the

world's biggest exporters of iron ore, coal, cast iron and rolled metal. There

has been a substantial increase in our exports of petroleum and petroleum

products, timber and pulp and paper products. The export volume of such

consumer goods as radios, watches, cameras, refrigerators and fabrics has been

rising steadily. ^
Our diversified economv requires a diversified import structure. We

import transport equipment, ferrous and nonferrous metals, rubber, pipes,
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synthetic fibers, consumer goods, and equipment for our chemical, pulp and
paper, light, food and other industries. Between 1959 and 1965 Soviet pur-

chases abroad grew by more than 50 per cent to a total of eight billion dollars.

We do our largest volume of trade with the socialist countries. That
economic ties with these countries are growing stronger all the time is shown,

among other things, by the rise in foreign trade turnover. In 1958 the volume

of trade between the Soviet Union and the other socialist countries was 6.3

billion dollars, in 1965 it exceeded 11 billion and accounted for practically

70 per cent of our total foreign trade volume.

Trade with member-countries of the Council for Mutual Economic As-

sistance is developing especially well. We now have agreements with all the

CMEA countries for the 1 966-1 970 period. The total volume for the five

years will add up to 55 billion dollars, including 14.4 billion dollars with the

German Democratic Republic and 11 billion dollars with the Czechoslovak

Republic, among the biggest in the annals of world trade.

Also growing steadily is our trade with the other socialist countries:

Cuba, Yugoslavia, the Democratic Republic of Vietnam and the Korean Peo-

ple's Democratic Republic.

Trade with the Asian, African and Latin American countries is growing

rapidly. It increased from 890 million dollars in 1958 to more than 1.9 billion

in 1965—12 per cent of our total that year. Among our big trading partners

are India (403 million dollars in 1965) and the United Arab Republic (372
million dollars that same year).

An important element of our cooperation with the developing countries

is the fact that we grant them credit on easy terms. In recent years we have

extended more than 3.9 billion dollars of credit to the newly independent

states. They make payment as a rule, with their traditional export goods and

manufactured articles, and in the process develop their own industrv and

economy.

Consistent with its policy of peaceful co-existence, the USSR makes

every effort to expand its trade with the developed capitalist countries. In the

seven years between 1959 and 1965 our volume of trade with these countries

more than doubled, to a total of 3.1 billion dollars in 1965. The developed

capitalist countries with which we do most business are Finland, Great Brit-

ain, Japan, France, Italy and the Federal Republic of Germany.

Our trade arrangement with most capitalist countries is through long-

term agreements. This makes for consistent growth and durable economic

relations. Here are a few examples. During the next three to four years our

volume of trade with France will double. With Italv it will increase by 50

per cent, and with Japan by 40 per cent.

Our volume of trade with Canada reached 266 million dollars in 1965.

. . . Compared with our imports from Canada, our exports are still small,

something we are concerned about. Canada, too, is aware of the imbalance. It

seems to us that the first step toward a better balance might be through
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increased purchases of Soviet machinery, watches, cameras, optical instru-

ments, furs, caviar, vodka and the Hke.

Our foreign trade has become an important branch of our economy, a

factor in our country's growth, and our rising standard of living.

Our new five-year plan foresees a growing volume of foreign trade. It

continues to be, as it has been, one of our key economic goals. Our highly

industrialized economy enables us to export increasingly larger quantities of

the most up-to-date manufactured items, raw materials and other goods. And
our rapidly expanding economy in turn requires growing purchases of a

variety of products.

Practically, this means that countries interested in mutuallv profitable

terms and aware of the changes that have taken and are taking place in the

USSR's national economy can count on a substantial increase in their volume

of trade with our country. . . .



B. Economic Relations with the Less Developed Countries'

"The Communists regard their role in history as that of midwives assist-

ing in the birth of Communist societies," states a U.S. Department of State

pubhcation deahng with Communist poHcy in the less developed countries.^

With little hope for a realization of Marx's prediction that socialist revolutions

will take place and succeed in the most advanced capitalist nations, the So-

viets, in recent years, have begun to concentrate their efforts on the less

developed countries which seem indeed to present what Lenin referred to as

"the weakest link in the capitalist chain." Aware that new nations which have

recently emerged from centuries of colonial status are fertile grounds for social-

ism, even if not immediately ready to take a Marxist-Leninist course, the Soviets

have altered their approach towards them. They no longer encourage local

Communist parties to take radical action against new leaders who often enjoy

widespread support among their nationalistic countrymen. Instead, the Soviets

offer aid and trade, economic as well as military, to any regime in the "Third

World" that is not outright anti-Soviet or militantly pro-West: even toleration

of local Communist parties is no longer a prerequisite for Soviet cooperation

and friendship. Since many of these countries equate the West with colonial-

ism, oppression, and exploitation, and since economic planning and the state

sector loom large in most of them, the Soviets place their hopes on their ability

to wean the emerging nations ideologically and politically from whatever loyal-

ties to the West they may have. Moreover, they hope to put an end to the

economic dependence of the developing countries on Western trading partners

by offering them alternative markets for their products and alternative sources

of supply to meet their needs—often at very favorable terms. The Soviets expect

these new nations to evolve gradually via the "non-capitalist" road towards

socialism. "The Soviet Union," announced Premier Kosygin, "is ready to de-

velop friendly relations with all states of Asia, Africa, and Latin America. At

the same time we do not conceal that our sympathies are first of all with the

peoples who have chosen the road of non-capitalist development."^

Under Western Views, Leo Tansky discusses Soviet economic and mil-

itary aid to the non-Communist less developed countries since the mid-1950's

when such aid began to emerge as "a key instrument in Soviet efforts to pro-

ject its [the U.S.S.R.'s] presence into all areas of the developing world." Apart

from analyzing the successes and failures of Soviet efforts, Tansky covers such

topics as Soviet technical assistance, the provision of scholarships for foreign

1 The terms "less developed," "underdeveloped," "developing," and "emerging" are

used interchangeably.

2 Communist Economic Policy in the Less Developed Countries, Department of State

Publication No. 7020, European and British Commonwealth Series 60, July, i960.
3 For a more detailed presentation of the Soviet position, see Harry G. ShafiFer and

Jan S. Prybyla, From Underdevelopment to Affluence: Western, Soviet, and Chinese
Views, Appleton-Century-Crofts, New York, 1 968, Chapter III.
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Students at Soviet universities, etc. The Soviet aid program, he predicts, will

continue in the foreseeable future along lines followed in recent years, but the

Soviet capacity to seize opportunities for expansion of influence through aid

programs will be circumscribed by limited resources. Efforts to project the

U.S.S.R. as a model for less developed countries will be impeded, Tansky con-

cludes, by her own economic problems, especially her inability to solve her

agricultural problems.

The selection under Soviet Views has been taken from a booklet pub-

lished in English by Novosti Press Agency, Moscow, and distributed bv So-

viet Booklets, London (no author given). Tracing the history of Soviet as-

sistance to other countries, the Soviets assert that "it was largely due to the

Soviet Union that the United Nations organization recognised and confirmed

the right of peoples to self-determination and approved the principles of eco-

nomic aid to developing countries." The "imperialist" states extend aid, the

booklet claims, not unselfishly but in an effort to stem the rising tide of coop-

eration between the developing and the socialist countries. Soviet aid, the

argument goes, is unselfish in nature. "Soviet credit," for instance, "is granted

without any political or economic strings attached . . . [and] the Soviet

Union does not claim any dividends from operating enterprises built with its

assistance, nor does it demand partnership rights or participation in running

them." Such contentions aside, the Soviet article includes information on the

extent, the type, and the recipients of Soviet aid.
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SOVIET FOREIGN AID
TO THE LESS DEVELOPED

COUNTRIES^

Leo Tansky
Economist, U.S. Central Intelligence

Agency

It should he noted that the views pre-

sented in this article are those of the

author and are not necessarily those of

the Central Intelligence Agency or the

U.S. Government.

I. Introduction

The emergence of a large number of new nations in the postwar world

brought with it a "revolution of rising expectations," the ramifications of

which are playing an ever increasing role in East-West conflict. While the

key element of this "revolution" is economic in nature, political instability,

nurtured by factional struggles for power, frustrations over the lack of eco-

nomic progress, and external political pressures, has become a prevailing fea-

ture in almost every area in which these countries are located. Real and

imaginary grievances are vented against former colonial powers and complete

severance of all, especially economic, ties often is advocated by radical na-

tionalist elements as the only means for achieving true independence from

"neocolonialism." Traditional tribal conflicts, once localized in their impact,

are converted into border disputes between newly independent neighbors.

Perhaps most disruptive of all factors is the drive of various leaders who have

seized the leadership of regional political movements and who employ ex-

tremist tactics in their eff^orts to achieve the objectives of these movements.

* Reprinted from New Direction in the Soviet Economy, Studies Prepared for the

Subcommittee on Foreign Economic Policy of the Joint Economic Committee, Congress
of the United States, U.S. Government Printing Office, Washington, D.C, 1966, Part

IV, pp. 947-73.
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In many countries the demand for rapid achievement of the fruits of
economic development as a corollary of the struggle for independence has
often resulted in overambitious and poorly designed economic development
plans which frequendy place the greatest emphasis on industrialization and
infrastructural development. Such programs, however, require substantial

amounts of capital and technical knowhow, resources largely absent in these

countries. The consequence usually is a willingness to accept economic as-

sistance from any foreign source to support the program. Such aid also is

sought to ease the economic pressures which result from the infusion of

large-scale economic activity into an institutional structure not capable of ab-

sorbing such activity.

After years of denouncing Western foreign aid as an ill-disguised in-

strument of imperialism the U.S.S.R., in the mid-1950's, injected itself into

this milieu of economic and political instability with an aid program of its

own. During the past dozen years economic and military aid to the less de-

veloped countries of the non-Communist world has become a kev instrument

in Soviet efforts to project its presence into all areas of the developing world.

From a small beginning in mid- 1954 the program has grown dramatically,

has widened in scope and content, and has attained a relatively high degree

of sophistication. In 1954 about $6 million in foreign aid was extended by

the Soviet Union. By the end of 1965 the cumulative total of Soviet eco-

nomic assistance had grown to about $5 billion and its military aid program

to about $4 billion.-^ During these years about 13,500 academic students and

nearly 25,000 military and technical trainees have trained in the U.S.S.R. In

addition, an estimated 65,000 Soviet economic and military technicians have

been employed in aid activities in recipient countries.

THE POLITICS OF ECONOMIC AID

The "national liberation" of colonial peoples and their ultimate amalga-

mation with world communism have always been accorded high priority in

Communist strategic thinking.^ Current Soviet policy gives tactical priority

to gaining entry to these countries, to establishing a position which could be

used to influence their policies, and to reduce or eliminate Western influ-

ence. The nationalist governments of these countries have been accepted and

acknowledged and the Communist countries have established diplomatic and

economic relations with most of them. Simultaneously, local Communist par-

ties subservient to Moscow's directives have been restrained from o\crt revo-

lutionary activity that would offend nationalist governments. This course has

been pursued to such an extent that in many countries the interests of in-

digenous Communist groups have been largely ignored. India and the United

1 All data in parts I and II exclude Cuba, which is discussed separately in part III.

2 For background discussion on this subject see, for example, Milton Kovner, boviet

Aid Strategy in Developing Countries," ORBIS, fall 1964-
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Arab Republic, countries in which Communist parties have either been

banned or sharply attacked by the ruling political party, have received more

economic assistance than any other beneficiary of Soviet aid.

The Soviet Union, however, remains willing to overlook such attacks in

the hope that "revolutionaries" like Nasser or the deposed Ben Bella, with

Soviet assistance, will do more damade to Western influence in the Near

East and Africa in the name of anticolonialism and Arab nationalism than

the U.S.S.R. could ever hope to achieve alone. Similarly, Indian leaders will

continue to be the beneficiaries of Soviet largesse because of India's influence

among the Afro-Asian nations and its strategic position in Asia. Moreover, the

leaders of the Soviet Union apparently believe that well-conceived and ef-

fectively implemented Soviet aid programs will serve to bolster economically

the newly achieved political independence of new states. Such aid also is

expected to sever or disrupt the economic ties of less developed countries with

the West and to encourage existing socialist predispositions toward more

Soviet-oriented forms of economic and social organization.

Soviet willingness to establish official relations with the developing

countries, however, could not of itself have proven successful unless such

overtures were reciprocated. The leaders of many of the less developed coun-

tries, pushed by political aspirations or desires for rapid economic develop-

ment, were receptive to the post-Stalin changes in Soviet policy and generally

were prepared to accept assistance from any quarter. In addition to the gen-

eral demand for developmental capital, receptivity to Soviet blandishments

was enhanced by the unwillingness of many less developed countries to asso-

ciate their newly found independence with the foreign policy objectives of the

West. The availability of Soviet aid enabled these countries to follow what

they considered to be neutralist policies in pursuit of their own objectives.

Thus the political character of Soviet aid proved to be a "two headed" phe-

nomenon with political considerations also playing an important—sometimes

primary—role in the decisions of many countries to accept Soviet aid. The
U.S.S.R. needed only to present itself as an additional source of political and

economic support to find a number of willing recipients. Afghanistan, Egypt,

India, and Indonesia, either seeking support for their economic development

programs or for particular political goals, readily accepted Soviet assistance.

II. The Economic Aid Program

A. MAGNITUDE AND DISTRIBUTION OF SOVIET ECONOMIC AID

Since 1954 the Soviet Union has extended more than $5 billion in eco-

nomic credits and grants to non-Communist less developed countries. Ap-

proximately 42 percent of the total of such economic assistance has been

extended to countries in Asia and about 41 percent to Middle Eastern coun-

tries (see table i). Afghanistan, India, Indonesia, Iran, and the United Arab
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Table 1. Soviet economic aid extended to less developed
C()u>amEs, BY area 1955-65
[In million U.S. dollaus]
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development plans of Afghanistan, India, Indonesia, Iraq, and the United

Arab Republic. India alone received pledges of nearly $550 million for its

third plan (1961-66). Soviet credits totaling $500 million were provided for

the United Arab Republic's first 5-year plan (1960-65)^ and the construction

of the Aswan High Dam.

These years also witnessed the rapid development of Africa's contact

with the Communist countries. About 55 percent of all Soviet aid to African

countries was extended during this period, more than one-quarter in 1961

alone. The initial Soviet aid agreements with Ethiopia, Ghana, Guinea, Mali,

Sudan, the Somali Republic, and Tunisia were signed in these years.

The third stage began in mid-
1
961 with the Soviet aid program experi-

encing a sharp decline which was not arrested until late in 1963. New aid

commitments declined sharply in 1962 and 1963. Soviet credit extensions

dropped precipitously from $547 million in 1961 to $53 million in 1962, the

lowest level since 1954. For the most part, the decline during these 2 years

reflected the high level of earlier aid commitments. The three major recipients

—Afghanistan, India, and the United Arab Republic—had only recently re-

ceived sizable aid credits and were in the early stages of their respective 5-year

plans. In addition, a spate of agreements with almost all receptive African

countries had been concluded in 1 961. In view of these new aid commitments,

it is not surprising that the aggregate level of new extensions declined sharply.

The fourth phase emerged late in 1963 when Soviet economic aid exten-

sions began to rise sharply again, reaching their highest annual total of nearly

$1 billion in 1964. This resurgence in new extensions was largely a result of

the Soviet response to opportunities for further participation in the develop-

ment programs of India and the United Arab Republic and to the increasing

Chinese Communist challenge to Soviet influence among the Afro-Asian

countries. About one-fifth of total Soviet credits in 1964 was extended to six

African countries. Approximately two-thirds of new Soviet economic aid

committed in 1964 was to the United Arab Republic and India for use dur-

ing their next 5-year plans to begin in 1965 and 1966, respectively. The mag-

nitude of new aid extensions to these countries indicates the important role

they continue to play in Soviet foreign policy.

Although new Soviet aid commitments in 1965 continued at a relatively

high level, a post-Khrushchev approach to aid may have emerged. It had been

Khrushchev's style to extend large lines of credit while deriving as much
propaganda benefit as possible from the extension. The new regime has taken

a more cautious approach and appears unwilling to announce specific credits

until cost surveys are completed. The aid finally committed appears to be

project oriented in contrast to the umbrella-type lines of credit frequently ex-

3 The U.S.S.R. extended a $175 million industrial credit to Egypt in January 1958
for use in a 5-year industrialization program. This plan was subsequently incorporated

into the United Arab Republic's first 5-year plan which began in July i960. Little of the

Soviet credit was utilized prior to that time.
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tended in the past. India, Iran, Pakistan, and Turkey are examples oF coun-
tries in which Soviet technicians have undertaken extensive surveys during
much of 1965. Prospective aid to these countries also reflects Soviet prefer-
ence for such commitments to countries where the governments are relatively

stable and offer prospects for absorbing Soviet aid at a satisfactory rate. Dur-
ing 1965 the U.S.S.R. did not extend a single credit to an African countrv.
Nearly 85 percent of Soviet aid extensions in 1965 went to Iran, Pakistan,

and Turkey, all members of the Central Treaty Organization.

B. DRAWINGS ON SOVIET CREDITS AND GRANTS

While the annual level of Soviet extensions has reflected some sharp

fluctuations, drawings on these credits have risen almost consistently, reach-

ing an estimated total of approximately $2 billion bv the end of 1965.'* About

45 percent of all Soviet credits extended prior to 1965 have been drawn.

^

Three countries—Afghanistan, India, and the United Arab Republic-account

for three-fourths of expenditures under Soviet assistance. The fact that out-

lays for all other recipients account for only 25 percent of total drawings (al-

though these countries account for 45 percent of total Soviet extensions prior

to 1965) indicates the relatively poor progress of the Soviet aid program in

these countries. A major cause for this lag in drawings lies in the relatively

primitive and chaotic political and economic conditions existent in most of

these countries. Many recipients have not even been able to devise anv work-

able development program. Nearly all of these countries lack sufficient num-

bers of professional, managerial, and technical personnel required to carry out

aid projects. Most countries are unable to provide adequate amounts of local

currency to finance their shares of Soviet-aided projects. Since credits from

the Soviet Union have covered only the goods and services not available

locally, the rate of drawdowns on these credits is largely determined by the

ability of recipient countries to meet the companion domestic costs. The So-

viet Union generally has not shown any willingness to undertake any sizable

commodity aid program to overcome this difficulty. Only about 5 percent of

total Soviet aid has been for this purpose.

The relative success achieved by the Soviet Union in pushing forward

its aid programs in India and the United Arab Republic, on the other hand,

reflects the greater absorptive capacity of these two countries. They ha\'c

been able to supply much of the technical skills required to implement aid

projects. In Afghanistan, the relatively rapid rate of project construction can

4 Drawings on Soviet economic aid are based largely on trade data presented in the

Soviet Foreign Trade Handbook. Figures presented under category 16 Ccompletc plants

and installations), are a minimum estimate since it is believed that practically all such

deliveries move under economic aid. A substantial amount of aid moves under other

categories but it is not possible to precisely identify these exports.

5 Soviet extensions during 1965 are not included in the discussion on dravvings as no

large outlays on project-type undertakings could be expected in so short a period ot time.
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only be explained by a Soviet willingness to send in large numbers of pro-

fessional, administrative, and technical personnel in conjunction with a com-

modity aid program to raise local currency for Soviet projects.

The acceleration of Soviet aid deliveries in recent years has influenced

both the aggregate level of Soviet exports to the less developed countries and

the commodity pattern of those exports. As the rate of aid expenditures has

increased, the level of Soviet exports has grown. . . . Between 1955 and

the end of 1964 Soviet deliveries of machinery and equipment (the category

in which all of the aid goods are included) rose from 16 percent of total

exports to the less developed countries in 1956 to a peak of 59 percent in

1964. Exports of complete plants and installations (almost all aid goods) rose

from 4 to 38 percent during the same period. . .
.*

C. SECTORAL DISTRIBUTION

Soviet economic assistance is being provided for a variety of purposes

and for important sectors of the economies of different less developed coun-

tries. The bulk of this aid has been channeled into the construction of basic

industrial facilities and overhead investments. By the end of 1965, about 55

percent of total Soviet extensions had been allocated for industrial develop-

ment, 20 percent for agricultural and major multipurpose projects, and

nearly 15 percent for transportation and communications facilities. This pat-

tern of Soviet obligations does not appear to have varied much over time.

Between 1959 and 1964 the industrial sector, for example, accounted for 50-

55 percent of total Soviet aid commitments. Those projects considered to

have little economic priority, that is, a sports stadium in Indonesia or a hotel

in Guinea, account for only a small share of Soviet aid obligations. India is

perhaps the only country where it can be said that Soviet aid truly concen-

trates on industrial development. India alone accounts for about 40 percent

of Soviet commitments for industrial development and 45 percent of the total

allocated to heavy industry.

From the Soviet viewpoint, the development of industry is an important

aspect of its aid program. Through this device it seeks to preempt or replace

private capital in industry by performing the same function. Communist

doctrine holds that a less developed country is not truly independent unless

it develops and owns its industrial sector. But while emphasizing the devel-

opment of industry, Soviet spokesmen have been careful to consider the

resources of aid recipients and their particular stages of development. Speak-

ing before the delegates of the Afro-Asian Conference in Cairo in December

1957, the chief Soviet delegate stated ".
. . the development of various

branches of the manufacturing industry cannot be eff^ected otherwise than

by expanding agriculture and the extracting industry ... it should be

* Annual issues of "Vneshnyaya Torgovlya SSSR (U.S.S.R. Foreign Trade),"

published by the Ministry of Foreign Trade, Moscow.
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noted that agriculture and the extracting industry may become the basis for

developing many other branches of the economy. . .

."^

The criteria employed by the Soviet Union for selecting the sectors for

concentration in any particular country are not easily determined. Generally,

the country seeking aid will come forward with a list of projects included

in its development plan, from which the Soviet Union will select the projects

for which it will provide assistance. This pattern of selection has not changed

over time. The U.S.S.R. apparently does not recommend the projects to be

included in the country's development program. In a few instances, however,

Soviet advisers assisted in the drawing up of development plans and mav have

influenced the selection of projects included.

There does appear to be a rough correspondence between the stage of

development of a country receiving aid from the U.S.S.R. and the nature of

that assistance. The Soviet Union does not ordinarily agree to undertake

projects which it believes to be much beyond the technical competence of a

less developed country. In India, where the human and physical substructure

is sufficiently advanced to begin widening the industrial base, Soviet aid is

concentrated on the expansion of heavy industrial and electric power capacity.

Afghanistan, at the opposite end of the development scale from India, is

receiving aid of a different nature, with the greatest emphasis on infrastruc-

tural development. About half of Soviet aid to Afghanistan has been allocated

for the construction of transportation facilities, much of it in areas which have

been inaccessible to modern vehicles. Nearly 20 percent of total Soviet aid to

Afghanistan has been obligated for the development of mineral resources and

about 15 percent for the construction of multipurpose projects. Manufactur-

ing units being aided by the Soviet Union are small and require simple skills

for their operation. Approximately $15 million have been allocated for con-

structing and equipping centers for training skilled and semi-skilled techni-

cians. Soviet aid to African countries also is characterized by a great number

and variety of small-scale projects. Such aid generally is in accord with the

requirements of the recipient and is concentrated in multipurpose, transporta-

tion, agricultural, mineral, and light industrial projects.

D. ASSISTANCE FOR THE STATE SECTOR

Practically all Soviet economic assistance to the less developed countries

is being channeled into the public sectors of these countries. Such aid has

been made available for investment in undertakings in which the private

sector traditionally had the dominant role. In countries where the larger

share of investment in economic development is accounted for bv the public

sector, Soviet assistance, by virtue of its concentration in this sector, exerts a

strong influence on the character and direction of economic development,

particularly in the development of industry.

6 Quoted in "Current Digest of the Soviet Press," Feb. 5, 1958.
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Perhaps more important, the Communists view such aid as enabling

these countries to achieve economic independence from Western capitaHsm,

maintaining that "Soviet credits above all promote the development of the

state sector of the national economy which represents the strongest basis for

the genuine independence of less developed countries."'^ Furthermore, by

supporting the development of the state sector—as well as encouraging the

nationalization of foreign and domestic private investment—the Communists

seek to destroy the economic ties these countries have with the industrial

West and hasten the "inevitable crisis of capitalism" as markets and sources

of raw materials are cut off. The Soviet Union has stressed that Commu-
nist economic relations with the less developed countries "noticeably constricts

the sphere of the world capitalist market . . . and expands the sphere of

activities of the world socialist market."^

The U.S.S.R. does not seek specifically to assist the less developed

countries in achieving a high rate of economic growth. Soviet leaders in fact

do not believe that these countries can attain a satisfactory rate of growth

without adopting the Communist road to development. But while waiting

for the "inevitable" failures the U.S.S.R. is encouraging the development of

institutional forms which can readily assist in the "transition to socialism."

Industrialization and expansion of the state sector are viewed as a step toward

the gradual adoption of the Communist model. Moreover, emphasis on indus-

trialization appeals strongly to the newly emerging elite and thus provides

an opportunity for propagandizing the Soviet economic model. Industrializa-

tion also is expected to transform the institutional structure of these countries

and destroy the traditional pattern of their economic ties with the industrial

West.

In the United Arab Republic and India, Soviet aid has enabled the pub-

lic sectors, especially in industry, to expand to an extent unlikely in the ab-

sence of Communist assistance. Soviet economic aid to the United Arab

Republic not only has contributed substantially to the public sector's expan-

sion but also has made it easier for Nasser to pursue specific domestic policies

designed to eliminate Western influence. Nationalization of foreign and do-

mestic private investments in Egypt and agrarian reform did much to sever

the close ties between foreign capital and the small groups of wealthy land-

owners, industrialists, and financiers who controlled the Egyptian economy.

In these moves the U.S.S.R. cooperated willingly. Soviet capital, for example,

was substituted for Western private investment, further severing the ties

of domestic business elements with Western firms.

Communist expenditures during India's second 5-year plan (1956-61)

accounted for about 20 percent of public investment in the industrial sector

''' V. Rymlov, "Soviet Assistance to Underdeveloped Countries," International Affairs

(Moscow), No. 9, 1959.
^ G. Kim, "The Coexistence of Two Systems and Economically Underdeveloped

Countries of the East," Contemporary East (Moscow), No. 11, 1959.
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and represents almost one-fourth of total public investment in industry
planned for the third plan. A sizable part of Communist aid to India has been
allocated for such traditional preserves of private investment as petroleum
and pharmaceuticals. The U.S.S.R., with Rumanian participation, has domi-
nated petroleum development in the public sector and has constructed the
only state-owned petroleum refineries in India. Soviet assistance is being cm-
ployed to establish a pharmaceutical industry in India, one which will be
competitive with private, particularly foreign-owned, interests.

E. REPAYMENT OF SOVIET CREDITS

By the end of 1965 an estimated $400 million in principal and interest

was scheduled to have been repaid on the $2 billion in obligations incurred

by the less developed countries under Soviet economic assistance programs.

Most of these repayments have taken place during the past four years and
are expected to become larger during the next few years. Such payments to

the U.S.S.R. rose from an estimated $30 million in 1961 to $125 million in

1964 and are expected to continue rising for the rest of the decade.

The magnitude of these prospective repayments indicates that even if

Soviet economic assistance to less development countries rises in the next few

years, the burden on the U.S.S.R. of such outlays will be partially offset by

this growing level of repayments. In recent years the ratio of annual repay-

ments to annual drawdowns on Soviet credits has shown an upward trend,

rising from 15 percent in i960 to 40 percent in 1965. This trend is likely to

continue during the next few years as debt servicing payments accelerate at

a faster rate than Soviet economic aid expenditures.

As repayments of Soviet economic aid credits have fallen due, some aid

recipients have been hard put to meet their obligations. For some developing

countries, sizable repayments in the form of commodities often preempt a

large share of their chief sources of foreign exchange. Such diversions of

primary commodity exports—as well as payments required in foreign ex-

change—are particularly burdensome where recipient countries must simul-

taneously make payments for military debt obligations and for economic as-

sistance from other donors.

In the long run the problem of repayment is likely to be compounded

by two factors tending to retard the rapid development of export capabilities

of aid recipients. The willingness of the Soviet Union to accept traditional

commodities as payment for its aid itself inhibits the expansion of new export

capabilities. Many of the goods which will be produced by newly established

industries are not likely to find oudets in Western markets. If the U.S.S.R.

does not accept such goods in payment, default on debts owed to them will

become widespread since the production of traditional commodities is not

likely to expand rapidly enough to keep pace with the growth in debt servic-

ing requirements.
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More important, perhaps, is the fact that the development plans of most

less developed countries undertaking industrialization programs emphasize

import substitution rather than expansion. As such facilities are expanded,

imports are expected to decline while exports continue to rise. . . .

What generallv is overlooked is that the development of import sub-

stitution facilities in itself tends to cause a rise in import requirements relative

to export capabilities and subsequently to a chronic balance-of-payments prob-

lem. Not only does the establishment of new industries require investment

with a high import content, but any industrial activity, particularly in less

developed countries, requires the use of nonindigenous materials; e.g., fuel,

replacement parts, etc. Moreover, the new activitv also generates an increase

in incomes, a portion of which is spent on imported goods and services. These

pressures have become particularly serious in such countries as India and the

United Arab Republic. As the Soviet Union becomes more involved in the

development programs of many recipient countries and assumes the role of a

major creditor, the question of what form repayment shall take will become

increasingly serious. One common solution will have to be the stretching out

of repayment over much longer periods than the current 12 years.

F. CONTRIBUTION TO ECONOMIC DEVELOPMENT

The impact of Soviet economic assistance on the economic development

of recipient countries still is difficult to assess because the implementation of

the program did not really gain momentum until a few years ago. In most

recipient countries, Soviet expenditures have not been particularly large, even

where developmental credits have been available for as long as 10 years. In

many of these countries (ranging from Guinea to Ceylon to Indonesia) no

foreign donors have been successful in generating forces sufficient to initiate

the growth process.

In only three countries—Afghanistan, India, and the United Arab Re-

public—do Soviet aid expenditures appear to have contributed to a sizable

increase in productive capacity. The extent of this contribution, however, is

difficult to determine, primarily because of the lack of reliable investment and

production statistics. Soviet investment through its aid program is most sig-

nificant in the case of Afghanistan. During the latter's first 5-year plan

(1956-61), about one-third of total gross investment in Afghanistan was rep-

resented by Soviet expenditures. Such capital outlays are expected to cover

half of total Afghan investment during the second plan (1962-67). Soviet

outlays represented more than 40 percent of a total of $490 million invested

in Afghanistan during the period 1956-63.

The amount of Soviet aid actually disbursed in the United Arab Re-

public by the end of 1965 is estimated to have been more than $300 million.

During the United Arab Republic's first 5 year plan (1960-65) drawings on

Soviet economic credits were equal to about 10 percent of gross investment
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and accounted for about one-fourth of aggregate United Arab Republic in-

vestment in industry, electric power, and the Aswan High Dam. United
Arab Republic officials claim that during this period, national income gen-
erated by the industrial sector increased about 45 percent and the sector's

share of national income rose from 20 to 22 percent.

Although Soviet aid represented only about 10 percent of the foreign

aid allocated for industrial development during India's second 5-year plan, it

accounted for nearly 40 percent of the assistance provided to the public sec-

tor. Soviet expenditures during the second plan totaled about $160 million,

almost entirely for the construction of the Bhilai steel mill. These outlays

represented about 15 percent of total aid expenditures in the industrial

sector and 5 percent of total industrial investment during the plan.

Soviet participation in India's industrialization program during the third

plan is extensive. Such assistance is particularly important for the construc-

tion of facilities to produce heavy electrical and machine building equipment,

development of the petroleum industry, and expansion of steel and coal pro-

duction and thermal electric power capacity'. The machine building plant the

Soviet Union is constructing at Ranchi with an annual capacity of 80,000

tons is expected to provide the bulk of the equipment required for the ex-

pansion of India's steel industry. By March 1966 the Soviet contribution to

the total increase in the capacity created during India's three plans was ex-

pected to be about 25 percent in the steel industry; machine tools, 20 per-

cent; petroleum refining, 20 percent^; electric power, 15 percent; and heavy

machine building and coal mining machinery, 100 percent.

G. TECHNICAL ASSISTANCE AND ACADEMIC TRAINING

The desire of the less developed countries for rapid economic develop-

ment has resulted in programs that require substantial infusions of profes-

sional and technical skills. The range of skills required for such undertakings

include not only skilled workers to operate industrial machinery and equip-

ment but also individuals who possess the ability to determine the activities

that shall be pursued, the techniques to be employed, and the most efficient

use of available resources. In view of the paucity of these skills in less de-

veloped countries, an important part of all external economic assistance is a

parallel program of technical assistance to provide a minimum amount of

these requisite skills. Some technical skills can be acquired quickly through

short-range training programs. Others require many years of training and ex-

perience and must be imported until professional and technical personnel in

the aid-receiving countrv can be trained abroad or at home to satisfy this need.

The people who guide the Soviet foreign aid programs fully realize that

technical assistance and academic training must be important components ot

their aid activities in less developed countries. Between 1955 and the end ot

9 The contribution will jump to about 65 percent by the end of 1966.
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1965, at least 50,000 Soviet economic technicians have been employed in less

developed countries. During the same period more than 20,000 students and

technical trainees have undertaken training at facilities in the Soviet Union.

I. Soviet technicians abroad

As the pace of the Soviet economic aid program has quickened, the

numbers of technicians sent to the less developed countries have grown
rapidly. In 1956 there were about 800 Soviet technicians engaged in eco-

nomic aid programs; in i960, there were nearly 4,000; and during 1965, about

9,500. Nearly 80 percent of the total number of Soviet technicians who have

been employed in recipient countries have been sent since i960.

Approximately 45 percent of all Soviet economic technicians have been

employed in Asian countries; and more than one-third in the Middle East.

In recent years, the number of Soviet technical personnel engaged in eco-

nomic aid activities in Africa has risen sharply, reflecting the general increase

in Soviet aid activities in that continent.

For the most part, the services of Soviet technicians are dispensed within

the framework of the major lines of credit extended for economic development

projects and, consequently, resemble the technical services made available

by Western private enterprise. Initial project surveys and studies, supervision

of construction projects, on-the-job training and, in some cases, management
of the completed installation generally comprise the assistance provided by

Soviet technical personnel. The total foreign exchange outlays for the services

of these technicians between 1956 and the end of 1965 is estimated at about

$300 million, about 1 5 percent of total drawings on Soviet economic aid credits.

The foreign exchange costs of the services of Soviet technicians usually

include their salaries; round trip plane fare, often first class, between the

U.S.S.R. and the host country; leave accumulated at a rate of about three

days per month; round trip fare of the technician to spend his leave in the

U.S.S.R.; and life insurance premiums. If the period of employment is more

than a year, the technician may be accompanied by his family. In that event,

the recipient country must pay their round trip fares and a family transfer

allowance. In addition to the foreign exchange costs, the host country also

is responsible for much of the maintenance costs of the technician. These

local currency costs include free medical care and hospitalization, office and

laboratory accommodations, transportation for official business in the host

country, and furnished quarters for the technician and his family.^"

Technical services costs are relatively large during the initial survey

stages but decline as the projects move into the construction phases. This

generally has been the pattern with expenditures on Soviet projects. With the

i** For sample agreements with such details see, for example, Klaus Billerheck, "So-

viet Bloc Foreign Aid to the Underdeveloped Countries" (Hamburg: Hamburg Archives

of World Economy, i960).
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acceleration of drawings after i960, total aid outlays per technician are esti-

mated to have risen from about $25,000 to $45,000 in 1965, indicating a more
rapid rise in expenditures on capital goods relative to technical services.

Although in the aggregate the ratio of technical services costs to capital

goods outlays has followed the anticipated downward trend, for some coun-
tries the level of such expenditures has continued at a high level. This is

particularly true of those countries in which the number of indigenous per-

sonnel with the requisite professional and technical skills is the smallest. In

many countries outlays for technical assistance have accounted for 25 to 30
percent of total drawings on Soviet credits to these countries. The inability of

such aid recipients to provide sufficient managerial and technical personnel

for Soviet aid projects has necessitated employing large numbers of costly

Communist technicians. This problem is exacerbated by the narrowness of

specialization of Soviet technicians (an outgrowth of the highly specialized

Communist educational system) which necessitates the employment of larger

numbers of technicians for each project than would be required on projects

constructed by Western firms.

The administrative inexperience of officials in recipient countries has

posed additional obstacles to the rapid construction of projects and has tended

to increase the employment period of Soviet technicians. The reluctance of

the Soviet Union to assume complete administrative responsibility for an aid

project has resulted in frequent—and costly—work stoppages and delays.

Soviet aid organizations are, as a rule, responsible only for coordinating the

work of all technicians employed on a project, directing basic construction

activities, supervising the installation of machinery and equipment, and put-

ting this equipment into operation according to established schedules. The

authorities of the recipient countries and their agencies, on the other hand,

are responsible for all work involving the use of domestic goods and sen'ices.

They are responsible for the presentation of basic data for the preparation of

a given project, for site preparation, the hiring of labor, the purchase of local

materials, and the direct organization of construction work.

In recent years there has been an increase in the number of Soviet tech-

nical personnel not connected with specific economic aid projects. These tech-

nicians are engaged in managerial, educational, medical, economic planning,

agricultural, and other activities. Although Soviet personnel have undertaken

such nonproject activities in recipient countries since 1955, their numbers

were quite small until 1 961. In recent years, however, Soviet technicians en-

gaged in nonproject activities have grown rapidly. Assistance of this type ap-

parently is not provided on credit but is handled as a current account trans-

action.
. ,

Most nonproject technicians have been sent to those countries with the

greatest need for technical personnel, particularly in Africa. To a large extent,

this trend reflects the Soviet concern over the large backlog of undrawn credits

in these countries and the recognition that a greater general training efl^ort is



598 INTERNATIONAL ECONOMIC RELATIONS

required merely to provide sufficient skilled workers to participate in Soviet

aid projects. This form of assistance also enables the Soviet Union to rapidly

expand its presence in these countries, particularly in areas of a country in

which there are no Soviet construction projects.

2. Technical training

Co) In the U.S.S.R.—A major objective of Soviet technical assistance

programs is to transmit to the local population those technical skills needed

to insure that its aid projects are successfully completed. One important form

of assistance consists of technical training programs in the U.S.S.R. for per-

sons who will be employed as supervisors, managers, foremen, and skilled

technicians on Soviet-aided projects being constructed in the recipient coun-

try. This type of training generally consists of 6 to 12 month programs, ex-

cept for highly specialized training which may run for as much as 3 years.

The number of technical trainees sent to the U.S.S.R. has risen with

the expansion of the Soviet aid program. Beginning with approximately 125

trainees from India and the United Arab Republic in 1956, the U.S.S.R. by

the end of 1965 had provided some technical training for about 7,000 train-

ees from less developed countries; about 75 percent of the total have received

their training since i960. Most of these trainees were trained for employ-

ment on Soviet industrial projects. About 85 percent of all trainees have been

from countries in Asia and the Middle East.

(I?) In Less Develofed Countries.—Among other technical training tech-

niques employed by the Soviet Union is the construction of technical insti-

tutes and vocational training centers in the less developed countries. These
institutes and centers are staffed largely with Soviet instructors and use So-

viet training equipment. The curriculum of the institutes generally includes

courses in engineering, agriculture, mining, and industrial production and is

designed to produce highly skilled professional and technical personnel. The
capacity of these institutes ranges from 250 in Cambodia to 1,100 in Burma.

The establishment of- vocational training centers is part of most of the

major aid programs undertaken by the Soviet Union. These centers offer

training in most industrial and agricultural skills required below the super-

visory levels. For example, four centers under construction in Ghana will

accommodate 5,000 to 6,000 trainees annually and will include training in

the repair of agricultural machinery and mining equipment. In the United

Arab Republic 20 training centers which can train about 4,000 workers dur-

ing one training session have been constructed under the $175 million credit

extended by the U.S.S.R. in 1958.

The most important way of transferring simple technical skills to large

numbers of workers is through on-the-job training programs. In addition to

group training, the usual practice is to have a worker assigned to each Soviet
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technician employed on a construction project. By the time the project is

completed the trainee presumably is able to perform the same function satis-

factorily. The U.S.S.R., for example, provided such training to about 5,000

Indian engineers, technicians, and skilled workers during the construction of

the Bhilai steel mill. Indian officials claim that as a result of this type of train-

ing Indian technical personnel subsequently were able to participate in all

stages of construction of the second blast furnace and to take over completely

the work on the third blast furnace.

Where such on-the-job training techniques are feasible the impact tends

to be favorable for the U.S.S.R. Indian officials, for example, have stated that

this aid technique has the advantage of leaving the Indians with the feeling

of having participated in the construction of a project. One official claims

that, in contrast to the steel plants built by Western firms, at the Soviet-built

Bhilai steel mill ".
. . the morale of the Indian participants was extraordi-

narily high. They were enormously proud of the relatively good record that

the work at Bhilai had made . . . they had gained so much inserv'ice train-

ing and experience during the project's planning and construction phases that

they were thoroughly confident of their ability to move to an entirely Indian

operation of the plant in a very short order."^^ Furthermore, "Aid given for

specific industrial or other projects should, as far as possible, not take the

'turnkey' form as this . . . deprives the recipient country of the experience

acquired in actual construction and initial operation. . .

."'^ Such situations,

however, are not universal and are more likely to occur in such countries as

India and the United Arab Republic, where the labor force already has a

sizable component of skilled technicians. In most countries receiving Soviet

aid the participant approach is apt to founder on the low level of technical

competence of the domestic labor force.

3. Academic training

An important program for establishing and maintaining contact with

the emerging elite in many less-developed countries is the provision of scholar-

ships for academic study in the Soviet Union. Since 1955 an estimated 13,500

students from Asia, Africa, and Latin America have undertaken such pro-

grams in Soviet academic institutions. About half of all students have come

from African countries, largelv since 1961. At least one special university-

the Peoples' Friendship University (Patrice Lumumba) in Moscow has been

established as an academic center solely for foreign students.

The costs of this training generally are borne by the U.S^S.R. in the

form of scholarship aid. Among the costs generally covered by these scholar-

11 John P. Lewis, "Quiet Crisis in India, Economic Development and American

Policy" (Washington: The Brookings Institute, 1962), p. 297-
p^^„„^:^ Develop-

12V.K.R.V. Ras and Dharm Narain, "Foreign Aid and India s Economic Develop-

ment" (Bombay: Institute of Economic Growth, 1963). ?• 95-
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ships are transportation to and from the student's homeland, tuition, medical

care, clothing, and housing. In addition, each student is provided with a per-

sonal allowance, which at Peoples' Friendship University is about 90 rubles

or $100 monthly.

Since the peak year of 1962, when more than 3,400 students initiated

academic programs, the number of new enrollees has declined each year with

an estimated 1,300 students entering the Soviet Union in 1965. To some

extent this decline may be attributed to a more stringent selection process,

not only as a means of raising the academic standards of the program but also

to counter the growing volume of reported dissatisfaction by Soviet nationals

with the presence of these students. Another factor may be the increasing

student dissatisfaction with the conditions under which academic programs

must be pursued; for example, inadequate facilities and financial assistance,

racial discrimination, and political indoctrination. The Soviet Union also may
have reached the point where continued large increments can no longer be

accommodated with existing school and housing facilities.

III. Soviet Economic Aid to Cuba

Cuba is the only less developed country to have "joined" the socialist

camp since the inception of the Soviet aid program. But the Cuban decision

did not represent a Soviet policy success; Cuba fell into the Soviet Union's

lap. Soviet aid, however, has prevented Cuba from sliding into an economic

collapse.

Since early i960 the Soviet Union has extended nearly $1.1 billion in

economic aid to Cuba. About 70 percent of Soviet aid has consisted of bal-

ance-of-payments assistance to cover the annual deficits in the bilateral clear-

ing account of the two countries. . . . Since i960 such credits have totaled

an estimated $735 million. ^^ Cuba's economic aid debt to the U.S.S.R., ex-

clusive of any military aid obligations, now totals about $900 million. . . .

In addition to balance-of-payments assistance, the Soviet Union also has

extended about $345 million in economic development credits to Cuba. Ap-

proximately $150 million has been drawn on these credits, largely for indus-

trial development. A minimum of 15,000 Soviet technicians are estimated to

have been employed in Cuba on economic aid activities. About 2,500 such

technical personnel were present at the end of 1965, largely engaged in agri-

cultural, industrial, and geological exploration activities. In addition, ap-

proximately 4,500 Cuban students currendy are enrolled in Soviet academic

institutions.

^^ The total deficit amounted to about $840 million. Cuban exports, however, in-

cluded about $45 million to cover payments for the services of Soviet technicians. Cuban
imports also included about $150 million in goods under long-term Soviet economic de-

velopment credits. After allowing for these adjustments, the net imbalance totaled $735
million.
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IV. The Military Aid Program

Perhaps the most dynamic aspect of the Soviet aid effort in the less

developed countries has been its military assistance program. The U.S.S.R.,
apparently reluctant to be openly identified with these arms agreements, in-

itially employed other East European countries as intermediaries. Thus
Czechoslovakia concluded the first arms agreement with Egypt in 1955 and
with Syria and Yemen in 1956, and Czechoslovakia and Poland signed the

early agreements with Indonesia in 1958.

Since the inception of the military aid program in 1955, the U.S.S.R.

has provided about $4 billion worth of military assistance to 16 less developed

countries. The major recipients have been Indonesia and the United Arab

Republic, each having obtained more than $1 billion worth of military equip-

ment. Other important recipients have been India, Iraq, and Syria. Within

the framework of militar)^ assistance agreements the recipient countries have

purchased a wide range of land armaments and air force and naval equip-

ment. Included in these inventories are such weapons systems as MIG jet

fighters, jet light and medium bombers, a light cruiser, submarines, destroyers,

surface-to-surface antitank missiles, and surface-to-air missiles.

A. political impact

Soviet military assistance to the less developed countries has been the

primary vehicle for achieving a position of influence in some regions vital to

Western interests and has had an immediate impact on regional balances of

power. In the guise of an advocate of national aspirations, generally anti-

Western in character, the U.S.S.R. has exploited regional or local conflicts for

the broad political objective of diminishing Western influence in strategic

free world areas. Arab-Israeli tensions, Yemen's conflict with the United

Kingdom over Aden, Afghanistan's border dispute with Pakistan, and Indo-

nesia's territorial conflict with the Netherlands and, more recently, Malaysia,

are all examples of prime opportunities exploited by the Soviet Union.

Assistance of this kind, coming as it does during periods in which the

recipient is caught up in political turmoil, establishes a donor donee rapp)rt

which provides a basis for expanding other political and economic tics with

Communist countries. Thus, in some cases, Soviet credits for economic de-

velopment have followed soon after the signing of arms agreements. As the

recipient becomes further entangled in the web of Soviet accommodation and

as its inventory of Soviet arms increases, a large degree of dependence on the

U.S.S.R. is created for spare parts, ammunition, and the like. A recipient

government's political survival may well depend upon Soviet willingness to

continue its program.
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Perhaps the most dramatic example of the immediate political impact of

large-scale arms purchases from the U.S.S.R. is represented by the Middle

East. Such agreements provided the primary entree for the U.S.S.R. into that

area and preceded economic aid agreements with Egypt, Iraq, Syria, and

Yemen. The first arms agreement signed with a less developed country was

concluded between Czechoslovakia and Egypt in September 1955. This

agreement, totaling $250 million, opened the door to other Soviet activities

in the area, decreased the strategic value of the newly created Baghdad Pact,

and set off a chain of events which included Western refusal to construct the

Aswan high dam and Egyptian nationalization of the Suez Canal. Egyptian

willingness to conclude such an agreement stemmed largely from Egypt's

obvious weakness vis-a-vis Israel and Iraq—a recent adherent to the Baghdad

Pact—which brought into question the loyalty of the Egyptian officer corps

and threatened the survival of the Nasser regime.

Because the Soviet military aid program is motivated primarily by polit-

ical considerations and responds to available opportunities, it is difficult to

determine any significant trends in the flow of such assistance. During the

years of 1955 to 1958 military aid commitments were sizable because of the

initial major agreements with Middle Eastern countries and Indonesia. New
large-scale agreements presumably were concluded in i960 and 1961 as

Indonesia's dispute with the Netherlands over West Iran intensified. A high

level of new Soviet commitments also occurred during the 2 years covering

mid-
1 962 to mid-

1 964, influenced largely by Sino-Indian tensions, civil war

in Yemen and the United Arab Republic's commitment to the republican

government in that country, and the confrontation between Indonesia and

Malaysia.

One other factor influences the level of new military aid extensions in

certain years—replacement of obsolete and depreciated equipment. The most

obvious examples are the periodic replacement of the various generations of

fighter aircraft (Mig-15's and 17's with 19's and 21's), greater emphasis on

procurement of the Tu-i6 medium jet bomber after initial purchases of the

II-28 light jet bomber, and more widespread use of the T-54 tanks as com-

pared with less advanced and lighter T-34 tanks. Such cycles will continue

as an important feature in the Soviet program, not only because recipient

countries continually clamor for more advanced arms but as each generation

of weapons becomes obsolete for Soviet requirements the U.S.S.R. discon-

tinues its manufacture. In time, replacement parts become scarce and a

country that has received a large and varied inventory of Soviet arms must

accept the more advanced equipment coming off Soviet production lines.

B. ECONOMIC IMPACT

The desire of many less developed countries to develop modern military

establishments has diverted a large share of scarce resources from their economic
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development programs and frequently has caused internal economic dislocation

and financial distress. These problems are particularly severe in those countries

receiving Soviet arms since these purchases must be paid For through com-
modity shipments and hard currency payments.

An immediate result of a large arms purchase agreement that permits

repayment in commodities is a major shift of the recipient's trade toward the

Communist countries. This was particularly true, for example, of the initial

Czech and Soviet agreements with Egypt during 1955-57. Owing to the im-

mediate repayments required, Egypt's exports to the Soviet bloc rose from about

10 percent of its total exports in 1954 to nearly 30 percent in 1956 and 40 per-

cent in 1958. Exports of cotton to Czechoslovakia alone jumped from 247,000

cantars^'* during the 1954-55 cotton marketing year (September-August) to

1.2 million cantars in the 1955-56 marketing year. Shipments to the U.S.S.R.

rose from 265,000 cantars in 1955-56 to i.i million cantars in 1956-57. By

1957 more than half of Egyptian cotton exports were being shipped to the

Soviet bloc and by 1959 these countries purchased more than 60 percent of

Egyptian exports of cotton.

Some reorientation in the pattern of Egyptian cotton exports probably

would have occurred even if Soviet arms were not purchased. A sharp decline

in Western purchases of Egyptian cotton during the 1954-55 season, the

general worldwide increase in cotton production, and frequent fluctuations in

cotton prices had already convinced the Egyptians that additional markets

would have to be developed in order to stabilize cotton export earnings. As

early as March 1955 President Nasser already had indicated that sales in

Soviet bloc markets offered the best prospects for such stabilization.'^ Al-

though increased Czech and Soviet purchases in 1955 and 1956 reflected the

implementation of this decision, the severity and rapidity of the geographic

shift of Egyptian cotton exports can only be accounted for by the payments

for Soviet arms. At no time since the 1955-56 season have cotton exports to

this market dropped below 50 percent of the total and it appears that the

United Arab Republic has accepted this share as the minimum to be exported

to the Communist countries.

The decline in exports to the West and repayments of Soviet military

credits in foreign exchange have made it much harder for recipient countries

to carry out economic development programs. Foreign exchange earnings that

could have been used to import machinery and equipment have been dissi-

pated in long-term repavment obligations for military hardware. United Arab

Republic pavments currentlv run at least $20 million annually. Moreover,

arms debt repayments have become a financial burden which some recipients

find difficult to carry. In Syria, for example, large outlays for defense ex-

;:cS:rc'rn?'Tht Arabs and the Wodd" (New YorU: Praege. ,963).

pp. 144-45- , ^ ,,
16 "Egyptian Mail" (Cairo), Jan. i, 1966-
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penditures in 1957 resulted in a financial crisis which necessitated curtail-

ment of many development projects and caused Syria to default on its first

payment to Czechoslovakia. The latter finally agreed to ease the period of

repayment. In 1964 Indonesia requested a moratorium on payments due to

the U.S.S.R.

C. MILITARY TECHNICAL ASSISTANCE

The rapid influx into the less developed countries of large quantities of

modem complex military equipment has demanded military skills that either

are in short supply or nonexistent in these countries. This lack of skilled

military manpov^'er has posed more serious problems than a similar human
resources gap in the economic sector because of the rapid rate at which

military equipment has been delivered. The manpower base in these coun-

tries has been unable to supply in a short period of time enough men capable

of being trained to command, operate, and maintain the modernized military

establishments. The acceptance of military personnel for training at Soviet

military installations and the dispatch of large numbers of Soviet military

technicians to less developed countries subsequently have proved to be im-

portant elements of the Soviet military assistance program.

The largest part of the Soviet military technical assistance program con-

sists of training military personnel from less developed countries at military

installations in the U.S.S.R. By the end of 1965, as many as 18,000 trainees

may have received such training. In addition to training provided on specific

weapons systems, many trainees enroll at such Soviet higher military schools

as the Frunze Military Academy of the General Staff. Indonesia and the

United Arab Republic undoubtedly have accounted for the bulk of all mil-

itary trainees sent to the U.S.S.R.

Soviet military technicians in the less developed countries generally are

engaged in delivering, assembling, and maintaining military equipment; train-

ing military personnel in tactics and in the operation and maintenance of

equipment; and serving as advisers to staff and line military officers. It is

estimated that a minimum of 15,000 military technicians may have been

employed in the countries receiving Soviet arms, largely in Indonesia and

the United Arab Republic. During the period of initial arms deliveries to

recipient countries the immediate need is for technicians to assemble the

equipment received and to train local personnel in its use and maintenance.

Although most of these technicians do not remain longer than is necessary to

fulfill their initial functions, some are required to remain for extended periods

to service the more intricate equipment.

The major functions of the military technicians, however, have been to

train local personnel and to serve as military advisers. For the larger aid

recipients, courses generally are established in the use of the entire range of

armaments, from rifles to aircraft to naval craft. Soviet officers also ser\'e as
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instructors in the major military academies of these countries. In their ad-
visory capacities, Soviet military officers have plaved kev roles in modernizing
and reorganizing the military establishments of the countries receiving sizable
amounts of Soviet assistance. Often they are assigned to line units to assist

in planning and conducting training exercises in the tactical use of the new
military equipment.

V. The Balance Sheet—Successes and Failures

The continuing high level of economic aid extensions suggests that the

results of the Soviet politico-economic offensive are satisfactory to the Soviet

leadership which succeeded Khrushchev, particularly when viewed against

the relatively small amount of resources involved. With its economic and
military assistance the U.S.S.R. has established a strong presence across the

belt of less developed countries ranging from Cuba to Indonesia, changing

the previously prevailing Soviet image from a menacing scowl to an almost

benevolent smile. It also has broadened what used to be an exceedinglv nar-

row base of communications between the U.S.S.R. and the developing coun-

tries whose emergence is now regarded by the Soviet Union as being of

decisive significance to the future course of world history.

Through the aid mechanism, the U.S.S.R. has insinuated men, mate-

rials, and ideas into less developed countries and impinged on the hitherto

almost exclusive Western political and economic predominance in these areas.

By its willingness to undertake such major projects as the Aswan High Dam
in the United Arab Republic and the Bhilai steel mill in India, the U.S.S.R.

has done much to enhance its prestige. It has sought, and not without some

success, to convince the new states that it would be safe and advantageous

for them to invest their economic future with the U.S.S.R., both as a source

of industrial equipment and as a "model" for economic development. Further-

more, it has created the basis for lasting rapport and contact which, the Soviet

Union hopes, will open a wide spectrum of opportunities: opportunities to

participate in the economic life of an aid recipient; opportunities to influence

the direction of economic development; opportunities to influence a recip-

ient's foreign policy.

Soviet support of nationalist movements in many less developed coun-

tries has been an important factor in weakening, or eliminating, Western

political and economic influence in such diverse areas as . . . the Middle

East, and Cuba. In pursuing this objective, the U.S.S.R. has capitalized on

the already strong anti-Western proclivities of many of the new governments

and has encouraged many nationalist leaders to adopt measures hostile to

Western economic interests in their countries. Without the alternative source

of political, military, and economic support which the Communists represent,

the new leaders would have been reluctant to initiate actions which could
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provoke Western retaliation or lead to a loss of Western assistance. Nasser's

seizure of the Suez Canal . . . , for example, [was] almost certainly en-

couraged by knowledge of Soviet support, both actual and potential.

In other areas, Soviet political backing, and to a lesser extent real and

promised economic support to the state sector, have encouraged the national-

ization of foreign-owned enterprises. The Soviet regime has found in many
of the emerging countries a leadership already sympathetic to the idea that

rapid economic development can occur only through a high degree of gov-

ernmental participation and control and has attempted to channel this pre-

dilection for centralized economic control into specific Communist institu-

tional forms. Under advice from Soviet technicians a number of countries

have established Soviet-type state farms, planning commissions, foreign trade

monopolies, and industrial organizations.

But along with the obvious short run successes of the offensive, there

have been some notable failures. From the practical standpoint of carrying out

economic aid programs the Communists have encountered frequent difficul-

ties that have done little to enhance their objectives. For many aid recipients

the phase of actual project implementation has proved much less glamorous

than the initial announcements of large-scale lines of credit. Many officials in

less developed countries have chafed because the rapid conclusion of an aid

agreement is not followed by rapid implementation of that agreement, pri-

marily because time-consuming surveys and feasibility studies must be under-

taken before construction work can begin. Nor have the Communists come

up with a magic formula for overcoming the institutional, human, and eco-

nomic obstacles in these countries that hamper any aid donor.

The Soviet Union has compounded its difficulties in finishing projects bv

refusing to assume complete responsibilitv for the projects, insisting that they

furnish only the materials, equipment, and technical guidance. Because of

this unwillingness to assume administrative responsibilities, the Soviet Union
exercises inadequate control over projects with which they are identified. The
resultant inefficient implementation and subsequent delavs tend to discredit

Soviet performance. In Guinea, for example, the general inability of Guinean

officials to maintain a steady flow of local labor and materials to jobsites

caused numerous delays and extended periods of inactivity, for which the

Soviet Union was blamed. In order to overcome this difficulty, the U.S.S.R.

agreed in June 1963 to assume this responsibility and set up a special organi-

zation in Guinea to handle these functions.

As for long-range objectives, the decline in Western influence in the

emerging nations has not necessarily led to a corresponding rise in Soviet in-

fluence. The new governments generally have converted their anticolonialist

emerging nations has not necessarily led to a corresponding rise in Soviet in-

pro-Soviet. The surge of nationalism has also led to various regional move-

ments, such as pan-Arabism and pan-Africanism, which the Soviet Union has

viewed as incompatible with its long-range interests in the area. During his
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visit to the United Arab Republic in May 1964, an irritated Nikita Khru-
shchev criticized Arab nationalism and stated that "It would be wrong to set

the unity of all the revolutionary forces of the world against any grouping of

forces by color of skin or religious conviction. . . . The Arab worker, Arab
peasants, and Arab intellectuals should unite against exploitation. You will

find a place in this union for the Russians, a place, too, for other people, not

for the sake of nationalism."^'^

Particularly distressing to the Soviet leadership has been the inability of

regimes which they have viewed with favor to remain in power, in spite of

relatively sizable amounts of Soviet assistance. Not only have such leaders

with pro-Soviet tendencies as Kassem, Ben Bella, and Nkrumah fallen, but

the Soviet Union has had to bear the onus of its close association with them

as well as to accept the reverse swing of the foreign policy pendulum in-

itiated by the elements which engineered the coups. Perhaps even more

galling to the Soviet leadership has been the inability to prevent some of

the largest beneficiaries of its economic and military assistance from peri-

odically attacking the Soviet Union (Nasser) or pursuing a foreign policy

course favorable to Communist China (Sukarno).*

The offensive also has failed to gain any appreciable number of ad-

herents to Communist ideology, either among the new national leadership or

among the masses. Most of the present leaders in the Afro-Asian States are

committed to carrying out a "Socialist" political and economic transformation

of their countries, but each declares his own intention to develop a national

brand of socialism, and each states his determination not to merge his na-

tion's identity in the larger cause of communism. Khrushchev voiced Soviet

disappointment over this trend in his bitter remarks about those national

leaders who "call themselves Socialists," but who have no understanding of

what "scientific" socialism really means.^^ The negligible Communist ideo-

logical impact on the masses of the less developed world is due in part to the

strongly traditionalist character of the less developed societies and in part to

the necessary restrictions on the range of Communist activities.

It is in this context that the programs of technical and academic as-

sistance assume a key role in Soviet long-range strategy. The political elite

in the developing nations are searching for their own ideology and institu-

tions and the Communists seek to influence this development. In this con-

nection, the Communists believe that the growth of a state-controlled sector

in some of the young countries, assisted by the absence of a strong bour-

geoisie, the disillusionment with capitalist efforts to promote economic de-

velopment, and the assumed advantages of Socialist methods for carrying out

17 Khrushchev's speech at Aswan on May 17, 1964; quoted in "The Current Digest

of the Soviet Press," June 10, 1964.
.i,„ »,i,„.^v^r Kv

* Before the abortive coup on September 30, 1965, that resulted m the takeover by

right wing forces under the leadership of General Suharto. (Editor s

^^-J ^
18 Khrushchev's speech in Sofia on May 19, 1962; quoted in The Current Digest

of the Soviet Press," June 13, 1962.
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development programs at a rapid pace, could encourage a gradual transition

to a "non-capitalistic" form of development. As a result of their propaganda,

the Communist countries have scored an important semantic victory in get-

ting many people in developing areas to associate "colonialism" and "cap-

italism" with only their bad features or their failures.

Important returns unquestionably have accrued to the Soviet Union
from its technical and academic assistance programs. The Western monopoly

in these fields has been broken and many individuals in the less developed

countries exposed to ideas, techniques, and material formerly knov^'n only to

a few. Through military, technical, and academic training programs and the

use of its technical personnel, the Soviet Union has established important

relationships with individuals who in the future mav hold key positions in

their countries. Despite the larger number of students from less developed

countries studying in the West, the new elite in many countries is becoming

increasingly Soviet trained with little or no contact with Western society.

There are, of course, short-run practical considerations inherent in the

dispensation of Soviet technical assistance. The Soviet Union has the desire

to see its aid program implemented as expeditiously as possible. Difficulties,

delays, and inefficient use of equipment in the field, regardless of fault, often

tarnish the image and prestige of the aid donor. The U.S.S.R. has sought to

avoid these situations by providing the bulk of professional and technical

skills required for their own developmental projects and military training pro-

grams and by teaching similar skills to local personnel.

The Soviet technical assistance program, however, has not been without

its difficulties. The contact of aid recipients with Soviet technicians and

Soviet society has generated mixed feelings toward Communist institutions

and techniques. Although Soviet technicians frequently have been praised

for accepting difficult working conditions, performing creditably, and steering

clear of proselytizing activities, an increasing number of countries are con-

cerned over the financial burden represented by these technical personnel.

Where indigenous personnel have had contact with Western methods and

technicians, the Soviet performance often is deprecated for the large numbers

of Soviet technicians required to undertake a project. And even though

large numbers of people have been trained at high cost, the lack of skilled

personnel continues to be a major problem.

The number of students who have succumbed to Communist indoc-

trination efforts cannot be ascertained but the growth of an ever increasing

pool of Communist assets ready to assume official positions at opportune mo-

ments cannot be doubted. Even though blatant indoctrination courses have

been discontinued after official protests, mere exposure to the Communist

environment for extended periods often leads to a subtle form of indoctrina-

tion. During their long stay in the U.S.S.R. many students undoubtedly be-

come adherents of Marxism-Leninism and many establish lasting professional

and personal ties with Soviet students and officials, often expressing gratitude
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for being trained for career opportunities that probably would not be possible

without Soviet assistance.

But there are also those individuals who have become disillusioned as a

result of their contacts with Soviet society or with the educational programs

offered at Soviet academic institutions. Individuals who have had training in

the Soviet Union have registered numerous complaints about language dif-

ficulties, poor living conditions, severe security restrictions, indoctrination ef-

forts, lack of contact with the populace, and racial problems. When voiced in

their own countries, such criticism tends to affect adversely the image of

Communist society which the Soviet Union seeks to create.

VI. Outlook for the Soviet Aid Program

The aid program undoubtedly will remain a major element in Soviet

policy toward the less developed countries and can be expected to follow its

present pattern for some time. New extensions of economic aid will rise or

fall in response to changing Soviet estimates of its own short-run economic

capabilities, on the capacity of prospective recipients to absorb additional

Soviet aid, and on the Soviet assessment of the likely impact of such aid. The

U.S.S.R. will take care to preserve political prestige and advantages already

won and is unlikely to curtail significantly a program which has proven to be

one of Moscow's most effective weapons in its struggle for influence in Asia

and Africa, both in competition with the West and with Communist China.

From the point of view of Soviet aid recipients, such assistance has

served many of their political and economic objectives. For some countries,

economic assistance from the Soviet Union has become an important source

of investment for their long-term development plans; and they have not been

slow to appreciate the bargaining leverage that the existence of another aid

donor has given them in playing off one source of funds against another.

Also, the Soviet Union is prepared to make long-term aid commitments and

to deal "painlessly" with the transfer problem, i.e., to accept repayment in

the form of the commodities of the recipient countries and, on occasmn, to

relieve them of burdensome surpluses. Even countries closely allied with the

West, e.g., Iran and Turkey, have begun to look to the U.S.S.R. for capital

and to purchase that part of their crops which cannot be sold in the West.

The U.S.S.R. will continue to place heavy emphasis on militar\' assist-

ance because of the immediate political effects of such aid and the greater

degree of dependence it generates. Military assistance, in particular, has at

various times since 1955 encouraged some recipients, e.g., Afghanistan, In-

donesia, the United Arab Republic, and Yemen, to assume more aggressive

postures toward neighboring countries. The leaders of such countries have

been more willing to pursue policies hostile to the West, knowing that any

resulting sanctions can be at least partially offset by aid from the Soviet

Union.
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The demands from the less developed countries for military aid from

all external sources is likely to increase and the U.S.S.R. will continue to be

willing to assist. Although some countries have received Soviet military as-

sistance for ID years, they remain plagued by a chronic need for skilled per-

sonnel. The problem will be compounded as increasingly complex military

equipment is supplied by the U.S.S.R. and as new recipients come into the

picture.

Over the next few years, the Soviet Union probably will continue to

pursue its current recruitment of large numbers of academic students. For

their part, the less developed countries apparentlv intend to continue sending

large numbers of students to the U.S.S.R. and other Communist countries.

The willingness of the Soviet Union to extend academic training on a schol-

arship basis is a benefit that these countries cannot afford to turn down. For

the individual, the offer of an "all expenses paid" education may represent

his only chance for an advanced education.

Economic malaise, political instability, and the rising radical influences

in many less developed countries should widen the opportunities for the

Soviet aid program. In many countries the Western-oriented political elite

has been compelled by newly emergent political forces to permit the Com-
munist countries to play a role in the development process or in building na-

tional security forces. These leaders will come under even greater pressure as

a host of worrisome problems persist and expectations of social and economic

progress dwindle. Even though political and social conditions may make it

difficult for the Communists to make ideological headwav, the inevitably slow

pace of evolutionary change will enable the Communists to associate them-

selves with pressures for radical change. And more and more of these radical

forces are setting the tone of their countries' foreign policies. Attacks on

foreign and domestic private investment and continuing balance-of-payments

difficulties will tend to limit sources of assistance for economic development

programs and increase the attractiveness of Soviet economic aid.

But the ability of the Soviet Union to seize these opportunities to expand

its influence through an economic aid program will be circumscribed by the

total demand on the U.S.S.R.'s limited economic resources. The Soviet Union

cannot launch a major effort in an area such as Latin America without

sharply curtailing aid activities elsewhere. Consequently, the U.S.S.R. will

continue to be highly selective in deciding which countries will receive siz-

able amounts of its economic assistance. Moreover, the efforts of the Soviet

Union to project itself as a model for economic growth will be impeded by

its own internal economic problems, particularly the inability to solve its

domestic agricultural problems.
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THE U.S.S.R.

AND
THE DEVELOPING COUNTRIES
ECONOMIC COOPERATION^

I. For the Sake of Consolidating Independence

Close cooperation with the developing countries seeking to consolidate

their independence and surmount economic backwardness inherited from

colonialism is one of the cornerstones of Soviet foreign policy. This policy

seeks to eradicate imperialist exploitation and establish equal friendly coopera-

tion between all peoples and states. The policy of assistance to oppressed

peoples and newly-free countries is a direct consequence of the socialist nature

of the country. It is in keeping with the principles solemnly proclaimed in

the very first acts promulgated by the Soviet Government and persistently

adhered to in the Soviet people's half century struggle against imperialism.

Before the Revolution of October 191 7, Lenin, founder of the Soviet Union

and great friend of the peoples of the East, exhorted revolutionaries: "Wc

must make every effort to draw close and merge with the Mongols, Persians,

Indians, and Egyptians, we regard it as our duty and in our interests to do

this . . . We shall try to give these peoples who are more backward and

oppressed than we, disinterested cultural aid . . . i. e., help them to go over

to the use of machines, to lightened work, to democracy, to socialism."

One of the very first decrees of the Soviet Government, namely, the

Decree on Peace, drawn up by Lenin and passed the day after the October

Revolution, demands that the seizure of foreign territory and the forcible

incorporation of other peoples should be renounced. The Declaration of

Rights of the Working and Exploited People, adopted soon afterwards, which

was also drawn up by Lenin, solemnly proclaims Soviet Russia's complete

rupture with the "barlDarous policy of bourgeois civilisation, which has built

the prosperity of the exploiters belonging to a few chosen nations on the en-

* Reprinted from The USSR and Developing Countries (Economic Cooperation),

no author given, Novosti Press Agency Publishing House, Moscow, 1966, pp. 5-40, by

permission of Novosti Press Agency (London correspondent).
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slavement of hundreds of millions of working people in Asia, in the colonies

in general and in the small countries."

The principles which to this day underlie Soviet foreign policy with

regard to the developing countries were first formulated in keeping with

these programme documents in the instructions of the Soviet Government

to its ambassadors in Afghanistan and Iran back in 1921-22: "Our foreign

policy is not aggressive; it is a policy of peace and friendship. We say to the

Afghan Government: You have one system, we have another; your ideals are

different from ours; however, we are bound together by a common striving

for the complete independence ... of our peoples. We do not interfere in

your internal affairs, we do not infringe upon the independence of your

people; we cooperate in everything that plays a progressive role in the de-

velopment of your people. We have no thought whatever of imposing upon

your people a programme that would be alien to them at the present stage of

their development." The Soviet Ambassador in Iran received the following

instructions: "Our Eastern policy remains diametrically opposite to that of

the imperialist countries. In our Eastern policy we strive to promote the in-

dependent economic and political development of the Eastern peoples and

shall do everything in our power to support them in this. Our role and our

mission is to be natural and disinterested friends and allies of the peoples

struggling for completely independent economic and political development."

More than 40 years have passed since then. Looking back over these

years the Soviet Union can declare with satisfaction and just pride that it has

consistently and steadfastly implemented the principles laid down by Lenin.

Because of this, our country has won great prestige among the peoples of

Asia, Africa and Latin America.

Soon after the triumph of the Revolution, the secret inter-imperialist

agreements, entered into by tsarism and the bourgeois Provisional Govern-

ment, were made public and revoked. In 1921, after the Civil War ended,

the Russian Federation abrogated the fettering treaties tsarist Russia had im-

posed upon China, Turkey and Iran. The concessions and property held by

old Russia were returned to Iran, and her debts to the tsarist government

were annulled. Soviet Russia freed Turkey of all debts and enslaving de-

pendence on tsarism. At the same time, the Soviet Government granted Tur-

key, which was engaged in an anti-imperialist struggle, financial aid, arms

and equipment amounting to 10 million gold roubles.

The declarations and practical steps taken by young Soviet Russia with

regard to the Eastern countries played a tremendously important historical

role. The predatory principles of imperialism in international relations suf-

fered a telling blow and imperialist rule in the East, until then unshakable,

was undermined. The policy of supporting the liberation movement of the

peoples for genuine independence and the implementation in theory and

practice, of principles of equality and unselfish aid laid the foundations for

new, unparalleled, and just international relations. The Great October Revo-
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lution thus shattered the old world of coercion, ushering in the dawn of a

new free life for the peoples oppressed by imperialism, paving their way to

independence and liberty. A new state emerged, which from the very be-

ginning showed that it was a true friend and champion of all oppressed and
economically backward peoples.

The Soviet Union voluntarily undertook the noble mission of helping

oppressed peoples in their struggle against imperialism and colonialism, as its

internationalist duty. The peoples of Asia, Africa and Latin America whole-

heartedly approve of the USSR's anti-imperialist policy. The friendship be-

tween the Soviet Union and the developing countries rests on the granite

foundation of common interests in the struggle for peace, national independ-

ence, security, democracy and social progress.

The Soviet Union began giving the developing countries economic aid

right after the October Revolution. True, in those days the country was

economically weak and its possibilities were extremely limited. Moreover, in

Asia and Africa there were only a few independent states. Most of the coun-

tries that have now become independent suffered from the colonial yoke. In

1932 the USSR granted Turkey a long-term interest-free loan of 8,000,000

dollars on extraordinarily easy terms: to be repaid by deliveries of Turkish

^goods to the USSR. The money was used to build the textile mills at

Kayseri and Nazilli, which to this day are among the largest industrial enter-

prises in Turkey. In the thirties Afghanistan used Soviet aid to build cotton

ginneries and other enterprises. True, a lot of time has elapsed since then

and the extent of that aid appears very modest compared to what it is today.

Nonetheless, Soviet aid to Turkey and Afghanistan played a fundamentally

important role: it was the first time in the history of international relations

that a more developed country rendered voluntary, unselfish assistance to

economically backward countries.

Further Soviet economic aid was cut short by the nazi invasion of the

country, with the colossal destruction and enormous sacrifices it entailed.

Soviet people bore the incredible burden of wartime privations. Millons of

the best sons and daughters of the Soviet Union gave their lives to smash

Hitlerism and defend the gains of the world's first socialist state, and in doing

so, to defend the right of the millions in Europe oppressed by nazism, and the

millions of colonial peoples in Asia and Africa to freedom and independ-

ence. ...

Victory over the forces of reaction and fascism during World War II

cost mankind a colossal number of lives. The Soviet Union suffered the most

-twenty million people lost their lives. Soviet men, women and children

fought heroically on the field of battle; they perished tragically in nazi prisons

and concentration camps; they died of hunger and frost in besieged Lenin-

grad. Displaying unheard-of heroism, they fulfilled their loftv patriotic and,

at the same time, internationalist dutv. The Soviet Union suffered huge

material losses in the war. In their retreat the nazis destroyed whole towns
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and tens of thousands of villages; millions of people were left homeless; tens

of thousands of factories and mills were reduced to ruins; thousands of ki-

lometres of railway track were wrecked; collective and state farms and ma-

chine-and-tractor stations were pillaged.

The total loss suffered by the Soviet Union, including direct material

losses, military expenditures and temporary loss of revenue from industry

and agriculture in the occupied areas, was many times the pre-war annual

national income of the USSR.
Reaction was jubilant. Many imperialist leaders hoped to see the world's

first socialist state smashed and unable to plav a considerable part in world

affairs. But these calculations were built on sand. The Soviet Union emerged

from the war politically stronger and with greater international prestige.

The victory of the Soviet Union assisted in the formation of new
socialist states in Europe and Asia. Relations of a new type emerged, the re-

lations of a socialist community of free and equal peoples. Immediately after

the war, while faced with the complex task of economic rehabilitation, the

Soviet Union played an active part in economic cooperation between the

socialist states of Europe and Asia, granting credits amounting to over 10,700

million roubles.

Representatives of the socialist countries have repeatedlv spoken of the

important role that deliveries of Soviet machines, equipment and raw ma-

terials played in promoting the industrialisation of the young socialist states;

these deliveries made it possible for them to plan the development of various

branches of industry and agriculture.

The USSR helped the Chinese People's Republic to build more than

200 large industrial enterprises, workshops and projects equipped with up-

to-date plant. With Soviet assistance China was able to build new industries:

aircraft, automobile and tractor, power engineering, heavy and precision ma-

chine-building, instrument-making, radio engineering and some branches of

the chemical industry. The Soviet Union granted China easy-term credits

amounting to 1,606 million roubles.

The Soviet Union maintains large-scale economic and technical coop-

eration with the Korean People's Democratic Republic, the Democratic Re-

public of Vietnam, the Mongolian People's Republic and other socialist coun-

tries. In turn these countries send the Soviet Union mineral and agricultural

raw materials, machinery, industrial plant and consumer goods to repay

credits and in payment for plant received from the Soviet Union.

Within the socialist community the conditions were thus created for the

speedy development of economicallv backward countries and the prerequisites

appeared for bringing the countries of the socialist system to a common level

of development.

Fraternal cooperation enabled the socialist countries to concentrate their

efforts on expanding those branches of industry and agriculture that yield the

quickest and biggest profits. Such business-like cooperation really helps to
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accelerate the rate of growth of labour productivity in the economically less

developed socialist countries.

While promoting economic cooperation with the socialist countries, the
Soviet Union kept increasing its aid to the national-liberation movement. And
the Soviet Union has enjoyed constant support on the part of the oppressed
peoples of colonial and semi-colonial countries fighting for their liberation.

The Soviet people have highly valued the Chinese people's liberation struggle

against the imperialists, the Indian people's struggle against the two-century

British rule, the resistance of the people of Indonesia, who many times rose

arms in hand against the Dutch colonialists, the heroic fight of the peoples of

the Arab East in Morocco, Algeria, Egypt, Syria and Iraq against foreign

oppressors.

The merging of the national-liberation movement in South-East Asia and

the Far East with the Soviet Union's military efforts was of major significance

for the rout of Japanese militarism in 1945. These joint actions were highly

effective and were marked bv unitv, solidaritv and mutual assistance of forces

of social and national liberation.

The Soviet Union is using the UNO and other international bodies in

the interests of the national-liberation struggle while persistently working for

the mobilisation of the progressive forces and the isolation of the colonialists.

It was largely due to the Soviet Union that the United Nations Organi-

sation recognised and confirmed the right of peoples to self-determination and

approved the principles of economic aid to the developing countries. The

Soviet draft served as the basis for the Declaration on Granting Independence

to Colonial Countries and Peoples drawn up by members of the Afro-Asian

bloc and adopted by the Fifteenth UN General Assembly. Back in 1949 the

Soviet delegation at the UN session set forth the Soviet stand on the question

of defending the national interests of the economically less developed coun-

tries. The USSR came out in favour of granting economic aid to these

countries on terms which, in conformity with the UN Charter, would pro-

mote their national development towards independence and de\'elop their

domestic resources, national industry and agriculture. Economic aid, the So-

viet delegation declared, should not depend on political and economic priv-

ileges for the countries rendering that aid, which is counter to the principles

of the UN. Due to Soviet insistence, the resolution adopted by the Ninth

Session of the UN Economic and Social Council stated that the basic guiding

principle of rendering technical aid to the economically less developed coun-

tries must be the desire to help them achieve economic independence by de^

veloping their industry and agriculture and ensuring a higher standard of

living for their population without infringing upon their national sovereignty,

and that no distinctions should be made between countries due to their polit-

ical system, race or religion.
. ,

The Soviet Union also showed its readiness to provide economic and

technical aid for the developing countries by annually contributing money
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for the UN Extended Programme of Technical Aid and the UN Special

Fund.

By the mid-fifties the international situation changed radically in favour

of the world revolutionary forces—socialism, the national-liberation movement
and international workers' movement—to the detriment of imperialism. The
world socialist system grew stronger and the balance between the two world

systems changed in favour of socialism, creating a more favourable situation

for the national-liberation movement. Under these conditions the heroic

struggle of the oppressed peoples received a new and powerful stimulus and

further effective aid from the socialist countries. The crisis of the colonial

system led to its rapid disintegration. Following in the wake of Asia almost the

whole of Africa shook off the yoke of the colonial powers. New countries

were admitted to the United Nations. The First Bandung Conference, an

outstanding milestone on the road to the final collapse of colonialism, was

held in 1955.

Once a number of countries had won political independence, the na-

tional-liberation movement was confronted with the problem of fighting for

economic independence and surmounting colonialism's grim legacy of back-

wardness, poverty, starvation, disease and illiteracy. The imperialist countries

had drained the wealth of the colonies during their centuries-old domination.

To this day Western monopolies control key branches of the economy of new,

developing countries, and derive profits running into many thousands of mil-

lions of dollars. The developing countries lose huge sums as a result of the

price gap between imported manufactured goods and exports of raw materials

and foodstuffs. Small wonder that in most of the Asian and African countries

the per capita national income does not exceed 50-100 dollars a year, i.e., is

20-30 times less than in the highly industrialised capitalist countries. As a

result the developing countries find themselves with extremely limited domes-

tic resources for financing their economy. If economic development of the

liberated countries were limited to available financial resources, it would take

centuries.

Of course, it would only be right for the imperialist countries, after their

long history of exploiting the peoples and national wealth of their former

colonial and dependent territories, which they are still continuing to do, to

return the wealth that they had unlawfully seized. However, it would no

longer be imperialism if such were the case.

In the late forties, . . . the imperialist states began granting credits

and subsidies to the new sovereign countries, claiming it was voluntary and

friendly aid to promote the economy of these countries. However, one has

every reason for asking why they had not done so before. If imperialism

sincerely wants to help the developing countries surmount their economic

backwardness, why does it continue to keep them in the vices of economic

dependence, to rob them, why are most of the credits and subsidies from the

West granted on shackling political terms, and why does it help mostly the
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unpopular puppet regimes? The imperialist powers and their ideologists are

unable to give an intelligent answer to these questions.

Imperialist "aid" to the developing countries is a necessity forced on the

West in its desire to strengthen its political and economic positions in the

former colonies and semicolonies, to hinder the newly-free countries from

cooperating with the socialist countries and going over to progressive social

development. As the collapse of the colonial system drew ever nearer under

the onslaught of the popular struggle, the policv of neutralism and non-

alignment took root and became widespread, friendly relations and solidarity

between the socialist states and the developing countries grew stronger and

more and more of the liberated countries began to take the road of progressive

social reforms, the Western powers had to make more concessions in granting

"aid." At the same time, the role of this "aid" as the weapon of neo-colonialism

grew steadily. Today imperialism has turned "aid" into its principal weapon

in the struggle to retain the developing countries in the world capitalist sys-

tem of economy. The ruling circles of the Western powers regard "aid" as the

main means which can help imperialism keep liberated countries in line with

capitalism and prevent them from taking the road of socialism.

Under these conditions, the step taken by the Soviet Union and other

socialist states to render extensive, unselfish voluntary assistance to the de-

veloping countries in their struggle for economic independence has played a

truly epoch-making role for these countries. Had it not been for all-round

political, economic and military assistance from the socialist countries, the

imperialists would most certainly have again enmeshed the liberated coun-

tries in a tenacious web of dependence and reduced their state sovereignty to

a mere formality.

A characteristic feature of the present-day world revolutionary process

is the invincible unity of its three main components: the world socialist forces,

the national-liberation movement and the revolutionary struggle of the work-

ing class in the capitalist countries.

World socialism helps the national emancipation of the oppressed peo-

ples while their liberation struggle contributes to the struggle for socialism

and strengthens its positions. The national-liberation movement deals heavy

blows at the common enemy-imperialism. The national-liberation movement

bolsters up the socialist and democratic forces in the world arena, opens up

new opportunities for launching an active struggle against the imperialist

policy of plunder and conquest. Of paramount significance is the fact that

after gaining national independence the former colonies and semi-colonies

are now moving in the direction of socialism, adding to and making more

universal its experience.

In helping the peoples of Asia and Africa, the Soviet Union is fraternally

sharing with them the fruits of its labour. The USSR had never had colonies

never participated in the exploitation of economically backward countries and

never contributed to its own welfare by robbing other peoples. The enUre
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national wealth of our country has been created by the great and selfless effort

of the Soviet people. Despite the fact that the Soviet Union still has many
unsolved problems in economics and culture, the Soviet people carry out their

internationalist duty with regard to our brothers in the struggle against im-

perialism, for peace, national independence and social progress.

The Soviet Union has been rendering the developing countries extensive

and systematic aid since 1954. In 1954-55 it had economic aid agreements

with only two developing countries (Afghanistan and India). Today, the

USSR has such agreements with 28 countries in Asia and Africa.*

Since 1954 the volume of Soviet credits and loans granted to the devel-

oping countries has increased 25 times.

The jump in the number of countries with whom the USSR has agree-

ments on economic cooperation and the increase in the volume of credits and

loans the Soviet Union grants the developing countries show that this eco-

nomic cooperation fully accords with the national interests of these countries.

Moreover, it indicates the growth of the Soviet Union's economic might and

its truly international policy.

The decade of economic cooperation between the USSR and the devel-

oping countries makes it possible to draw a number of conclusions about the

principles underlying this cooperation, the role it plays and its significance

both for the newly-independent countries and the Soviet Union.

The Soviet Union's economic relations with the developing countries of

Asia and Africa are based on equality, respect for national sovereignty and

non-interference in the internal affairs of other states. These relations have

nothing in common with exploitation, with attempts to interpenetrate the

economy of the developing countries, to seize property or gain control (eco-

nomic or political) over the economy of these countries. It is well known that

the Soviet Union has never striven to gain property on the territory of the

developing countries and to derive profits and super-profits from it. All proj-

ects built with Soviet assistance remain the full possession of the developing

countries. They are managed by nation cadres.

This cooperation aims at promoting the national economy of the liberated

countries of Asia and Africa and takes the interests of both sides into consid-

eration. The USSR takes into account the need and desire of the developing

countries to enlarge and strengthen the state sector, introduce planning in

their economy and carry out their programme of industrialisation and eco-

nomic diversification.

The purpose of Soviet cooperation with the developing countries of Asia

and Africa is to give the latter effective aid in overcoming economic back-

wardness inherited from colonialism, doing away with the colonial pattern

of economy and diminishing the dependence of these countries on the im-

perialist states, who are exploiting the labour and material resources of the

new states.

* By 1967, Tanzania and Turkey had been added to the list, bringing the total

number to thirty. For the other 28, see p. 620 below. (Editor's note.)
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In rendering the newly-independent countries of Asia and Africa all pos-

sible assistance the USSR bases itself on the principle that the economic and
social progress of any country depends primarily on the efforts of its own
people in this field, and that outside aid can only be an additional means of

accelerating the achievement of economic independence.

Firmly adhering to the principles of equality and mutual advantage, the

USSR grants the newly-liberated countries credits on favourable terms. All

profits from enterprises built with Soviet assistance belong to the developing

countries themselves. The Soviet Union receives no profits or dividends (nor

does it seek to receive such) that would become a heavy burden on these

countries' balance of payments, create economic difficulties and, in the end,

retard their economic development. The USSR, naturally, is not responsible

for the present-day money drain from these countries, which is characteristic

of relations between the imperialist states and the developing countries.

The promotion and strengthening of economic cooperation between the so-

cialist and the developing countries has been beneficial for the latter's position

in the world market and enhanced their political independence. This coopera-

tion has affected the monopoly of the well-developed capitalist countries on

deliveries of industrial equipment and the granting of credits and loans to the

newly-emerged countries of Asia and Africa.

Increased cooperation with the USSR and other socialist countries has

become an important factor for the developing countries in consolidating their

independence from the imperialist powers.

The new principles of economic and technical cooperation have brought

about a new kind of international economic relations between the socialist and

developing countries. These relations are antipodal to imperialist economic re-

lations which are founded on exploitation and political dictate.

II. Economic Relations Based on Equality

The geography and scale of Soviet economic cooperation with sovereign

states of Asia and Africa have expanded as one bastion of foreign rule after

another fell before the national-liberation movement. The need for this co-

operation was particularly acute in countries where the economy had been

disrupted by colonial aggressors. That is why in Algeria the Soviet tanks,

which cleared minefields, were followed by Soviet tractors to restore life to

the liberated land.

Countries that have attained liberation by peaceful means also urgently

need economic cooperation with their socialist friends. The Soviet Union

readily cooperates with the liberated peoples. This has been particularly evi-

dent since i960, the year that marked the beginning of the end of colonial

regimes in Africa, from the growing list of countries enjoying Soviet coopera-

tion. In i960, the Soviet Union cooperated with nine African and Asian states.

Today, as has been alreadv stated, it has agreements on economic and tech-
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nical cooperation with 28 developing countries, including India, Afghanistan,

Burma, Indonesia, Ceylon, Cambodia, Nepal, Iraq, Iran, Syria, Yemen,

Kuweit, Pakistan, and Laos in Asia, and the UAR, Algeria, Ghana, Guinea,

Mali, Senegal, Somali, Sudan, Ethiopia, Tunisia, Kenya, the Congo (Brazza-

ville), the Cameroons and Uganda in Africa.

Let us examine the volume and pattern of Soviet economic cooperation

with Asian and African countries.

BASIC TRENDS OF COOPERATION

Of the total Soviet economic and technical aid commitments undertaken

in agreements signed up to January i, 1965, amounting to nearly 4,000 million

roubles (including credits, free assistance, deliveries and services paid for by

return deliveries), over 2,800 million roubles or approximately 70 per cent of

the funds provided for by these agreements is to be invested in the develop-

ment of industry.

It is planned to use this money to build (including projects that have

already been commissioned) nearly 30 iron and steel and non-ferrous metal ex-

traction plants, 45 engineering and metal-working plants, 16 building mate-

rials factories, over 20 chemical plants and oil refineries, 20 power stations and

nearly 80 consumer goods and foodstuff enterprises, nearly 100 farm enter-

prises, and 90 educational establishments. Altogether, the Soviet Union has

undertaken to help build and enlarge 600 industrial enterpises and other

projects in diverse branches of the economy.

Despite the relatively short period that has elapsed since the agreements

on economic and technical cooperation have been signed with the new na-

tional states, many projects built with Soviet assistance are already in opera-

tion.

By the beginning of 1965 a total of 167 enterprises and other projects

built with Soviet technical cooperation were functioning in the developing

countries. The largest of them are: in India—the Bhilai Iron and Steel Works
with an annual output of 1,00,000 tons of steel, and the first section of the

250,000 kw thermal power station at Neiveli; in the UAR—the first section

of the Aswan High Dam, the coke and by-products plant at Helwan (capacity

of first section—280,000 tons of coke a year), a refinery with a daily output

of 1,000 tons of iron-ore, a moulding-box manufacturing plant, an atomic

reactor and an antibiotics factory; in Afghanistan—an automobile repair plant,

a bakery, the Jela'abad Irrigation Canal and a highway across the Hindu

Kush; in Iraq—a cannery and a plant manufacturing reinforced-concrete rail-

way sleepers and a large radio centre; in Yemen—the deep-water port at Ho-

deida; in Guinea—a cannery, a timber mill, a polytechnical institute; a hos-

pital in Cambodia, etc.

At present the Soviet Union is providing technical assistance in building

heavy engineering, mine equipment and heavy electrical engineering plants, a
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power station and two oil refineries in India; an iron and steel plant and a

superphosphate works in Indonesia; a hydropower station in Cambodia; an
iron and steel plant and a tyre factory in Ceylon; a hydropower station, a

highway and a polytechnical institute in Afghanistan; an electrical engineer-

ing plant, an antibiotics and pharmaceutical works, and the Bagdad Basra

Railway in Iraq; the Aswan High Dam, an oil refinery and a thermal power
station in the UAR; a factory for building prefabricated housing units and a

fish industry complex in Ghana; an oil refinery in Ethiopia; and food industry

plants in Sudan and Somali.

The enterprises that are under construction or have been built with So-

viet technical assistance are ensuring the developing countries an increase of

6,000,000 tons in output of steel, 4,300,000 tons of iron ore, 8,600,000 tons of

refined oil, 2,700,000 tons of coal, 4,700,000 kw of electric power, 186,000 tons

of metallurgical, mine, forge and press, hoisting and transport equipment and

machines, 3,200,000 kw worth of electric power equipment, 432,000 tons of

mineral fertilizer and 320,000 tons of cement.

Such is the first actual contribution the Soviet Union has made in build-

ing the foundations for modern industry in the developing countries. . . .

[Tjhe facts and figures . . . cited make it possible to draw important con-

clusions. First and foremost, more than half the Soviet Union's commitments

are for cooperation in the building of heavy industry projects: iron and steel

plants, engineering works and power stations. The national economy of the

liberated peoples must have steel muscles and a powerful electric heart.

That can well be understood. In signing agreements with the developing

countries, the Soviet Union first and foremost takes the desires of its Asian

and African partners into account. The leaders of the liberated countries are

fully aware that economic backwardness and dependence on imperialism can

only be overcome by building up the nation's processing industry, going over

to an ever higher level of processing industrial and agricultural raw materials

and steadily increasing labour productivity. Of tremendous importance in this

respect is that the Soviet Union was able to eliminate economic backwardness

within the span of one generation.

The pace and scale of creating a multi-sided economy are governed, to a

great extent, by such factors as the size of the country, its manpower, natural

resources, and financial reserves, the state of its transport facilities and means

of communications, and the nature of its foreign economic relations. A policv

of setting up a diversified industrial complex in small countries would result

in money being scattered among scores and hundreds of small enterprises

yielding lide profit and not meeting present-day requirements for the optimal

size of an industrial enterprise. Naturally, the leaders of such countries prefer

to concentrate on developing a few branches, which best suit the poss.bihties

and needs of the country at the given stage of development. Therefore, the

Soviet Union helps small, economically backward newly-free countries to set

up certain enterprises for the processing of mineral and agricultural raw mate-
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rials. The Soviet Union assists the biggest Afro-Asian countries (India, the

United Arab Republic, Algeria, etc.) in developing a large number of indus-

tries, and, above all, a heavy industry.

The Soviet Union not onlv helps build power stations by supplying these

countries with plant, but also assists them to set up their own heavy electrical

engineering industry. In India the Soviet Union is taking part (together with

Czechoslovakia) in setting up a complex of heavy engineering plants in the

Ranchi-Durgapur area. As conditions arise in other countries for the establish-

ment of a heavy industry, more and more such economically self-supporting

industrial complexes will appear on the maps of Asia and Africa. . . .

An all-round upsurge of productive forces is impossible without a cor-

responding raw-material base. Although the economy of the Afro-Asian coun-

tries specialises in raw materials, their resources do not accord with national

needs and requirements. Certain raw materials are produced in vast quantities

and shipped out by foreign monopolies, and the most essential materials and

fuel are sometimes brought into the country from other developing countries.

Although the abolition of the colonial system has provided possibilities for

cooperation between the Afro-Asian countries, it is restricted by the control

which foreign capital continues to have over most important raw-material

sources. The understandable desire of the voung sovereign states to explore

their natural resources and use them for national development has met with

resistance, and in some cases, with direct sabotage, on the part of the Western

capitalist countries. . . .

The peasantry comprise the bulk of the population in most of the devel-

oping countries. The Soviet Union fully understands the intention of the

national leadership of these countries to modernise farming along with build-

ing a modern industry and helps out in this vital matter.

Soviet economic aid to the newly-free countries differs radically from the

distribution of credit provided by the imperialist countries. The Western pow-

ers grant the lion's share of their money for building roads, ports, airfields,

etc., and buying consumer goods. Only lo per cent of American economic

"aid" and less than 14 per cent of the credit given by the international Bank
of Reconstruction and Development, controlled actually by the United States

(768 million dollars out of 5,600 million by July i, 1964) was allocated for

the construction of industrial enterprises.

Undoubtedly, the developing countries must build bridges, roads, ports

and airfields. But the chief neo-colonialist vice of imperialist "aid" is that the

stress solely on the advance of these fields of economy does not lead to a

fundamental change in the colonial structure of the economy of the devel-

oping countries. It keeps them in the role of suppliers of raw materials. Hence,

their unequal exploited position in world capitalist economy. Then too, ports

and roads are often built in the interests of the imperialist monopolies, which

are exploiting the natural wealth of the developing countries. This is not sur-

prising. The ruling circles of the Western powers have repeatedly admitted
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that one of the most important objects of their "aid" to the economically-back-
ward countries is to facilitate the export of private capital, and to strengthen
the position of the imperialist monopolies in key branches of the economy in

these countries.

Industrial enterprises are sometimes built in the countries of Asia and
Africa with Western credits, but they include very few heavy industrv proj-

ects. Furthermore, Western "aid" for industrial development is merely a con-

cession to the persistent demands of the developing countries, the result of

basic changes in the international arena, the resutl of cooperation of the So-

viet Union and other socialist states with these countries.

A typical feature of cooperation between the Soviet Union and the devel-

oping countries is that, in conformity with the wishes of the latter, this co-

operation is primarily used for the setting up of industrial and other enter-

prises in the state sector. An essential feature of the struggle of the newly-free

countries for their economic independence is that the state plays a big part in

their economic advance and that the state sector has become particularly im-

portant. There is as yet no national bourgeoisie in a number of developing

countries, with substantial sources of accumulation at its disposal, whereas

small and middle capitalists are unable to finance the establishment of modern

industr)', which could check the expansion of foreign monopolies. In these

conditions the state alone is capable of mobilising the required capital and in-

vesting it in key projects, especially big industrial enterprises, which require

a lengthy period for capital turnover. Thus, the state sector has become the

main lever in the efforts of the developing countries for industrialisation, for

winning economic independence from imperialism. The imperialist powers

are trying in every possible wav to prevent the state sector from developing

and becoming stronger, because they regard the latter as an obstacle in effect-

ing their neo-colonialist policy and achieving the definite social aims of their

"aid." That is why the Western countries invest chiefly in the private sector.

UNSELFISH NATURE OF CREDIT

The amount of credit granted by the Soviet Union to the developing

countries of Asia and Africa for economic purposes, presently adds up to

3,500 million roubles. The biggest sums have been granted to India (917 mil-

lion roubles), the United Arab Republic (743 million). Indonesia (290 mil-

lion), Afghanistan C338 million), Algeria (205 million), and Iraq (164

million). Soviet credits constitute a considerable part of the capital invest-

ments envisaged by the economic development programmes of many of these

countries. For instance, Soviet credits accounted for over 30 per cent of the

capital investments in Afghanistan's First Five-Year Plan of economic devel-

opment (1956- 1
961), and, according to available estimates, constitutes roughly

one-half of the capital investments envisaged in the Second Five-Year Plan

(1962-1967). In the course of India's Third Five-Year Plan (1961-1966) con-
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siderable capital investments wil be made in industry in the state sector of the

economy thanks to Soviet credits. Soviet credits to the United Arab Republic

take care of the country's need for foreign currency in the construction of

such a giant project as the Aswan High Dam complex, and also a large num-
ber of big industrial enterprises.

Credits granted by the Soviet Union cover the developing countries' for-

eign currency expenditures in connection with the construction of projects,

and avoid the necessity of seeking scarce foreign currency. These countries

use their own money, local currency, to pay only for domestic expenditures,

purchasing local building materials, paying the workers, etc. In certain cases,

at the request of the less economically developed countries, the Soviet Union
also grants credit to finance internal expenditures.

The Soviet credit is granted without any political or economic strings

attached which would infringe upon the sovereignty or wound the national

pride of the peoples of the developing countries. It is not governed by the

character of the socio-economic system of the country obtaining the credit.

It has been already stated that the Soviet Union does not claim any divi-

dends from operating enterprises built with its assistance, nor does it demand
partnership rights or participation in running them. No reservations are made
in the agreements on technical cooperation and the granting of credit about

supranational arbitration, promissory note commitments, posting of securities,

property and gold to ensure repayment of credits, or other conditions practiced

by the capitalist countries reflecting the dependence of the debtor country.

Soviet credit to the developing countries is given at a low rate of interest,

which usually amounts to 2.5-3 P^r cent per annum. Interest is charged only

on credit actually used. The Soviet Union does not charge any interest for

the period from the conclusion of the agreement to its actual implementation,

as practiced by the capitalist countries and their international financial and

credit organisations. There is no charge for commissions, expenditures in keep-

ing accounts, payments of administrative expenses, for creating reserves, etc.

In delivering equipment under credit the Soviet foreign trade organisations

fix prices in agreement with the client in accordance with average world

prices, which exclude the influence of speculative factors, and do not include

hidden extra charges as often practiced by capitalist firms.

Credit is granted with repayment, as a rule, in the course of 12 years,

i. e., a period long enough for the money invested in the construction of

corresponding enterprises to be fully recouped. Repayment of credit usually

begins after the completion of deliveries of the entire equipment for each enter-

prise under construction or after its commission. In this connection Soviet

credit is actually repaid with dividends gained from enterprises built with

Soviet assistance, which means that payment does not entail any economic

difficulties for the countries repaying the credit. The Soviet Union does not

demand that its credit be repaid in foreign currency, but agrees to repayment

in commodities of national production and traditional export. Thus, thanks to
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the USSR and its planned socialist economy, a stable and ever-expanding
commodity market, vv'hich does not depend on fluctuating conditions so char-
acteristic of capitalist markets, is being created for the developing countries.

As a result Soviet credit is facilitating the rapid expansion, observed in recent
years, of mutually-advantageous trade relations bet\veen the Soviet Union and
the developing countries.

The picture is quite different when it comes to economic relations of de-

veloping countries with the West. If, for instance, you trace the development
of India's economic relations with the Soviet Union and the Federal Republic
of Germany from the mid-fifties (when agreements on the construction of the

iron and steel plants in Bhilai and Rurkela were concluded), you will dis-

cover quite essential differences. The delivery of equipment for the Rurkela

project marked the beginning of a broad influx of West German engineering

firms on the Indian market without a corresponding broadening of export

from India. As a result of this lop-sided expansion the export of West Ger-

man commodities to India exceeded its imports from that country many times

over (up to ten times as much). True, for a certain period of time Federal

Germany covered this deficit with credits, but in the last two or three vears

this credit has been shrinking steadily and sharply. Naturally, this is doing

great harm to Indian industry, which in previous years began to depend to a

certain extent on the import of West German equipment. This is nothing but

a policy with a long-term objective of creating a new kind of economic de-

pendence.

India's economic relations with the Soviet Union in the past decade have

taken an altogether different direction. Since Soviet credit for the construc-

tion of the Bhilai plant is being repaid in Indian commodities, this coopera-

tion was the start of the "conquest" of the Soviet market by traditional Indian

exports, which are discriminated against by Western monopolies in the world

market. The cooperation of the USSR and other socialist countries in build-

ing other industrial enterprises in India has had a similar effect. The result

is that India in recent years has not only acquired a complex of industrial es-

tablishments, which is the foundation of her heavy industry, but also has been

able to greatly expand her well-balanced trade with the socialist countries, the

development being assured by long-term, mutually advantageous agreements.

Whereas all credit granted by the Soviet Union is used for capital con-

struction, a considerable part, and often the greater part, of Western "aid"

consists of credit to repay the import debt of the developing countries. This

debt arises from the worsening of trade conditions for the developing coun-

tries, discrimination against their exports in favour of Western exports. In

fact, credit of this kind temporarily compensates for the worsening conditions

of trade, and ultimately redoubles the financial and trade dependence of the

young states on the Western countries.

The Soviet Union does not restrict its economic aid to credits alone. In

a number of cases, the Soviet Union, taking into consideration the difficulties
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which the developing countries are experiencing in safeguarding the health

of the people, and the great need of training engineers, technicians and work-

ers of their own, renders aid gratis. Such assistance was given in the construc-

tion of hospitals in Nepal, Somalia, and Cambodia. An African Oil and Gas
Institute and a textile centre were recently opened in Algeria, a polytech-

nical institute in Ethiopia, a technical higher school in Cambodia, a second-

ary boarding-school in Somalia, and a higher administrative school for the

training of skilled workers for the state administration and a medical school

in Mali. The Soviet Union is taking part in equipping an educational centre

in Mali for the training of farm specialists. The Soviet Union is spending a

good deal of its money on providing free education in Soviet higher schools

and free training at Soviet factories, office establishments and research cen-

tres for a large number of students, post-graduates, specialists and workers

from the developing countries. The Soviet Union is helping out with spe-

cialists to the developing countries through the United Nations. The USSR
contributes 3 million roubles every year to the UN for these purposes.

The participation of the Soviet Union and other specialist countries in

the economic relations with the developing countries has radically changed

the position of the countries receiving aid. The United States was forced to

ease up on the terms of credit granted to the young national states: it ex-

tended the period of credit and lowered the rate of interest on separate credits.

However, the usual rate of interest for most of the credit granted by the capi-

talist countries bilaterally and also by international foreign currency and

credit organisations remains at the level of 5-6 per cent per annum. As a rule,

this credit has to be repaid in the same foreign currency. Therefore, despite

the frequently lengthy periods of repayment, such credit does not ease, but, on

the contrary, complicates the foreign currency position of the developing

countries.

TRAINING OF NATIONAL PERSONNEL

The Soviet Union has a wealth of experience in building an independ-

ent economy. This experience helps Soviet people understand the need of

developing countries to train their own highly competent personnel: engi-

neers, economists, agronomists, doctors, teachers, technicians and skilled work-

ers. The Soviet Union is generously passing on the experience accumulated

during years of socialist construction in building factories, installing equip-

ment and training skilled workers and specialists. At the beginning of 1965,

9,500 Soviet technicians worked in developing countries. Soviet specialists

and workers, living far awav from their country, often in trying climatic

conditions, are doing their best to help the economv of the young national

states. They are helping to build industrial enterprises and train skilled na-

tional personnel in the process of construction and production. Engineers and

workers who studied or received training in the Soviet Union or were taught
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by Soviet specialists at the construction sites are successfully applying the
knowledge and skills they have acquired to master the latest industrial, trans-

port and power equipment received from the USSR. The people of the young
states speak with gratitude of the efforts of the Soviet people, and their gov-
ernments highly value this assistance. This is strikingly revealed by awards
bestowed in 1964 by the governments of developing countries on approxi-

mately 1,300 Soviet specialists working in Asian and African countries.

The Soviet Union does not look upon the humane mission of the Soviet

people and the all-round technical assistance they are rendering as a source

of profit. The countries with whom the Soviet Union is readily sharing its

scientific and technological know-how only have to compensate the Soviet

organisations which send their specialists for the outlays involved. In the

case of countries with a very low economic development level, additional

privileges are extended. When Soviet teachers, doctors and other specialists

go to developing countries, their services are paid at the rates received by

local specialists. The Soviet Government covers the necessary additional ex-

penses. The result is that the developing countries pay much less for the

services of Soviet specialists, whose ability is recognised the world over, than

for the services of specialists from capitalist countries.

Construction sites and projects, developed with Soviet assistance, become

schools for training specialists and skilled workers. More than 5,000 Indian

technicians and skilled workers were trained in the course of building the

Bhilai Iron and Steel Works in India; over 5,000 skilled workers and foremen

were trained during the construction of the Aswan High Dam; about 30,000

Afghans learned various trades from Soviet specialists at construction sites

and industrial enterprises in Afghanistan. The Ministry of Planning of Af-

ghanistan has decided to use Soviet methods of personnel training throughout

the country. On the whole, in the last five years 100,000 skilled workers and

foremen have been trained individually or in groups in developing countries

at projects being built with Soviet assistance in the process of construction,

installation of equipment and commissioning of enterprises.

It is difficult to overestimate the importance of training qualified national

personnel in the educational centres, institutes and vocational schools set up

with Soviet cooperation. There are 40 of them in operation now with more

than 12,000 students.

Foreign specialists and workers receive training at more than 150 lead-

ing Soviet enterprises in the respective industries.

A number of Soviet factories have opened regular training centres for

foreign specialists. The trainees are provided with the necessary study aids,

technical literature and films. Highly competent Soviet engineers share valu-

able know-how with foreign colleagues. More than 700 Indian specialists for

the Bhilai Iron and Steel Works have received theoretical and practical train-

ing at Soviet plants. Large groups of foreign specialists are undergoing train-

ing at the Leningrad Metal Works, the Electrosila Plant, and the Kharkov
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Electrical Engineering Plant. For 18 months, 27 engineers have studied the

theory and gained practical experience in the manufacture of steam and hy-

draulic turbines, which will enable them to do needed work at the heavy

electrical equipment plant being built in India with Soviet assistance.

Soviet workers welcome people from the young states as their friends,

teaching them the latest methods in industry and farming, enabling them to

see how the Soviet people live, to learn of their achievements in culture and

the arts. Of great importance, of course, is the fact that all study and practical

training of foreign specialists at Soviet factories is free. As a rule, the country

sending specialists to receive practical training only pays their travelling ex-

penses and maintenance.

Many people from developing countries study at Soviet universities and

institutes, including the Patrice Lumumba Friendship University. In 1965

the first group of 1 50 specialists graduated from the Patrice Lumumba Friend-

ship University and went to work in their respective countries. Tuition, as a

rule, is free; moreover, students and post-graduates receive scholarships from

the Soviet Union. The Western capitalist powers also provide scholarships,

finance some institutes and train a certain number of Afro-Asian specialists.

But in many cases the range of professional training given in the West to

students from these countries does not conform to the needs of their national

economy. What is more, quite a number of specialists from young national

states leave their countries for Western Europe and the United States or

work for the local branches of Western firms. According to Indian estimates,

more than 6,000 highly competent Indian specialists are now working in

Western countries and many hundreds are employed by foreign firms in

India. Personnel "training" of this type is of little help for the developing

countries. . . .




