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1 The Soviet political economy of
socialism

Introduction

The position of economic science under Soviet socialism is an
apparent paradox. On the basis of official doctrine one would expect
social sciences in general and economics in particular to have a central
policy-forming influence. After all, while Marx may have seen his
work primarily as a criticism of the classical political economy of
Adam Smith and David Ricardo, most Marxists after him and especi-
ally the Marxist-Leninists among them have had a different claim to
make. Their doctrine, the Marxist-Leninists have always argued, is
the only proper scientific theory of any society and of socialism in
particular. Even more important is their claim on the specificity of
socialism: in contradistinction to capitalism it does not come about
and function spontaneously. It must be brought about by conscious
action, planned and managed following the objective laws of society
as discovered by Marxism-Leninism. Given the determining role the
economy is postulated to have in the society, the fundamental
importance of economic science would seem to follow. Managing
society must be based on social science, Marxism-Leninism argues.

On a second look, nothing seems to be further from the truth. Not
only have outsiders often censured Marxism-Leninism as an empiri-
cally empty ideology, as apologetics, and Soviet planning as ‘plan-
ning without theory’, but official Soviet spokesmen have also
admitted that both the scholarly level of social sciences and their use
as a policy tool leave much to be desired. Such criticism has been
especially conspicuous during the last few years. It was voiced by the
then Secretary General Yuri Andropov and his immediate successor
Konstantin Chernenko at the June 1983 Soviet Communist Party
Central Committee Plenum, but it has deeper roots. In fact, such
criticisms have been recurrent, and the leadership of the Soviet
academic establishment and of the party-state have hardly ever
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2 Economic thought and economic reform

expressed satisfaction with the state of economic science and its appli-
cations in the planning and management of the economy.

The criticisms of social science in general and economics in particu-
lar have gained more weight with the policy of perestroika — restructur-
ing. First, at the XXVII Communist Party Congress in 1986, Secretary
General Mikhail Gorbachev demanded a ‘major re-alignment of social
sciences towards the concrete needs of practice’, and then, at the
January 1987 Central Committee Plenum, he noted that in many
respects the available social theory was still ‘at the level of the thirties
and forties’. Throughout the current perestroika period, the proposals
and advice of economists and other social scientists have been called
on in an unprecedented way. In fact both the friends and the foes of
reform have argued that the undeveloped state of economics is a
major hindrance to meaningful change.

A typical example of the conservative criticisms of economics can
be found in a letter to the journal Oktyabr by V. I. Konotop, who was
until 1985 the first secretary of the CPSU Moscow region committee:

Now certain solid journals like to print pieces by theoretical economists [who
are] in fact proposing a substitution of the fundamentals of planned economy
by the anarchy of entrepreneurship . . . But why did these theoreticians for
decades sit, as it is now often said, in dugouts, without giving an exact [and]
understandable theory of the political economy of socialism?"

Practical workers like himself, Konotop claims, had led the country
forward, while all the theoreticians do is ‘without a deep theoretical
foundation to copy a system of social and productive relations which
is alien to the spirit of socialism’. Instead of doing that now, they
should have come forward earlier with practicable proposals for
developing the planning and management of the economy. In a true
conservative spirit, Konotop sees the roots of present mistakes in the
unfortunate neglect of earlier and better times.

While a demoted party apparatchik like Konotop accuses the eco-
nomists for having neglected their work, the economists’ point of
view is understandably quite different. In early 1987 Kommunist, the
theoretical and political journal of the Soviet Communist Party
Central Committee, presented four leading academic economists, all
prominent spokesmen of perestroika, with questions about the state of
their discipline.? When asked whether Soviet economic scholarship is
capable of responding to the challenge posed by the restructuring
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programme, one of the economists (A. G. Granberg of the famous
Novosibirsk Institute of Industrial Economics) chose not to answer
and two (L. I. Abalkin of the Academy Institute of Economics and
P. G. Bunich of the Moscow Institute of Management) gave a mainly
positive answer. The fourth, A.I. Anchishkin, an academician and
the then head of the Academy of Sciences Institute for the Economics
and Forecasting of Scientific-Technical Progress,® gave a clear nega-
tive answer: ‘One must confess with all clarity that economic science
as well as, in fact, social sciences as a whole, proved not to be ready to
answer the questions that were posed by the XXVII Congress, the
January 1987 Plenum [and indeed] by the whole of our development.’

The fault, Anchishkin argued, was not that of the economists. He
gave five reasons for the deplorable state of affairs. First, a demand
for scientific truth had not ‘always’ existed. In fact, Anchishkin
claimed, an administrative economic system had no interest in dis-
covering economic laws. The mastering of simple material balance
type planning techniques is sufficient for it. Second, economics has
often been conditioned by ideological dogmas which stand in con-
tradiction to real economic processes. Third, economic science, like
everything else in the society, was fragmented by administrative bar-
riers. Fourth, the technical and information basis of economics has
been retarded and, finally, fifth, the standards of economic education
have been low.

The views of Konotop, a conservative party man, and Anchishkin,
a leading academic economist, are thus far apart. A third perspective
is added by academician Fedorenko, who not only was the long-time
administrative head of Soviet academic economics as the academician
secretary of the Department of Economics of the Academy of Sciences
from 1971 to 1985 but was also the director of the main reformist
economic research institute, The Central Economic-Mathematical
Institute of the Academy of Sciences (TSEMI), from 1963 to 1985. The
house theory of this institute, The System of Optimally Functioning
Socialist Economy (SOFE), was often outlined in articles and books
published under the name of Fedorenko. SOFE was, especially in the
late 1960s, the main overt challenge to the overwhelmingly conserva-
tive political economy of socialism.* It will occupy many of the pages
to follow.

In a speech commemorating his own seventieth birthday,
Fedorenko does not hesitate to stress the achievements of his
institute.® It is true, he says, that the situation in economic research
and education is troublesome. This is especially true of political
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economy, but still ‘economic science has not been fruitless. Proposals
of primary importance have been put forward concerning the most
important questions relating to economic policy and practice. It is a
different thing that many useful proposals were not adopted or were
postponed. This led to a loss of precious time.’

To substantiate his argument, Fedorenko goes on to enumerate
such neglected proposals. The record is impressive: early experi-
ments in full cost-accounting and self-financing later central to the
economic strategy of perestroika, strategies of intensive growth, pro-
posals for financial reforms as well as for a reform of the whole
economy, are included in Fedorenko’s list. In fact the mere length as
well as the contents of the inventory make one suspect that
Fedorenko’s follower as the director of TSEMI, V. L. Makarov, may in
fact be correct in claiming that the present restructuring of the econ-
omic mechanism is based ‘on a number of proposals’ that were earlier
formulated within this particular school of Soviet economics.® A
TsEMI spokesman in economic reform matters has gone even further.
According to Yevgeni Yasin the perestroika strategy should be seen as
a test of the proposals put forward by Soviet mathematical econo-
mists over an extended period of time.” This is an important perspec-
tive for the discussion to follow.

One could easily add other and more widely differing Soviet
appraisals of the role of economic science and professional econo-
mists under Soviet socialism, both during the current period of
change and before it. The spectrum of appraisals quoted above is,
however, sufficient to delineate in a preliminary way the group of
questions to be discussed in this book. We start with a background
discussion of the development of Soviet economics in general, to be
provided in this chapter. Chapter 2 gives an account of the early
development of Soviet mathematical economics and especially of
SOFE, the reformist challenger to orthodox economics referred to
above. Much attention is given to the discussions of the sixties, as this
was the main period of reformist proposals prior to the late eighties.
Chapter 3 gives a discussion of the reformism of SOFE, while chapter
4 provides an overview of the Soviet reform debates from the early
1960s to the mid-eighties. Chapter 5 outlines developments within
other currents of Soviet economic thought and chapter 6, finally,
brings us to the Gorbachev period. Here we may try and answer the
main question addressed in this book: is Soviet economic thought -
assessed on the basis of published writings — capable of providing the
ideas and guidelines necessary for an economic reform which would



The Soviet political economy of socialism 5

be both radical, implementable and productive? What kind of an
economic reform have the Soviet economists been proposing in their
writings? The reader interested in Soviet economic policies should be
warned that the discussion to follow does not try to document the
possible influence of Soviet professional economists on practical poli-
cies. That is a separate question, and one that would be difficult to
answer, given the continuing secretiveness of Soviet policy-making.

The discussion to follow does not try to force Soviet economic
debates into a pre-conceived framework. We have, instead, chosen to
let the Soviet economists speak for themselves so that it is the reader
who is given the privilege of interpreting the flow of discussion as it
unfolds. Only at the beginning of chapter 6 is an interpretative frame-
work for analysing the development of socialist reform economics
offered. The argument to be presented there is — to provide a short
outline - that succeeding generations of reform economics can be
loosely interpreted along a single dimension.

Reform economics starts from an orthodox conception, dating back
to the theoreticians of German and Russian socialist movements,
which roughly compared the methods of functioning of the future
socialist economy to those of a giant nineteenth-century capitalist
factory. Seeing the inefficiency and indeed impossibility of such an
economic model, early reformers relaxed some of the orthodox
assumptions and tended to see capitalist corporation as their model.
Further along the road, more and more characteristics of capitalism
were added to the normative image of efficient socialism until — by the
late eighties — a transition to genuine capitalism was advocated and
also practised in such countries as Hungary and Poland. How the
Soviet case fits into this interpretative framework, will be seen in
chapter 6.

One should perhaps add that this book does not attempt a com-
parative appraisal of Soviet and East European reform economics.
That task would be much beyond the scope of this particular project,
and much tedious work remains to be done before such a compara-
tive analysis can be performed.®

To a Western reader, much of Soviet social thought seems incom-
prehensible at first sight, and can remain puzzling even after long
hours of study. In fact, few economists have ever judged it worth
while to give much thought to it. The argument in this book,
however, is that to understand the condition of contemporary Soviet
economics, we have to start with its history. Indeed, it is actually
useful to start with the Marxian economics of the previous century.
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The Marxist heritage

The birth and development of the Soviet economics of socialism can
only be understood as resulting from the interplay between Russia’s
history, post-revolutionary necessities as perceived by the country’s
new, self-styled Marxist-Leninist leading elite and the ideological
framework of that elite. In a short discussion, an overemphasis on the
last factor is perhaps permissible.

Marx left his followers with an awkward heritage. On the one
hand, he, together with Engels who was possibly even more explicit,
emphasised the scientific character of his socialism. In particular, he
claimed to have found the objective economic and social laws that
proved beyond any doubt the inevitability of the socialist revolution.
On the other hand, the Marxist tradition that soon emerged stretched
Marx’s theory of capitalism - together with his scattered notes and
remarks on other societies — into a general theory of history, sup-
posedly valid for all times and places. This move was partly dictated
by the propaganda needs of the socialist mass party that was slowly
emerging. The social democrats, organised in the parties of the
Second International, shared the science-obsessed and evolutionary
attitude of late nineteenth-century culture, in spite of that being in
disagreement with much of Marx’s methodology. Opposition to
evolutionism was one of the finer points of Marx’s Hegelianism to
which, as Aleksandr Bogdanov, the maverick Russian socialist politi-
cian and theorist noted in 1906, only a few Marxists adhered.’

In fact, Russia’s first social democrats had a crucial role in the
development of Marx’s theory into a scheme of history. Grigori
Plekhanov and other Russians were prominent gatekeepers of the
Second International orthodoxy. Theirs was an ideological war on
several fronts. The most vehement arguments were used within the
broad socialist movement of the time. Historical development fol-
lowed the laws discovered by Marx and Engels, the Russian social
democrats asserted both against Western European revisionists and
Russian populists. The former claimed that capitalism had changed,
the latter that Russia’s peculiarity made any Western European teach-
ings irrelevant there. Nonsense, argued Plekhanov, Lenin and
others: the Marxian doctrine of historical laws remained true
everywhere and anytime. The strong emphasis later given to objec-
tive economic laws in the Marxist-Leninist political economy of
socialism is partly rooted in this tradition.

The issue of Russian peculiarity has refused to die. Stalinist
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orthodoxy gave it a new twist by claiming Soviet socialism to be the
peak of historical progress. The years of glasnost have brought back
the debates of the nineteenth century. As then, Moscow literary
journals now print articles by slavophiles, those who believe strongly
in the peculiarity of Russia and oppose attempts at ‘returning the
Soviet Union to the mainstream of world civilization’, as the
westernisers want. Westerners, among them the leading reform eco-
nomists of the country, are accused by extreme slavophiles of nothing
less than trying to sell the country to imperialist capitalists. The
liberals, arguing for the rebirth of civil society, a law-based state and a
market economy, are outspoken as well. But the socialists, too, with
their pleas for instituting a newly-defined real socialism in place of
the actually existing one, still exist. In fact their position seems strong
about the leaders of perestroika. After the seventy years’ experiment
with centrally managed socialism Russia’s historical fate is again seen
as open, and the alternatives first raised in the last century have come
back. We will later meet with their spokesmen among the
economists.

The Russian social democrats shared the general Second Interna-
tional emphasis on socialism based on science, large-scale produc-
tion, planning and law-bound social evolution. For them the words of
August Bebel, the first great leader of German social democracy, rang
true: ‘Socialism is science applied in all fields of human activity.”?®
Decades later, in his famous revolutionary pamphlet State and Revolu-
tion, Lenin would paraphrase Karl Kautsky’s words on the future
society. Kautsky, the leading theoretician of the socialist movement,
wrote in the late nineteenth century: ‘In the socialist society, which is
after all just a single giant industrial enterprise, production and plan-
ning must be exactly and in a planned way organized, as they are
organized in a modern large industrial enterprise.’!!

This is the single factory image of socialism. Such characterisations
were first repudiated by Soviet reformers in the late sixties. Only
now, however, is it admitted that they are a central part of the
theoretical heritage common to Kautsky and Lenin.

The social democratic orthodoxy, eagerly subscribed to by the com-
peting factions of the Russian movement, claimed that socialism
would first come about in the most developed West European
countries. They speculated that a successful toppling of Russian auto-
cracy could well signal the beginning of the era of European revolu-
tions, but no Marxist could foresee that in the end Russia would be
the only country with an endogenous socialist revolution. That was,
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after all, all too plainly against the objective laws of history as found
in any textbook of Marxism. When the Russian revolution became a
fact, the problem of reconciling it with the Marxian laws of social
development remained.

The day after the revolution

The post-revolutionary Russian debates on the transition to socialism
are well known, but there is little evidence of change in the image of
socialism itself. For the Lenin of 1919 - as well as for the Lenin of
1899, who had wanteéd the Russians to imitate the German party
programme as closely as possible’? - ‘building socialism means build-
ing a centralized economy, an economy managed from one centre’."
Even if money and markets should be necessary during the transition
period, the socialist economy would be marketless and moneyless,
somehow both centrally managed and democratically decentralised,
without any contradictions between the common good and
individual interests. This utopia, the classical social democratic
approach to the economics of socialism, was forcefully restated in
such important party documents as the 1919 party programme and
ABC of Communism, the communist catechism by Bukharin and
Preobrazhenskii popularising it."

It was only in one of his last writings that Lenin noted the need for
‘a change in our whole view on socialism’.” This is the remark that
present-day reformers, often still anxious to show the impeccable
Leninist roots of their readiness for doctrinal innovation, have to rely
upon.’® It is almost the only sentence of Lenin really in tune with
perestroika. For decades Stalinist ideology could rely upon the tradi-
tional view of socialism. The 1919 party programme was not rewritten
until 1961. :

To understand the development of Marxist ideas of socialism a
parallel with nineteenth-century mainstream economics may be
appropriate. According to one interpretation at least, the classical
early economists like Adam Smith and David Ricardo were primarily
interested in the growth properties of the market system as a wealth-
creating machine. Socialists like Kautsky and Lenin tended to see the
future economy in a similar perspective. This can be called the Classi-
cal Approach to the economics of socialism. Later its followers would
be primarily interested in questions of industrialisation, accumulation
and growth.

During the latter half of the nineteenth century a neoclassical tradi-
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tion emerged in mainstream economics. Its emphasis, as elaborated
by Stanley Jevons and Leon Walras, was on the allocative and effi-
ciency properties of the market system. Consequently, glimpses of a
neoclassical approach to the economics of socialism also appeared in
socialist literature. It laid stress on the high degree of organisation
and efficiency in socialism. Its elements can already be seen in the
famous planning principle of Marx, the comparison of ‘useful effects’
of products with the inputs necessary for their production.”” Such
outstanding Bolshevik theoreticians as Aleksandr Bogdanov and
Nikolai Bukharin combined elements of the neoclassical approach
with a basically classical framework, but it was left to Stanislav
Strumilin to be the first Russian Marxist to propose a fully neoclassical
approach to the economics of socialism. This happened during a
debate on future planning principles immediately after the
revolution.

During the so-called War Communism period of 1918-21 econo-
mists started, with official backing, to work out a system of non-
monetary accounting. The issue was topical as the transition to social-
ism was thought to be imminent. Consequently, money and markets
were supposed to disappear almost overnight. The proper socialist
methods of planning had therefore to be worked out. Various
accounting systems, based in most cases either on energy or labour
inputs, were proposed, before the project was abandoned with the
coming of the New Economic Policy in 1921. The socialist future was
postponed as markets and money were accepted as a temporary
compromise between doctrine and reality.

Two contributions to the non-monetary accounting debate stand
out. The first was that of Aleksandr Chayanov, the leading Soviet
agrarian theoretician of the twenties who was purged in the early
thirties and finally rehabilitated in 1987. Reasonably enough, he
argued that the Marxian theory of capitalism was inappropriate for
analysing socialist Russia. To Chayanov, socialism was reminiscent of
a patriarchal peasant economy. In both cases, he argued, ‘the
principle of efficiency’ was implemented directly, by conscious deci-
sions based on physical units. Chayanov’s implicit message comes
through loud and clear: he had much more to offer to Soviet Russia
than Marx ever had.

In short, Chayanov challenged the ideological hegemony of Marx-
ism, denied its applicability in Soviet Russia and proposed its sub-
stitution by his own theory of the peasant economy. Not surprisingly,
the Marxists did not agree. They were not going to abandon their
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doctrinal beliefs after the revolution just because Marx’s theory did
not seem to have anything to say about the post-revolutionary
society. Chayanov was criticised by Strumilin and other Marxists.?®
They argued that even if Marx was the theoretician of capitalism
many of his insights remained valid. This was not only true concern-
ing the elements of traditional socialist utopianism he had shared. To
the Marxists, his theory of history, his labour-centred approach to
production and other such teachings were still valid.

Actually, Strumilin’s approach was in many respects not all that far
from Chayanov’s. Following the neoclassical tradition of the econ-
omics of socialism he argued: ‘On the most general level the problem
of planning is the problem of the most beneficial use of the social
means of production. Concretely, this leads to solving a mathematical
problem on how to allocate the productive resources of the country so
as to bring about the maximum satisfaction of social needs at a
minimum of labour costs.’

Strumilin claimed more novelty for his somewhat rudimentary
mathematical formulation of this approach than it really had. The
neoclassical economic problem of the centralised economy had
already been thoroughly discussed by the Italian economist Barone in
1908. In particular, he had shown how prices, rents and wages not
only belonged to a market economy, but were a necessary element of
any rational resource allocation. This is a point which Strumilin impli-
citly accepted, when he used an optimising framework to describe the
economic problems of socialism. He was willing to interpret tradi-
tional Marxist concepts like ‘the magnitude of value’ or ‘distribution
according to work’ in such a framework.

The reason for returning to this ancient debate is the fact that
basically the same reformulation of Marxist economics was proposed
by the optimal planning school in the post-Stalinist Soviet Union.
Both the Strumilin of 1920 and the optimal planners of the early
sixties approached the socialist economy as if it were a single huge
factory to be rationally organised or, indeed, an optimising peasant
household. Strumilin and the optimal planners offered fundamen-
tally similar reinterpretations of Marxism. At the same time they also
argued for the importance of using prices in any rational economy,
including a socialist one interpreted as a single factory. In this view
rational prices are necessary for an efficient economy, whether it has
markets or not.

Strumilin lived to become the conservative doyen of Soviet econ-
omics. He died only in 1974, at the age of ninety-four. He is not a
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forgotten ancestor of the optimal theory; he is a pioneer who forgot
himself. Strumilin was heavily criticised for an allegedly formalist and
technocratic approach to planning in the early 1930s. Later he himself
became the foremost critic of the optimising social engineering
approach to planning, an approach which he had been the first in
Soviet Russia to propose. After 1925, the relevant 1920-1 articles were
never reprinted in the voluminous collections of Strumilin’s writings.
The later attempts of the optimal planners to remind the aged econo-
mist of his early opinions were of no use.? To Strumilin, the optimis-
ing approach had become a particularly dangerous piece of
revisionism. Its conclusions were now ‘without any rational

content’ .2

Economics and the Stalinist revolution

In his polemics against Chayanov, Strumilin defended the use and
reinterpretation of Marxist concepts for socialist planning. Chayanov,
however, was in a sense more Marxist than the Marxists. Marx had
himself stressed the object specificity of his theories, and the leading
Marxists of the early twentieth century were unanimous in excluding
the possibility of a specifically Marxist political economy of social-
ism.? This apparently strange idea is rooted in a marriage of the
peculiar Marxian concept of science with socialist utopianism. For
Marx the defining feature of any science is its ability to pierce through
the directly perceptible appearances into the essence of an object.
When these coincide, no need for a theoretical science arises. The
Marxist utopians said that in socialist society all social relations would
be transparent. Therefore, descriptive studies of geography and
organisation would be all that was left of political economy.

The idea of a society with transparent social relations is both noble
and utopian.? It left the post-revolutionary followers of Marx in an
awkward corner. Politically, psychologically and ideologically they
wanted to profess Marxism. Theoretically, that had been denied
them. There seemed to be only two ways out. The first was to post-
pone the death of Marxism by arguing that as long as Soviet Russia
was predominantly a peasant society, the laws peculiar to pre-social-
ist societies maintained their relevance. This was Evgenii
Preobrazhenskii's argument in his theory of the two regulators,
markets and planning, of the Soviet economy.?

Another possibility was seized on in their somewhat different ways
by Aleksandr Bogdanov and Nikolai Bukharin.?® In a nutshell, their
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interpretation was that Marx’s theory was basically about the form
which the ‘general sociological laws’, valid for all times and societies,
have under capitalism. In concentrating upon capitalism Marx had,
they argued, understandably neglected the study of the general laws
in their pure form, liberated from the appearance they have under
capitalism. This pure essence is the form which social laws will have
under socialism. This is the sense in which socialist productive rela-
tions are evident for all to understand, Bogdanov and Bukharin
argued. They set upon studying the general laws of efficient
organisation.

It is often argued that the Soviet reformers of the sixties and the
eighties were Bukharinist in the sense of proposing an economic
model which would combine markets and planning. And indeed, the
New Economic Policy of the twenties — strongly defended at the time
by Bukharin - has been a source of inspiration for generations of
socialist reformers. What is less frequently noted is the methodologi-
cal similarity between the Bogdanov-Bukharin approach to efficient
organisation and the social engineering ambitions of the optimal
planners. Among the three founders of the optimal planning school,
two (V. S. Nemchinov and V. V. Novozhilov) had already attained
some professional prominence in the twenties while the third (L. V.
Kantorovich) attended lectures in political economy during the very
years when Bukharin’s doctrines were being publicly condemned.
The decision to adopt the Bogdanov-Bukharin methodology must
have been to some degree a conscious one.

The coming of the Stalinist revolution in 1928-31 spelled the end of
the golden period of Soviet economics. Even if the debates of the
twenties had been politically constrained, they had brought about
pioneering contributions in many fields of economics. Now followed
the Stalinist barrenness of the thirties and the forties, when a magni-
fying glass is needed to see anything of interest happening in econ-
omics. The roots of the revival in Soviet economics were largely in the
twenties, but the forms which this revival took can only be under-
stood against the background of the Stalinist decades.

The full drama of the Stalinist revolution in economics is still to be
told. In brief, it meant the total suppression of all previous scholar-
ship, the killing of some of the best brains in the field and the occupa-
tion of research institutes, journals and universities by young
Stalinists. They were to spend the decades to come in commenting
upon the decisions of the party-state and arguing for the existence of
real socialism in the USSR. This was their only professional com-
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petence. Only a few of the scholars of the twenties — Albert
Vainshtein, the student of national income, being the foremost
among them - survived the camps to reappear in science in the fifties.
Others, like the brilliant statistician and mathematical economist
Yevgenii Slutskii escaped into other fields such as mathematics. Justa
few of those who had started their professional career in the twenties,
V. S. Nemchinov and V. V. Novozhilov being the prominent exam-
ples in economics, led a somewhat normal if precarious academic life
during the Stalinist decades.

The case of Strumilin illustrates well the change that took place in
Soviet planning ideology with the Stalinist revolution. During the late
twenties he had been the major proponent of ambitious ‘teleological’
planning against the more cautious ‘genetic’ current of thinking. As
was typical of the case of economics, the Stalinist revolution both
killed the geneticists, who had included the leading planning theor-
ists of the country, and demoted the teleologists. As already men-
tioned, Strumilin was also publicly criticised. The 1920-1 articles
referred to above figured prominently among his alleged sins.?® There
Strumilin had explicitly proposed a social engineering approach.
Even later he had argued that planning is an endeavour necessarily
based on exact technical calculations. He had also worried about
market equilibrium. That amounted to a programme of capitalist
restoration, it was claimed. Strumilin’s ‘universal-mathematical’
approach had totally forgotten what is really crucial in the economy:
class struggle, the primacy of politics, mass enthusiasm and the lead-
ing role of the party, enthused his critic in 1933.

In the end Strumilin fared much better than many others, but the
criticisms hurled at him were typical of the times. All talk of
equilibrium and efficiency as desirable goals was condemned. The
real Bolshevik planning was to be about mobilising resources and
enlarging bottlenecks, the new planning chiefs like Valerian
Kuibyshev and Nikolai Voznesenskii explained. While the import-
ance of engineering and natural sciences was extolled, Kuibyshev's
collected speeches and articles from the years 1930-5, when he was
chief of the planning commission, do not contain a single reference to
the possible services of economics or economists.” It was later
claimed that in 1938 Molotov banned any discussion by the econo-
mists on prices: that was not their concern.?

Despite this perhaps surprisingly there was some relevant econ-
omic discussion in the thirties. In fact, one can well argue that most if
not all of the measures for rationalising the centrally managed
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economy, which have been experimented with in the USSR since the
mid-fifties, had already been proposed in the thirties.?”” The intensity
of discussion varied (with an up-turn just before the war), but it
is important to note that some of the prominent political econo-
mists of the sixties — men like Aleksandr Birman, Yakov Kronrod,
Aleksandr Notkin and Shamai Turetskii — had already in the thirties
proposed different ways of rationalising the centralised economic
mechanism. There was also, amidst the overwhelming arbitrariness,
prohibitions and taboos, a willingness to offer specialist advice.
This could hardly have existed without some willingness to listen,
too.

It is easy to see why this should be so: total arbitrariness of deci-
sion-making is too wasteful to last for long. Nor were all Stalin’s men
alike. The elevation of Nikolai Voznesenskii, the former student and
teacher at the Economic Institute of Red Professorship, to the chair-
manship of Gosplan, the planning commission, in 1938, when he was
just thirty-four, made a difference. He was soon showing technocratic
tendencies, even if a present-day evaluation must be excessive:
‘Nikolai Alekseyevich [Voznesenskii] invariably studied each large-
scale economic decision from the position of economic theory, and
every political economic conclusion was verified with the practice of
planning and managing the national economy. The greatest scholars
of the country - representatives of different branches of knowledge -
took an active and most immediate part in the activities of the USSR
Gosplan.”®

Voznesenskii was the leading planner of the country for more than
ten years. He was also made a member of the Party Politbureau, but
then suddenly demoted in 1949 and later executed. The reasons for
Voznesenskii's demise are still somewhat unclear, but his tech-
nocratic approach to planning must have been significant. To see
Voznesenskii’'s technocracy in a clearer perspective his approach
should be contrasted with how a Soviet economist and advisor saw
the men for whom he worked over several decades:

When I started working in the Kremlin in 1932, I idolised our leaders. Meet-
ing them face to face, I understood to my terror that we are frequently led by
illiterate people. Three or four years of education. None of them even had a
command of the methodology of analysis. ... And even we, people who
were involved in preparing important decisions, only had very limited infor-
mation, often of a perfunctory kind. We were badly informed about the
tendencies of our life, the world as a whole. . . . Qualitatively the apparatus
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deteriorated from one year to the next . . . The most interesting thing is that
such were the rules of the system. For any position, any person.*

From all that we know of Stalinism it is obvious that this descrip-
tion is more typical. But the complaints of the economists on the
incompetence of the politicians have not died with Stalinism. The
issue is as alive in 1990 as it was decades before.

A political economy of socialism?

For the Stalinist regime, the Marxist heritage was an awkward one. It
stressed the law-bound character of social development but at the
same time denied even the possibility of a Marxist political economy
of socialism. The Stalinist regime certainly wanted to argue that
Soviet socialism was not a result of arbitrary policies or historical
accidents but the natural result of the iron laws of history. The idea
that the only true and real Marxist regime in the world lacked the
possibility of a theory of itself must have sounded strange indeed in
the ears of the people who ran it. Stalin and company had no interest
in theoretical niceties. They wanted a doctrine showing that Soviet
socialism was in the avant garde of world development. So it was
argued simply that Soviet developments are naturally law-bound and
that therefore a political economy of socialism exists.

As late as 1931 this potential solution was strongly criticised as
being nothing less than a prostitution of Marxism.?? A few years later
it was official orthodoxy. But then, many other parts of traditional
Marxist thought shared a similar fate. The new doctrines on Soviet
socialism were codified in an ideological drive started in 1936. The
history of Bolshevism was rewritten, the general theory of Marxism-
Leninism was set down, and the Party Central Committee decided in
1936 to have an official textbook of political economy written. The
work progressed with difficulty, and only in early 1941 was a draft
ready. It had to be abandoned, as the hapless authors were told that
their premises were wrong. Not only did economic laws exist in
socialism, but they are also ‘objective’, independent of human con-
sciousness.®® Such a characterisation of the laws was news to the
profession. Stalinist economists had earlier argued that any existing
economic laws had been created by economic policies.

The pre-1941 truth about economic laws had been easy to compre-
hend. In essence it boiled down to saying that what the party-state
did was an economic law. Taken literally, the post-1941 truth seemed
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to abolish this identity. Policies did not create laws, they might
merely correspond to them more or less closely. Laws existed and
thus presumably also functioned independently of conscious action.
Did that mean that policies, if mistaken, might fail due to faulty
foundations? Had that happened in Soviet socialism? Perhaps objec-
tive laws, when found by scholars, could and even should be used as
a criterion for the correctness of policies? Had an advisory or even
critical role been opened for Soviet economists? Might not a period of
realism and modesty, possibly even of open debate, follow in Soviet
policies? Such were the optimistic expectations to which the new
doctrine gave rise after it had been first publicly announced in an
unsigned editorial of the prestigious journal Pod Znamenem Marksizma
in 1943.

If, as has been speculated, Voznesenskii was the force behind the
new doctrine, such may have been his intentions.* Under his leader-
ship Gosplan, the planning commission, had indeed hired the
assistance of numerous economists. Voznesenskii’s 1948 book on the
Soviet war economy was sanctioned by Stalin and enthusiastically
received in the press.®® It was hailed as a major breakthrough in
Soviet economics.

In retrospect Voznesenskii's 1948 book is an attempt at rationalising
central management. It was based on a particular reading of the post-
1941 truth about economic laws. The political economy of socialism,
Voznesenskii asserted, was to be a study of ‘the laws of planning and
organising production’. Far from being a domain of political decision-
making only, planning, therefore, is part of the subject-matter of
economics. This is the core of Voznesenskii’s argument. He needed
the economists’ assistance not for decentralising the economy, but for
making centralism work better.

Such a technocratic interpretation of the post-1941 truth on econ-
omic laws was not the only possible one. Another reading had been
offered in 1944 by K. V. Ostrovitianov, who had been made the unof-
ficial curator of academic political economy.* If Voznesenskii’s politi-
cal economy was technocratic, Ostrovitianov’s approach can only be
characterised as axiomatic-apologetic. The economic laws of socialism
were in this approach to be derived from what were now regarded as
the defining features of socialism. This is for Ostrovitianov the
peculiar sense in which they were ‘objective’. It is a case of objectivity
by definition. With the definitional laws thus defined, the economists
were to show how such alleged laws as ‘socialist industrialisation’,
‘collectivisation’ or ‘planning’ had been in fact followed in Soviet
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practice. According to this view of the economists’ role in socialism
their task was crude apologetics, not policy advising, as seems to
have been the case in Voznesenskii's interpretation.

One can thus see the neoclassical efficiency oriented approach to
the economics of socialism clashing with crude apologetics in the late
forties. This clash was manifest in the justly famous debate at that
time on investment criteria.”’ Economists like Novozhilov and
Strumilin had proposed the use of formal efficiency criteria, while
such orthodox proponents of arbitrariness as Mstislavskii declined to
admit the existence of any problems of scarcity. Novozhilov, in par-
ticular, was criticised for submitting to ‘the thinking - long ago
unmasked in Marxist literature - of “‘maximum results with minimum
costs”’ and for not understanding that investment decisions are and
should be fundamentally political.®

The writing of the political economy textbook, started in 1936 but
interrupted by doctrinal developments and the war, was now finally
drawing to a conclusion. As the last preliminary step Stalin wrote his
main economic work, a brochure of assorted comments on various
economists’ opinions.* This pamphlet is usually remembered for its
reassertion of three things: the existence of objective economic laws,
the existence of money and markets in socialism and the admitted
possibility of a contradiction between productive forces and relations
in socialism. In fact, however, its crucial contents are in an answer to
one L. D. Yaroshenko.* Yaroshenko, an obscure Gosplan economist,
had argued that productive forces and productive relations had been
fused in socialism. State administration had a crucial economic role.
Consequently, the political economy of socialism had to be a study of
planning and rational organisation of production. Stalin saw this
proposal as blasphemy, pure Bukharinism and Bogdanovism. Econ-
omic policy, he asserted, was a matter for the political decision-
makers, not for economists. That was his testament to Soviet
€Conomics.

Stalin’s booklet seemingly reasserted a total rupture between all
investigations of efficiency and the political economy of socialism.
This impression was strengthened by the violent campaign against
Voznesenskii's ideas that ensued. But the fact that such a campaign
was deemed necessary shows that the neoclassical efficiency
approach to the economics of socialism had survived the Stalinist
decades. For a few years in the late forties, encouraged by the tech-
nocracy of Voznesenskii, it openly fought for acceptance. After the
dictator’s death in 1953 its voice would become insistent.
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Criticisms of political economy

In general terms Stalinist political economy - indeed like all Soviet
science — extolled itself as being the only truly scientific political
economy in the world. At the same time, however, the work of Soviet
economists was strongly censured:

The insulfficient knowledge of Marxism—Leninism is revealed in the substitu-
tion of factual description of economic policy for political economy, in
inability and failure to collect historical experience and to proceed compre-
hensively to the essence of economic appearances, in theoretical helplessness
and scholasticism, in isolation from practice, in a dogmatic approach to solv-
ing practical problems, in simply repeating ready formulas and standpoints
instead of scientific work, in basing work on citations, in failing to eliminate
simplifications and vulgarisations of Marxism and in the practice of cramming
and talmudism.*!

Such criticisms were voiced repeatedly. Much of this criticism was
ritual, but some may have reflected real concern. Little, though, could
be done without fundamental political change. Only after Stalin’s
death did such criticisms begin to carry some weight. Already in early
1954 the Party Central Committee adopted a resolution demanding
more relevance in economics. Another notable intervention was
made by Deputy Prime Minister Anatolii Mikoyan, who at the XXth
Party Congress in 1956 urged the economists to start a critical reap-
praisal of ‘certain’ theoretical dogmas of Stalin.*? In particular, he
encouraged creativity and stressed how ‘any scientific economic
work’ is impossible without statistical analysis. Meanwhile even the
simplest statistics only became available slowly.

The basic task of the Stalinist political economy of socialism had
been to argue for the reality and law-determined character of Soviet
socialism. As such it was too important a part of Soviet ideology to be
totally abandoned. Instead, the admitted defects of political economy
were explained by the personality of Stalin, especially by his
insistence on the separation of the doctrines of political economy and
economic policies.

A basic consensus reigned among the post-Stalinist leadership
about the need to enhance productivity and the standard of living.
Economists were expected to contribute towards this goal. The
essence of Khrushchev’s science policy was succinctly put by L. F.
llichev, a Central Committee Secretary: ‘practical results are the
decisive criterion for the value of science’.** The normal criteria of
scientific truth were not mentioned and Lysenko’s phoney agronomy



The Soviet political economy of socialism 19

was one project to capitalise on this approach. In economics the ideal
of social engineering, violently condemned at the time of the Stalinist
revolution, was now resurrected. Its prominent proponent was aca-
demician Vasili Nemchinov, a statistician and the driving organisa-
tional force behind the rise of Soviet mathematical economics since
the late fifties. In numerous programmatic statements he explained
how:

It is especially important, at the present time, that economists should become
social engineers and economics an exact science. Economic research should
not be based on reworking literary sources but on the concrete facts and
figures of living reality. An economist must be able to fine-tune the manage-
ment mechanism of social production and to regulate the functioning of this
mechanism. Only then will he be able to satisfy the requirements set upon
him.*

Nemchinov warned again and again about the dangers of arbitrary
planning and management. In socialism, he pointed out, such ‘volun-
tarism’ can lead to losses no smaller than those caused by the
‘anarchy’ of capitalist competition.*> Nemchinov’s criticisms were
originally directed against Stalinist planning, but they were also
applicable to more recent times. Such voluntarism and various ‘hair-
brained schemes’ were, after all, what Khrushchev’s regime was
accused of after he was forced into retirement in 1964. The new
Brezhnev leadership promised, among other things, modernisation
of the society and a scientific approach to managing the economy.
This seemed a final rehabilitation of the neoclassical approach to the
economics of socialism. For a short period of time even a radical
reform of the economy seemed possible.

Meanwhile, the need for such a reform was being acknowledged,
as the economists’ first attempts at social engineering had met with
problems. It was noted that any partial attempts at rationalisation
were either condemned to inefficiency or impossible to implement.
The economy rejected the measures the economists tried to
implement. Because of irrational planning practices enterprises were
not interested in efficiency-enhancing methods. Working better only
led to tighter plans and lost income. Therefore the efficiency
approach could not limit itself to such partial measures as introducing
computers, mechanising planning calculations, using information
systems and optimality algorithms. Neither was it sufficient to
change the criteria according to which enterprise activity was evalu-
ated and managers rewarded. Understanding this was crucial for the



20 Economic thought and economic reform

advocacy of a radical economic reform that started in the sixties and
has retained its timeliness ever since. These discussions are surveyed
in later chapters of this book.

Old or new political economy?

The problem that the political economy of socialism now faced was as
simple as it was crucial. It was totally unable to enlighten policy-
making. This fact was laid bare for all to see during the grand late-
fifties discussion on the law of value and price policy.* Everybody
agreed that existing prices were fundamentally arbitrary and irra-
tional. They often encouraged wastefulness and punished thriftiness,
efficiency and good quality. What should be done? was the natural
question to put to the economists.

In 1941, when he asserted that economic laws did exist in Soviet
socialism, Stalin had used one particular law, the law of value, as an
example. It existed in the Soviet Union, he announced. The choice
was a most unfortunate one. The law of value was understood by
Marx primarily as a shorthand expression for the way in which
markets function in the capitalist society. As a price theory it is
clumsy and flawed, especially if understood to deny the influence of
needs and demand on value and prices. More.reasonable interpreta-
tions are also possible and were later put forward in Soviet as well as
in Western economics. Soviet political economists, unfortunately,
had no method of distinguishing between true and false theories.
They could argue that the law of value existed, but did not know
what that might mean. In particular, they derived several different
price formulas from the alleged law. They had no way of agreeing
which formula should be the preferred one.

Quite obviously, then, the political economy of socialism, the only
kind of economics of socialism that had been taught and studied in
the USSR, was impotent in practice. The situation called for a dif-
ferent approach. But there were also misgivings of a different nature.
Political economy had been used as an apology for Stalinism, and this
was now openly admitted. As the Central Committee Secretary
Hlichev once said to an Academy of Sciences audience: ‘The first pri-
ority was not to promote economic practice according to the demands
of economic laws, but to “adapt” the categories of political economy
to the huge failures that took place in practice so as to justify those
imperfections’ (emphasis mine).*” As Ilichev went on to point out that
the situation had favoured economists who were incapable of empiri-
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cal analysis but fluent in citations, the open encouragement given to
new approaches in economics is evident.

To propose, even indirectly, that Stalinist political economy should
be abandoned was, however, too much. This is what L. A. Leontev
did in a 1961 article.*® Leontev was — until his death in 1971 — one of
the best-known political economists, a corresponding member of the
Academy and a long-standing journal editor. During the forties he
had been a prominent populariser of the doctrine of objective econ-
omic laws. Now he contrasted Stalinist political economy in a most
unfavourable way with the work of economists of the twenties. The
latter, he argued, provided a good example of the kind of work that
economists should be doing. Some of the alleged laws of political
economy were devoid of all rational content, he concluded.

Ilichev, the Central Committee Secretary for ideolog}'cal matters,
was not willing to go nearly as far as that. At an ideological con-
ference he picked out Leontev’s article for criticism: ‘The path which
he has taken and incites others to take also is erroneous and can only
lead to serious mistakes, negate all that is positive in the development
of economic thought in our country, and make the whole political
economy of socialism open to doubt.’#

Exposing the whole of the political economy of socialism to doubt
would almost amount to putting a question mark over the whole of
Soviet socialism. The official de-Stalinisation of the early sixties was
not willing to go that far. The political economy of socialism was there
to stay. Though one more frontal attack against political economy was
coming (chapter 3), the reformists generally preferred either to rein-
terpret the by now traditional laws of political economy in a novel
way or simply to ignore its scholastic controversies. The former
strategy, ‘scholarly revisionism’, had ideological advantages, made
the arguments of the reformers easier to comprehend by political
economists and also came naturally to many of those who had them-
selves been educated in political economy. But it also tied its practi-
tioners to a framework which remained deeply unsatisfactory. The
latter strategy, ‘apparent pragmatism’, was free of this drawback but
made its exponent the underdog in a field where political economy
claimed to define the main theoretical contours.

The organisation of economic science

The relationship between theoretical political economy and applied
branches of economic study only became an issue after the volume of
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such studies started to multiply in the late fifties. The topic was first
explicitly raised, it seems, by the veteran academician Ostrovitianov
in 1964, and he also edited a monograph that outlined the conserva-
tive orthodox understanding of the ‘system of economic sciences” in
1968.%°

The monograph divided the economic disciplines studying social-
ism into three groups in a declining order of abstractness. The most
abstract were the general economic disciplines. They included the
political economy of socialism as the centrepiece, but also economic
history and the history of economic thought. In the second rank were
various special or interbranch disciplines, e.g. the science of econ-
omic planning, economic statistics, labour economics, the study of
finance as well as the study of the socialist world economy. The third
and final group included the various branch economic disciplines
such as the economics of industry or agriculture. The alleged hier-
archical structure of the economic sciences meant that the disciplines
of a lower rank were always supposed to be based on the theoretical
findings of the discipline of a higher order. They were all supposed to
be applications of political economy. On the other hand, political
economy would remain an abstract study with little if any connection
with empirical matters. Furthermore, the monograph specifically
pointed out that the use of mathematical methods did not give rise to
any new economic discipline.

Ostrovitianov emphasised that neither political economy nor other
economic disciplines studied economic policies as such. Their task
was ‘to provide the scientific foundations of economic policy’. In the
case of the science of planning (or management) it was possible to
argue that ‘the adoption of any decision of principal importance must
be preceded by a wide-ranging consultation with specialists’. Con-
cerning political economy proper Ostrovitianov complained of a
tendency to define it too widely, so as to include various empirical
topics. He wanted to keep his theories free from empirical details.
This, as will be seen in chapter 5, was something his younger col-
leagues were not ready to accept.

This differentiation between theoretical study and empirical
research is further strengthened by existing institutional barriers. In
the USSR, fundamental research is concentrated in the Academy of
Sciences research institutes. Universities are mostly for teaching.
Scholarship pursued there has generally been and still remains much
more conservative than that of the Academy institutes. Among the
Academy institutes, the Institute of Economics in Moscow has the
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main responsibility for developing the political economy of socialism.
Not surprisingly, its profile has in general been quite conservative.
During the sixties new Academy institutes, The Central Mathemat-
ical-Economic Institute (TsEMI) in Moscow and the Institute of
Industrial Economics (IEiOPP) in Novosibirsk became not only the
main centres of reformist economic thought but also the most import-
ant centres for developing methods of planning and management.
They both had strong and ambitious directors. TSEMI was led from its
foundation in 1963 until 1985 by academician Nikolai Fedorenko and
IEiOPP from 1967 to 1986 by academician Abel Aganbegyan.

The Academy is organised in departments, which are supposed to
coordinate the work of all the institutes within them. Though
institutes are basically led by the director, the position of the academ-
ician secretary of a department does give its holder some influence
over other institutes as well. Fedorenko was the academician
secretary of the department of economics from 1972 until 1985. He
was succeeded by Aganbegyan.

Other academy research institutes with relevance to economic
reform include The Institute for the Economics of the Socialist World
Economy (IEMSS), The Institute for the Study of USA and Canada
and the Institute for World Economy and International Relations
(IMEMO). The first has long been directed by academician Oleg
Bogomolov and the second by academician Georgi Arbatov, while the
directorship of IMEMO has changed hands more often. These
institutes are not supposed to study the Soviet economy directly, but
some of their researchers do. Their main importance is in transmitting
information from their own fields both to general discussion and
especially to policy-makers, to whom they have direct access.

The network of party institutes of higher education is also import-
ant in the social sciences. The Academy of Social Sciences in Moscow,
which is directly under the Central Committee, has had an important
role and was especially prominent in the seventies. Important econ-
omic bureaucracies like Gosplan and Gosbank, the state bank, also
have their specialised research institutes. They have better access to
empirical information than the Academy institutes. Because of the
degree of academic freedom that the Academy has been able to
secure, the best scholars usually, however, prefer to work there. The
prestige of the Academy is high. The research institutes with the least
prestige and scholarly achievement are those of the branch ministries.

The Academy is only relatively independent, especially in the
politically delicate field of social science.! Its scholars often have the
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greatest difficulties in gaining access to useful information, and they
are naturally subject both to party control within the academy and to
censorship. Neither are the institutes immune from high-level politi-
cal pressure. An example of this was seen in the early seventies. The
Academy Institute of Economics had tried, with the support of the
Academy leadership, to reorient its work away from scholastic politi-
cal economy towards questions more relevant to policy issues.® The
Academy line was arguably in tune with the early Brezhnev period
emphasis on scientific decision-making, but it had not foreseen the
change towards conservative orthodoxy that was under way. In
December 1971 the Communist Party Central Committee adopted a
resolution which roundly condemned the work of the Institute.* It
had neglected the study of fundamental political economy.

The importance of ideological orthodoxy was in many ways
emphasised in the early seventies. This was due to the Czechoslovak
crisis, the worsening of relations with China, the rise of domestic
dissidence as well as the increasing general conservatism of the
Brezhnev leadership. The ideological climate had turned decisively
from the reformism of the late sixties towards conservatism, and this
affected the Academy as well. The Department of Economics
published a self-criticism which admitted serious theoretical mis-
takes. The ‘autonomous functioning’ (citation marks are used in the
original) of markets had been overemphasised, the role of centralism
had been understated and, worst of all, even the possibility of com-
petition in socialism had been mentioned.

The Institute of Economics was not the only one disciplined in the
early seventies. There was a general conservative crack-down in
Soviet social science. Institutes were reoriented, their directors and
researchers sacked and censorship tightened. The leadership of the
Institute of Economics was also duly changed and research in the
fundamentals of political economy re-emphasised. The problem,
however, was that fewer and fewer people were interested in it. Ever
since the early seventies the institute has had problems in attracting
postgraduate students and talented scholars, especially in the field of
political economy. This has been the subject of repeated complaints.
The marginalisation of political economy has continued, apparent
pragmatism has prevailed.

As well as being neglected by most economists, political economy
has been unable to find internal cohesion in the cross-currents
between scholarly revisionism and orthodoxy. The 1954 textbook of
political economy was the last one which was official in the sense of
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codifying a monolithic doctrine binding for all. That was only possible
by papering over the differences in opinion that already existed in the
early fifties. By the late sixties there were three main textbooks on the
market. In addition, many economists published monographs on ‘the
laws and categories of the political economy of socialism’. The various
compendia had much in common. They all tried to imitate the way in
which Marx presented his theory in Capital as a dialectical interplay of
categories. All the textbooks were also almost hermetically sealed
against factual analysis or statistics. And naturally they all presented
mere variants of Soviet ideology. But the differences between the
compendia are also real, and any notion of an official political
economy of socialism is correct only in a relative sense.

As the idea of a single truth is deeply ingrained in Marxism-Lenin-
ism, such a situation was considered abnormal and the Academy of
Sciences set the goal of producing a book giving the political economy
of socialism as early as 1968.>* After much effort, a three-volume work
called The Socialist Economy was finally published in 1984.%> The
authors admitted that ‘far from all debatable problems have been
solved completely’.* By the time the volumes had reached their
readers this was an obvious understatement. Instead of a refined
analysis of the ‘categories and laws of political economy’, a totally
new approach was being demanded from the economists (chapter 6).



2  The mathematical challenge to
orthodoxy

In chapter 1, we saw how the Soviet political economy of socialism
was born as a form of Marxist-Leninist ideology, how it proved
totally barren of relevant policy advice and how - even in the seven-
ties — continued party insistence upon its primarily ideological role
condemned it to marginalisation among professional economists. It
was discussed in official declarations and forewords to scholarly
books, but actually neglected by most economists in their pro-
fessional work. It still had some importance as the general frame of
reference into which all economics, especially that of not a purely
technical nature, had to fit somehow. For most economists, because
of their education, it was also the natural discourse within which to
pursue their theoretical and policy generalisations. Furthermore, as
we shall see in chapter 5, the importance of policy issues within
political economy grew. None the less, since the fifties, most reform
economics was to be found outside political economy. In particular,
there was an open challenge to the leading role of political economy
in the late sixties. Economic reformism and reformism in economics
coincided in the new Soviet mathematical economics of optimal
planning.

Contemporary observers were struck by the rapidity with which
Soviet economics seemed to change during the late fifties and early
sixties. Just before that, all Soviet social science had seemed one
Stalinist wasteland of intellectual barrenness, and suddenly, as if
from nowhere, groups of economists, administrators and mathemati-
cians had sprung up, advocating administrative rationalisation, econ-
omic reform and a re-examination if not abandonment of long-held
Marxist doctrines. Not for the first nor the last time, the ‘end of
ideology’ in the Soviet Union was prophesied, theories of con-
vergence of social systems gained in popularity and a ‘mathematical
revolution’ was diagnosed in Soviet economics.! None of these expec-
tations materialised, and with hindsight we can see the causes, effects
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and limitations of the undeniable and real changes that have taken
place in Soviet economic thought with greater clarity. What hap-
pened in the sixties is the topic of this chapter and chapter 3, but a
consideration of the background to the ‘new Soviet economics’ is
needed first. As already pointed out, not all Russian and Soviet econ-
omics belonged to the Marxist mainstream made orthodoxy by the
revolution. The thin Russian tradition of mathematical economics is
of particular interest, because it was as a mathematical theory of
optimal planning that Soviet reformism was to have its only grand
theory so far.

The background

A history of Russian and early Soviet economic thought remains to be
written, but the main outlines of the development are well known. As
in other respects in Russia, the development of economics had been
conditioned by the combination of European influence and semi-
Asiatic problems so peculiar to the country. Recurring waves of
Western intellectual fashions from positivism to Marxism have swept
the country and each has recruited its ardent followers. Such scholars
were Westernisers in the style of Viktor Volkonskii, the prominent
reformist economist who broke new ground in 1967 by associating
himself with a unified ‘world economic science’ in distinction to the
Stalinist division of all social thought into Marxist-Leninist science
(The Truth) and bourgeois ideology (The Untruth).? No less influen-
tial, however, were Slavophile opinions emphasising the peculiar
characteristics of the country. Partly reflecting German historicism,
such judgements denied the suitability of any Western social science
for Russian soil and soul. These too have their latter-day followers,
often in open resistance to the modernising tendencies of the
Westerners.®

Overall, what Russian economic thought, mostly derivative as it
was, may have missed in originality, it has gained in diversity. Only a
few of the pre-revolutionary Russian economists have deserved even
a footnote in standard Western textbooks of the history of economics,
but the variety of their interests is notable: Tugan-Baranovskii on
economic history and business cycles, Dmitriev on the mathematical
labour theory of value and Slutskii on consumer theory are those
most frequently remembered. The latter two are also the first promi-
nent Russian mathematical economists.

The 1920s witnessed a well documented if brief flowering of Soviet
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economic scholarship. The Soviet economists of the twenties mixed
into a fruitful combination pre-revolutionary Russian economics and
statistics, European Marxism and closely observed American empiri-
cal research. The intellectually exciting post-revolutionary agenda of
fundamental social change and a still relatively permissive political
climate contributed to innovation. This happened in agrarian theory,*
the beginnings of development economics,” and growth theory® as
well as planning methodology” and mathematical economics in
general.® The economics of the twenties has not lost its attraction for
scholars, and the parallels between some of the debates of the twen-
ties and those of the sixties are conspicuous.® In the perestroika period,
this parallel, which could only be hinted at earlier, is now openly
discussed. Many reformers point to the New Economic Policy of the
twenties with its variety of forms of ownership and widely function-
ing markets as the suitable model of socialism for the late twentieth
century, too. Reversing the earlier officially sanctioned interpretation,
they see the twenties as socialism proper and the Stalinist decades as
a tragic lapse from the normal, indeed even from the ‘true’ Leninist
definition of socialism.

Most Russian economics of the pre-revolutionary period and
of the twenties was naturally not of a mathematical character. The
mathematical method, however, was sometimes practised. As late
as 1931, 1. G. Bliumin, a leading analyst of Western economic
thought, could have a solid monograph on mathematical economic
theory published by the Communist Academy. Bliumin not only
provided a detailed and matter-of-fact if critical discussion of
several leading mathematical economists from Cournot to Cassel,
but also defended the use of mathematics in Marxism. The existing
symbiosis between the mathematical method and subjectivism is
paradoxical, he argued, as an ‘objective’ understanding of economic
phenomena actually gives more opportunity for the use of
advanced methods. The more advanced the theoretical analysis, the
better the prospects for the use of mathematics, Bliumin argued. He
was echoing Marx’s own words on the use of mathematics as a
criterion for the progress of any science. Bliumin duly wound up
his discussion with a vision of a future Marxist mathematical school
of economics.

This was an attitude rapidly vanishing from the scene. The same
year, 1931, in which Bliumin’s book was published, saw an attack by
Valerian Kuibyshev, Gosplan’s chief, on an alleged ‘arithmetical-
statistical deviation’ in planning.!! In the view of the Stalinist plan-
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ning bureaucracy earlier plan proposals, usually submitted by non-
Bolshevik specialists, had - in addition to their other faults - been too
abstract and general and lacking in detailed factual foundation. In a
word, they had not been meticulously directive enough; they had not
incorporated the ethos of the Stalinist command economy. Planning,
as far as it was to have any rationality, was to be seen as a matter of
mobilising resources. It was a task for engineers, not for economists.
This attitude was to persist and triumph. For decades economists
were excluded from planning. The Planning Commission was — like
the whole country - led by engineers.

The exclusion of economists from top planning positions still con-
tinues. In summer 1990 academician Oleg Bogomolov, one of the
radical Soviet proponents of a market economy, argued that a basic
reason for the half-heartedness and confused thinking of government
reform policies was the predominance of non-economists in the econ-
omic bureaucracies preparing and implementing crucial decisions.'?
A common language between reform economists and bureaucrats
does not exist.

Many of the economists of the twenties were sent to prisons or
labour camps. Some were executed. In this heady and repressive
atmosphere of the thirties Leonid Kantorovich, a young Leningrad
professor of mathematics, was asked by the local plywood trust to
think about a method of rationally organising its production.’ He
gladly accepted the task of assisting Soviet industrialisation. But
instead of simply outlining some practical proposals for the trust the
young mathematician ended up with both a generalisation and a
solution of the task he was set. This was the origin of a new branch of
mathematics, linear optimisation.

The first published version of Kantorovich’s method in 1939 had
a printing of 1,000 copies. While it was enthusiastically received
by a narrow circle of Soviet specialists it was hardly noted by plan-
nersin general. By the late thirties Kantorovich had already applied
his brain to a more grandiose task, something that seemed to fulfil
his early conviction that mathematics should not only be profound
but also of practical use. Going beyond the realm of the organis
ationof factory production, he asked, could not and should not
the planning of the whole national economy be seen as a task of
optimisation under constraints, the attainment (as Kantorovich
wasto formulate it) of maximum production subject to various re-
source availabilities, technologies and a pre-determined product
mix?This formulation of the optimal planning framework was to
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become the centrepiece of the new Soviet economics of the late fifties.

The planning task as formulated by Kantorovich was actually not a
new one: it was a way of presenting the neoclassical approach to
planning. What was new was Kantorovich’s ability to formulate and
solve the problem under linear conditions with a large number of
constraints. While the mathematics of linear optimisation are not of
immediate concern here, the somewhat peculiar economic character
of Kantorovich’s approach should be pointed out. The assumption of
a given goal function to be maximised (or minimised, depending on
the formulation) is the fundamental limitation of the analysis. Kan-
torovich assumed the maximand to be a pre-determined product mix.
In so doing he kept well in line both with the axioms of Soviet forced
growth policy and with the priority of political decision-making,
which was assumed to fix the product proportions in question. But
saying that political decision-makers impose the structure of produc-
tion, leaving the planners to maximise the given output, seems to
concede no role whatsoever to consumers. Later on, this neglect of
the demand side was acknowledged and the search for the proper
objectives of the socialist economy started in earnest. Socially and
politically, this gave a totally new twist to the optimal planning
approach.

Of most interest, perhaps, is the fundamental underlying assump-
tion of optimal planning theory. Planning the national economy is
quite simply seen as an extension of planning enterprise production.
Decades later academician V. L. Makarov, a pupil and collaborator of
Kantorovich, characterised the mathematician’s methodological
approach as being based on ‘the possibility, immanent to socialism, of
constructing the economic system. Because socialism, in distinction
from earlier formations, has an author — Marxist-Leninist doctrine -
the economic system too must be constructed consciously, proceed-
ing from the theoretical conception of this doctrine’ (emphasis
added).™

To put this into other words, in the same way as a plywood trust
was, in the Soviet planned economy, given the task of maximising the
production of veneer from given resources, the economy as a whole
also has a given task, and the economic problem boils down to
organising production in an optimal way relative to that task. This,
naturally, is an extremely narrow technocratic sub-optimisation
approach which by consciously neglecting all social and political
issues makes the economist a humble servant of the state — in this
case a servant of the Stalinist state.
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Not surprisingly, Makarov is willing to see Kantorovich’s ‘produc-
tion—-technological’ approach as just the first approximation necessary
for the mathematician’s model building. The economist in Kan-
torovich, he argues, was never happy with stopping at that. The next
question about which Kantorovich, so Makarov argues, ‘thought
much and intensively’, concerned the economic and social conditions
which would bring about the movement towards efficiency. Posing
this question implied crossing the border from being a servant of
Stalinism to being an economic reformer.

Makarov’s interpretation is a friendly one. Less sympathetic com-
mentators have often accused Kantorovich of an overly technological
understanding of optimality. The social questions of choice, freedom
and power do not figure prominently in his published writings.
Though Kantorovich later fought hard for issues like price reform, he
does not seem to have outlined any alternative to the traditional
centrally managed economy. His proposals were about rationalising
it, not about finding an alternative to it. There is, however, no doubt
about the correctness of another part of Makarov’s interpretation.
Kantorovich, and the optimal planning theory in general, did share
the assumption (or even axiom) of the constructability of the socialist
economy. For the optimal planners, the building of a model of an
efficient economy also meant drawing up a blueprint for an optimal
socialist economy. Furthermore, they believed that such a blueprint
could be implemented within the main political and institutional
arrangements of existing Soviet socialism. One-party rule and the
predominance of state ownership were accepted parts of those
arrangements. The optimal planners were rationalisers, not revolu-
tionaries, Soviet optimal planning theory is social engineering writ
large.

There is also a more radical way of looking at Kantorovich’s formu-
lation. Optimisation by definition means the choice of the best alter-
native available. The optimality approach always assumes the
existence of alternatives, choice and, consequently, of responsibility
for the option selected as well as for the alternatives forgone. Relative
to the Stalinist orthodoxy which argued that all policies were
determined by economic laws, this was revolutionary. Choice, fur-
thermore, can only be optimal relative to definite criteria. Whose
goals have - or, indeed, should have - the decisive say? Kantorovich
accepted the priority of the planners’ goals as reflected in the product
mix. Later, in the sixties, new interpretations arose. It was argued
that in an optimal socialist society citizens’ preferences must be the
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decisive criterion of optimality. Society, therefore, needed a
democratic mechanism for the articulation of such preferences. The
planners should implement citizens’ goals, not those of a political
dictatorship. It was furthermore argued that the citizens’ preferences
are best revealed in their market choice as consumers. Market
equilibrium, therefore, should be the feedback judging the correct-
ness of planners’ decisions.

In the early forties such possible implications of optimal planning
still lay in the distant future. In spite of the pressing military tasks
imposed upon a mathematician in beleaguered Leningrad, Kan-
torovich finished a book manuscript in November 1942. The manu-
script was duly submitted to Gosplan, the planning commission, for
approval, and an expert committee was nominated to assess the applica-
bility of Kantorovich’s work in practical planning. Kantorovich had
shown how the properties of the optimal planning task, especially the
crucial duality between physical and value dimensions of the economy,
could be interpreted as offering a way of using the price mechanism to
rationalise central planning and management of the economy.

In fact, the easiest way of appreciating the importance of Kan-
torovich’s work is to relate it to the earlier socialist calculation debate
among Western economists.”” As mentioned in chapter 1, Enrico
Barone had shown in 1908 how prices are implicit in any rational
calculation of costs and needs. They are the rational method of com-
paring costs and results. Therefore, any society either has to use
markets to arrive at prices or must find another way for simulating
this function of the markets.

Ludwig von Mises and Friedrich Hayek, the leading figures of the
Austrian school of economists, argued during the interwar period
that only the market mechanism can discover rational prices. No
planning agency could possibly calculate rational prices as the
amount of information needed would be prohibitive. Neither could
all relevant information be formalised for calculations. On the other
hand, socialism could not use markets, as the whole idea of planning
was to substitute markets by something better, centralised decision-
making. Furthermore, markets, even if their necessity had been
admitted, could not function in a society based on state property.
Rivalry, risk-taking and entrepreneurship would all be impossible,
given the state monopoly of ownership. The economic impossibility
of the socialist dream seemed to have been proved. Without markets
and rational prices the planned economy was doomed to inefficiency,
‘groping in the dark’, possibly even to imminent crash.
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The best-known socialist answer had been given in the thirties by
the Polish socialist economist Oskar Lange. He proposed that the
central planners should in fact use prices, arrived at not in markets
but in a simulation of the competitive game. In the sixties Lange
himself was to recommend the centralised use of powerful computers
to process the information for rational planning. These, Lange
seemed to be saying, were the proper substitutes, for markets.'
Computers would finally legitimise centralism. Kantorovich’s theory
provides the argument behind such centralist answers to the socialist
calculation debate. Linear optimisation showed theoretically how the
planning agency could solve the ‘thousands of equations’ necessary
for arriving at an efficient use of resources. Furthermore, Kantorovich
was able to show how so-called shadow prices showing the marginal
contribution of each scarce resource and good towards the objective
function could be used to guide enterprises towards the optimal
utilisation of resources. No markets, rivalry, private ownership or
entrepreneurship would be needed - or so it seemed.

In 1942 Soviet economic experts’ opinion concerning Kantorovich’s
proposals was, however, ‘in the main’’ negative. One professor of
statistics accused him of ‘speaking about the optimum, while Pareto
[the great Italian economist of the turn of the century] also spoke of
the optimum and Pareto was a fascist’.!® Kantorovich had to with-
draw his manuscript. The USSR was not yet ready for this method.
Not only were the computers needed for making Kantorovich’s
method practicable unobtainable, but the rationalising approach itself
was bound to be controversial even among those economists and
planners who understood its core. As we saw in chapter 1, the social-
ist economy was supposed to be about increasing constraints, not
about an optimal adaptation to them. Such counter-arguments to
rationalisation were to be heard right up until the sixties.

The first Soviet economist apparently to understand the potential
of Kantorovich’s method was V.V. Novozhilov, a professor of
engineering economics at Leningrad’s prestigious Polytechnical
University. His primary interest was in efficiency calculations, and
his work was criticised in the debate on formal investigation criteria in
the late forties (chapter 1). In the early fifties Novozhilov was fired
from his university. During the debates he declined Kantorovich’s
offer of assistance. In the circumstances, a mathematician’s support
would have been a handicap.

Kantorovich and Novozhilov were not the only mathematically
oriented economists who fell victim during those years to Stalinist
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xenophobia. A. L. Lurie, later the author of the first Soviet textbook
on the use of mathematical methods in economics, was criticised for
his studies in transport economics. Pavel Maslov, an economist-soci-
ologist-statistician from the Moscow Financial Institute was con-
demned for writing a book which attempted to acquaint Soviet
scholars with Western advances in econometrics and statistics. The
book was printed but withdrawn from circulation after it was found
to have characterised Marx’s method as deductive, neglected the
achievements of Soviet statistics and even — the greatest sin of all —
praised Western cost of living indices, totally failing to mention that
their sole real task was to help cover up the inevitable impoverish-
ment of workers under capitalism.? It was to take Soviet statisticians
several years after the declaration of glasnost before they were able to
publish their first cost of living indices.

The third future great name of optimal planning, in addition to
Kantorovich and Novozhilov, was academician Vasili Nemchinov,
who committed in the late forties most of the sins an academic party
member with a conscience could possibly commit. Not only did he
defend Maslov (and academician Evgeni Varga, the object of another
witch hunt) but he had also written about the need to introduce
econometrics into the USSR. But econometrics, exclaimed K. V.
Ostrovitianov, the Stalinist curator of economics, is after all just ‘the
archebourgeois mathematical school of statistics’ and as such clearly
inadmissible in the USSR.?' Worst of all, Nemchinov, a professor of
the Timiriazev Agricultural Academy, had bravely resisted the
infiltration of Lysenko’s phoney agronomy. This finally led to his
dismissal from the Agricultural Academy in 1948.%

Winds of change

The dictator finally died in 1953. The post-Stalin leadership was con-
cerned about low economic productivity and wanted to raise the
general standard of living. They demanded, in a way unknown dur-
ing the Stalinist decades, a contribution from the economists to
increasing the efficiency of the economy. This rapidly opened up new
possibilities for mathematical economics. The use of even simple
mathematical methods seemed to promise fast results with minimal
investment — and without questioning the existing institutional set-
ting. In 1954 the Leningrad State University decided to publish Kan-
torovich’s 1942 manuscript. The decision was withdrawn, however,
after the economist Strumilin, as a publisher’s referee, declined to
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recommend the book for publication. The reason he gave was
somewhat ridiculous: the book ‘did not correspond to generally
accepted views'.? It was to take five more years and - according to
Aron Katsenelinboigen® - a lot of ideological polishing before the
book that was to win both the Lenin prize and the Nobel prize for
Kantorovich was finally published.® Seventeen years had passed
since the writing of the book.

‘The book literally struck one by its originality’, recalled Nikolai
Petrakov almost thirty years later. By then Petrakov was a cor-
responding member of the Academy, deputy director of TSEMI and a
leading proponent of economic reform. He would soon become a
personal adviser to Secretary General Gorbachev. But in the late fifties
Petrakov was still a mere recent economics graduate of the Moscow
State University. “The book contained no definitions or general rumina-
tions on the “requirements” of various economic laws or about how
““they regulate” social development. The book was about THE THING,
about how diligently, with maximal effectiveness to use the limited
production possibilities, how rationally to manage the economy.’?

As a manual of social ‘housekeeping’, as Petrakov puts it, Kan-
torovich’s theory was immediately raised as the banner of the new
economics, social engineering writ large. For the next few years it was
to be the centrepiece of Soviet economic debates. Crucial as it was,
the publication of Kantorovich’s book was not the only sign of the
changing times. Possibilities for empirical research were symbolically
opened by the publishing of a statistical yearbook, the first in
decades. Scholarly autarky started to crumble, as foreign visitors,
international symposia and book translations became somewhat less
of a rarity. Connections with East European countries were of special
importance, as prominent socialist scholars there were at that time
defending the use of mathematical methods in planning and social
sciences as being Marxist orthodoxy. Discussions on economic
reform, as well, were much further advanced in countries like
Poland, Czechoslovakia and Hungary.

Perhaps of equal importance were Western scholars like Norbert
Wiener, the founder of cybernetics, who emphasised the enormous
potential of modern methods in national economic planning. In the
West, this was the time of a widely shared belief in rational economic
policy and planning, of the new utopianism of economic system
design and the convergence theory. In the USSR, such ideas were
often seen as a confirmation of the ‘objective requirements’ of the
scientific and technical revolution. Its benefits could only be fully
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reaped under socialism, it was argued. Furthermore, it was often
asked, was it not something of an insult to Russia that methods first
pioneered there were being used primarily in the capitalist countries?
Surely there should be a way of differentiating between the scientific
method itself and the bourgeois use to which it had been turned?
Both the input-output method ~ whose roots go back to the Russia of
the twenties - and linear optimisation — which had been
independently developed in the USA a few years after Kantorovich -
were the subject of such musings.

The traditional informal and largely arbitrary planning approach
still had its public defenders. As late as 1956 Gennadi Sorokin, a
leading Gosplan economist, repeated Kuibyshev’s warning about a
‘statistical-arithmetic deviation’ in planning.?” This, however, was a
losing position. By 1958 I. G. Bliumin — the same Bliumin who had in
1931 prophesied a future Marxist mathematical economics — argued
that Western economic scholarship could be divided into two parts, a
bourgeois political economy on one hand and various practical
methods on the other. While the former was a part of hostile
ideology, the latter could and should be used in the Soviet Union as
well, if augmented by the proper theoretical framework.?

The political economists soon sketched a division of labour
between political and mathematical economics that was to their lik-
ing. They tried to preserve a monopoly of theoretical research for
themselves. Any general problems could only be studied by political
economy, while various practical problems could and should be
studied by mathematical methods. In this way the political economy
establishment, while carving a small niche for mathematical methods,
hoped to reserve the leading theoretical and ideological role for itself.
This boundary survey was doomed to fail, however. Mathematics is
by no means limited to a study of measurable entities, and Marx for
one wanted to use mathematics in theoretical research. Furthermore,
and of greater importance, many mathematical economists were not
satisfied with the humble role given to them by the political econo-
mists. While the latter were unable to provide an economic theory of
socialism, some of the former were soon to launch a frontal attack on
the monopoly of political economy - and on the economic system it
had for decades tried to legitimise.

The attack

Once started, the apparent mathematical breakthrough in Soviet
economics was fast. By the early sixties nobody openly denied the
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applicability of mathematical methods in economics, and in 1963 the
government both decided upon measures for speeding up the
introduction of computers in the economy and sanctioned the found-
ing of TsEMI, The Central Economic-Mathematical Institute of the
Soviet Academy of Sciences. Two years later TSEMI started publish-
ing its house journal, Ekonomika i matematicheskic metody (The
Economy and Mathematical Methods). Concurrently the teaching of
mathematics to economists widened from the small study groups
organised by Kantorovich, Nemchinov and Novozhilov into an
integral part of the general economist’s curriculum. It was soon poss-
ible to graduate as a mathematical economics specialist, though such
specialists have remained a small minority among Soviet economics
graduates. Within this minority, most have been specialists in
management information systems and planning techniques. Mathe-
matical economic theory and econometrics have been almost non-
existent. In general, standards of training have left much to be
desired.

In the late 1950s academician Nemchinov, who had become the
leading public proponent of the use of mathematical methods, was
still giving a very narrow characterisation of the role of mathematical
economics. According to him ‘the object of Soviet econometrics,
which is a supportive branch of science, is the theory of economic and
planning calculations and the means of their mechanisation’.? By the
early sixties the field had been widened. Nemchinov’s list of central
research topics for mathematical economists now included price for-
mation, input-output and other macro-economic models, the use of
optimisation models in solving various specific problems (especially
in transport) as well as the development of mathematical statistics.>
But for Nemchinov ‘economic-mathematical methods” still remained
the term to be used of the new discipline, and he always emphasised
its applied role: ‘Experience shows that under socialism econometri-
cal research has boundless possibilities if it is based on Marxist—
Leninist economic science and puts itself into the service of national
economic and enterprise planning.”*!

Nemchinov died in 1964 having just installed Nikolai Prokofevich
Fedorenko as the head of the new institute of mathematical econ-
omics, TSEMI. Fedorenko was not a practising mathematical econo-
mist himself, but an organisation man and a specialist in the
economics of the chemical industry. He was to head TsEMI for more
than two decades. His position as the academician secretary of the
Department of Economics of the Academy from 1972 to 1985 made
him the leader and organiser of all economic research within the
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Soviet Academy of Sciences. Fedorenko was an ambitious man.
Using the institute and the academy position as a power base, he
soon launched a variant of optimal planning theory which was not
only a competitor to political economy as the general theory of social-
ist economics but also a blueprint of economic reform. This approach
was to be called SOFE, The System of Optimally Functioning Socialist
Economy, and since the mid-sixties it has been the major reformist
doctrine in Soviet economics. It will be discussed in some detail below
(p. 41). The approach, systematised and refined over years, was
finally at the root of the economic reform programme announced in
1987 by Secretary General Gorbachev. That particular reform pro-
gramme only survived (as will be seen in Chapter 6) perhaps for a
year. Some of its weaknesses had their origins in SOFE.

SOFE is more a general approach than a consistent body of theory.
It has been open to interpretations in terms of different degrees of
reformism. Furthermore, not all Soviet economic reformers have
derived their proposals from the optimising logic of SOFE. Still, SOFE
has been the only, at least moderately consistent, reform economics
the USSR has produced, at least before 1989. Its failures, gaps and
mistakes have reflected wider tendencies in Soviet reform thinking.
In the same way its varying destinies have mirrored change in Soviet
political attitudes towards reform.

SOFE is not the product of Nikolai Fedorenko. To understand that
one has to appreciate the way in which the Soviet academic establish-
ment functions. The Soviet Academy of Sciences, the main network
of centres for basic research in the country, has long had a reputation
for independence and even democracy. This has been based on the
exceptional independence the academy enjoys within the Soviet
state. Academicians are elected for life by their peers, and there have
been celebrated cases when party pressure has failed to sway the
academicians. But actually such scope for independent decisions only
exists for the academicians themselves. Within an institute a strong
leader has wide scope to harness the bulk of research to serve his own
ambitions. This is just what Fedorenko did. After he had learned the
basics of the optimal planning paradigm - and had seen that they
made sense in terms of his earlier practical experience — he made
SOFE his own. Books and articles actually written by researchers of
his institute were published under Fedorenko’s name. This was the
custom of the country. The recollections of Aron Katsenelinboigen,
one of the most important early Sofeists, published after his emigra-
tion to the USA, give a vivid picture of this mechanism.*
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The optimal planners were never modest in their promises con-
cerning the future effect of implementing their methods. Both Kan-
torovich and Novozhilov promised an upward shift of 30 to 50 per
cent in total production while Fedorenko and two other academ-
icians, writing in the government newspaper, Izvestiya, prophesied a
doubling of growth rates as the result of applying cybernetics in the
economy.”® The same promise was repeated when TsEMI was
launched. Such promises must have been effective in securing
resources in the short run, and the researchers may have believed in
them. But even the first practical applications ran into problems. Not
only were the models to be used extremely crude, but they also rested
on the fundamental assumption that efficiency was in the interests of
enterprises. This, however, was not the case. To protect themselves
from the often arbitrary plan figures imposed by the ministries and
planners, enterprises had to have reserves of unused capacity. They
also had to exaggerate their input requirements. Consequently, enter-
prises were not willing to submit the information needed for optimal
plans. Those who were foolish enough to do so, saw their plan
targets raised, supplies of resources cut and, consequently, income
diminished. Striving for efficiency thus all too often brought huge
economic losses to enterprises.

In this way opposition to efficiency enhancing measures seemed to
be coming from the lower echelons of the economy. But such opposi-
tion, it was quickly emphasised, was caused by the way in which the
enterprises were subordinated to ministries, planners and regional
economic authorities. The hierarchical structure of the economy was
not itself seen as a problem; it was taken as a self-evident feature of
socialism. The basic problem was perceived in the fact that higher
administrators engaged in a detailed and often unpredictable ‘petty
tutelage’ over the enterprises. The latter were thus deprived of any
degree of freedom in their activities and their institutional environ-
ment became unpredictable. This was widely diagnosed as the main
problem in the existing economic model. Practical managers naturally
agreed.

There seemed to be two possible ways out. The first one was to
argue for a comprehensive economy-wide reform instead of piece-
meal change by rationalisation. Such a reform would seek to make
efficiency the most advantageous policy for enterprises. The second
way out — proposed when the chances of reform seemed slim — was to
argue for compulsory implementation of the new progressive
methods. The first alternative will be discussed in chapter 3. The
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second, an attempt to beat some of the irrationalities of the command
economy by means of commands, was first proposed by Leonid Kan-
torovich in 1967,* repeated by Abel Aganbegyan, the head of
Novosibirsk’s prestigious and generally reform-minded Institute of
Industrial Economics in early 1968%* and finally reproposed by
Fedorenko ten years later.3

It took longer to understand that the high-level decision-makers of
the economy, the planning bureaucracy, were often even less inter-
ested in reform than the enterprises. They were for many years impli-
citly or explicitly regarded as unselfish servants of the system with no
power aspirations or interests of their own. All the ‘petty tutelage’
was simply seen as a consequence of a badly designed hierarchical
division of labour, not as a natural way of exercising ownership rights
in a situation where the planners and ministries were responsible for
the performance of ‘their’ empires. Since the late sixties, however, the
bureaucrats have often been accused of sabotaging the reform of
1965. During the seventies planners generally supported the
mechanisation of plan calculations but fiercely opposed any reform
that would lessen their concrete power over resource allocation. This
was to lead to important conclusions when the reform strategy of
perestroika came to be outlined.

The optimal planners wanted both a new model of the socialist
economy and a new theory of it. Though the basic optimisation
paradigm of Kantorovich was still seen as the necessary foundation
for this approach, it was no longer sufficient. It was felt that it needed
amendment in at least three directions.*”

First, Kantorovich proceeded as if the Soviet Union had been a
massive plywood trust, thus actually repeating the Kautsky-Lenin
single factory image of the socialist economy. An attempt to describe
the Soviet economy in a single model was, however, all too unwieldy
for practical purposes. No computers could process the necessary
amount of information in a reasonable time. TSEMI scholars like V. F.
Pugachev and V. A. Volkonskii were soon following contemporary
foreign research in showing how the single planning task could either
be decomposed into manageable parts or be itself composed of smal-
ler blocks. This work, together with similar research in Novosibirsk,
outlined an important agenda for the coming years. On the one hand,
it seemed to promise a practicable way of implementing formal,
mathematical models into planning work. On the other hand, such-
models were used normatively, as an image of a rational organisa
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tional structure. In the decomposition case the structure of the social-
ist economy would remind one of the divisional pattern of the
modern corporation, while the compositional structure came close to
a cluster of several enterprises, bound together by contracts or
markets. The compositional approach recalls the traditional top-down
structure of the Soviet economy while the decompositional approach
was open to a market oriented and decentralising interpretation.

Another drawback of Kantorovich’s original model lay in its hand-
ling of final demand. The structure of production had been taken as
given, determined somehow by the planners. Was there a way of
rationalising the goal setting process itself? Soviet researchers came
forward with two solutions, neither of them original but differing in
their approaches to the philosophy of planning.

One group of scholars, Nemchinov among them, proposed a norma-
tive approach to consumption planning. In their view specialists are
able to determine a scientifically based structure and level of consump-
tion. The ‘true’ needs of people, thus calculated, should be the basis of
consumption planning. This approach reflected a willingness to submit
consumer choice to centralised decision-making. The other approach,
first formulated in Soviet literature by Volkonskii, took consumer
preference as reflected in market choice as the point of departure for
planning. These scholars argued for a more individualistic approach
to planning. For them the information generated on the market
would be both the starting-point of plan formulation and the primary
criterion for judging the correctness of the planners’ decisions.

The third direction in which Kantorovich’s original model was
developed proved crucial for the uniqueness of SOFE as social
engineering. Following the spirit of the welfare economics of Jan
Tinbergen, the Dutch Nobel prize laureate in economic science, a
research team led by Aron Katsenelinboigen produced the first ver-
sion of SOFE in the mid-sixties.

SOFE: The first stage

Tinbergen'’s basic idea is powerful in all its simplicity. He argues that
economics is able to outline the optimal organisation of the economy
in a way which transcends existing institutional patterns and ineffi-
ciencies.* Furthermore, as Tinbergen argued in his famous theory of
convergence, the various economic systems of the world are in fact on
the way towards such an optimum regime.
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Katsenelinboigen’s group professed no belief in convergence, but
argued - as a spokesman of TsEMI put it - that ‘from the point of view
of mathematicians and all reasonable people, the most important
qualitative characteristic of the socialist economy, differentiating it
from the capitalist society, is the possibility of building in principle an
optimal national economy’.*

What Tinbergen had seen as common to capitalism and socialism,
the Sofeists wanted to see as a property of socialism only. Optimality,
they argued, is something inherent in socialism. Such pronounce-
ments should not merely be dismissed as make-believe confessions of
faith forced upon scholars by the Soviet ideological constraints. The
idea of socialism as a goal-directed society is fundamental to Marxism,
and there is little reason to doubt that the early Sofeists were sincere
in their professed Marxism. That was a handicap brought about by
their education.

Katsenelinboigen’s group adhered strictly to the idea of goal-direc-
ted socialism in their work of the late sixties.* They defended the idea
of a single objective function of the socialist economy in terms of
systems thinking. Socialism, they argued, happens to belong to the
class of consciously guided systems, and in their view that necessarily
implied the existence of an objective function. Furthermore, they
added, only this idea would provide the necessary degree of con-
sistency for SOFE.

In the first phase of SOFE the strategy of research was interpreted
in a very straightforward way. The design of an optimally functioning
socialist economy was to be derived from a minimal set of axioms,
non-provable basic properties of the system. These axioms varied
somewhat from one exposition of SOFE to another, but the
fundamental treatise published in 1968 under Fedorenko’s name lists
four of them:

1 The economy is a complex system. It has a large number of
elements with many linkages.

2 The economy has an inherent goal function and faces scarcity
of resources.

3 The economy is a hierarchical system.

4 The economy functions in conditions of incomplete
information.*!

The first and the fourth axioms are common to different economic
systems, while the other two are supposed to make up the difference
between capitalism and socialism. The capitalist society is torn by
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class antagonism; it can have no common goal function. Socialism, on
the other hand, is based on common ownership and therefore on a
fundamental community of interests. The common goal necessarily
exists.

Katsenelinboigen’s group joined contemporary Western systems
theoreticians in arguing that reality, ‘the world’, consists of a
hierarchy of systems, each with its sub-systems and super-systems.
Each super-system dictates the goal of its sub-system. Thus, the goal
of the economy was given by the society as a whole, while the
economy, for its part, dictated the goals of sub-systems like enter-
prises. This was clearly a conception strongly slanted towards
totalitarianism. The early Sofeists approached society as if it only
consisted of the hierarchy of state industry. Other, possibly
independent ownership forms, or civil society as a whole, were for-
gotten. Over twenty years later Mikhail Gorbachev would emphasise
that the idea of hierarchical socialist society is ‘a copy of the
authoritarian-bureaucratic system which we abandon, [it] is an
expression of the antidemocratic ideology of Stalinism’.* But for the
theorists of the sixties the existence of hierarchy was axiomatic.

Furthermore, the idea of hierarchy was interpreted to mean that
the highest echelon of the economy, the planners and the leaders of
the party/state, were the sole articulators of the needs of ‘the society
as a whole’. The lower echelons were supposed to have only their
own, partial interests, while the highest echelon had no particular
interests, only general ones. The local interests of the lower level had
a short time-horizon, while the highest echelon also saw further into
the future. The politicians and bureaucrats were thus identified as the
noble guardians of the common good. Furthermore, with very few
exceptions,* the Sofeists habitually tended to relegate the territorial
division of the country to secondary status, if it was mentioned at all.
This Moscow-centrism - not shared by Novosibirsk economists - is a
serious weakness in a multi-national half-continent like the USSR.

Sociologically such views of the socialist hierarchical society were
obviously extremely naive. Politically they were dangerously close to
the totalitarian image of society. Janos Kornai, the Hungarian econo-
mist, concentrated his 1967 criticism of the work of Katsenelinboi-
gen’s group exactly on this point.** Not surprisingly, even in the
USSR the Sofeists were sometimes accused of being super-
centralisers who wanted all social decision-making to be of the top-
down kind.

The Katsenelinboigen group was not the only theory forming
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influence in early SOFE. Viktor Volkonskii’s interpretation of the
optimising approach was derived from general equilibrium theory. It
emphasised horizontal linkages and consumer choice, not vertical
subordination. Citing the optimality properties of competitive
markets Volkonskii argued in a 1967 book that ‘the greatest achieve-
ment of world economic science is the strict proof of the ... possi-
bility of setting up a system of optimal decentralised management
founded upon commodity-money or khozraschet-relations’.**

Katsenelinboigen wanted the optimal plan to simulate the price
generation process on markets, Volkonskii called for a market-like
mechanism to generate prices. Volkonskii was not explicit as to
whether this mechanism would simply be the market or something
else — perhaps a bargaining process — but his concentration on motiva-
tion and coordination had a different flavour from that of Kat-
senelinboigen’s group.

Volkonskii was not the only opponent of overly centralised inter-
pretations of optimal planning. In 1965 A. M. Matlin had already
renounced any interpretation of optimal planning as an attempt at
creating a ‘centralised machine’ for planning and management.“ Kat-
senelinboigen and Faerman emphasised in 1967 that for them SOFE is
‘no Leviathan’, not an all-powerful state machinery.* In more detail
Katsenelinboigen’s group answered the charge of supercentralism in
a 1969 book.* The problem, they argued, was to strike the right
balance between the existence of a global objective function on the
one hand and the need for the articulation of specific interests in the
economy on the other. People do have genuinely different prefer-
ences, and, furthermore, there is uncertainty about the environment
of the economy. Take the example of horizontal and vertical linkages.
The alleged fact that pure quantity guidance - planning, as Kat-
senelinboigen put it in 1969, or the command economy, as it would be
called now - is theoretically feasible shows that a pure hierarchical
economy without prices is feasible. In actual fact, however, prices
and horizontal linkages are indispensable. Enterprises always have
their specific local resources which they have to be able to utilise. The
possibility of departing from the plan must also exist. The time, com-
puting facilities and other resources available to planners are always
limited and plans are only approximate. Even the best plans cannot
foresee random change in the economy. Therefore, Katsenelinboigen
and others concluded, the plan should be given only in aggregate and
any detailed decision-making should be based upon horizontal con-
tracts between enterprises and other economic units.
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On a closer look this argument is actually less radical than it may
first seem. Even in this formulation the hierarchical relations of plan-
ning are primary and everything else is secondary, in part only a
practical complication. In reality a purely vertical quantity guidance
had never existed and plans have always been to some degree aggre-
gative. Katsenelinboigen’s argument could well be interpreted as pro-
viding no more than the reasons why unofficial middlemen, tolkachi,
and official horizontal contracts existed even in the heyday of Stalin-
ism. As a foundation for reformism the arguments presented by Kat-
senelinboigen are therefore extremely weak. They amounted to no
more than saying that the single factory image can never be
implemented in a pure form. This is, of course, not a fundamental
criticism of the image itself.

It seems therefore appropriate to conclude that the underlying sin-
gle hierarchy approach, the single factory image of Kautsky and
Lenin, was the basic defect of Stage 1 of SOFE, as developed by
Katsenelinboigen’s group. Another problem was no less prominent.
As a Soviet economist was to put it later, the Sofeists approached
economic reform as if it were a question of designing a new piece of
machinery.* Reform was seen as a question of social engineering, of
setting the goals and noting the constraints and of optimising the
economy accordingly. Existing reality was indeed sometimes criti-
cised for not adhering to rational mathematical models.

There was, however, no analysis of why reality existed as it did. In
fact, there was no explicit analysis of reality at all. Nor was there any
analysis as to why a desirable change might actually be possible. The
reformability of Soviet socialism was taken for granted. Furthermore,
there was no theoretical analysis of the process of transition from one
model of the economy to another. There was no theory of economic
policy and no discussion of the proper sequencing of reform
measures. Nor could there have been. Most of the problems of econ-
omic and social policy that have been seen as crucial in East European
reform experience do not, after all, even arise in the optimal planning
framework. That framework really has no place for money as a liquid
asset, credit, foreign trade or the conversion of military production.
Questions of competition, ownership, the legal framework and
entrepreneurship are all absent. This was the technocratic and
romantic phase of Soviet economic reformism. The bitter disappoint-
ments of the late sixties and the seventies were still ahead, and the
capacity to devise mathematical algorithms for optimal planning
seemed to be the crucial constraint in reforming the economy.
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The total disappearance of history, social and political relations in
SOFE, Stage 1, is astonishing, especially as it comes from self-pro-
fessed Marxists. No wonder that not all economists with reformist
inclinations shared the narrow abstractness of early SOFE. As early as
the early sixties Abel Aganbegyan concluded that Kantorovich’'s
model was too narrowly techno-economic, neglected all dynamic and
investment problems, and was therefore not an appropriate tool for
analysing socialist reproduction.®® By the late sixties V.V.
Novozhilov, one of the cofounders of the optimal planning paradigm,
who died in 1970, was emphasising the need for a historical approach
and arguing for a transition from what he called ‘techno-economic
quantitative optimising’ to a ‘qualitative” reform of production rela-
tions.” Still, SOFE, Stage 1, was the only more or less consistent
Soviet reform theory of the sixties.

There is probably no single explanation of why Katsenelinboigen’s
abstract approach came to dominate in early SOFE. Partly it must
have been because it was there: an immensely ambitious framework,
but sufficiently simple in its basic ideas to be able to offer concrete
reform proposals. In addition, many of the proposals were closely in
tune with what practical Soviet managers were arguing for on the
basis of their everyday experience. The sheer scale of Katsenelinboi-
gen’s construct must have impressed those who wanted something
totally different but still clearly socialist to take the place of the politi-
cal economy of socialism. And, finally, both the foes and proponents
of SOFE were conscious of its close similarities with the method-
ology and ethos of the Bogdanov-Bukharin theories of rational
organisation. SOFE was embedded in a historical alternative to
Stalinism.

The party-state encouraged studies in optimal planning because of
the practical results they promised. Such encouragement is visible in
the state prizes given to Kantorovich, Nemchinov (posthumously)
and Novozhilov in 1965 as well as in a Central Committee decree of
1967 which named optimal planning methods as an important field of
study. But the Sofeists wanted to go further, they wanted to topple
the political economy of socialism, an established branch of Marxism-
Leninism. In a justly famous 1966 discussion on optimal planning
Nikolai Fedorenko distinguished between two kinds of political
economy.*? The existing one is ‘descriptive’, a commentary on goals,
institutions and policies, while the future one should be ‘construc-
tive’, a guide to forming goals, institutions and policies. In discus-
sion, some Sofeists went even further. Albert Vainshtein, one of the
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few economists of the twenties who had survived through long years
in camps, commented by saying that description is, after all, a useful
activity, but part of political economy had been plainly destructive.

The main fault of political economy was‘seen in the fact that it had
no way of distinguishing between false and true ‘economic laws’.
The claimed superiority of the SOFE methodology was in its ability to
derive laws from as general a description of the economy as possible.
At the same time some laws of political economy could be shown to
be illusory. The one arguing that the production of means of produc-
tion should always grow faster than consumption goods was often
presented as an example of that.

Even here, however, the Sofeists’ opinions varied. Fedorenko’s
characterisation of SOFE as the new socio-economic theory of social-
ism varied in content. Sometimes SOFE was supposed to be the new
political economy of socialism, sometimes just its core. Attitudes
towards traditional doctrines like the labour theory of value as a price
theory also varied. From an opportunistic point of view, that had its
political advantages. The uncertainties of SOFE allowed the deriva-
tion of different sets of reform proposals, varying in their degree of
radicalism, and thus suitable in the context of changing political
environments. What SOFE lost in consistency, it seemed to gain in
longevity.

Compared with abstract theorising on allocation mechanisms,
empirical research continued to be relatively neglected. Several fac-
tors contributed to this. The meagre availability of information, the
sad state of the Soviet computer industry and the character of univer-
sity education in economics were among them. There were only two
main exceptions to this picture. The first is input—output studies into
the structure of the economy, pursued among others by Stanislav
Shatalin, a fierce critic of political economy and a radical reformer
who in 1990 became a member of Gorbachev’s Presidential Council.*
Second are closely related studies into growth, efficiency and techni-
cal progress.> Both fields had reformist implications. Input-output
studies not only helped in drafting more consistent plans, but also by
their very approach shifted attention from the goal of maximal forced
growth to that of balanced development.

The growth studies both helped to explain the causes of past econ-
omic slowdown and forecast further slipping of growth rates. In the

- early seventies such forecasts were angrily rejected by the planners.
This naturally did not prevent the slowdown from continuing.
Another point is also worth noting. Already in 1967 A. I. Anchishkin
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and Yu. V. Yaremenko argued that the success of economic reform
should not be judged by growth rates.® Any successful reform will
bring about structural change which leads both to a better satisfaction
of needs and a temporary slowing down of measured economic
growth. The success of reform should therefore be judged upon the
possibilities of economic choice it helps to bring about, Anchishkin
and Yaremenko concluded. Obviously, if Soviet leaders had listened
to such opinions in 1985, they would not have embarked upon both
perestroika (restructuring) and uskorenie (growth acceleration). The
path of perestroika would have been much easier.

The picture painted in this chapter of the Soviet reform economics
of the sixties is a bleak one. Of the necessary ingredients for a poten-
tially successful reform programme — a description of the present, a
sketch of the desired future and a strategy of transition - they only
seem to have had the second. Even this was seriously flawed. Chap-
ter 3 describes in more detail the reform programme that was derived
from the theoretical framework just explained and puts it in the con-
text of Soviet reform discussions in the sixties as a whole.



3  The reformist programme

What is an economic reform?

The post-Stalin Soviet leadership was never totally satisfied with the
performance of the economic system. Declining growth rates,
pervasive imbalances and inefficiencies, an inability to innovate and
to serve consumer needs — all these systemic defects have served as a
continuous pressure for change. During the last thirty-five years
political response to such pressure has varied. There have been times
when the leadership has believed in the sufficiency of fine-tuning by
economic policy measures: resources have been reallocated from one
branch or region to another, prices have been adjusted and wage
scales redrafted. The results of such policy measures have been
modest, and the policy leadership has therefore repeatedly groped
for more far-reaching change in the economic system.

Changes in the economic system proper, as distinct from policy
measures, can be called economic reforms.! The reforms that the
Soviet Union has gone through so far have been partial. They have
affected only some or perhaps just one of the fundamental institu-
tions of the economic system. In the seventies such reform activity
came to be seen as a continuous process of ‘perfecting’ (sovershenst-
vovanie) the economic system. Such reforms have not reached the
goals set for them, either because they have been badly designed and
executed or because an economic system ~ somewhat like a living
organism — has a tendency to reject alien parts and thus render all
partial reforms necessarily inefficient. If the latter is the case only a
comprehensive economic reform — one encompassing the whole
economic system - has any chance of succeeding. This is, of course,
the conclusion behind Gorbachev’s perestroika reforms. Those reforms
go even further by emphasising that the interconnections between
economy, culture and polity make decisive progress in any one of
them highly improbable without supportive change in the others.
This, present-day Soviet analysts maintain, is the fundamental lesson

49
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to be learned from the abortive reforms in the Soviet Union and other
centrally planned economies.

The conclusion is in many respects plausible, and it might be used
as a measuring-rod for assessing earlier reform aspirations. Here,
however, we adopt a different approach. To avoid forcing the search
by Soviet economists for an appropriate reform strategy into a pre-
determined scheme, we first let the Soviet economists talk for them-
selves. Only in chapter 6 is a stylised framework offered into which
we can locate the phases of Soviet reform debates. By doing this we
finally arrive at a position where we can assess the dynamics of Soviet
economic reform.

It took Soviet economists decades to understand the limited poten-
tial of any partial reform. In the immediate post-Stalin years dis-
satisfaction with the economic system focussed upon the
inefficiencies and irrationalities of the way in which enterprises
operated. Five aspects of the problem, in particular, were singled out
for critical scrutiny.? The first one concerned so-called success indi-
cators, the criteria upon which enterprise performance was assessed.

The traditional success indicator was gross output or val (valovaya
produktsiya). While enterprises were also often given other perform-
ance indicators like production costs or labour productivity, it was val
that made or destroyed managers’ careers. Any neglect of quality,
costs or schedules could be expected to be forgiven, if the overall
target of gross production was reached or better still surpassed. Gross
output has the advantage of being easy to measure and monitor.
Within the traditional Soviet national income accounting system, it is
also consistent with growth maximisation. But, on the other hand,
the defects of val are enormous. By including labour, materials and
intermediate inputs its use as a performance indicator encourages
waste and inefficiency. By emphasising current production, maximis-
ing gross output discriminates against technological progress with its
inherent uncertainties and discontinuities. The quality of goods pro-
duced, or consumer satisfaction in general, is totally neglected or
even consciously sacrificed.® To counter such tendencies the planners
often took the seemingly easiest route of adding new success indi-
cators. A peculiar success indicator cycle arose. In a reform their
number would be cut to increase enterprise autonomy. Soon,
however, their number would start to increase, until the time of the
next reform arrived. As the indicators used were all too often con-
tradictory, the reign of val continued - as indeed it has in many ways
continued until now. The economists’ search for a ‘philosopher’s
stone’, a single success indicator with all the possible advantages and
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no drawbacks, continued until well into the late eighties, until it was
generally realised that the primary problem lies not in the indicator to
be used, but in the basic idea of having such hierarchical superiors as
branch ministries to assess enterprise performance.

The second problem, related to the first, is the low and declining
efficiency of investment. The Soviet growth spurt in the thirties was
spurred on by a doubling of the share of investment in national
income. The lion’s share of investment went into raw materials
extraction and heavy industry. By the late fifties this motor of Soviet
growth was producing diminishing returns. This worrisome trend
had many causes. Increasing extraction costs and low technical prog-
ress were among them, but so were also a general tendency to over-
invest and the lack of any rational investment criteria. Such problems
were much discussed by the economists.

The third problem, also closely connected with the first, was that of
incentives. Even if a proper way of measuring enterprise performance
had been found, the crucial question of motivation would have
remained. How does one ensure that enterprises operate so as really
to maximise the success indicator? It had been realised in the early
thirties that mere commands, exhortation or the career prospects of
enterprise managers were not enough, and the answer had been
proposed in the form of material incentives.* In its crudest form the
use of material incentives just implied piece-work for workers and
premia for overfulfilment for managers. With a growing understand-
ing of the defects of val this no longer seemed the universal solution.
Whatever the performance indicators selected, however, the
principle of material incentives dictated that the incomes and general
material well-being of the enterprise and its employees had to be
connected in a transparent and effective way with the success indi-
cator(s). There was a lively discussion on these issues in the late
fifties.

Fourthly, there was the problem of prices. Though the importance
of rational prices for monitoring, measuring and motivation of enter-
prise operation had been well understood by economists as early as
the thirties, price policy had been (as seen in chapter 1) an area
. explicitly closed to scholarly discussion. Such a situation could not
last, given that Soviet prices were in many cases completely irra-
tional, failing to reflect either production costs or utilities. In
principle, they had been formed on the basis of branch-average pro-
duction costs, adding a profit mark-up. In practice, production costs
were only very incompletely taken into account, profit mark-ups
varied wildly, and the habit of freezing prices for long periods — while
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in some ways convenient for planning - meant that any relationship
that prices might have had with supply and demand conditions was
more or less accidental.

Finally, there was the position of the ministries. Enterprises had,
due to their large numbers, never been directly subordinated to the
planning agencies. Industrial branch ministries were used as an inter-
mediary echelon of the economic hierarchy, and in fact they had
become the most powerful economic institutions. They — sometimes
with further intermediaries - managed the enterprises and defended
their own interests against the planners. In attempting to guard
themselves against supply interruptions and other uncertainties
created by the economic system the ministries had attempted to
achieve autarky by themselves producing as many production inputs
as possible. This neglect of specialisation through faulty coordination
had led to unduly high production costs, irrational haulage of goods
and regional imbalances. )

Such criticisms of the economy were widely shared. Reform pro-
posals have always been much more varied. There are many reasons
for this. First of all, as seen above, economists simply have not had a
well-developed theory of the economy. Political economy could only
offer slogans of extremely dubious value. Mathematical economists
have had the optimising logic as a unifying framework, but they have
been a small minority whose theories have often met with incompre-
hension or outright hostility. Furthermore, optimal planning theory
was founded on extreme simplifications. There was good reason to
doubt the applicability of its conclusions.

In addition, most Soviet economists have not been accustomed to
thinking in terms of well-defined models. Their education has
emphasised verbal reasoning with little stress on consistency and
even less explicit linkage with reality. Most relevant economic infor-
mation either did not exist or was of extremely poor quality. There
has been no tradition of statistical or econometric inference. On the
contrary, such exercises were strongly discouraged during the Stalin-
ist decades.

Finally, ideological taboos and doctrinal constraints were
numerous. Nobody could, until the late eighties, openly argue for the
creation of markets for factors of production, allowing private
entrepreneurship or - to present the other side of the coin — argue for
abolishing the supreme economic power of the ruling party. Any
proposals for reform had to be capable of presenting as further
developments of socialism. This tradition still leads to the somewhat
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ridiculous situation whereby prominent Soviet scholars present
Sweden, Austria or even Switzerland as the most socialist countries
in the world.

Perhaps the best way of characterising Soviet economics as a whole
is to call it “abstract quasi-empiricism’. Abstract, because the discus-
sion of alleged socialist economic laws has always been an important
part of it. Quasi-empiricist, because such laws have been charac-
terised with the help of scattered examples and statistical figures
generally without any discussion of their representativeness. Dif-
ferent parts of the economic discourse have emphasised one or
another facet of the discussion. Political economy has been scholastic
while applied economic disciplines have been quasi-empirical or
apparently pragmatist, as the term was used in chapter 1.

Khrushchev’s reform

Political considerations had a key influence on the kind of economic
reform that Khrushchev embarked upon in 1957. He decided to tackle
the ‘departmentalism’ of the ministries and other central economic
organs, where much of the political opposition to his policies resided.
Khrushchev’s reform consolidated the position of his own power
base, regional party and government organisations, by subordinating
most economic activity to newly created regional economic councils,
sovnarkhozy.

Though the problem of departmentalism was real, Khrushchev’s
reform was economically ill-advised. Creating sovnarkhozy left most of
the Soviet Union’s economic problems unaddressed, and where it
tried to act it probably created more confusion than it solved prob-
lems. To put it simply, in addition to creating administrative
uncertainty, sovnarkhozy substituted localism for departmentalism.
Branch autarky gave way to attempts at regional self-sufficiency.
Coordination within branches suffered.

It was not surprising, then, that the reform failed to prevent growth
rates for national income and labour productivity from dropping
quite dramatically by the mid-sixties. Furthermore, it antagonised the
powerful central economic bureaucracies. Not unexpectedly, one of
the first measures of Khrushchev’s successors after 1964 was to
recentralise economic management by reinstituting the subordin-
ation of enterprises to Moscow-based branch ministries. This was
probably economically reasonable, but it also contained an important
political message to the central economic institutions. The Brezhnev
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leadership gave them back the concrete power over resource alloca-
tion that Khrushchev had tried to take away. At the same time the
new regime promised the administrators the degree of job security
that later contributed to making the Brezhnev period the only
genuinely conservative one in Soviet history.

The failure of the sovnarkhozy contributed to a serious weakness in
Soviet economic research, especially in Moscow-based research.
Though the necessity of complementing management by branches or
economic complexes with regional management was admitted,
sometimes even emphasised, the possibility of primarily regional
administration seemed for a long time to be a lost cause. Only the
pressure of regional political movements in the late eighties changed
the situation, and economists accustomed to thinking in terms of
Moscow-centred hierarchies were badly prepared for the new
situation.

The Liberman controversy

The later conservatism of the Brezhnev period was not yet evident
during the first years of the new leadership. In fact the regime
seemed to court reform. It declared that the time of Khrushchevian
‘voluntarism’ was over and promised a new scientific approach to
planning and managing society. Policy inputs by scholars were
encouraged. And, of course, the fact that Khrushchev’s sovnarkhoz-
reform had failed to address most of the problems identified earlier
had not gone unnoticed by economists. Khrushchev had indirectly
contributed to the increasing dissatisfaction with the existing econ-
omic model by having the party adopt a new programme. It set
extremely ambitious economic goals, crowned by the call for the
attainment of material abundance - ‘communism’ — by the eighties.
Even the economist who wrote this part of the programme under-
stood a few years later that the goal was utopian.’ Not only had the
goal been founded on misleading statistics, but the existing economic
system was unable to reach the implied levels of productivity. In fact,
as early as 1962 the economic situation had deteriorated sufficiently
for a public discussion of economic reform to be allowed again.® This
controversy was heralded by the publication in Pravda on 9 Septem-
ber 1962, of a call for a new enterprise incentive system by Evsei
Liberman, an economics professor from Kharkov.” .

Liberman’s article was at the time widely celebrated. In retrospect
its limitations are plain. Liberman did not aim at changing the econ-
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omic system fundamentally; he was primarily concerned with the
need to rationalise the plan implementation process so that enter-
prises would seek to use their full productive capacities, improve the
quality of goods produced and restrain their demand for additional
inputs. Enterprises would under Liberman’s scheme still receive
mandatory plans from above as before, they would just have more
autonomy in implementing them. At the same time central manage-
ment, now freed from ‘petty tutelage’ over enterprises, would have
more time for its main task, strategic planning. Liberman, like many
reformers after him, seemed to be under the illusion that planners
really would like to exchange their concrete power over resource
allocation for the job of outlining long-term development plans.
Publicly at least, the Soviet economists of the sixties never addressed
the possibility that the planners might like the old system just
because of the power it gave them. Perhaps the economists really
believed in the assumed selflessness of the planners.

Liberman’s main originality lay in proposing that in place of a
multiplicity of performance criteria there would be only a single one,
profitability defined as the ratio of profits to working capital. Its
planned and actual level would determine the enterprise incentive
fund and thus directly influence managerial and worker incomes.
There would, however, be a side condition. No bonuses were to be
paid if the plan regarding output levels, product mix and delivery
schedules went unfulfilled.® These would be the plan targets received
by the enterprise from above. In other respects it was to work out its
plan by itself.

The idea of profitability as a socialist decision-making criterion
attracted at the time much Western curiosity. In numerous comments
it was seen as an example of convergence of economic systems. One
should, however, note the limited nature of the role of profits in
Liberman’s scheme. In particular, profitability was not proposed as
the criterion for resource allocation. Profits were to act as an incentive
for implementing a plan determined by planners using unspecified
criteria of their own. It is furthermore extremely doubtful whether
profitability might have had even the limited role Liberman was
advocating. Existing prices would have given enterprises totally mis-
leading signals, guiding them in directions often in conflict with the
motto Liberman gave to his proposals: ‘What is advantageous for
society must be profitable for each enterprise.” Liberman admitted
the need for a price reform, but was extremely vague about it.
Price fixing, however, would remain the prerogative of the central
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planners. Liberman’s proposals were definitely not about market
socialism.

The vagueness of Liberman’s programme has often been pointed
out. In some cases the contradictions in his proposals reflect deep
problems of Soviet reality rather than just muddled thinking. The
issue of price reform is a case in point. On the one hand, Liberman
believed in this effectiveness of prices as a demand constraining
device. To take an important example, fixed capital had in the Soviet
Union been allocated to the enterprises free of any charge. This was
widely believed to have encouraged its inefficient use. Liberman
strongly advocated the establishment of rental charges for fixed capi-
tal as an incentive to economising. But, on the other hand, Liberman
doubted the centrality of the whole pricing issue, arguing that the
buyer ‘has no difficulty including any price in his investment estimate
or in his planned costs, no matter how high it may be raised by the
supplier’.’

This was an important argument. It amounted to pointing out what
the Hungarian economist Janos Kornai was much later to call the soft
budget constraint.'® According to this approach the chronic deficits of
materials, intermediate goods and investments in the centrally plan-
ned economy are not due to their low prices. Such deficits rather have
their roots in the fact that the state has a paternalistic attitude towards
‘its” enterprises. On the one hand, it subordinates them to the plan-
ners’ discretion, on the other, it covers almost any expenditure and
losses incurred by the enterprises. Finance, under such conditions, is
not a binding constraint for enterprises, whereas the physical avail-
ability of resources is. And, indeed, as Liberman said, if enterprise
budget constraints are soft, enterprises really can include any prices
in their costs, the resultant losses are covered by banks or the state
budget, and, as Liberman argued, ‘prices are not very important to
the economy’. Liberman’s argument was wholly in the spirit of
Kornai’s theory.

In Liberman’s case, however, this was an incidental insight which
did not inform the rest of his reform proposals. He did not argue for a
hardening of the budget constraints by introducing real capital
markets, competition, the possibility of bankruptcy or the disman-
tling of the hierarchy of state ownership. Instead, he inconsistently
noted one important implication of soft budget constraints while con-
tinuing to advocate reform measures which actually assume the sen-
sitivity of enterprises to prices, that is, which assume the existence of
hard budget constraints. Such inconsistency is naturally just what
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one would expect from the abstract quasi-empiricism characterised
above. But there was also a political constraint involved. In the sixties
proposals for allowing bankruptcies or emphasising the necessity of
competition were extremely rare. By the early seventies they would
be condemned as serious political mistakes.

The limitations of Liberman’s proposals were not peculiar to him
but were widely shared at the time. Nobody advocated a change in
the fundamental status of state ownership or central planning. Enter-
prises were still to remain a subordinate link in the hierarchy of
economic management, subject to commands from above. Political,
not economic criteria, would still prevail in plan formulation. Prices
were still to be centrally set, and state ownership would remain over-
whelmingly predominant.

The publication of Liberman’s article opened a wide-ranging and
relatively well-known debate on economic reform both in the USSR
and in the centrally managed states of Eastern Europe. Here we
concentrate on the Soviet discussion. Most of its participants had no
doubt about the necessity of change in at least some of the character-
istics of the economic system. Mere policy changes would not suffice.
Some debaters, it is true, warned against any change, arguing that
even a partially decentralising reform of the kind advocated by Liber-
man would in fact weaken centralised control over the economy,
bring about worsening disequilibria, undesirable structural change
and the danger of inflation and unemployment. The status quo, even
if not perfect, they were saying, was decidedly better than a future
with such dangers.

Such conservative feelings represented, however, a minority of
published opinion. But while the diagnosis on the defects of the
traditional economic system was widely shared, reform proposals
varied. There was a minority opinion which saw the application of
modern computing technologies and related mathematical methods
as an opportunity for increasing the degree of centralised decision-
making in the economy. Most participants in the public debate,
however, shared the goals of increasing enterprise autonomy in plan
execution and of rationalising the management of the state hierarchy
of industry in general. Within this general framework opinions dif-
fered concerning technical questions such as the performance indi-
cators and formulas of centralised price setting to be adopted. The
proposals were often partial, contradictory and vague.!
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The Kantorovich-Novozhilov framework

The early Soviet reform proposals best founded on an explicit econ-
omic framework were those of the optimal planners. Though the
approaches of Kantorovich, Novozhilov and Nemchinov had much in
common, it is useful to distinguish between the Kantorovich-
Novozhilov approach on one hand and the proposals of Nemchinov
on the other.

The backgrounds of Kantorovich and Novozhilov had little in com-
mon. The former was a mathematics professor who came to econ-
omics via practical engineering economics. While Kantorovich was
probably ignorant of Western economics, Novozhilov had a solid pre-
revolutionary economic education. This did not prevent him from
professing orthodox Marxism in his writings. Still, both the
mathematician and the economist shared the common efficiency
approach to planning. As early as the forties Novozhilov was the first
economist to use Kantorovich’s method of linear programming for
outlining methods of rationalising planning. In particular, he
emphasised the centrality of the interest rate on capital and scarcity
rents of physical resources in optimal allocation. This amounted to
restating what Barone had written about the need for prices almost
four decades earlier. Novozhilov also ‘reinvented’ opportunity cost,
the central concept in any choice under scarcity which had been
totally neglected in Soviet Marxism. Together with a strong emphasis
on the necessity of market feedback for rational planning, that was
perhaps the most lasting message of Novozhilov to his Soviet
colleagues.

Kantorovich always remained fascinated with the more technical
issues of optimal planning. His mode of thinking was more that of a
planning technocrat than a reformist. Novozhilov’s approach, on the
other hand, was more an economic interpretation of optimal pro-
gramming than a coherent theory in a strict sense. In particular, he
went to great lengths to show that shadow prices could well be
interpreted in a way that was consistent with the Marxian theory of
value. But these were theoretical controversies with only indirect
implications for economic reform. Of more immediate interest is the
fact that the optimal planning paradigm could be and was interpreted
in diametrically opposite ways. The first interpretation was to under-
stand mathematical planning techniques and shadow prices as
modern means of achieving centralism. Originally, both Novozhilov
and Kantorovich seemed to incline towards this position.
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Novozhilov, in particular, distinguished between two kinds of
centralism. The first one is direct centralism, where an attempt is
made to implement the goals set by the centre using administrative
commands. This is the traditional method of central planning. The
other one, much preferred by Novozhilov, is indirect centralism,
where the optimal plan is implemented by using shadow prices
derived from the plan. Kantorovich had shown how in an optimal
plan any scarce resource or good receives a valuation or shadow price
which shows its marginal contribution to attaining the given objective
function. Furthermore, profit-maximising enterprises, when faced
with these prices, will automatically, without any commands from
the centre, select such production plans as together maximise the
objective function. Shadow prices thus induce them to fulfil a plan
which is optimal relative to the centre’s preferences.

In fact, Novozhilov argued, such use of commodity-money rela-
tions — to use the standard Soviet expression — will lead to increased
centralism in the sense that enterprises will reach the centre’s goals
better this way than under traditional command.'? Price guidance,
Novozhilov argued (but did not prove), is in this sense a more effec-
tive form of centralism than guidance by obligatory plan targets.

Until the early sixties Novozhilov seems to have believed that with
modern computers and advanced mathematical methods the centre
would be able to derive optimal prices for all resources and thus guide
all economic activities in an indirect way.” It soon came to be
realised, however, that no optimal plan could possibly determine the
production, distribution and use of all the millions of goods in the
economy. Even the biggest computers were unable to handle the
necessary amounts of information, which in any case were not avail-
able. Therefore, only the main outlines of production and the most
important, possibly aggregated, prices could be derived from a
centralised plan. This fact would contribute to decentralisation. The
range of options open to the enterprises was to increase in two
respects. First of all, enterprises were to be left free to adjust their
behaviour to prices given to them by the planners. They were not to
be told exactly what to do; they were to find out for themselves what
the planners wanted them to do. This would, Novozhilov and others
argued, create new possibilities for creativity and initiative and thus
necessarily enhance efficiency. On the other hand, enterprise
independence was to increase because managers were only to receive
plans from above in an aggregated form. All the details were to be
worked out by the enterprises themselves.
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On one hand, therefore, the goals set by the centre would in the
reformed economy be reached better than was ever possible by tradi-
tional command methods. The planners, as we have emphasised
above, liked the traditional system because it seemed to give them
total control over economic processes. In reality this was an illusion.
Economic processes deviated greatly from any plan: in attempting to
plan everything, traditional centralism loses control of the economy.
Rationalising planning in the direction of indirect centralisation
would diminish the deviations between plans and reality,
Novozhilov and others argued. In this sense reforms were to further
centralism. On the other hand, enterprises were to have increased
independence in fulfilling and carrying out the goals set in plans. In
this sense the reform was to enhance decentralisation. Altogether, it
was claimed, the economic reform would be at the same time both
centralising and decentralising.

Kantorovich emphasised that though his method was formally
reminiscent of capitalist market competition, in reality ‘one differs
radically from the other’. There would be no markets in his scheme,
just the use of shadow prices derived by computers to simulate
markets.” Computers were even claimed to have advantages over
markets. They would process information faster and avoid the fluc-
tuations typical of markets searching for equilibrium.

Such claims are bold but unfounded. At least four counter-argu-
ments seem warranted. First of all, there is the problem of initial
information for calculations. As already mentioned, enterprises have
good reasons for exaggerating their resource needs and understating
output capacities. Furthermore, not all relevant information can be
formalised into data for transmission. Second, especially given the
state of Soviet computers and communications as well as the inevit-
able abstractions made in plan models, there are limits to the amount
of information that can be processed. Third, the models used in
calculations do not only make unavoidable abstractions. They also
reflect the modellers’ knowledge and blind spots. Not all the ensuing
limitations are technical. In the Soviet case, in particular, the models
proposed only tried to depict the officially sanctioned routines of
planning and management, not the multitude of unofficial and
outright illegal actions that enterprises daily engage in. Fourth and
most importantly, the computer solution only discusses the use of
existing information. There is no reason why the system proposed
would create optimal conditions for the creation of new information.

All in all, the computer solution was misleading because it was
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limited to simulating the calculating properties of markets. In fact
markets are not only a way of simulating a huge computer, they are
primarily an institutional framework for human action. Computers
do not provide such a framework. It can also be argued - though the
issue is controversial — that neither do they usually bring a new
institutional setup with them, though this is what many computer
enthusiasts and reformers wanted. They have, in the Soviet Union
and elsewhere, usually been grafted onto existing institutions and
routines. Change in institutions and behaviour may follow as people
perceive their new possibilities, but that does not necessarily happen.
The opposite was the case with the hugely ambitious computerisation
programme for the Soviet economy in the seventies.”® In the end
computers were being used as big, expensive and not always very
convenient calculating machines. Not only did the existing economic
model make rational use of computers impossible; the machines
themselves were used to lengthen the life of that model. In this sense
the computerisation programme finally proved not so much futile as
detrimental. ¢

Some of the objections to Kantorovich’s evident inclination for all-
encompassing optimal planning were already voiced by Novozhilov.
He argued against an excessive concentration upon the formal
aspects of optimal planning. The main lesson of the planning models,
Novozhilov claimed, is the insight they give to the development of
the institutions and routines of the planned economy. His own
emphasis was on the need for market feedback.!” For more detailed
reform proposals Novozhilov usually referred to the last writings of
academician Vasili Nemchinov.

Novozhilov died in 1970. His attitude to economic reform was
probably best summarized by Nikolai Petrakov in a 1966 pamphlet.
Petrakov’s two points catch well the spirit of indirect centralisation (or
economic management methods, the term which soon became
popular). First of all, ‘behind any methods of economic management
stands the state, which by its administrative action articulates the
economic demands of the society as a whole. Without this, economic
management would dissolve into anarchy. The whole question lies in
what is being “administered”, in which form state (societal) tasks are
given to enterprises.” Etatism is thus absolute; economic reform is a
question of its forms. And second:

The essence of economic methods of guidance comes down to setting enter-

prises in such conditions that they, guided by concrete economic interests,
[and] economic criteria, would at the same time act according to the interests
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of the whole national economy. . . . The basic task of the centralised planning
apparatus will be in giving enterprises economic parameters such as capital
charge, interest rate, contract violation fines, prices and so on. Guided by
these parameters, enterprises will take independent economic decisions. This
path means a higher level of efficiency of planned socialist production,
because it brings about a maximal enlargening of the economic independence
of enterprises as well as of the initiative of all toilers in uncovering the
internal reserves for developing production.'®

This was the indirect centralisation philosophy of reform. For radical
proposals on a more practical level we have to look at the last writings
of academician Vasili Nemchinov.

Nemchinov’s Khozraschet economy

If Liberman’s proposals were well within the framework of partial
reform, academician Vasili Nemchinov came closest among Soviet
economists of the sixties to outlining a programme of comprehensive
radical reform. This was done in a series of articles from 1962 until his
death in 1964. His last article, published in Kommunist, the Party
journal, in 1964, is of special interest: almost twenty-five years later
Secretary General Gorbachev in a crucial speech on economic reform
singled it out as the theoretical inspiration for the economic reforms
of perestroika.’ And indeed, not only is Nemchinov’s article the most
notable Soviet reform contribution of the sixties, but it also outlines
an approach which is easily recognisable in Gorbachev’s reform
efforts as outlined in 1987.

We should perhaps start by noting what Nemchinov did not pro-
pose. His reform blueprint should be seen in the context of the
Khrushchevian ideological framework of the early sixties. The 1961
Party Programme decreed that transition from socialism to commu-
nism was imminent. Among other things that was interpreted to
mean an ongoing homogenisation of ownership forms, a process
whereby state ownership was to be made not only predominant but
also universal. Publicly at least, Nemchinov subscribed to these politi-
cal trends. Though his original expertise was in agricultural econ-
omics, even he, the most radical of Soviet reform economists, wrote
as if the whole national economy consisted of and should consist of a
single hierarchy of state ownership. In this respect the perestroika
reforms, with their attempts at breaking the state monopoly of
ownership, are on a different level of radicalism from anything Nem-
chinov or other Soviet economists of the sixties proposed.

Further, Nemchinov - like other reformers - regarded reforms as a
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way of strengthening, not diminishing the role of planning in the
economy. On the road to communism, he argued, planning comes to
encompass more and more aspects and parts of society. Old methods
of planning are no longer able to cope with the increasingly demand-
ing task.”® Developing modern mathematical and computing
methods of centralised planning, therefore, in no way contradicts the
necessity of changing the interrelations between planners and the
enterprises. They are two different but interrelated tasks. The econo-
mists, Nemchinov argued, can offer their services as social engineers
for both purposes. Both cases were instances of a more general task,

" that of putting planning and management on a modern scientific
basis.

Nemchinov’s attitude to markets was the other side of this coin.
‘Free markets and market competition contradict’, he wrote, ‘the
planned and balanced development of society.’” Real planning had
to be mandatory for the producers. This did not imply that it had to
suppress all monetary categories in the economy. On the contrary,
parameters like planned prices or profit-sharing rules should be seen
as another effective tool of central planning. Without such tools and
scientific methods planning may well lead to losses as large as those
occasioned by the ‘anarchy’ of markets, Nemchinov emphasised. An
efficient economy had to find ways of avoiding both the anarchy of
planning and that of markets: this was Nemchinov’s central message.

And finally, Nemchinov, while concentrating upon the relation-
ship between planners and enterprises, neither dwelt upon the inter-
nal structure of enterprises nor the structure and status of
hierarchically higher institutions. Questions of self-management or of
the political structure of the society were thus outside his focus. It has
often been emphasised that this was also a crucial weakness of the
Kosygin reforms of 1965. They tried to change the functioning of
enterprises while leaving the ministerial and planning bureaucracies
with their previous tasks, responsibilities and, inevitably, also
powers.

Novozhilov was one of the first economists to understand the prob-
lem, to connect perestroika and demokratizatsiya — to use the later
terminology. He emphasised, as seen above, that economic progress
depended upon the ‘creativity of the popular masses’. Its activisation,
Novozhilov argued, presupposed the democratisation of manage-
ment and the transformation of ‘organs of planning and accounting
into organs of self-rule’.? Exactly why this was so and how such a
transformation might take place, even Novozhilov did not go into.
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Neither could he have, given the limitations set by Soviet censorship.
This probably also goes a long way towards explaining why the
regional dimension of society was so little discussed in the sixties.

Thus Nemchinov did not propose a reform of the ownership struc-
ture, a transition to a market economy or a democratisation of society.
What did he propose? He outlined quite thoroughgoing changes in
the whole system of economic management of the economy. The
basic proposals are parts of what he called a khozraschetnaya sistema
planirovaniya, literally, a ‘cost-accounting system of planning’.
Khozraschet or cost-accounting, as it is usually translated, is one of the
numerous Sovietese terms which are essentially untranslatable and
have an extremely poorly defined content. At a minimum it means,
quite literally, an accounting of costs and revenues. Often, when
speaking of ‘full khozraschet’, the emphasis is on accounting of all
relevant costs, sometimes including those like externalities not usu-
ally included in book-keeping. Furthermore, khozraschet usually also
implies an attempt to cover costs with revenues, often even running a
surplus or maximising profits. Finally, sometimes khozraschet implies
that any units on it should have some real independence in pursuing
their goals — whatever they may be. Such a term of many meanings is
even more inscrutable when applied to regions instead of enterprises.
No wonder, then, that arguments about proper khozraschet — not
about that which exists but about that which should exist — are often
among the murkiest in Soviet economics.

In Nemchinov’s case the proper translation for khozraschetnaya
sistema planirovaniya might be ‘central planning with limited
independence for enterprises’, because that is what Nemchinov’s
system was all about. Such independence was to be of four kinds.
First of all, Nemchinov, like Liberman, wanted the number of obliga-
tory plan-indicators given to enterprises to be drastically diminished.
Within the limits set by such indicators enterprises would be free to
organise their activities as best they could. The enterprises’ efficient
operation was to be furthered by means of various normatives -
another Soviet term for the parameters of indirect centralisation -
fixed for a period of ten to fifteen years.

The stability of normatives is a crucial part of Nemchinov’s pro-
posals. Actually, for Nemchinov’s goals to be realised, normatives
have to be both fixed for a long period and uniform for the whole
economy, a particular branch or at least a group of enterprises. Stable
and uniform normatives would mean that regional authorities,
ministries and planners had less scope for meddling in the enter-
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prise’s affairs. In particular, if the enterprise knew - to take a typical
normative as an example - its rule for sharing profits with the state
budget for a long period, the maximisation of its profits would not be
inhibited by a fear of confiscatory taxation once any profits were
shown. On the other hand, if normatives have been tailored
separately for each enterprise and can be changed at will, manage-
ment by normatives collapses totally into traditional commandeering.
In the example just given, no enterprise would be interested in profit
maximisation as any profits shown could be immediately confiscated.
There would be neither economising nor increased autonomy.

The idea of stable normatives is an important example of
Nemchinov’s emphasis on the necessity of a legal regulation of hier-
archical relations. Traditionally, any decisions by a hierarchical
superior had been binding on the subordinate unit with the force of a
law. Now enterprises were to be legally protected against any
administrative arbitrariness. Nemchinov did not, however, explain
how this was to be united with a continuing predominance of state
ownership. A cynical view of the much lamented arbitrary decision-
making by superiors would, after all, call it an exercise of property
rights by the state.

The idea of stable normatives, crucial in Nemchinov’s proposed
khozraschet economy, has another weakness, too. They were to be
fixed for a long period of time, in Nemchinov’s proposal for even ten
to fifteen years. But what kind of information is to be used in forecast-
ing, when the central tools of state policy are fixed for such a long
period? No government in the world has been willing to tie its hand
on, for instance, taxation in this way. From the policy point of view,
therefore, Nemchinov’s khozraschet economy would be incredibly
inflexible. There seems to be no natural way between the Scylla of
petty tutelage and the Charybdis of no policy reaction, as long as the
hierarchical subordination of state enterprises is preserved.

The idea of stable normatives also faces a third problem. The enter-
prises have in practice information which the planners do not have.
This is one, though not the only, asset they use when bargaining over
plan targets and resource supplies with their ministry and the plan-
ners. The substitution of most plan targets by normatives would not
change the actual situation. A bargaining over normatives would
ensue, and another reason why normatives would be neither stable
nor uniform is added to the list.

And, finally, as long as enterprises are state property planners
would be subject to political pressure to protect existing jobs and
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incomes. In an environment where economic results depend largely
upon factors beyond enterprise competence, managers and workers
will demand specially tailored changes in taxes, prices and other
normatives whenever economic adversity threatens. Planners have
only very limited possibilities for distinguishing to what degree
adversity has been inflicted by the enterprise itself. Anyway, as long
as the political goals of full employment, relative economic security
and restricted open inequality reign in the society, the planners have
to rely upon such tailoring of normatives. Stable and uniform norma-
tives thus remain a chimera. This was confirmed by actual develop-
ments in Hungary in the seventies and in the USSR after 1987.
Planning by normatives, the Nemchinovian basis of Gorbachev’s
economic reforms as announced in 1987, was generally judged a
failure after just a year or two.

The second characteristic of the khozraschet economy was ‘plan-
orders’. Enterprises, having received the few remaining obligatory
plan targets and normatives, would inform the planners about their
projected production possibilities and resource needs for the next
plan period. Using this information planners would draw up a plan of
the economy. This plan would be disaggregated into so-called plan
orders, which would be presented to the enterprises in a way similar
to putting up any orders. The enterprises would then make compet-
ing proposals for these plan orders, thus taking up responsibility of
fulfilling the plan. Such orders were to differ from traditional plan
commands in that there was to be voluntary acceptance and they
were to be advantageous for both sides. For the enterprise, they were
to be profitable; for the planners, they were to give the most efficient
way of implementing the central plan.

In Nemchinov’s khozraschet economy, plan orders were to be the
prime method of uniting the interests of enterprises with those of
society as a whole. Once concluded, contracts for plan orders would
be legally binding for both sides. Mistakes in plans, being the
responsibility of planners, would not invalidate existing contracts.
Thus enterprises were not to be punished for the mistakes made by
planners.

Third, enterprises, having concluded their contracts on plan
orders, were also to conclude contracts with one another concerning
material deliveries, construction, transport and also all the details of
product quality and schedules left unspecified in plan orders. This
was to be the way of disaggregating the plan. Enterprises were to
receive all their means of production through wholesale trade, paying
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a price, not by centralised distribution and free, as traditionally under
Soviet socialism. The transition to wholesale trade in the means of
production, Nemchinov argued, would eliminate prevailing
shortages.

Fourth and lastly, enterprises were to be free to sell any production
over and above plan orders. They were also to set the price for any
non-serial products. Most prices, though, would be set by the
authorities. Even the prices of non-serial production should be firmly
based on official price formulae. There would thus be no real market
prices. Still, this is probably the first proposal for a dual-track plan-
ning system. Part of production would be strictly centrally
determined by plan orders, but there would also be another part,
decided upon by the enterprise itself. A variant of the dual-track
system has been in use in the USSR since 1987.

Contracts would not imply markets, Nemchinov emphasised.
There should be no question of creating spontaneity within the plan-
ning system.? Spontaneity was an ugly word even for the foremost
Soviet economic reformer. Nemchinov is not totally explicit about the
differences between markets and the proposed system of contracts.
One difference is clear: contracts should always be closely regulated
and monitored. Prices, in particular, would be under strict control.
On other relevant questions Nemchinov is less explicit. He does not
say whether the enterprises would have the right to decline plan
orders, or whether a given share of production should always be tied
to them. Neither does he address the question of entry and exit to
markets. Such issues, however, are crucial for the real degree of
independence that the enterprises might have.

Finally we may note that Nemchinov shared the reformers’ general
naiveté towards the planners. Thus, the statistical authorities and
planners — aided by up-to-date computers and mathematical methods
- were to collect as much descriptive information on the economy as
possible. Nemchinov clearly assumed that such information would
not be used for the petty tutelage of the enterprises. In his view the
planners should, could and would make the distinction between des-
criptive and planning information a water-tight one. They would be
given more tools of power, but they were not supposed to use them.

SOFE on reform

Kantorovich, Nemchinov and Novozhilov were the founders of
the optimal planning school. By the mid-sixties the main work of
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developing the theory and its reform implications was concentrated
in the Central Economic-Mathematical Institute (TsEMI) of the
Academy of Sciences in Moscow. Chapter 2 outlined the theoretical
development of optimal planning theory into SOFE, the System of
Optimally Functioning Socialist Economy, as the house theory of
TsEMI came to be called. It is now time to look at the main reform
recommendations it produced in the mid-sixties.?

The proposals of SOFE can be conveniently classified under seven
headings. (1) The first is rolling planning. Plans with different time-
horizons should be drawn up for the economy, and they should be
tied together into rolling planning. Looking forward from the
present, consecutive plans would become less and less detailed, more
and more forecast-like. As time progressed, plans for the future
would be both revised in the light of experience and made more
detailed and binding, as their horizons drew closer.

This proposal, earlier advocated by Nemchinov, was supposed to
break with the traditional discreteness of planning: a five-year plan is
adopted every five years and detailed to the same degree for each of
its years. Under rolling planning, a plan for the next five years would
be redrafted every year, and only the next one or two years would be
planned in any detail. The same, in principle, would be true for
yearly plans. They would be revised on a rolling basis and only the
most immediate months or quarter would be planned in every detail.

Under the old system enterprises had often received their plans
well into the relevant planning period. This, together with the use of
an inelastic planning horizon, condemned them to shturmovshchina,
‘storming’, attempts at fulfilling output plans by the deadline at any
cost and neglecting all considerations of quality. Rolling planning
would make the economy more cost-effective and quality-conscious,
SOFE argued.

(2) Scientific planning. Plans should no longer be based upon arbi-
trary rules, intuition and rules of thumb but on scientific calculations.
All calculation, whether concerning goals to be set, resources avail-
able or technologies used, should be based on objective information
competently processed. The arbitrariness of traditional planning
should give way to well-informed decision-making. This assumed
that under suitable arrangements, honesty could be made the enter-
prises’ best policy. It also presupposed a huge increase in applied
research on all levels of the economy, notably better educational
standards for the planners as well as a willingness on their part —and
on that of the politicians — to listen to expert opinion. In fact, an
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important implication was that economists and systems engineers
with their computer programmes would undertake much of the con-
trol over the system from the incompetent bureaucrats.

(3) Interactive planning. The economy would remain a hierarchical
system, but its functioning should be reorganised. Instead of the top-
down commands typical in the old system, future planning must be
an interactive process between lower and higher levels of the econ-
omic hierarchy. To ensure room for enterprise independence and
initiative, the planning process would be started from the bottom up.
Enterprises and ministries would send planners information about
production possibilities and resource needs. After much objective
deliberation and scholarly calculation, the planners would send the
enterprises both an aggregative plan and normatives derived from
the plan as shadow prices. The aggregative plan would be formally
optimised relative to the global objective function adopted, while the
enterprises would use the shadow prices in solving their own, local
optimisation problems. Profit was usually thought to be the best local
optimality criterion, though there was some disagreement on this.

(4) Information systems. A country-wide network of computers and
communications facilities for processing and transmitting information
is needed as the technical basis for planning. A clear distinction must
be made between descriptive and planning information. The former
must be rich, the latter as sparing as possible. Through the informa-
tion system, planning and management could make use of
immensely more and better information than earlier. Because only
the minimal information absolutely necessary would be used for
planning purposes (as distinct from description and statistics), the
information system would not grow into a straitjacket suppressing all
independence and initiative.

(8) Economic contracts. The centre only decides upon a plan in
aggregate units. The necessary disaggregation takes place in horizon-
tal and voluntary contracts between enterprises. They stipulate the
product mix, quality parameters and prices within the overall frame
of the aggregate plan. Signing and executing such contracts is an
important part of enterprise independence.

(6) Shadow prices. Shadow prices, derived from the optimal plan
will be central in enterprise guidance. All scarce resources must have
a shadow price, reflecting their marginal contribution to the objective
function. When enterprises organise their operations so as to maxi-
mise their profits relative to given shadow prices, those operations
that give the biggest increase in the value of the planners’ goal



70 Economic thought and economic reform

function will also be most profitable for enterprises. What is advanta-
geous for the society at large will also be profitable to enterprises.

(7) Khozraschet. Enterprises, as just noted, must aim at profitability.
Furthermore, the principles of khozraschet are also to be adopted on
the higher levels of administration such as ministries. The supply of
material inputs should change from planned allocation to a wholesale
trade system. Credit, instead of free budget outlays, should be given
more prominence in financing production. The position of banking
would thus be made more important.

The above is only an outline of the SOFE proposals as put forward
around 1964-6. As they have been discussed in detail by Michael
Ellman,? there is no need to go into details here. Some remarks seem
appropriate, though. The SOFE proposals are clearly in line with
those put forward by Nemchinov. The main difference lies in the
more technical character of SOFE. While its proposals had been sub-
stantiated in the optimal planning framework as developed by Kat-
senelinboigen, Nemchinov regarded mathematical economics and
reform economics as two separate discourses. In particular, SOFE
gives much emphasis to the use of shadow prices formally derived
from an optimal plan and to the somewhat technical issues of rolling
plans and information systems. The Nemchinovian idea of plan
orders is missing, and so is the competitiveness proposed by Nem-
chinov. Instead of that, SOFE proposed the use of khozraschet on the
ministry level. This is an issue to be discussed later. In general,
though, both sets of proposals are firmly in the indirect centralisation
tradition of optimal planning. SOFE emphasised the need for formal
optimal planning, while Nemchinov’s normatives obviously did not
need to be mathematically derived. As will be seen in chapter 4,
within a few years there would be important evolution away from the
ideas of indirect centralisation.

The Kosygin reform

The reform proposals of Nemchinov and SOFE were, on the one
hand, part of the build-up of the discussion leading to the measures
announced in September 1965. On the other hand, in the case of
SOFE, they should be seen as an attempt at developing that reform
further. It was hoped that the reforms announced by Prime Minister
Alexei Kosygin would be only the first step towards a new economic
mechanism. In actual fact the 1965 reform decree remained the peak
of official Soviet reformism until the late eighties. It contained three
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main measures.” First, the reform recentralised economic administra-
tion by reinstituting the system of Moscow-based branch ministries.
Second, it overhauled the enterprise incentive system and third,
there was a reform of wholesale prices. Together these measures
were meant to put an end to many of the irrationalities which had
plagued the economy. There were also official promises of further
reforms, but they never came.

The Kosygin reforms are an attempt at rationalising the economic
system while preserving its fundamentals. The decisions sought to
create a more rational form of managing the hierarchy of state owner-
ship, one better adapted to the needs of a modern economy, not at
changing such structures in any fundamental way. Nor was there to
be any basic change in strategic economic goals. It was hoped that the
new measures would help the party-state to reach its goals better
than the old system had been able to do. What exactly these goals
were, was not made clear. The reform was not accompanied by any
open reconsideration of strategic goals.

The government did engage in some changes in policies. In particu-
lar, the new Soviet leadership promised more incomes, stability and
security for the managers, workers and farmers whose interests had
been threatened by the erratic Khrushchevian policies. The main
beneficiaries were the farmers. Following policies initiated under
Khrushchev, some of the benefits traditionally enjoyed by industrial
labour, like fixed minimum incomes and pensions, were also given to
farmers. At the same time investment in agriculture, long neglected,
was sharply stepped up.

The set of policies proposed by the new Brezhnev leadership was
an expensive one. It was not only costly in terms of capital investment
and promises of rising incomes for all, but also had a high price in
terms of alternative policies forgone. The government had promised
job security for all. In practice that was interpreted to mean the
security of existing jobs. That made any reorganisation or pruning of
the management system impossible and rendered the government
incapable of a major structural overhaul of the economy. Any market-
oriented economic reform was blocked by the promise of stable pri-
ces. The new agricultural policies, finally, contained the seeds of a
catastrophe. Capital inputs soared without any lasting increase in
production to match the consumer demand created by rising incomes
and stable prices.

These are some of the basic contradictions in the economics of the
Brezhnev era. The leadership’s economic policies would only have
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been viable if a reformed Soviet economy had been able to generate
the well-being whose distribution had been promised. The 1965
reform measures, however, soon proved to be incapable of securing
that. The original decisions were in many respects unclear and con-
tradictory. Though there has never been a convincing Soviet analysis
of the reasons for the failure of the 1965 reforms, TsEMI criticised
their contradictions openly as early as 1966.% Some of the defects of
the 1965 decisions are generally accepted. Thus, they increased enter-
prise decision-making powers while maintaining overall ministerial
control and responsibility for branch performance. Because of that,
the ministries were bound to continue to interfere in enterprise
activity. The decisions also talked of creating wholesale markets for
means of production, but left such work to the very administrators
who were supposed to be replaced by the markets. Not surprisingly,
the markets failed to materialise. The central planners continued to
have preferences on the details of enterprise performance. When the
enterprises showed some initiative, often in directions not sanctioned
by official policies, the planners responded by increasing the number
of obligatory plan targets.

In retrospect the Kosygin reforms suffered the typical fate of a
partial reform. The original design was flawed, implementation at
best half-hearted and political support lukewarm.?® Finally, the
Czechoslovak crisis of 1968-9 seemed to show that given suitable
circumstances an economic reform could radicalise with a speed that
in the space of just a few years threatened the power of the party
itself. The cause of Soviet economic reform was lost by 1968. Not only
were the contradictions of the 1965 reform blueprint always resolved
in a centralising fashion, but all public discussion of the economic ills
of the country was soon strictly constrained. Complacency and belief
in central management, theories of developed socialism and scientific
management of society, were to be the official Soviet tune of the
seventies.

The basic institutional structure that emerged after the 1965 reform
continues to guide the Soviet economy. This is not true of all the
ingredients of the reform. Most of the fine-tuning included in the
1965 reform was soon lost. In particular, the incentives schemes in
use were soon as impenetrable and arbitrary as they had ever been.
The price reform was supposed to correct some irrationalities, but it
did not remedy the fundamental faults of the price system. The
administrative recentralisation remained.

Not surprisingly, the 1965 reform failed to arrest the long-term
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Soviet economic slowdown. Though the increasingly ineffectual and
conservative Brezhnev leadership did not try another economic
reform on the 1965 scale, it continued to tinker with the economic
mechanism. Attempts were made to enhance central planning by the
increasing use of mathematical models and automated information
systems. Enterprise incentive systems were repeatedly changed, the
hierarchical structure of industrial management was marginally
altered by a 1973 decision and many of the 1965 goals were reasserted
in 1979. Such change meant little for the continuously deteriorating
over-all performance of the economy, but as negative experiences
such measures were an important phase in developing Soviet reform
thinking. Belief in partial reforms and in strengthening centralism
deteriorated.



4 The years of radicalism and
reaction

The new economic journalism

The economic reform discussion of the sixties differed in several
respects from that of the late eighties. While professional economists
like Abalkin, Aganbegyan, Bogomolov, Bunich, Latsis, Petrakov,
Popov, Shatalin and Zaslavskaya have been among the prominent
spokesmen of perestroika, the reform discussion of the sixties was
dominated by non-economists. ‘In fact, who are now most actively
discussing economic problems?’, asked Nikolai Petrakov in 1970,
‘Journalists, writers, mathematicians, airplane constructors, automa-
tion specialists. The voices of the economists are only heard quite
distantly in this choir.”" The Sofeists were a small minority, who
mostly wrote for the specialised press. The impotence of political
economists continued to be in evidence. Leonid Abalkin, one of the
few reformist young political economists, commented on this in
1971.2 Political economy had unfortunately never become ‘a theory of
rational economising’, Abalkin complained. It had not been able to
answer the challenge of the reform. It had opinions about economic
laws, but not about their practical importance. Many reform pro-
posals, however well-meaning, only hung loosely together, Abalkin
concluded.

This does not mean that the economists had been silent. There
were veteran economists like Nemchinov, Novozhilov and Aleksandr
Birman, a professor of finance, who advocated the cause of reform in
numerous articles and booklets. In addition, for the first time since
Stalin’s assumption of power, economists and economic journalists
took the reform discussion onto the pages of widely read literary
journals like Novyi Mir, the most progressive journal of the time. It
had published Solzhenitsyn, but it also opened its pages to econo-
mists and economic journalists like Grigori Khanin, Otto Latsis, Gen-
nadi Lisichkin, Nikolai Petrakov, Vasili Selyunin and also Leonid
Abalkin. These writers were so-called ‘children of the XXth Party
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Congress’ of 1956, young men whom Khrushchev’s criticism of
Stalinism had convinced not only of the impermissability of mass
terror but also of the need to reinvigorate socialism by returning to its
true Leninist foundations. True Leninism was no longer looked for in -
the extremism of the Civil War years of 1918-21 but in the relatively
peaceful, pluralist and market oriented years of the New Economic
Policy (NEP) of 1921-8.% Gennadi Lisichkin in particular argued that
the roots of the Stalinist system were to be found in War Communist
practices.* The new reform proposed was thus compared with the
‘true Leninist’ transition to New Economic Policies in 1921.

In these respects the reformist discourses of the sixties and late
eighties are parallel. In the perestroika period as well, some of the very
same children of the XXth Party Congress have advocated the cause
of reform in journals like Novyi mir, defending it as a return to the true
Leninism of the twenties. People like Khanin, Latsis, Lisichkin and
Petrakov have again appeared in mass-circulation journals, in many
cases after a less than voluntary absence from them. But now - and
this is an important difference between the sixties and the late
eighties — a return to true Leninism is no longer the most radical path
publicly discussed. The Soviet twenties were a time of one-party rule,
centrally controlled state industry and escalating attempts at plan-
ning. These are as much features of the Leninist NEP in the same way
as the limited use of markets and pluralism of ownership, so strongly
emphasised by the reformers. Such defining features of the USSR
were not openly questioned in the sixties, but in the late eighties they
are no longer sacrosanct. In the sixties Gennadi Lisichkin, perhaps
the most market oriented among the reformers defended true Lenin-
ism against Stalinism. In the perestroika period he has emerged as a
defender of Leninism against those who see it as the foundation of
Stalinism.>

The only discussion of the sixties which came close to taking up the
issue of ownership concerned agricultural reform. Several reformists,
both journalists and scholars, took up the cause of so-called auto-
nomous links. The idea of links was simple. A group of farm workers
was given autonomous rights and responsibilities for organising
farming as best they could. A link did not own the land it tilled, but in
practice it cultivated it quite independently. Such links had been
experimented with during the later Khrushchev years, and the
experiment was restarted in the late sixties. Links recorded increases
of production and income of up to several times until all such experi-
ments were stopped in the early seventies. Why?



76 Economic thought and economic reform

There were several reasons for this.® By increasing productivity the
links showed the real extent of rural overpopulation. If collective and
state farms had to compete economically with links, they would not
be able to continue employing people whose level of productivity was
very low. There was thus a real possibility of open rural unemploy-
ment. Neither this nor the increase in earning differentials induced by
a wide use of links was deemed ideologically acceptable. Fur-
thermore, autonomous links were a form of self-management, and
the Brezhnev leadership had no intention of introducing self-manage-
ment either in agriculture or industry. Agriculture was supposed to
follow the existing organisational patterns of industry, not to start an
initiative that might revolutionise the social institutions of towns as
well. Finally, the whole structure of Soviet society was tilted against
links. Farms are the lowest level of a hierarchy, and as long as the
local and regional party and state bureaucracies are there to command
farms, no real independence is possible within farms. To put it the
other way round: a link system would have made the rural party and
state apparatus powerless and almost unnecessary: they would do all
they could to prevent this, in any case the Brezhnev leadership had
promised that no such upheavals would occur. For all these reasons,
the experiments with autonomous links were duly abandoned only to
be resurrected in the eighties, when an increase in food production
was badly needed, rural overpopulation no longer existed to the same
degree as in the sixties, an increase in earning differentials had not
only come to be accepted but was actually set as a goal and the
democratisation of society tended to distance party committees from
economic management. In 1989 a closely related idea, the leasing of
enterprises, was made the centrepiece of economic reform in
industry, too. While the Brezhnev regime had promised to preserve
existing social relations, Gorbachev set out to revolutionise them.
Autonomous links were one of the precedents found for doing this.

Autonomous links were not the only radical economic issue dis-
cussed in the sixties. Aleksandr Birman took up the possibility of
insolvency and thus, implicitly, unemployment.” Boris Rakitskii pro-
posed creating worker participation in strategic enterprise decision-
making. He also argued for regional khozraschet, later an important
part of perestroika.® Grigori Khanin, a Novosibirsk economist, wrote in
Novyi Mir a series of remarkable book reviews in which he defended
the cause of competition both in banking and in general, emphasised
the need for comprehensiveness in reforms, and called for a re-
appraisal of Soviet economic history, arguing that his calculations
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showed that the growth rates recorded in official Soviet statistics were
false.” In the mid-eighties Khanin’s calculations aroused much
debate. The old question of whether Stalin was really necessary is
inevitably seen in a different light once it is admitted that the huge
industrial growth recorded in official statistics is possibly a chimera.

A third difference between these debates and those of the
perestroika period lies in the fact that the economic discussions of the
sixties were pursued separately from the political and cultural ones.
Both the economists on one hand and the writers, historians and
social thinkers on the other were trying to promote pluralism,
democracy and responsibility in society. They also shared the pages
of the same journals, e.g., Literaturnaya Gazeta and Novyi Mir. Still,
somehow, the two discussions never really met.!° The link between
the possibility of economic choice and political liberties, so obvious to
the Western liberal mind, was hardly ever explicitly pointed out in
published Soviet discussion until the late eighties. Perhaps this was
due to censorship, perhaps the conclusion seemed disturbing to
those reformists who regarded themselves as socialist. Accepting the
fundamental liberal criticism of socialism cannot have been easy, and
the idea of the incompatibility between central planning and
democracy as well as the market economy as a necessary condition
for political democracy became widely accepted among Soviet reform
economists only after 1987.1! In 1989 it even became possible to
publish extracts from such a classical liberal statement as Friedrich
Hayek’s The Road to Serfdom.!?

Market socialism?

For a few years after 1965 it still seemed that the confusions and
contradictions of the Kosygin reforms might be resolved by develop-
ing the reform in depth and breadth. The Soviet government sup-
ported optimal planning and other new directions in economics in
various ways, and Leonid Brezhnev’s speeches - in addition to extol-
ling a new, ‘scientific’ attitude to managing the society - still
sometimes commented positively on the Lenin of the New Economic
Policy. Until the Czechoslovak crisis it seemed that the socialist
countries of Eastern Europe were entering a common period of
reforms. In the Soviet Union the years from 1966 to 1970 formed the
peak of economic reform discussions. For the first time since the
twenties, a few Soviet economists openly argued for the wide use of
markets in socialism.
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This discussion had its limitations. The issue of ownership was
only raised in relation to autonomous agricultural links. It was
assumed that state ownership would continue to have a monopoly
position in the non-farm sector. The markets under discussion were
those for goods, not for labour and capital. Furthermore, markets
were generally understood as a mechanism for transmitting informa-
tion. They were to be used technocratically as a channel of feedback.
They were not seen as a natural institution for human action. And,
finally, the prevailing political and ideological constraints prevented
an open discussion on the social consequences of markets and plan-
ning. The conservatives were able to extol the ‘scientific principles of
planning’ and condemn markets for causing inflation and unemploy-
ment, for increasing income differentials and thus undermining
alleged Soviet achievements. The pro-marketeers were not able to
analyse the Soviet experience of centralised planning realistically.

An example of how restricted the discussion of the social role of
markets had to be is given in Viktor Volkonskii’s remarks on Alek-
sandr Birman. Birman had, as mentioned above, stressed the need for
closing down terminally loss-making enterprises. Volkonskii wrote in
1967:

Of even more importance [than material stimulation] is the question raised by
Prof. A.M. Birman on the unavoidability of the consequences of bad
economising under the market system. The practice of economic manage-
ment both in this country and abroad gives much material for analysing this
problem, which is one of the key issues in the political economy of socialism
and is also connected with socio-economic questions. Discussing it, though,
is not one of the tasks of this article.”

This is a vivid example of the limits imposed by censorship.
Volkonskii could say that the market mechanism would not function
properly without sanctions against inefficient producers, that is,
without the risk of bankruptcy (‘unavoidable consequences’). He
could also say that this is a crucial issue. There could not be effective
markets without bankruptcies, but could there be socialism with
them and with unemployment (‘socio-economic questions’)? These
are the problems that Volkonskii raised, as any experienced Soviet
reader well understood, but an article discussing them could not be
published. Only in the late eighties could the reformers enjoy the
same kind of public discussion rights that the conservatives have
always had.

It is intriguing to note that in spite of the constraints set by censor-
ship there was never a professional Soviet underground economic
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literature. Few prominent economists emigrated. When open reform-
ist discussion was made impossible, most professional economists
preferred to withdraw into technical studies and wait for better times.
In the mid-eighties they would come forward often equipped with
the same theories as in the sixties.

The Kantorovich-Novozhilov framework was about indirect
centralisation as a way of implementing plans, not about markets.
The same is broadly true of SOFE as presented under the name of
Academician Fedorenko in a justly famous 1968 book.' In theory, as
we have seen, an optimal plan might have no relationship to markets
at all.

Assuming that the size of the task could be handled and that
random variations would cause no trouble, prices and other norma-
tives would be derived from the plan as shadow prices and be given
out to enterprises as administrative commands. No markets would be
needed - or so it was argued. In later conservative times, this was the
interpretation of optimal planning that Fedorenko preferred to put
forward.’® Even when Fedorenko chose to emphasise the importance
of scale and randomness, prices would fundamentally be based on
planners’ decisions reflecting ‘social utilities’.

The exact status of markets in optimal planning was always left
unclear. Many Sofeists emphasised — as had Novozhilov already in
the twenties - the negative consequences of having non-equilibrium
prices for consumer goods. Queuing, rationing, black markets and
quality deterioration were not in the sixties as serious problems as
they would soon become, but it was well understood that equilibrium
prices are necessary. Remembering the impossibly huge task of set-
ting and changing centrally the millions of retail prices, the only
possible way of having equilibrium prices was to leave them to be
determined by supply and demand on the market. As Sofeists said
while defending market pricing against accusations of fomenting
inflation, it is crucial to have correct relative prices. If a macro-econ-
omic equilibrium exists, there is no danger of inflation.®

But, on the other hand, the basic logic of optimal planning said that
prices were to be based on the plan. If one believes in planning, one
has to argue that it could do better than markets ever could. Current
market information, Fedorenko, Volkonskii and others claimed, was
insufficient for planning consumption. Especially as over a lengthy
planning horizon, new products will appear and consumer incomes
and preferences change. Information on ‘scientific norms of con-
sumption’, externalities and various social considerations, which is
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not available on markets, was also needed. It has to be generated
within the planning process. This is why the prices derived from the
optimal plan could not coincide with current market equilibrium pri-
ces. Otherwise planning would be without an economic rationale.

The same problems appear in a new form in the case of investment
goods. Technical progress, random variations in weather and other
variables exogenous to the planners’ competence — as well as changes
in such determinants of the economy as state policies - drive a wedge
between current equilibrium prices and optimal plan valuations. As
we saw above, Nemchinov had argued that traditional voluntarist
planning was no better than markets. Novozhilov, on the other hand,
emphasised that market feedback would always be needed. In
principle, the optimal planners always asserted, rational planning, if
it both uses indirect centralisation and allows for some — possibly
regulated — markets, can be made to perform better than markets
alone would do. But the proposed precise mix between plan and
markets was never very clear.

In 1970 Nikolai Petrakov published an article in which he strongly
advocated equilibrium prices both for consumer goods and - in pass-
ing — investment goods."” This brought forth a rejoinder from Boris
Smekhov, another economist, who pointed out many of the potential
differences between current equilibrium prices and optimal plan valu-
ations already mentioned.' In his reply Petrakov accepted that a
normative approach to consumption planning was also necessary.
There should be both the planners’ right to recommend (but only to
recommend!) and the consumers’ right to choose.”

Another rejoinder to Petrakov’s 1970 article represented possibly
the first Sofeist condemnation of market socialism. While stating their
like-mindedness with Petrakov, Gorbunov and Ovsienko wrote that
‘Socialism and the plan are just as inseparable as socialism and the
social ownership of the means of production. Therefore the concept
of “market socialism”, which denies society-wide planning as an
imminent feature of socialist production, is fruitless both theoretically
and practically.’?

Petrakov, who had been criticised by name in Pravda for theoretical
and politico-economic mistakes,?' was forced to publish a critique of
market socialism in 1973.2 He called market socialism ‘a reaction of
liberal professors to the power of monopolies’. Even if perfect com-
petition no longer existed in capitalism, it should be reconstituted as
socialism, market socialists argued, or so Petrakov claimed. In fact,
perfect competition was a utopia, and in socialism priority is given to
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the plan. Prices arising from the plan should be called ‘prices of
planned equilibrium’, Petrakov proposed. While market prices are
myopic, the prices of planned equilibrium take into consideration any
forthcoming changes in production structure, productivity, incomes
and other such determinants. Planning, Petrakov concluded, is able
to do better than markets.

Petrakov’s article reflected deep-rooted attitudes among Soviet eco-
nomists. Soviet Marxism has long argued that capitalism has devel-
oped from free competition to monopolies. Introducing free markets
in socialism would therefore be both utopian and reactionary, an
attempt to return to the nineteenth century. This argument is still put
forward by opponents of a market oriented economic reform, who
continue to argue that powerful computers make the derivation and
implementation of optimal prices possible.? Only slowly have Soviet
scholars started wondering whether Marxism has not underestimated

-the role of competition in the development of capitalism®* and
whether, indeed, monopolisation should be seen as a state-induced
aberration in capitalism, not as a consequence of natural
development.®

Such considerations, whether well founded or not, do not of course
change the fact that the Soviet economy is extremely monopolistic.
According to a recent study, most Soviet enterprises are local
monopolies.? The impermissibility of free pricing in a monopoly situ-
ation was emphasised by Yuri Sukhotin as early as 1970.% As long as
Soviet economists believed - as many still do - that monopolisation
and therefore centralisation is a technologically induced inevitable
process common to both capitalism and socialism, they were unable
to draw the alternative conclusion. Perhaps monopolisation is a state-
induced evil which should be fought by appropriate policies — even,
perhaps especially, in the USSR. On this perspective, widely adopted
only during the last few years, market socialism begins to look poss-
ible instead of being ‘utopian and reactionary’.

Petrakov’s idea of prices of planned equilibrium was developed
and refined by him and other TsEMI economists during subsequent
years.? In the early eighties this proposal was fiercely condemned by
the leadership of the State Committee for Prices as ‘market socialist’.
After 1986 TsEMI campaigned for these prices as the basis of the
centralised price reform then planned for 1988. The Price Committee
disagreed and prepared a price reform blueprint which TsEMI and
many other economists found totally inadequate. Such disagree-
ments contributed to a repeated postponement of the price reform.
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Preserving the existing irrational structure of prices while increasing
enterprise autonomy was one of the factors lying behind the deterio-
ration of the Soviet economy in 1988-9.

It is a good measure of the change in Soviet economic thinking that
after 1989 several TsEMI spokesmen on price reform strongly
opposed any plans for a centralised price revision. Only free market
prices, they now insisted, could bring about the equilibrium badly
needed. Markets without free prices are now condemned as
bureaucratic illusions.?

It is difficult to find a consistent market socialist among the Soviet
economists of the sixties. Even Viktor Volkonskii, the TsSEMI econo-
mist who according to some has written ‘the ideology of capitalism
adapted to Soviet conditions’,*® was in fact perfectly conscious of the
limitations of a competitive economy. He warned of the cyclical
properties of free markets and explicitly did not want to leave ‘large’
investment decisions to the market.

Another economist who seemed to have taken the side of markets
in the ‘markets or plan’ controversy was Gennadi Lisichkin, an eco-
nomist and journalist, in a much-discussed 1966 booklet.* Lisichkin
rightly insisted upon the difference between genuine markets and the
use of commodity-money relations as an accounting and control
device. They are alternatives and have each a logic of their own, he
emphasised. Any attempt to graft elements of one onto the other is
bound to fail, Lisichkin argued. In a fusion the dominant one is going
to absorb and neutralise any ‘alien’ elements. In Soviet history, the
New Economic Policy of the twenties is the model of the market
alternative, traditional central planning the model of using com-
modity—money relations. For Lisichkin there was no doubt that the
principles of the twenties are ‘the uniquely correct system of econ-
omic relations, until such time as full communism is built’.

Indeed, one of the generally accepted lessons of the thirty-five
years of East European economic reforms is that though different
combinations of planning and markets are viable, any reform must be
able to decide whether it aims to maintain the priority of planning or
whether a primarily market economy is set as the goal. The first case
is that of Lisichkin’s ‘commodity-money relations’, the second that of
markets. On this perspective Lisichkin’s argument should be seen as
a far-sighted criticism of the predominant Soviet reformist attempt to
combine indirect centralisation with some market elements. There
was, however, a crucial limitation to Lisichkin’s analysis. He under-
stood markets very narrowly, only as ‘a complicated structure of
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conditions under which the disposal (realizatsiya) of social product
takes place’.? He is thus in fact only writing about product markets
and even about them only from a specific angle. Even his market
socialism, then, is of a limited variety.

SOFE, stage 2

By the late sixties SOFE was trying to liberate itself from the tech-
nocratic social engineering which had been much emphasised in the
early work of Katsenelinboigen’s group. Volkonskii, in particular,
understood well that a social science approach was needed as a basis
for discussing social optimality. In a 1969 conference he presented an
unpublished paper which among other things enumerated the con-
cepts and categories which, in his opinion, are necessary for the
discussion of optimality. Among these the speaker included the
democratic mechanism for the self-regulation of social life, the ‘value’
orientation of society, the role of science (i.e. of the specialists) and so
on.*

The barrier between economic and political discussion was starting
to crumble. The social engineering approach to optimal planning was
condemned as seeking to create ‘superautomatons’ which are based
on ‘a model of an all-directing, absolutely authoritarian planning
centre’ and thus embracing ‘the idea of totally centralised command
planning’.3* By 1969 the approach of Katsenelinboigen’s group, the
target of such criticism, had also undergone some evolution. As poin-
ted out in chapter 2, their 1969 book® elaborated upon the need for
horizontal linkages in the economy. The group had also abandoned
the somewhat totalitarian ideal of a single objective function for the
economy and without mentioning democratisation by name now
argued for regulated - possibly controlled - procedures for social goal
setting and for a permitted pluralism of values. Though hierarchical
relations were still seen to have priority over horizontal linkages in a
socialist economy, it was now suggested that horizontal ties between
enterprises would also be used to improve resource allocation relative
to the plan received from above. Any attempt to attain a perfectly
optimal plan requires too much time and other scarce resources. One
had to take an approximate plan as the starting point and let enter-
prises depart from it, when the need arose.

The new approach to optimality was spelled out in more detail in a
1971 book by Nikolai Petrakov.3 He criticised both the technocratic
social engineering of SOFE, Stage 1, and the general equilibrium
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approach offered by Volkonskii. Petrakov’s approach was based on
systems thinking. Abandoning the simple idea of a social goal func-
tion Petrakov emphasised the need for ‘the existence of a mechanism
for defining, specifying and correcting’ social goals. Passing beyond
the image of markets as only a mechanism for transmitting existing
information he stressed the ways in which new information is
generated. Generation of new information and interest articulation
alike imply the existence of social pluralism. Decisions should emerge
not as a dictate of assumedly monolithic leadership, but as an
informal compromise taking account of the diversity of existing inter-
ests. Instead of social engineering, Petrakov was calling for politics.

On the philosophical level, Petrakov had in his 1970 Novyi Mir
article explicitly abandoned the metaphor that both Kautsky and
Lenin had used. Socialism, he wrote, is not just a large machine.? It
consists of people with different interests. Planners are no exception
to the rule. They are not only burdened by a psychology developed
during the years of direct centralism, but also have their own inter-
ests. Left uncontrolled, they may well draft plans which reflect only
those. Plans were thus too important to be left to planners.

Petrakov proposed that the greater part of enterprise production
plans should be based upon market demand in the form of their order
books. Only ‘the most important’ production elements should be
determined centrally. Most production would be based on market
demand, but be centrally regulated through changes in resource pay-
ments, taxation and finance. Certain resources would remain under
direct central allocation.

What, if any, would be the role of optimal planning and shadow
prices under such a dual-track planning system? Petrakov’s proposal
is a variant of Nemchinov’s khozraschet-economy, and the govern-
ment’s economic policies would regulate economic activity primarily
through various economic normatives like resource payments, rents,
interest and tax schedules. At least some prices would also be
centrally fixed, though Petrakov is unclear on the relation between
centrally set and market prices. Normatives, meant to be stable over a
five-year period, would be derived from formal planning calculations,
possibly even as shadow prices from an explicitly optimised plan.

Petrakov’s 1971 proposal of a dual-track planning system is an
important bridge between the sixties and the eighties. It is a develop-
ment of Nemchinov’s arguments. In 1986-7 the Gorbachev leader-
ship chose the dual-track system, by then defended by a ma-
jority of reform economists, as the basis of its reform blueprint. In
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doing so, it was exploiting the mainstream of Soviet reform economics.

Petrakov’s proposal shared many of the problems of Nemchinov’s
khozraschet-economy. How large a share of production is centrally
planned and allocated? To what degree does the plan try to know
more than markets? What exactly is the relation between planning
calculations and market prices? How could normatives be stable?
What is to be done with monopolies? How does one create markets?
What is the role of finance? Such questions, and many more, were to
be faced only in the late eighties. It was soon apparent that the stable
normatives approach had to be abandoned. In the seventies even it
had been condemned as market socialism.

Against market socialism

Even the cautious Liberman proposals were met with accusations of
opening the door to ‘market anarchy’, bringing with it inflation,
unemployment and diminishing control on the part of the planners
over economic development. Not surprisingly, it was the political
economist veterans of the Stalinist revolution who led the counter-
attack against reformism from the late sixties onwards. People like
Ostrovitianov, Pashkov and Strumilin thought they had seen it all
before. Just as decades ago, a fight between bourgeois and Marxist
thinking was being fought on Soviet soil.*® Real and imagined
similarities between the proposals of the reformists of the sixties and
those of the economists of the twenties were used as political
weapons. The atmosphere was further heated by the first dissident
activities in 1967 which were met with much conservative fervour by
the authorities.

The planners added their considerable weight to the conservative
counter-attack soon after the Czechoslovak crisis of 1968-9.% A year
later the head of Gosplan’s Computing Centre put SOFE in the same
company as ‘the gibberish choir of revisionists, social modellers and
overthrowers of Marxist-Leninist theory’.*’ These planners were not
against introducing computers and mathematical models, if their use
was based upon the Marxist-Leninist principles of planning — that is,
if the new methods were used to preserve and strengthen the existing
system of command economy. In their view the problem with econ-
omic reforms was that ‘in practice the various forms of so-called self-
regulation of the economy mean a weakening of the role of the social-
ist state and the party of the working class in the management of the
economy’.*! When the reformers argued that without decisive reform
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measures a further growth slowdown was to be expected in the
Soviet economy, the conservatives answered by accusing them of
borrowing various bourgeois tools for their calculations.? And
finally, by the mid-seventies, when the slowdown could no longer be
explained away, the Central Statistical Administration started cutting
drastically the amount of published economic statistics. Such high-
ranking economic institutions as the State Committee for Prices, the
Ministry of Finance, the State Bank and Gosplan made independent
academic research in their administrative fields nearly impossible by
withholding information and severing formal contacts with the
academic community.*

By the early seventies the planners had immediate reasons for
concern. The reformers, though they saw that the cause of radical
reform had been lost, continued making proposals for at least ration-
alising the economic management systems. Thus, the Central Econ-
omic-Mathematical Institute argued in 1972 that Gosplan, the
planning committee, should be transformed into a ‘scientific-econ-
omic institution for long-range planning’.* This would have stripped
Gosplan of most of its concrete power over resource allocation. At the
same time it would have given the planners tasks for which they had
at that time no competence whatsoever.

~ From the planner’s point of view dangers also lurked in the topical
proposals for creating automated information processing systems.*
This was not only a question of technical rationalisation, as leading
Moscow and Novosibirsk academic economics institutes -
Fedorenko’s TsEMI and Aganbegyan’s Institute of Industrial Econ-
omics — were campaigning for blueprints proposing fundamental
reorganisation of planning work. Gosplan officials much preferred to
use computers simply for mechanical calculation, involving no sub-
stantial change in their work style. Using information systems in that
way was, of course, calculated to enhance the planners’ control over
the economy.

Analysts have generally concluded that the academic economists’
proposals were essentially impracticable. As no progress towards
markets seemed possible, they had to propose huge mathematical
model systems for which neither the computing capability nor the
necessary information was available. An immense amount of work
was devoted to such models in the seventies. Practical applications
remained few. But the economists, as distinct from the planners, had
something with real potential for rationalisation to propose. Still, the
planners continued their attacks on SOFE in particular claiming that
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they supported the development of planning methods but opposed
suspect theoretical constructs like SOFE.* SOFE, an article in the
Gosplan journal asserted, must be condemned as:

an attempt to introduce a special concept of ‘optimal planning’, calculated to
supplant the supposedly non-scientific system of empirical planning; striving
to unite vulgar utility theory with the labour theory of value, to present price
as a measure of utility; ignoring the principle of democratic centralism as the
basis of the socialist economy, exchanging it for the so-called principle of
hierarchical structure; borrowing notions from bourgeois theories (marginal
utility theory, the notion of market socialism and the theory of factors of
production, the ideal of automatic regulation of the socialist economy by
‘optimal plan prices’); denying the laws of reproduction; and gradually
exchanging the Marxist-Leninist theory of reproduction for the bourgeois
theory of equilibrium.*

For a few years it seemed that there was an abyss between
academic economics and economic planners. Prominent Gosplan
Research Institute economists like A.I. Anchishkin had to change
their affiliation from Gosplan to the academy. The Gosplan journal,
Planovoe Khozyaistvo, routinely criticised anything the academic eco-
nomists were doing. The latter, on the other hand, fought losing
battles to maintain at least some momentum towards modernisation
in planning and management. This does not mean that all academic
economists were modernisers. While mathematical economists in
general advocated modern planning methods as a way to better plans
and therefore to less immediate interference by the planners in enter-
prise affairs, there were also a few conservatives who openly
applauded mathematical planning methods as a way to more direct
centralism.*

As will be seen in chapter 5, party economists were much more
constrained in their criticism of the reformers than the planners. Still,
two well-known economists from the Central Committee Academy of
Social Sciences argued against the reformers that any influence of the
market upon plans was inadmissible as it left production dependent
upon the vagaries of demand.® In their view even the use of markets
as a mechanism of feedback was thus not permitted.

What remained of reformism?

SOFE, Stage 3, of the late seventies and early eighties tried to prove
its theoretical Marxist-Leninist orthodoxy and trod with great caution
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when proposing any change in the economic mechanism. While
markets could no longer be proposed, quite far-reaching changes in
the planning system were still being advocated. The main reformist
proposals can be divided into three groups.*

(1) Long-range planning. Yearly and five-year plans should be sup-
plemented with long-range (fifteen to twenty years) general plans of
social and economic development. Such plans, combining forecasts
and some directives for resource allocation, should concentrate on
issues of technical development and social change.

The idea that the socialist system would best show its advantages
in long-term planning is an old one. N. A. Voznesenskii, the head of
Gosplan in the forties, had at an early stage set the creation of such a
plan as his goal. Voznesenskii's attempts failed, and the next fairly
serious attempt at long-term forecasting emerged with the prepara-
tions of the 1961 party programme. Its goal of overtaking the devel-
oped capitalist countries in economic terms and reaching full
communism by the eighties was, however, totally utopian.

By the late sixties a new generation of Soviet economists, pupils of
Kantorovich and Nemchinov, armed with input-output analyses and
production functions, was forecasting a continuing slowdown in
Soviet economic growth, if measures were not taken to speed up
technical progress. One such measure might be the general plan.
Economists like Aleksandr Anchishkin, Boris Mikhalevskii and
Stanislav Shatalin became the champions of long-range planning. The
issue of forecasting was a contested one itself. In the late sixties Soviet
sociologists, encouraged by party decisions on developing forecast-
ing, had proposed themselves as independent consultants on the
long-term development prospects of Soviet society. Mikhail Suslov,
the Party Secretary for ideology, led the suppression of such
independent sociological futurology in 1971.5! The reason offered was
that such consultants might become a ‘second party’, a group of social
critics. This was the field into which economists were now breaking
with their proposals for a general plan. The party was suspicious,
while Gosplan officials, as we have just seen, both objected to the
pessimistic — actually highly realistic - results the economists’ com-
puters were giving and also often failed totally to see any general use
for forecasts in a planned economy.* Many treated the whole idea of
forecasting with suspicion. It was seen as something opposed to real
command planning.

In 1972 the government accepted the idea of a fifteen-year
Integrated Programme of Scientific-technical Progress and its Socio-
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economic Consequences. In practice the programme, coordinated by
the Academy of Sciences, was not a plan but a scholarly forecasting
exercise with little connection with the work of Gosplan. In 1979 the
span of the forecast was lengthened by the Party Central Committee
to twenty years, but at the same time its scope was narrowed by
excluding socio-economic considerations from it. This probably hap-
pened because Gosplan did not want the exercise to grow into a
potentially competing parallel to its own work.*® In the same way as
in 1971, the ‘threat’ of independent expertise was overwhelming in
the minds of the decision-makers. This, together with the deteriorat-
ing quality of available statistics, further diminished the role of the
forecast. .

Still, the academic economists continued their work on forecasting.
According to academician Aganbegyan the official attitude to such
research only changed in 1982 when Yuri Andropov became the
CPSU Secretary General and Mikhail Gorbachev took responsibility
for economic issues within the CPSU Central Committee Secretariat.>
The economists’ opinion took on a new importance after a decision in
1984 to have a special Central Comiittee Plenum on technical develop-
ment. Aganbegyan and other economists were active in preparing the
materials which finally became the basis for Secretary General Gor-
bachev’s first programmatic statements on growth acceleration and
perestroika.

(2) Programme methods of planning. The second area of proposals for
reforming planning concerned the wide introduction of so-called
goal-programme methods. In somewhat different forms, such pro-
posals were put forward by several institutes and individual econo-
mists during the seventies.®® Among them were TsEMI, The
Novosibirsk Institute of Industrial Economics and Moscow State
University, where the work was led by Professor Gavriil Popov, who
was later to emerge as a leading radical politician. These were not
proposals of purely theoretical interest. The use of goal-programme
methods in actual planning was also increasing.

In spite of various differences, the proposals for programme plan-
ning had a common core. They aimed at transforming two features of
traditional planning. The first concerned the way in which the
economy is partitioned for descriptive and planning purposes. Tradi-
tional planning has for most of its history been based on the sector-
ministry division of the economy. This has always led to problems in
coordination across ministries. To fight this, Khrushchev opted for
a regional scheme of economic planning and management. Not
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surprisingly, many of the problems of branch autarky reappeared in a
regional form. Goal-programme planning is an attempt to avoid both
the Scylla of branch ministries and the Charybdis of regional authori-
ties. In short, it argues that many planning tasks - the building of a
main railway with its infrastructure, the development of a region, the
opening up of a major source of raw materials — are by nature inter-
branch. Resources are needed from many branches, and social and
infrastructure investments are as necessary as narrowly productive
ones. No wonder that goal-programme planning became generally
known as ‘the inter-organisational approach’.% Such an approach
needed inter-organisational decision-making. While some of its pro-
ponents argued that any new decision-making bodies needed should
only be temporary,” others claimed that the increasing role of inter-
branch programmes would make the establishment of large
superministries (one for the energy sector, another for the agro-
industrial complex, a third for transport as a whole and so on)
necessary.>®

The second specific feature of goal-programme planning is its goal-
oriented nature. Traditional planning has always been based on exist-
ing resources. Planning has primarily been aimed at increasing and
using them. The approach advocated in the seventies aimed to
generalise the experience of the area where Soviet planning has argu-
ably been most efficient, the organisation of military and space sec-
tors. These are often presented as areas where goals have been
relatively well defined and planning has been goal- not resource-
determined. The second fundamental idea of goal-programme plan-
ning was consequently to shift the general planners’ emphasis from
resources to goals. In this sense goal-programme planning has been
seen as a development of SOFE.”

Many of the questions raised by such proposals are technical. There
are also at least three important implications for economic reform.
First of all, goal-programme planning generally goes beyond the
jurisdiction of a single branch ministry. Generalised, goal-programme
planning would render existing ministries without many of their
former functions, and leave them stripped of much of their traditional
power. If new permanent administrative structures were created for
managing the programmes, the old ones, the real mainstay of con-
crete economic power in socialism, had to be demolished.® Either
this had to be done, or one would be simply creating a new, higher
level of hierarchical management. The latter alternative would only
complicate further the existing organisational maze. Unfortunately,
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the Gorbachev era has experimented with just such bureaucratic
additions, in the form of various Council of Ministers bureaus for
large economic complexes.

The second economic implication of goal-programme planning is
potentially no less revolutionary. If goal oriented planning is to be
efficient, the goal complexes to be created should not be too
numerous. Goals, after all, are to be thought of as priorities, and one
cannot have the whole economy as a priority. In this respect goal-
programme planning differs radically from optimal planning, which
tried to envisage and impose a global economic objective function,
one covering the whole economy. It is impossible to lock all the
economic activities of the country inside one programme or another,
though even this has been proposed. Such a solution would con-
tradict the allocational priority thinking crucial for any successful
programme. Therefore one ends up with an economy which has
numerous areas or pockets outside any explicit programmes. If goal-
programme planning is just a complement to existing balancing
methods, this is not of crucial importance. If, on the other hand, the
new approach were to substitute for branch planning,® it would be
natural to leave such non-programme pockets outside the scope of
formal planning. One could even think that programmes would only
cover the true priority sectors of the economy, and most production
would be for markets. In this perspective the goal-programme plan-
ning approach differs radically from the optimal planning tradition,
which envisaged a single unified plan for the economy.

Though it could not be openly proposed in the seventies, goal-
programme thinking could easily point to a New Economic Policy
form of organisation of the economy. In the twenties, only basic
industry was centrally managed, while the rest of the economy was
either subject to indirect economic regulation or completely outside
planning. GOELRO, the 1921 plan for organising Soviet Russia, is
not, surprisingly, often mentioned in this context as the predecessor
of goal-programme planning. A TsEMI scholar argued in 1989 in
favour of substituting five-year plans by a number of programmes of
different time-spans. This would both release the economy from the
straitjacket of an artificial five-year rhythm and leave large parts,
perhaps even most of the economy, unplanned but subject to various
economic policies.®? It seems certain that this is the direction in which
planning will be developed under the Gorbachev reforms.

And finally, what is the proposed role of Gosplan under goal-
programme planning? At least some of its proponents have argued
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for limiting the role of Gosplan just to being the organiser of program-
mes.% This would imply a huge shift of economic power.

Certainly, the idea of goal-programme planning is not without its
problems. In practical terms the obvious unwillingness of branch
ministries to be dismantled is the crucial handicap. And while the
existing branch structure has at least the benefit of already existing,
there is no obvious and natural way of partitioning the economy into
new goal complexes. In fact Soviet scholars presented several dif-
ferent proposals for such a partition. If, on the other hand, goal-
programmes were simply to be grafted on the existing organisational
structure, many of its putative gains would be lost. It is thus perhaps
not too surprising that two of the best-known goal-programmes of
the seventies, the programme for the Russian non-black-earth agri-
culture and that for the Baikal-Amur railway, are seen with hindsight
to be among the major planning failures of the period.*

The third problem with goal-oriented planning concerns the very
idea of goal orientation. In space technology and military applications
goals may be relatively easy to determine, but that is hardly the case
with most planning. This is, after all, one reason why the planning
for resources is traditionally predominant wherever any planning is
done. The versatility of many resources and intermediate goods is
from this perspective a crucial advantage. They can be redirected
when new needs are recognised. The somehow ‘objective’ determina-
tion of social goals, on the other hand, is notoriously impossible.

(3) The economic mechanism. No explicit proposals for a market-orien-
ted reform were possible after the early seventies, though positive
references to the Hungarian reform experience could be published.
Raimundas Karagedov of the Novosibirsk Institute of Industrial Econ-
omics concluded in 1974 that the Hungarian system had ‘proved its
viability and can be regarded as a model of planned management of
socialist production with a future’. Furthermore its importance
‘stretched beyond the borders of the country in question’.® In a later
article he emphasised that one cannot really speak of increasing
centralisation and decentralisation at the same time (as the theories of
indirect centralisation had done), as decision-making powers could
only lie in one pair of hands. He again cited the Hungarian example
as a consistent reform.® Viktor Volkonskii was another economist
who still managed to defend the idea of a market-oriented reform,
though in a notably cautious form.5

Qther writers continued to advocate the need for comprehensive-
ness in ‘perfecting’ the economic mechanism. Thus, when the 1979
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decisions on such perfecting were being prepared, Nikolai
Fedorenko, Petrakov and others published an article which outlined
four main directions of reform.® (1) The plan should be balanced on
the basis of goal-programmes. (2) Financial planning should be
coordinated with physical planning. (3) Stable five-year normatives
should be established. Khozraschet associations should be the basic
organisational unit and customer satisfaction, not gross output,
should be their success indicator. (4) The wage fund should be
dependent on value added, and enterprise management should have
more decision-making powers over its use.

These, naturally, are much more cautious proposals than the
sketches of a khozraschet-economy put forward some ten years earlier.
Even then they were not included in the 1979 decisions,* and were
duly repeated in a book published just before perestroika in 1985.7 The
goals enumerated in this book edited by Fedorenko and Petrakov for
‘improving’ the economic mechanism are characteristic of the pre-
Gorbachev ideological climate: ‘securing an increased role for the
Communist party of Soviet Union’, ‘strengthening of centralised
planning’, ‘uniting national, collective and personal interests on the
basis of the priority of all-people’s interests’ and ‘securing an organic
linkage of branch and regional aspects of planning and management’.
Not only is the conservatism of the goals enumerated evident;
the economists’ language had also been deformed by Sovietese-
Bureaucratese.

The economists did have scores of detailed proposals in areas like
pricing and efficiency calculations. They also promoted a large num-
ber of economic experiments for testing various reform proposals.
The range of such experiments ranged from the ridiculous to the
radical. Many khozraschet experiments on different levels of the
economy are an example of the latter. The number of economic
experiments kept growing until there were some forty experiments
going on in the country in 1984. In addition to those, a so-called
‘large-scale experiment’ was started in 1984. Its openly admitted
purpose was finally to implement the 1979 decisions.”

The use of experiments was meant to remedy the economists’ defi-
cient understanding about how various proposals might work in
practice. It was generally acknowledged that existing ‘work on a
descriptive analysis of the national economy is clearly insufficient’
and that this leads to impracticable and contradictory proposals.” But
neither was the use of experiments a panacea. The enterprises and
branches willing to experiment were often the best ones. On the one
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hand, they still had to work in the old environment, but on the other
hand, they were often given privileges in resource allocation. In such
conditions the results of experiments could never be generalised.
They became more and more an end in themselves, a make-believe
play with possible and impossible reform ideas.

During the Brezhnev years, academician Zaslavskaya says in a
book published in 1989:

many became convinced in their feelings and soon also in their understand-
ing that society had strayed from the correct path, was not functioning as it
should, and could not continue as it was. Everybody was waiting for an
upheaval. During sad, hopeless and desperate moments we said that our
generation would hardly live to see the ‘daybreak’, that we would have to die
in the darkness. During our best moments, though, we thought that there
were healthy forces in our society, that it could return to the correct path, and
we dreamed of participating in social renewal.”

Such emotionally laden, even messianistic hopes were soon to be
focussed upon Mikhail Gorbachev.



5 Not of mathematics alone

Schools of economic thought

The mathematical economists were always a small minority among
Soviet economists. What made them special was the fact that they
had a consistent, even if partial and seriously flawed, theory of the
socialist economy. This can not be said of their colleagues in political
economy and applied economics. By the early eighties, however, it
was generally recognised that the optimal planning approach was in
crisis. The reformist aspirations of the Sofeists had been frustrated.
The use of mathematical methods in planning and management had
proved to be a typical Soviet campaign with many words and much
expense but with few practical results other than limited mechanising
of planning calculations. Instead of being a part of an economic
modernisation programme, mathematical planning methods helped
to shore up the existing economic system by curbing the information
overload which otherwise would have overburdened planners.
Viewed from this perspective, computerising the economy actually
proved harmful.!

Optimal planning had thus become one of the victims of the con-
servatism of the Brezhnev era. Not all the fault could be laid at the
door of politics. The fundamental optimal planning approach itself
badly needed a reconsideration. It had remained an abstract theoreti-
cal construction. No empirical breakthroughs had been achieved in
such crucial matters as the determination of the optimality criterion
for national economic planning.? A few economists continued to
argue for centralised planning through computers and shadow pri-
ces, but nobody was able to show how that could be done in practice.
Scientific centralism remained a fantasy — a dream for some, a night-
mare for others.

As a theoretical concept, the optimality approach was interpreted
in widely differing ways. While Stanislav Shatalin argued that it

95
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showed the necessity of guiding the economy on the basis of a central
optimal plan for the whole economy,?® Viktor Volkonskii continued to
interpret the optimality results as a paradigm for market-oriented
reform.* The issues of centralisation versus decentralisation, planning
and markets, continued, then, to be contested within SOFE. The
optimal planning framework gave more insight into prices, efficiency
and opportunity cost than any other approach within Soviet econ-
omic thought, but still its framework was increasingly admitted to be
flawed. After several years of intense debate, most of the above criti-
cism of SOFE is now accepted by leading Sofeists.>

As a strategy for economic reform SOFE was handicapped by its
fundamental normativeness. Its more technical recommendations
were derived within models of optimal socialism, and the second-best
problems of applying them in imperfect reality were too often
sidestepped. In 1983 leading Sofeists admitted this and argued that

“the time had come for a ‘serious and many-sided study of the real

economic development processes of the socialist economy’.® In 1983
the party also made its dissatisfaction with the economists known. In
a Central Committee Plenum both Yuri Andropov, the Secretary
General, and Konstantin Chernenko, who was soon to become his
successor, claimed that social scientists had neglected the study of
‘the society in which we live and work’. In the sixties, it was said, the
party had placed much hope in mathematical economics and soci-
ology, ‘but so far we have just not received the necessary concrete
studies of social phenomena and current economic problems’.”

Fedorenko, the director of TSEMI, was later retired and the institute
split into two. SOFE had failed to achieve its original utopian goals.
But that failure was only relative, as none of the competing schools in
Soviet economics had done any better. SOFE’s leading competitors
for pride of place in Soviet reform economics are analysed in this
chapter. They are: the Soviet political economy of socialism; the work
of the Novosibirsk Insitute of Industrial Economics; Soviet organisa-
tional theory; and Soviet studies of foreign countries. The survey is
not exhaustive. It is Moscow-centred and neglects all agricultural
economics as well as most applied research. Still, especially from the
vantage point of knowing who the main proponents of reform in the
Gorbachev period have been, it is representative.

The political economy of socialism

In an earlier chapter we left the political economy of socialism (PES) in
the early sixties. PES was in a sorry state. Born and developed as an
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integral part of Stalinist ideology, it had concentrated upon extolling
the virtues of Soviet development and leadership policies. As a typi-
cal quasi-science, PES had no scholarly methods for distinguishing
between true and false propositions. This, together with the abstract-
ness and shallowness of the ‘economic laws’ it had proposed, made
PES incapable of offering relevant policy recommendations when
these were requested. This had left it open to repeated criticism by
various party functionaries. Still, as became evident in the early
seventies, the latter have in general seemed to prefer an ideological
PES to one that consistently tried to study existing reality. Finally, in
early 1984, the Party Central Committee balanced its earlier criticism
of the sociologists and mathematical economists by adopting a resolu-
tion that was very critical of the work of the Academy of Sciences
Institute of Economics in the field of political economy.® Once again,
PES was condemned as being too abstract, mediocre and out of touch
with contemporary problems.

It would be both tedious and unrewarding to try an overview of
PES during the seventies and eighties. Fundamentally, very little
changed until the last two or three years of the eighties, especially
when portrayed against the backdrop of the ideological and practical
needs of perestroika. On the contrary: the conservative ideological
backlash already described perhaps centred on sociology and philo-
sophy, but was also strong in the politically sensitive field of political
economy. The smallest ideological deviations were searched for by
party officials. Many of the radicals of the sixties suffered. Gennadi
Lisichkin wrote four different doctoral dissertations, but was each
time prevented from defending them.? Otto Latsis had problems with
the KGB,' and many others, among them Nikolai Petrakov, were
unable to publish all they had written. It was a small wonder that
Stanislav Shatalin was able to publish his 1982 monograph, which
contains fundamental criticism of PES.!

Most published PES is devoid of any interest. It seems appropriate
to concentrate upon just two political economists, who were both
born during the Stalinist revolution, studied - one in Moscow, the
other in Leningrad — during the last years of Stalin’s rule, and later
rose to leading positions within the party and state apparatus. Vadim
Andreevich Medvedev was born in 1929, graduated from Leningrad
State University in 1951 and pursued an academic career in Leningrad
until 1968. Then he changed over to a party career, serving as deputy
chief of the Central Committee Department of Propaganda in 1970-8
and Rector of the Central Committee Academy of Social Sciences in
1978-83. After a short period as chief of the Department for Science
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and Educational Institutions of the Central Committee, he was made
a Central Committee member and Secretary in 1986. He was for two
years responsible for party relations with other communist parties of
the Soviet bloc. Finally, in 1988, he became a full member of the
Politbureau and Chairman of the Ideological Commission of the
Central Committee. Medvedev was thus formally the main ideologist
of the Soviet Communist Party, and he was therefore forcefully criti-
cised by conservatives at the 1990 congress of the party.

Medvedev has been - if one neglects Andrei Gromyko, the long-
time Foreign Minister, who had a doctorate in economics but was
primarily a diplomat - the first economist member of the Politbureau
since Bukharin, Sokolnikov and Voznesenskii, who were all executed
under Stalin. He is, one should emphasise, a scholar with real creden-
tials within PES. His election as a corresponding (non-voting) mem-
ber of the Academy of Sciences was justified on academic grounds.
Politically, he seems to occupy a place in the middle ground of the
present Politbureau.

Leonid Ivanovich Abalkin, our second example, was born in 1930.
He graduated from the Plekhanov Institute of National Economy in
Moscow in 1952 and has pursued an academic career since. In the late
seventies, he worked under Medvedev in the Central Committee
Academy of Social Sciences. In 1986 he was appointed the new head
of the Academy of Sciences Institute of Economics. His task was to
transform this bastion of conservative PES into a supporter of
perestroika. In 1989 Abalkin was made Deputy Prime Minister, respon-
sible for economic reform within the Soviet government. Abalkin has
been involved in policy formulation since the seventies.’> He has
reputedly been one of Gorbachev’s close advisors since his ascension
to power. Ideologically, he has been probably the dominant political
economist in the country since the early seventies.

It is intriguing to note that the political position of leading Soviet
academic economists has during the Gorbachev years become
incomparably stronger than it ever was before. Academician Abalkin
is Vice Prime Minister and academician Shatalin became in March
1990 a member of Gorbachev’s presidential council. Corresponding
member of the academy Medvedev has been a member of the Polit-
bureau, and Petrakov, another corresponding member of the
academy, was made in 1990 a personal adviser to Gorbachev. Other
economists, among them academician Bogomolov, corresponding-
member Bunich and Professor Popov, are active in parliamentary
politics. While Soviet economic bureaucracies continue to be domin-
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ated by non-economists, the political process involves perhaps more
leading professional economists than in any other country.

Vadim Medvedev first caught wider attention with his 1966 book
on the law of value and material incentives.”® At the time it was
something of a novelty to treat these themes together. Though
Medvedev’s book was published after the 1965 reform decrees, it had
been for the most part written before them. It is not one of the great
reformist books of the sixties. Still, well in line with the mildly reform-
ist mainstream of the decade, Medvedev both warned against belit-
tling the role of markets and the law of value and, at the same time,
argued for the priority of planning. The existence of society-wide
interests in addition to personal and collective ones gives the society
its socialist character, Medvedev argued. On this basis he criticises
Liberman for allegedly wanting to abolish all obligatory plan targets.
Those, Medvedev asserted, are necessary for assuring the priority of
society-wide interests. In this way Medvedev condemned in 1966
what was to become the defining feature of the 1968 Hungarian econ-
omic reform, the absence of obligatory plan targets.

Mevedev is thus methodologically an economic centralist. He is,
however, not a proponent of the command economy. Rather his
centralism is of the indirect, rationalising variety. In socialism, he
wrote in 1966, commodity-money relations serve social goals because
they are planned. Supply is planned, prices are set centrally and even
demand is strongly influenced by governmental policies. During the
seventies this view of commodity-money relations as ‘planned social-
ist markets’ became generally accepted in PES.!* Abalkin, in particu-
lar, wrote much on the theme.’® He has been even later much
concerned with the characteristics of socialist markets.

The idea of planned socialist markets is an extreme instance of a
wider argument which claims that ‘socialist markets’ are generally in
some fundamental sense different from ‘capitalist markets’. This kind
of thinking has clearly made the acceptance of markets easier to many
in the USSR. There is, however, a deep theoretical problem involved.
This idea regards markets as a technical device which can be used and
moulded as deemed necessary. Thus there have been arguments to
the effect that socialist markets would only use positive sanctions,
would be stable and free of arbitrage, traditionally defined as anti-
social speculation in Soviet ideology. In short, socialist markets
would make use of all the “socially positive’ functions of markets and
leave their ‘negative’ properties - bankruptcies, unemployment,
instability, rent-seeking and so on - to capitalism.
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This is a naive and mechanistic view of markets. According to an
alternative view, which seems to be better founded, there cannot be
capitalist or socialist markets. There are only markets which function
with differential efficiency in different environments. By excluding
negative sanctions like bankruptcies socialist markets condemn enter-
prises to dependence upon the budget or other financiers, and society
to inefficiency. By condemning arbitrage Soviet ideology deprives
markets of the so-called law of one price, one of the crucial efficiency
properties of the market mechanism. The list could be continued. It
was only in 1989 that Leonid Abalkin seemed for the first time to
accept this argument.’® It is possible to point to the specific features of
the socialist market, he now wrote. ‘But they are not determined by
the market itself, but by its being a part of the socialist economic
system.’

The idea of planned socialist markets has been dominant in Soviet
PES since the sixties. There has been a small minority of economists
like Stanislav Shatalin who have continuously argued that real
markets cannot be planned.!” This is the difference between markets
and the ‘commodity-money relations’ of indirect centralisation.
These are, as has been emphasised above, two different approaches
which cannot be combined. In fact, Nikolai Petrakov'® pointed out
Medvedev’s inconsistency. On one hand, Medvedev had accepted
the existence of the law of value, profits and production for markets;
on the other hand he wanted in one way or another to subject them
_ all to administrative planning. This, Petrakov emphasised, is a con-
tradiction. Still, such criticisms did not prevent the idea of ‘planned
socialist markets’ from spreading. '

Medvedev’s 1966 book was relatively free from scholastic theoris-
ing for its own sake. Its approach was quite empirical, and Medvedev
even used some elementary algebra. This was not a common feature
in the PES of the sixties. Abalkin also favours empiricism over schol-
asticism. In 1971 he openly criticised the scholastic abstractness of
PES. In his view, that was the main reason why PES had not been
able to support the 1965 reforms with relevant proposals.!® After
some initial work on the economics of the ‘world socialist system’,
Abalkin made the study of fundamentals of economic policy his
speciality.

In his early work on socialist economic integration Abalkin tried to
balance the Soviet long-term goals of joint planning and general
political, economic and cultural uniformity between the socialist
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societies with an emphasis on the necessity to pay due attention to
the sovereignty of the socialist states ‘for the time being’.? In the
distant future, Abalkin argued, all property in all the socialist
countries would be in the same hands. Markets would be needed
neither nationally nor internationally.*! The transition to communism
- as outlined in the 1961 programme of the Soviet Communist Party ~
would have taken place everywhere. That, however, was a matter for
the future. It was only natural, Abalkin thought, that inside a single
socialist state, the USSR, such processes were much further devel-
oped than between socialist countries of different levels of communist
development. Either abstracting from agriculture or thinking with
justification that there is no essential difference between state and
collective farms, Abalkin argued that the uniformity of property was
already a fact in the Soviet Union. There was only economically
monolithic state property. That, he argued, made any market regula-
tion of the economy both unnecessary and impossible.

This was to become a key argument in Abalkin’s thinking until the
late eighties. The monopoly of state ownership - itself understood as
an axiom - necessarily implies centralised planning, he argued in a
book published in 1970.% The state combines both political and econ-
omic power and is therefore necessarily the one and only centre of
authority in the country. Such power cannot be shared with markets
or any other possible centre of economic power, Abalkin argued.

This is an open attempt at apology for the totalitarian unity of
economic and political power in traditional Soviet socialism. The
phenomenon itself — the unwillingness of the totalitarian state to
share its power with markets — is accurately described. In 1970
Abalkin clearly applauded it. In the late eighties he and other Soviet
reformists advocated the introduction of markets and pluralism of
ownership as a necessary part of democratisation. The linkage
between ownership and power was again emphasised, but with a
different sign.

Starting from monolithic state ownership is not the only possible
way of finding arguments for traditional Soviet socialism. Another
way of putting the argument, also used by Abalkin, is to proceed - in
the same way as Medvedev did in 1966 - from the asserted primacy of
alleged national interests, existing separately from and above
individual and group interests. A variant of this argument was used
by Abalkin as recently as 1987.2

In a 1971 book Abalkin defended the absolute primacy of state
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ownership in an even more explicit way. To give up state ownership,
as some unspecified ‘right-wing opportunists’ had proposed, would
in fact mean abandoning socialism, he then argued.? Still, Abalkin
was not a conservative. His arguments have to be seen in their con-
text. Abalkin has never stood out as an outright centralist among his
fellow political economists. True, he has regarded planning as the
‘mode of motion’ of the socialist economy, but commodity-money
relations are according to him its form. Neglecting the former takes
one to market socialism, neglecting the latter to ‘military-bureaucratic
management’ and an ‘administrative regime’. In this way Abalkin
presents himself as a man of moderation, a proponent of indirect
centralism.

But what should indirect centralism mean in practice? As so often,
Abalkin’s remarks are again very cautious. He never tied himself to a
particular framework or set of proposals. Furthermore, he has always
shunned the doctrinal bickering so typical of many Soviet political
economists. Such debates at least present an opportunity of seeing
what a particular economist is against. Abalkin, however, has never
engaged in such quibbling. To understand his interpretation of
indirect centralism, one must start with what he says on the role of
economic science in socialism.

Economics, as Abalkin sees it, has a special pragmatic responsi-
bility in society. Researchers create some of the preconditions for
successful policies. Whenever there are serious economic problems,
something is probably wrong with the underlying economic
principles as well, he conjectures. Decision-makers should listen to
expert opinion - as Abalkin also advised Mikhail Gorbachev at the
party conference of 1988 - but neither should scholars live in a social
vacuum. The growth of knowledge is not a matter of ‘proclaiming
truths’, but of ‘advancing hypotheses and testing them empirically’.?
Such testing — which was traditionally, one should emphasise, totally
alien to PES which had always abhorred any infections of empiricism
and had much preferred to proclaim truths — has many forms,
Abalkin added. Modelling and experimenting are among them, but
so also is learning from the experience of the New Economic Policy.
Abalkin admitted that NEP as a period of transition from capitalism to
socialism had primarily been a time of overcoming capitalism. This is
the only content given to the New Economic Policy by Stalinist
ideology. But NEP had also, Abalkin went on to argue, been a period
of learning to master socialist economic principles, among them the
use of commodity-money relations. In this respect NEP still had
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contemporary relevance. Although in a characteristically cautious
way, Abalkin had thus joined those reformists who saw NEP as a
model for the Soviet future.

This 1971 reference to NEP remained just a hint of how far
Abalkin’s reformism might reach in favourable circumstances. The
core of his published thinking was different: a strong emphasis upon
the primacy of state ownership and central planning together with
indirect centralisation. This is worth emphasising for two reasons.
Abalkin, with such ideas, was in the early seventies a relatively
reformist political economist of the younger generation. In addition,
it is only against this background that we can appreciate the pro-
fundity of theoretical change brought about by the perestroika period.
Around 1970 Abalkin was praising the monopoly of state ownership
and state power as the essence of socialism. Eighteen years later he
set out only two criteria for the socialist character of institutional
arrangements: they should enhance productivity, generate full
employment and provide social guarantees, and exclude the exploi-
tation allegedly imposed by private ownership over the means of
production on wage-labour.? In the late eighties Abalkin argued for
markets under socialism because they set the consumer free to choose
and thus provided the necessary basis for personal development, a
civil society independent of state power and democracy in general.?
He had in mind not only the markets for consumer goods: the
existence of markets for means of production, services, labour power
and finance in no way contradicts socialism, Abalkin now argues.

The deepest change has taken place in his understanding of social-
ist property. In the sixties and early seventies, as seen above, Abalkin
regarded the monopoly of state property as a historic achievement of
socialism on the road to communism. In the perestroika period he
started off by sharing — together with others such as academicians
Shatalin and Bogomolov as well as Mikhail Gorbachev - the idea of
state property as ‘nobody’s property’, a system of organised irrespon-
sibility.?® Later he changed his mind: property always belongs to
somebody, the one who can actually exercise property rights. In the
case of state ownership the real owner, then, is the administrative
apparatus.? Within the Marxist discourse this conjecture has import-
ant and somewhat obvious class theoretical implications, which
Abalkin has elected to bypass publicly. Still, the inference is evident.
Not only is the creation of an alternative centre of economic power —
markets — possible, but it is also a necessary precondition for breaking
the economic power monopoly of the apparatus. At the same time
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Abalkin has demonstrated how this monopoly should also be
attacked from other directions. Thus, there should be alternative pro-
posals for policy decisions, not only prepared by the bureaucracy but
also by the Academy and other institutions. And naturally, there
should be a spectrum of different ownership forms, only excluding
the pure capitalist one, private ownership with the employment of
non-family labour. Deputy Prime Minister Abalkin oversaw in
Autumn 1989 the preparation of a government proposal for a law of
property with only this limitation.*®

Another important theme to which Abalkin has returned
repeatedly concerns the equilibrium of the economy. Here his views
have been remarkably consistent. As early as 1971 he opposed the
Stalinist dogma according to which excess demand, allegedly by
‘driving production forward’, is and should be a permanent feature of
the socialist economy. He was not the first one to oppose this concep-
tion launched by Stalin himself in 1931. Still, his explicit linking of
general excess demand to the preponderance of administrative
management methods is notable.*! Abalkin understood well that as
long as the economy is plagued by excess demand, both goods and
means of production have to be rationed. If that is not done by
markets, it has to be done by a bureaucracy. Furthermore, Abalkin
regarded the - as yet modest — increase in the savings of Soviet
households in the sixties as evidence of the existence of such excess
demand in the market for consumption goods.

It is debatable whether there was much actual excess demand in
Soviet consumption goods markets as a whole in the sixties. There is,
however, no doubt that the excess demand for resources — invest-
ment goods, raw materials and labour — within the state sector is an
endemic property of traditional socialism. Abalkin did not have a
theory of why this was so. He seemed to imply that it was simply a
consequence of the Stalinist dogma mentioned. Even so, he had
accurately perceived an existing problem which became a crucial
issue when the equilibrium of the Soviet economy deteriorated
seriously from the late seventies onwards. As early as 1981 Abalkin
emphasised the existence of a dilemma.*? On one hand, the presence
of disequilibria required the use of administrative methods of ration-
ing. Markets for most commodities, especially investment goods, did
not exist. Existing markets usually had fixed prices incapable of
matching supply and demand. With severe disequilibria any attempt
to introduce markets and free prices would probably induce inflation-
ary spirals. Therefore, commodities had to be allocated by bureaucra-
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cies using their own criteria of priority. This is, of course, the essence
of traditional central planning, which is thus reinforced by the
existence of excess demand. But, on the other hand, excess demand is
not only the cause but also the result of the traditional economic
system. The latter had, after all, brought the disequilibria about.
Balanced development, Abalkin argued, was only possible within a
reformed economy.

This, then, is Abalkin’s reformist dilemma: disequilibria seem to
make reforms both impossible and necessary. To break the deadlock
Abalkin proposed the implementation of a programme of balancing at
the same time as the introduction of economic reforms. This was not
to be. On the contrary, by attempting growth acceleration together
with reforms, the Gorbachev regime drove the Soviet economy into
its worst disequilibrium and crisis in decades. Abalkin was surely not
the only economist who understood well and immediately the
incompatibility of growth acceleration and perestroika reforms. As we
saw in chapter 2, academician Anchishkin warned against measuring
reform success by growth rates as early as in 1967. Abalkin gave the
economists’ protests the best possible visibility by voicing them at the
1988 party conference. Still, it took more than a year before the
government was ready to act. By this time the crisis was so deep that
Deputy Prime Minister Abalkin could only propose a programme
which at least temporarily repealed several of the decentralising deci-
sions already taken.>® The path outlined by academician Abalkin in
1981 no longer seemed open for Deputy Prime Minister Abalkin in
1989.

Abalkin has never shown much interest in the traditional debates
or, indeed, in the traditional debating habits of the Soviet political
economy of socialism. He has been willing to concede that PES
already basically knows what the economic laws of socialism are. He
has even gone as far as to accept the infamous ‘law’ according to
which the output of capital goods should always increase faster than
that of consumer goods. Whether he really believes in such laws or
not, his point has been that economists should not waste time argu-
ing about them. Their primary task, Abalkin has long claimed, is to
study the economic mechanism, the concrete way in which economic
laws are used in planning and management. This proposal is
naturally in clear conflict with the way in which traditional political
economists wanted to see the tasks of PES. For them, PES should
stick to scholarly analysis of economic laws (as seen in chapter 1).
What is more, Abalkin has argued that through such studies of the
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economic mechanism PES ‘becomes more and more a theory of
rational socialist economising’. In this way he had linked himself in
1973 to the same wide neoclassical mode of thinking about the social-
ist economy into which Bukharin, Voznesenskii and the optimal plan-
ners had also, each in their different ways, belonged.> Abalkin did
not want to be a scholastic, he wanted to be a rationaliser.

In the 1973 book Abalkin had also, for the first time, outlined his
own programme for the new phase of economic reforms which he
saw approaching. The state, he argued, had to decide in a direct way
about the main proportions of the economy. The geographical loca-
tion of production, the wage and price systems to be used and a
unified technological and financial policy should also be decided
centrally. Keeping decisions over such matters in the hands of the
state would prevent existing disequilibria from worsening, Abalkin
argued, thus showing once more his concern for the way in which
disequilibria lead to a command system.

A perfect centralisation, even using modern computers, was a
utopia, Abalkin argued. There always had to be a degree of inbuilt
self-regulation. Its limits, however, are still an open question,
Abalkin admitted exactly in the same way as Katsenelinboigen and
others had done a couple of years earlier.*® Without originality, he
supported all the standard Soviet reformist solutions ranging from
the formation of associations to khozraschet on various hierarchical
levels of the economy. When confronted by an interviewer in 1989
with the fact that the one Soviet ministry which had in principle been
working on khozraschet since the early seventies had not done better
than others, Abalkin referred both to its monopoly position and to the
existence of disequilibria, and seller's markets.* This, too, is a
measure of learning.

In many respects Abalkin’s reform proposals of the seventies are
in the reformist mainstream already discussed and therefore not of
great interest. More original is his strong emphasis on the socio-
psychological aspects of perestroika ~ a term which he had used
already in 1973.% On the one hand, there exists a psychological
barrier against reforms formed by the traditional modes of thinking.
As we have seen above, Nikolai Petrakov was also worried about this
in 1970.%® On the other hand, and this was more important for
Abalkin, a powerful ‘human factor’ based on a ‘feeling of being the
master’ could be mobilised by creating conditions for ‘real participa-
tion in production management’. The psychological barrier against
reform should be neutralised and public opinion drawn onto the side
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of reform by three means: a wide availability of (truthful) information,
the possibility of critical discussion and participation in manage-
ment.* Some twelve years later, this was to be a crucial part of
Gorbachev’s early domestic policies.

The 1973 book just discussed is the most interesting of Abalkin’s
stream of publications. By then he had developed a position that has
been often repeated since. New ideas were primarily added in a 1981
book, which is in many ways a companion volume to the 1973
monograph.* Both books argue for the practical usefulness of PES,
oppose ‘market socialism’ for its alleged neglect of the assumed need
for political guidance of the economy, argue for equilibrium as a
necessary precondition for decentralising ‘most*! economic decisions
and also repeat many of the same concrete proposals. In 1981 Abalkin
also used growth projections to argue that Soviet production could
potentially grow by some 7 per cent per year. Laconically, he sug-
gested comparing this with the growth rates actually achieved. When
such a comparison is made, the result is, of course, that the gap
between potential and actual growth rates had widened dramatically
in the seventies. Abalkin did not have to say it; his every reader knew
the basic facts.

Having thus substantiated the argument for further reforms
Abalkin pointed out that partial reforms give temporary results, ‘but
mobilising deep-lying reserves and possibilities ... demands an
integrated perestroika of all elements of the economic mechanism. This
task is naturally much more complicated [than partial reforms] but
the effect of such a perestroika is also more impressive and lasting."42

Concepts like perestroika, glasnost and the human factor were thus
integral parts of reformist PES years before Gorbachev came to power
and made them the basis of his policies. This is an important part of
the intellectual preparation for perestroika too often neglected by
observers. Still, Abalkin’s published writings from the seventies and
early eighties do not add up to a coherent programme for economic
reform. They are silent or very vague about how markets are created,
about finances and price formation, foreign trade and the ownership
structure. As just seen, early Abalkin had been clearly conservative
concerning ownership issues. He did not return to the question until
1988. Abalkin was very conscious of the deterioration of economic
equilibrium in the USSR and knew that any decentralising reforms
are very difficult to implement in an excess demand economy. Still, it
was Stanislav Shatalin who in 1981 proposed a ten-year programme
for economic stabilisation.® Among the measures advocated by
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Shatalin were some which have been adopted in 1988-9. They include
the sale of housing stock to the population and charging a price for
some of the services in education and medicine, which, so far, have
been available free of charge.

The consistency of Abalkin’s thinking up to the late eighties is
remarkable. So also are his cautious and modest way of argumen-
tation and reluctance to engage in polemics — often vitriolic in PES -
with fellow economists. The same is also largely true of Vadim
Medvedev. He has restated his fundamental centralism several times
over the years. State ownership had to be given absolute primacy, he
argued in 1976* adding also that socialism has to be analysed
primarily as an administratively planned system based on ‘scientifi-
cally substantiated commands [! - P.S.] from the centre on all aspects
of enterprise activity’.* In the 1981 edition of the 1976 monograph the
term command was substituted by the more neutral term signal.*
Commodity-money relations, Medvedev has repeated over the
years, are superficial by comparison with basic administrative plan-
ning. Their temporary necessity is caused by such factors as the
continued existence of non-state ownership in agriculture and of
small-scale industry as well as by remaining deficiencies in
computing.

Fundamentally Medvedev was a centralist, even a proponent of
command economy, in the sixties. He was still one in the eighties. He
explicitly argued in 1980 that the scope of commodity-money rela-
tions would get narrower as society matures towards communism.*
In this 1980 book, which is a sadly typical treatise of the Brezhnevite
ideology of developed socialism, Medvedev also argued for state
control over the way in which human needs change over time. The
new Soviet man should thus to a degree be a creation of the state.
Such views seem a far cry from the humanistic socialism which
Mikhail Gorbachev wants to create.

But, on the other hand, Medvedev has also argued that as long as
commodity-money relations are necessary, they have to be used, and
used in a better way than before. In particular, Medvedev was not
only one of the foremost proponents of the ideology of developed
socialism but is also an expert on the failures of the 1965 Kosygin
reform. He has devoted many pages to analysing it. The reform
failed, he admits. The consequences of that failure can be seen,
Medvedev says, in the way in which efficiency growth first slowed
down and then turned negative in the seventies. He has published
calculations which show this.* Still, he argued in 1981 - as a man in
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his position would do - that any talk of an economic crisis in the
USSR was mere capitalist propaganda without any true foundations.

Medvedev has put forward several reasons for the failure of the
1965 reform. First of all, it did not address the basic problem of
disequilibrium. Here Medvedev shares Abalkin’s basic concern. But
there had also been too little real enterprise independence* and
various mistakes in government policy.®® In general, Medvedev
argued in his 1983 book, the lessons of the 1965 reform had been
studied all too little in the USSR. This is certainly true, but it is also
true that the Soviet Union cannot have many better experts on this
particular failure that Medvedev himself is.

As a rationalising centralist Medvedev has been, especially in his
1976 book, a strong advocate of the use of optimal planning tech-
niques. In the early seventies party publications defended these
methods against the vehement attacks of Gosplan planners. Both
Medvedev himself — as a deputy chief of the Central Committee
Department of Propaganda — and V. S. Dunaeva, an economist work-
ing in the Central Committee Academy of Social Sciences® tried to
show how some of the new concepts introduced by the optimal plan-
ners could be reinterpreted and integrated into PES. In 1974 the then
chief of the Central Committee Department of Science, the arch-
conservative S. P. Trapeznikov, even said that the existing level of
PES was so low that attempts to create a new PES - as had been done
by the Sofeists — were totally understandable, even if they had also
failed.® When the future of economic research was discussed in the
Academy, Pyotr Fedoseev, the conservative philosopher and deputy
chairman of the Academy of Sciences, poured a veritable shower of
scorn over the conservatism of political economists. Fedoseev’s pro-
grammatic statement, almost certainly prepared with the assistance
of the Central Committee Department of Propaganda and thus
Medvedev, is worth citing at some length, as his attack sums up well
the real mediocrity of conservative PES. Medvedev must certainly
have agreed, whether he had written the text or not:

there are still a certain number of economists who have not been able to
reorient themselves in the new circumstances ... Some of these ‘theor-
eticians’ often take a dogmatic attitude toward the work that is done by
economists belonging to different streams within our economic theory and
practice. Hearing the word ‘goal’, they are ready to shout: ‘that is teleolog-
ism’; the term ‘consumption’ they immediately associate with vulgar political
economy; and anyone who mentions ‘utility’ is at once condemned as ‘resur-
recting the work of Boehm-Bawerk, the theory of marginal utility’, and so on.
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Such an approach is, in our opinion, not constructive and indeed hinders the
development of economics. . . . It must be understood that certain categories,
only used for the purpose of apology for capitalist relations by bourgeois
economists, have an important role in the planning and in managing the
economy of the new society.*

One should not, however, reach the conclusion that the party eco-
nomists were willing to accept all the conclusions drawn by the SOFE
group. As a offer of truce, Dunaeva’s book set tough conditions. In
particular, Sofeists had to accept the existence of all the economic
laws declared by PES. All decentralising interpretations of the
optimal planning paradigm were also to be abandoned.* Medvedev
has been also a rationalising centralist, not a proponent of markets.
He has complained about the lack of interest shown by the political
economists in developing the correct Marxist interpretation of
optimising in the socialist economy. At the same time he has
repeatedly rejected such market-oriented interpretations of the
optimal planning approach as Volkonskii in particular has advocated.

Medvedev’s interpretation of Kantorovich and Novozhilov is
strictly in the indirect centralisation tradition. He argues that
developing optimal planning and management means strengthening,
not weakening centralism.* Even capitalism, he has claimed, is pro-
gressing because of the various regulations that constrain markets,
not due to any free play of market forces. Seen from this perspective
of state-monopoly capitalism there would thus be no sense what-
soever in trying to constitute free markets in socialism. Competition
as such is alien to socialism, Medvedev argued in 1976, as all enter-
prises are owned by the state, which also determines the volume of
their production, proceeding from an optimal plan.”® Commodity-
money relations have to be developed, but they must also be submit-
ted to central planning. Socialism, seemingly by definition, precludes
the selling and buying of labour power, private production as well as
any uncontrolled markets for the means of production.”

To conclude, Medvedev has been rightly worried about the declin-
ing efficiency growth of the Soviet economy. Many of his books
contain discussions on current technological developments, as befits
one who used to teach at the Leningrad Institute of Rail Transport as
well as the more prestigious Leningrad Technological Institute. As
early as 1981 he wrote that a ‘serious perestroika of the economy and
methods of management [as well as] the very psychology of economic
behaviour is needed’.®® But, he also added, those changes were
not needed because what existed was ‘mistaken or bad, but because
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the objective conditions of economic development are changing’.

Medvedev’s 1983 book™ has been called the original reform pro-
gramme of perestroika.®® While it is clearly an exaggeration to say that
the book was written ‘in a liberal spirit’ - it is not about a reduction in
the role of state vis-2-vis society - it is true that the book contains most
of the ingredients of Gorbachev’s early policies. In particular, there is
a strong emphasis on the democratisation of management and on
organisational change in general. It is also obvious that book was
intended as a programmatic statement. Medvedev was clearly hurry-
ing to finish the monograph, and relied upon his earlier books to the
extent of lifting whole central passages from them. And, of course,
just having been moved from the Academy of Social Sciences to the
position of chief of the Central Committee Department of Science and
Educational Institutions, he was in a political position to make a
statement that would be listened to. During the Andropov interlude
such statements were in demand. His proposals were not, however,
wholly his own. He had been working with Abalkin, whose approach
in the seventies was clearly more decentralising than Medvedev’s, for
many years. He was apparently also well connected with academician
Abel Aganbegyan, who thanks Medvedev in the foreword to his 1979
monograph on enterprise management.®! It is therefore no wonder if
Moscow reform economists ‘tend to look upon Medvedev as “their
man” in the political leadership’.®* He was after all the first economist
in the Soviet Politbureau since Voznesenskii.

But if Medvedev’s 1983 book is taken as the original reform pro-
gramme of perestroika, we should note that it has both decentralising
and centralising features. Thus, Medvedev proceeds — as he has
always done - from the primacy of state ownership and national
interests. He even thinks that the scope of planning tends to broaden,
primarily to cover demographic processes and the mobility of labour.
He advocates supporting private plots, but only so that their linkages
with the socialist sector may be strengthened. He emphasises the
importance of preventing their transformation into genuine private
production for markets. Furthermore, he argues for creating new
inter-branch management bodies after the model of the agro-
industrial complex. At the same time he calls for ‘preserving branch
management to the degree it is necessary and still has a positive effect
on the economy’ - a true politician’s statement. Medvedev is very
explicit about the damage caused by disequilibria to consumers, tech-
nical progress and the possibilities of decentralisation. He advocates
using prices and other demand constraining measures for attaining
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equilibrium. At the same time he strongly supports centralised price
setting. Medvedev also rejects the Hungarian economist Janos
Kornai’s arguments on the deep changes in the whole economic
mechanism needed for attaining equilibrium. He is absolutely against
using the threat of unemployment as a disciplining device. Real par-
ticipation in decision-making is to Medvedev the right way to nurture

" ‘the feeling of being the master of production, to root responsibility
and social identification with its results [to develop] a conscious rela-
tion to work and social property’. Without that, the transition to
intensive growth, ‘justly called the second industrialisation of the
country’, would be impossible.

But probably more important than these particular issues is the fact
that Medvedev called openly as early as 1983 for the creation of a new
conception of the economic system of socialism. It would have to
meet two crucial demands, both by and large defined as negations of
traditional PES.% The new conception should be based on the experi-
ence of different socialist countries and thus avoid the earlier absolut-
ism of Soviet experience as the guideline for the rest of the world to
follow. Also, it should not stop at abstract generalities. The new
conception of socialism should be concrete enough to allow for the
derivation of policy principles. Scholars should thus be able to play a
genuine policy-forming role.

Developing the new conception of socialism is the main task
Medvedev had as Chairman of the CPSU Ideological Commission
since 1988. In his maiden speech in this new capacity Medvedev
referred to the new conception as being basically that of Lenin in
relation to the New Economic Policy.® This proposition, widely dis-
cussed in the USSR before and after Medvedev’s speech, is meant to
have three important ideological implications. First of all it searches
for a true Leninist legitimation for the policies of perestroika. The Lenin
now referred to is not the believer in the Kautsky-Lenin single factory
image of the socialist economy. Nor is he the Lenin of War Commu-
nism, but that of the early twenties, who had in one of his last
writings mentioned the need for ‘a change in our whole view of
socialism’.®® Unfortunately he never said what the new view might
be; but change from the single factory image can hardly be in any
other direction than towards decentralisation and markets. Gor-
bachev has used this perspective when he has alleged that perestroika
means fulfilling Lenin’s testament.%

The second ideological message contained in the parallel between
perestroika and the Lenin of the early twenties is that Stalinism is a
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deviation from the true socialist principles of Lenin’s last writings.
This was argued by a few reformists like Gennadi Lisichkin in the
sixties, but now it has become the official party line. Finally, the new
approach is meant to defend Lenin and the founding Marxists against
accusations of being the fathers of Stalinism and the command
economy.

The Medvedev-Gorbachev interpretation of the relationship
between Marxism, Lenin, Stalin and Soviet society is of course
neither the only possible one nor intellectually the most compelling
one. On the one hand, its mere existence shows the degree to which
the USSR is still an ideological state. On the other hand, it at least
admits the existence of historical alternatives, something which the
rigid historical schemes of Marxism-Leninism, with its objective
laws, has always attempted to deny. In this sense it is not only
concerned with the correct model of socialism but is also philosophi-
cally directed against the very foundation of PES.

Even before becoming the Communist Party ideology chief
Medvedev had the opportunity of shaping PES in an official capa-
city.% Political economy textbooks have always had a disproportion-
ally important position in the USSR. They have been both regarded as
a crucial way of educating young people and stating the commonly
accepted view on various theoretical issues. Even if there has not
been an official monopoly textbook of PES since the early sixties, any
textbooks to be used still have to be accepted by the relevant ministry.

Because none of the existing university textbooks were regarded as
satisfactory, the Ministry of Higher Education took the somewhat
exceptional step of organising an open competition for PES textbook
manuscripts in 1983-6. None of the manuscripts submitted cor-
responded with the new requirements of the Gorbachev period.
Consequently, the ministry appointed a group of prominent econo-
mists to write the new textbook. Medvedev was the nominal head of
the team, while Abalkin and Abel Aganbegyan reportedly did most of
the work. The manuscript was widely discussed in Soviet economic
journals. It was received with mixed feelings. While progress was
noted - especially as far as the treatment of capitalism was concerned
- many commentators were disappointed by the relative proportion
of new and old. Abalkin, who has defended the book - since
published® — as a compromise, has in spite of that argued that no
further textbooks should be written, as that might give the opponents
of perestroika an opportunity to disseminate their views.*

Such a relic of the old ways of ideological policing is bound to fail
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under glasnost. In fact, while the writing of the Medvedev textbook
was in progress, various authors from TsEMI were producing their
own monograph-length view on the foundation of PES.” The writing
of another textbook, this time especially for the students of economics
faculties, is under way with heavy participation from Sofeists.
Academician Shatalin, who has been in various ways campaigning
for the comeback of SOFE, has argued that in this textbook SOFE
should be presented as the core of PES.” Others disagree. A. Ryvkin,
in particular, has claimed that he has been able to detect the rise of a
new economic mythology, based upon SOFE and guiding many
people’s thinking about economic perestroika. The normativeness of
SOFE, Ryvkin argues, makes it totally inappropriate for tackling the
tasks ahead.”

Whatever one thinks about the relative merits of PES and SOFE, a
conspicious feature of present-day debates in Soviet theoretical politi-
cal economy is the fact that they have been almost exclusively carried
on by economists who rose to prominence in the sixties. This is an
advantage to the extent that such people have the experiences of the
failed reforms and conservatism of the sixties and the seventies fixed
in their minds. But it is much more a weakness, because they are
carrying a huge burden of outdated doctrine. Sooner or later, a
generational change is going to take place. Whether that will mean a
renewal of Marxism, as Soviet ideologists now want, or its rejection
as has happened in Eastern Europe - remains to be seen. One thing,
however, has hopefully been made clear by the preceding discussion.
The Soviet political economy of socialism is not in a position to be a
guideline in reforming socialism in the direction of a market
economy. It is fundamentally a quasi-science, an ideology developed
to justify the existing institutions of traditional Soviet socialism. As
such it has a conservative influence upon people’s thinking. Even in
the hands of reformists political economy will not give impulses to
change, but it can itself be remoulded to give ideological legitimation
to new institutions as long as such ideology is deemed necessary.
Because of its quasi-scientific scholasticism, political economy may
actually have a considerable flexibility. Abalkin had no great problem
in evolving from an apologist of state property to a critic of ministerial
ownership. If an ideological justification for private property under
socialism were needed, it could be delivered easily. One only needs
to condemn ministerial property as exploitation and argue that joint
stock companies are, as voluntary associations of free individuals, the
most socialist of all possible institutions.
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The Novosibirsk Institute of Industrial Economics

The Siberian Branch of the Soviet Academy of Sciences was founded
in the late fifties to serve several purposes. It was to help in opening
up the riches of Siberia and the Soviet Far East as the new frontier. It
was also intended to serve as a model for overcoming the traditional
gulf between Soviet fundamental research on one hand and industrial
innovation and university education on the other hand. The branch
was not situated in a big city, but in a specially built academic town,
Akademgorodok, outside Novosibirsk. The town was complete with
institutes, housing, services, a university and facilities for experimen-
tal production. And, finally, because the branch was new, well-
equipped and far from Moscow, it also served as the base for direc-
tions of research not favoured in the old centres of Moscow and
Leningrad. Genetics, cybernetics and mathematical economics were
all strongly represented from the very beginning.

Over the years the original attraction of Akademgorodok started to
fade.” The drawbacks of a relatively small and tightly-knit com-
munity far from Moscow soon caused return migration to Moscow.
Among prominent economists, Leonid Kantorovich returned quite
early, V. L. Makarov (the present head of TsEMI), Abel Aganbegyan
and Tatyana Zaslavskaya only recently. These are the names that
have made Novosibirsk economics famous. Abroad, the Novosibirsk
Institute of Industrial Economics (IEiOPP - the Institute for the Econ-
omics and Organisation of Industrial Production, as the institute is
officially called) has been known primarily for three reasons. Two of
them are leaked documents. The first dates from 1965.7* In a con-
fidential speech Abel Aganbegyan, then one of the angry young men
of Soviet economics, painted a depressing picture of the true state of
the Soviet economy. Standards of living were declining, industrial
structure was outdated, unemployment a reality and the quality of
plans dismal. There were, Aganbegyan argued, three reasons for this
state of affairs. The burden of military outlays was huge, agriculture
neglected and — what is most important — the economic system anti-
quated. It was both extremely centralised and undemocratic. Aganbe-
gyan’s analysis was at the time the most outspoken yet to come from
a Soviet economist.

The other leaked Novosibirsk document attracted even greater
attention. In 1983 the Western press published a paper by academ-
ician Tatyana Zaslavskaya, prepared, as was soon found out, for a
Novosibirsk conference.”” The ‘Novosibirsk report’ was seen as a
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sensation and was taken to imply that Yuri Andropov, then the Com-
munist Party Secretary General, had authorised a radical search for
alternative solutions for the Soviet economy. In actual fact,
Zaslavskaya had only little to say in her paper about the form of a
possible future economic reform. As an economist-cum-sociologist
she was more interested in a description of the existing Soviet social
structure and its implications. The ‘Novosibirsk report’ made three
important points which had not been touched upon before in Soviet
debates. It is important to note that they were not scholastic argu-
ments, but based on empirical social research. Zaslavskaya argued
that Soviet society should be described as consisting of ‘class-groups’
with potentially conflicting interests. It was not homogenous. Neither
were existing interests automatically harmonious or subordinated to
some putative social or society-wide interests, as political economists
like Abalkin and Medvedev argued. The basis for genuine political
struggle therefore existed in Soviet society. Secondly, Zaslavskaya
argued that the opposition to economic reforms was concentrated on
the ministerial level of the administrative hierarchy. The highest level
of the social hierarchy as well as enterprise managers and skilled
workers were either proponents or supporters of reform. To eliminate
ministerial resistance they would have to join forces. Finally,
Zaslavskaya concluded that the traditional economic system had been
suitable for the commandeering of an uneducated and passive
population but was not appropriate for managing modern working
classes with their own goals and interests.

Zaslavskaya’s findings, which were presented in more detail later,
are actually quite controversial. They neglect the immensely import-
ant regional and national dimensions of Soviet society. Furthermore,
Zaslavskaya simplifies matters by failing to pay sufficient attention to
the fact that people will have different interests vis-d-vis various facets
of distinct reform alternatives. A market creating reform is a different
matter from indirect centralisation. People will have different
attitudes towards the possibilities and responsibilities, even threats,
created by change. Zaslavskaya’s 1983 arguments were thus quite
crude, but they were a surprise, as it was at that time not even
generally understood outside a narrow circle of specialists that
empirical studies of social structure are being carried out in the USSR.
And what was even more important, they showed that economic
reform, even in the Soviet Union, is envisaged as a matter of political
struggle, coalition formation and neutralising of opponents. This was
one of the lessons learned from 1965.
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Aganbegyan and Zaslavskaya are two of the reasons which have
made the name of the Institute of Industrial Economics. The third
reason is the journal it publishes. The fame of Novosibirsk economics
as practically oriented, empirically based and at least potentially
reformist has been much strengthened by EKO, the popular Soviet
economic monthly published since 1967. EKO has much the largest
printing of any economic journal in the USSR, it has published more
reformist articles during the past twenty years than anybody else,
and its articles, whether practical or theoretical, are accessible and
lively. By no means all the articles have been written in Novosibirsk.
Some of the important reformist statements have been in fact by
Moscow-based scholars. But still it is the background of empirical
Novosibirsk economic and sociological research that has provided
many of the arguments for reform used by Aganbegyan and
Zaslavskaya in the eighties.

This orientation has been made possible by the responsibility the
Institute has for studying the economic and social problems of Siberia
and the Soviet Far East. Most of the results concerning Novosibirsk
industry or Altai agriculture are easily generalisable to the USSR as a
whole. Moscow institutes have usually been prevented from doing,
or at least from publishing, such research. This helped Aganbegyan
and Zaslavskaya to play an important role during early perestroika,
when Aganbegyan became known as Gorbachev’s chief economic
adviser and Zaslavskaya was also reputed to be a member of
Gorbachev’s informal ‘kitchen cabinet’ or brains trust.”¢ It is still
uncertain to what degree such a kitchen cabinet really existed.
Zaslavskaya has stated that she met Gorbachev only rarely, and
Aganbegyan has recently emerged as a critic of the way in which
economic policy was elaborated in the early perestroika years.” Still,
there is no doubt that there was an influence. This was especially
clearly seen in the ill-fated marriage of growth acceleration and
reform.

The modelling of Soviet long-term development has traditionally
been an important part of Novosibirsk research. The Novosibirsk
analyses on the reasons for growth slowdown have had an important
role in Aganbegyan’s advocacy of economic reform.” His repeated
arguments for the policy of uskorenie, growth acceleration, in the early
eighties were clearly influenced by the work by Boris Lavrovskii, a
Novosibirsk economist, on investment, capacity utilisation ratios and
related matters.” Lavrovskii argued that the growth slowdown was
caused by bottlenecks due to insufficient investment and excessively
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high capacity utilisation ratios. Another Novosibirsk economist, Kon-
stantin Valtukh, presented calculations which told of a deterioration
in Soviet productive capacity and advocated sharply increased invest-
ment.® This is also the background for Aganbegyan'’s concern for the
technological level of Soviet industry. As Aslund has pointed out,
Gorbachev’s important June 1985 speech on scientific-technical prog-
ress follows closely Aganbegyan’s line of argument.®! Aganbegyan
later confirmed that he was involved in preparing the early Gor-
bachev policies on technology and growth acceleration.®? These poli-
cies both failed to reach their objectives and actually contributed to
the deterioration of economic equilibria which by 1989 threatened the
future of Gorbachev’s reforms.

The third main area in the work of the Novosibirsk institute is
multi-level planning models.® In this area IEiOPP, like TsEMI, is a
follower of the optimal planning approach, and the work of the
institutes has in some respects been competitive. Of more import-
ance, probably, is the fact that there is a common theoretical back-
ground for the modelling work in both institutes. Perhaps even more
explicitly than in Moscow, the conclusions drawn in Novosibirsk
from the optimal planning algorithms diverge. At the one extreme,
there is Konstantin Valtukh, who has been arguing since the sixties
for a centralising interpretation of optimal planning and computers.?
In the seventies, he emerged as a critic of the market-oriented SOFE
of Petrakov and others, and has in the eighties repeatedly argued for
the need to increase centralised investment. In 1989 he condemned
outright the political decision to favour consumption at the expense
of investment.®> An intermediate position has been taken by David
Kazakevich, whose mainstream interpretation of the optimising
approach was sufficient to raise the conservative wrath of the Gos-
plan journal in 1981.%

The radical wing of the Novosibirsk institute was, until his death in
1987, occupied by Raimundas Karagedov. During the seventies he
emerged as the most prominent — perhaps even the only prominent -
proponent of a Hungarian-style economic reform in Soviet economic
discussion. As early as in 1974 he argued that the new Hungarian
system had proven its feasibility, enriched socialist economic theory
and had both a future and an importance which ‘reaches beyond the
frontiers of that country’.#” Two years later he pointed out one
important reason why the Hungarian reform had survived while the
Kosygin reform had failed. The latter had only changed the means by
which enterprises are guided. The former was better integrated: it
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also changed the economic mechanism itself. In general, Karagedov
argued, one cannot at the same time both decentralise and increase
the degree of centralism, as Soviet theories of indirect centralisation
had claimed. Two institutions cannot have the same decision-making
powers at the same time. Either the enterprise or the planners have to
take the genuine resource allocation decisions.®® This is the simple
point that Soviet theories of indirect centralisation have consistently
overlooked. Trying to have the enterprise itself find ways of making
the decisions that the centre wants it to make - the central goal of
indirect centralisation — does not really mean increasing enterprise
authority.

Karagedov made no secret of his preference for the Hungarian
model even at a time when the Hungarian economy was drifting into
increased difficulties, which were used by conservative Soviet econo-
mists as arguments against a market-oriented reform.* Aganbegyan
noted this preference in his preface to Karagedov’s 1979 monograph,
but also added that this view neglected the importance of ‘direct
centralised management as the leading link in the economic mechan-
ism of socialism’.*® Aganbegyan was in the late seventies himself
surely more radical than the average Soviet economist. This was seen
in his insistence upon full khozraschet for enterprises, not for the
monopolistic ministries. He also took a positive attitude to East
European reforms, understood the necessity of price reform, argued
for increased foreign trade as well as for a market for the means of
production, and furthermore emphasised the role of credits in financ-
ing.*! But still he distanced himself from the Hungarian model and
was not in 1979 ready to abolish all obligatory plan indicators, as
Karagedov was. Such disagreements within the Novosibirsk institute
did not prevent Karagedov from emerging as a central Novosibirsk
spokesman on economic reform in the early eighties. He directed the
surveys made of Siberian enterprises which participated in the so-
called Andropov economic experiment started in 1984, and under-
lined very explicitly the partiality and therefore insufficiency of this
experiment.”? He also outlined a short sketch of a comprehensive
economic reform.

Karagedov knew both Western economic theory and Hungarian
literature exceptionally well. His 1979 monograph is a tour de force, a
survey of relevant Western literature on welfare economics and
market failures. He was also the first one to present the views of Janos
Kornai, the noted Hungarian economist, on the shortage economy,
for Soviet readers.”® He had shown as early as the late sixties that he
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did not believe in the direct applicability of simple theorems of market
optimality. He also knew that the Hungarian reform model had not
succeeded in rationalising enterprise behaviour, as soft budget con-
straints were still present in the system. Still, Karagedov’s point of
reference for the future Soviet economic reform remained the original
Hungarian model of 1968. The Hungarian reform had abolished
obligatory plan targets, simplified the ministerial system and
liberalised a part of the price system. Following the Hungarian
model, Karagedov attacked the position of the ministries and pro-
posed a three-tier system consisting of a ministry of industry, a few
subordinate ministries for the large industrial complexes such as
energy and transport, and enterprises with wide-ranging powers of
operational decision-making. No obligatory plan indicators would be
used in his preferred economic model. The formation of medium-size
and small enterprises — among them cooperatives and those ‘based on
personal initiative’ - would be encouraged to create conditions for
competition. The possibility of bankruptcy would exist.**
Unfortunately, Karagedov’'s proposals were left on a very general
level. As happened with other economists of the late seventies and
early eighties who had been convinced of the importance of changing
the system of branch ministries, his short discussions tended to con-
centrate on organisational matters. The more narrowly economic
issues tended to be relatively neglected. Thus, Karagedov said that
the khozraschet rights of the enterprises should be created on all
dimensions of their activity, including investment and foreign trade.
On the other hand he is against leaving ‘the most important goals of
state economic policy’ dependent upon the market. There should still
be direct planning and administrative control over investment,
income formation, foreign trade, currency and finance. Furthermore,
the rights of enterprises should be greatest in consumer goods pro-
duction, less in other areas. What all this might mean in practice,
Karagedov left open. In Hungary, a small country with relatively few
state enterprises, an attempt to combine markets and planning in
very much the same way as Karagedov proposed for the USSR had in
practice led to general informal control of enterprises by the centre.
Such an outcome would have been impossible in a huge country like
the Soviet Union, but Karagedov neglected the possible conse-
quences of the size difference for the theoretical Hungarian model.
The Novosibirsk record on reformism is thus heterogeneous. Not
only were different views in existence within the institute, but
Aganbegyan also seems to have acted — as surely did other institute
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directors as well - as a filter for those opinions that were allowed to be
presented outside the institute. Thus, in the early seventies Stanislav
Menshikov, a leading Soviet econometrician of the world economy,
who at that time worked at the Institute of Industrial Economics,
forecast that by the early nineties Japan would have surpassed the
USSR in per capita production levels: ‘I was not believed and my
naive proposal to inform our highest establishments, to warn of such
a danger was answered with the words, “That’s all right, we'll
manage somehow” ".% Such judiciousness was no doubt streng-
thened by the contemporary attacks, mentioned earlier, on other
Soviet forecasts of growth slowdown.

We may note finally that due to its policy orientation the
Novosibirsk institute also became involved in preparing projects and
policies which in retrospect appear mistaken or at least debatable.
Building BAM, the Baikal-Amur railroad, is one example, the
abandonment of ‘unviable’ Russian villages another. Scholars may
not have been the originators of such projects and may have resisted
many of them, in particular the scheme for diverting Siberian rivers.
Still, the opponents of the Gorbachev policies of modernisation have
argued that people like Aganbegyan and Zaslavskaya are not ‘morally
entitled’ to lead perestroika because of their alleged earlier support for
‘antiscientific and antipeople’ policies.*

Theorists of management

Karagedov’s writings show on the one hand the Hungarian influence
and on the other the importance attached to organisational reform.
The ministerial branch management system, one of the defining
features of the Soviet economic system, has been under attack since
the fifties for creating branch autarky, serious problems in inter-
branch coordination and technical progress, as well as immensely
powerful vested interests. The 1965 reform was generally thought to
have failed because it did not reform the administrative system above
the level of the enterprise. Zaslavskaya’s ‘Novosibirsk report’ of 1983
identified branch ministries as the conservative guardians of the exist-
ing system. Abalkin has more recently argued that due to their con-
crete economic power ministries are the real owners of the means of
production in the Soviet Union.”” A young scientist has even identi-
fied the bureaucracy as a parasitic class which has sabotaged and will
continue to sabotage all attempts at economic reform.*®

Theories of indirect centralisation had contributed to illusions
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about the possibility of increasing enterprise authority while at the
same time maintaining centralisation. Most reformers of the sixties
and seventies wanted, while preserving the hierarchical subordina-
tion of enterprises, to extend economic methods of management
beyond enterprises to ministries and in some cases also to regional
organs. The mistake of these proposals — common to the Sofeists, a
political economist like Abalkin and a management specialist like
Pavel Bunich - is easy to identify. Ministries do not constrain enter-
prise independence because they rely on administrative methods of
management, but because they are hierarchically superordinate to
enterprises and responsible for the performance of the branch as a
whole. Whether such interference uses bureaucratic or economic
(khozraschet) methods, is secondary. This was beginning to be under-
stood in the late seventies, as Aganbegyan’s opposition to ministerial
khozraschet shows. Still, Karagedov’s simple insight — power over a
decision cannot reside in different hands at the same time - was not
generally accepted. The old mistake of the indirect centralisation
approach was once more repeated in the 1987 Law on the State
Enterprise, which once again sought both to increase enterprise auth-
ority and to preserve the traditional hierarchical subordination.*

As Shatalin and others pointed out in a paper published in 1987,
the medicine prescribed by the economists’ proposals for ministerial
khozraschet is worse than the disease.'® Giving ministries further
economic rights, while conserving their hierarchical status and posi-
tion as a monopoly producer, means unleashing huge monopoly
powers. Other proposals for attacking the position of ministries have
been developed in Soviet management science. Itself only a loosely
defined and heterogeneous field of study, management science has
had in the USSR a history which in many ways parallels that of
economics.'” It also went through an innovative decade in the 1920s,
was suppressed during the Stalinist decades, re-emerged in the fifties
and developed into competing schools in the sixties. Given the role
that the state management apparatus has within a hierarchically
organised society it is not surprising that the boundary between
management science and economics is uncertain. It would therefore
be rather pointless to try a separate overview of the reform ideas of
Soviet management scientists. Rather we will concentrate our discus-
sion on two prominent management scientists who have made and
continue to make an important contribution to Soviet reform debates.
They are Boris Kurashvili and Gavriil Popov.

Boris Kurashvili is a legal scholar with the Institute for State and
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Law of the Academy of Sciences in Moscow. He outlined in five
articles during 1982-5 the first published radical programme with
some degree of detail for Soviet economic reform.'” Like Kara-
gedov’s, Kurashvili's proposals are largely based on the Hungarian
model, though Kurashvili has adapted his programme more specifi-
cally to the particular needs of the Soviet economy. He does not
believe in the possibility of marginally changing the branch manage-
ment system, but proposes its wholesale substitution by a system
based on large production complexes.

Instead of some fifty all-union branch ministries existing in the
early eighties, Kurashvili’s reform, as outlined in 1985, would leave
only seven. There would be separate ministries for fuel and energy,
communal economy and communications, transport, supply, plan-
ning and the defence sector; the rest of the economy would be
managed by a single ministry of the economy. The fuel and energy
complex and the defence industries would be managed in the tradi-
tional centralised way. The degree of centralism would be least in the
part of economy under the ministry of the economy. The latter would
engage in forecasting and aggregative planning, check the con-
sistency of enterprise plans and guide the economy with economic
instruments, e.g. taxes, credits and pricing rules. Enterprises under
the ministry of the economy would have full khozraschet and wide
autonomy. They would plan their production pattern themselves. No
obligatory plan indicators would be given to these enterprises from
above.

Simultaneously with the reorganisation of the ministries, their per-
sonnel would be drastically reduced. This would not only economise
on resources but would also limit the physical scope of the ministries
for petty tulelage of enterprises. Not all power taken from the
ministries would be given to enterprise managers. Questions of
wages and employment would be decided on a self-management
basis. Employees would also select — subject to state confirmation -
the enterprise manager. Basic production assets have to remain state
property as this is one of the defining characteristics of socialism.
Kurashvili argued in 1989 that a democratic socialism is fully attain-
able without privatisation of enterprises, on the basis of leasehold.!®

The differentiated approach to the economy makes Kurashvili's
programme well adapted to Soviet realities. Any Soviet government
will probably want to have basic energy production, transport
and the defence industries under central control. Kurashvili’s pro-
gramme meets this requirement of realism. On the other hand — and
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understandably, coming from a legal scholar - the programme has
very little economic detail. Kurashvili does not discuss the specific
issues of foreign trade, agriculture and finance. Apart from some
centrally set prices, he argues for contract pricing closely controlled
by the state, but does not delve into the pricing principles to be used.
He is conscious of the perils of monopoly, but does not focus on
possible measures to further competition. He is not terrified by the
prospect of unemployment, but does not explicitly discuss its relation
to the self-management he proposes. His arguments on increasing
the economic role of the regions remain inconclusive. And, finally, as
already noted, Kurashvili does not propose any new pluralism of
ownership forms: the creation of new enterprises remains ‘basically’
the prerogative of the ministry of the economy.

If Kurashvili's background as a management theorist is that of a
legal scholar, Gavriil Popov, a professor of the Moscow State Univer-
sity, is an empiricist, who has been long involved in practical con-
sultancy work.!® Over the years, he has developed a consistent view
on the organisational problems of the Soviet economy.!% At an early
stage he explicitly abandoned the Kautsky-Lenin single factory image
of the socialist economy, and he has been a longstanding and trench-
ant critic of the Soviet branch-based management model. At the same
time, however, he has supported the view that market mechanisms
are only a temporary expedient in socialism. In general, he argued in
1974, the trend is towards less market, and it would therefore ‘be a
fundamental mistake to transform necessity into an aspiration and,
proceeding from the temporary need for widening the sphere of

_value parameters, to propose a theory of real socialism, allegedly only
possible as a market economy’.'%

The Gavriil Popov of the seventies and the early eighties was a
moderate reformer, who was inclined to look for solutions in
reorganisations. Thus, in 1982 he argued for creating a new
coordinating management level of super-ministries above the level of
existing branch ministries.!” The proposal was criticised by the more
radical Karagedov and Kurashvili for actually increasing the problems
of hierarchy by further complicating it.'® This duly happened when
the Gorbachev administration tried to solve the problems of inter-
ministry coordination by creating a new administrative level of
Bureaus of the Council of Ministers above the level of the branch
ministries. Such bureaus never had the powers that the
superministries proposed by Popov would have had.

Popov’s other proposals from the early eighties are more radical.
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Thus, he advocated what amounts to private investment in the Soviet
motor industry by selling to citizens securities which give the right to
receive a car in the future. This proposal was finally accepted in 1989.
Popov also argued in the early eighties in favour of ending the obliga-
tion on enterprises to find alternative employment for people they
make redundant, and proposed the introduction of unemployment
benefits.’® Finally, in 1984, he emerged as a radical reformer by
proposing a Hungarian-type reform for the USSR, involving the
abolition of all enterprise plan targets set from above.!’® The enter-
prise plan would in his proposal be based simply on customer orders.
Within enterprises, work would be divided among largely self-
managing contract brigades. Price-setting would be decentralised to
inter-enterprise contracts. The enterprise wage fund would be
formed as a residual. This, Popov argued, would constitute true
socialist distribution according to labour.

Gavriil Popov was thus already in 1984 approaching the leasehold
solution which was in 1989 made the centre-piece of the Soviet econ-
omic reform. He has remained a foremost debater on Soviet history
and the future of perestroika ever since. In 1988-9 he emerged as the
foremost economist among the burgeoning radical opposition in the
Soviet parliament. In 1990 he was elected as mayor of Moscow and
after the July 1990 Communist Party Congress he became one of the
prominent members of the Democratic Platform group to leave the
Communist Party. The fact that he has increasingly tended to con-
centrate upon the politics of reform can be explained both by his
background in management science and the particular interpretation
of Soviet society that he has made extremely popular in the USSR (to
be discussed in chapter 6).

Specialists on foreign countries

The USSR, as befits a superpower, maintains a large network of
research institutes concentrating on the politics, societies and
economies of foreign countries. The researchers in such Academy of
Sciences institutes as The Institute for the Socialist Economic World
System (IEMSS, under academician O. T. Bogomolov), The Institute
for The World Economy and International Relations (IMEMO, under
several directors, among them the later member of the Politbureau,
Aleksandr Yakovlev, and the Deputy Speaker of the parliament,
Evgenii Primakov) as well as The Institute for the Study of the USA
and Canada (under academician Georgi Arbatov) have made important
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public contributions to Soviet debates on economic and political
reform. This is especially true of IEMSS. Its director, academician
Bogomolov has emerged as the most radical of top-ranking Soviet
economists. Among the former or present researchers of his institute
Gennadi Lisichkin and Otto Latsis have been highly visible reformers
since the sixties, while Nikolai Shmelev (who has more recently
worked at Arbatov’s institute) has been the most debated economic
writer of the perestroika period.

IEMSS has the task of analysing developments in other socialist
countries, among them China as well as Hungary, where economic
reform and debate on institutional change has gone much further
than in the USSR. Analysing such developments offers an obvious
basis for reform proposals for the Soviet Union. The interest of IEMSS
scholars in comparative studies of socialism has taken another form,
too. Several of them — Ambartsumov, Lisichkin, Latsis and Shmelev
among them — were already discussing the mixed economy of the
New Economic Policy of 1921-8 as an alternative model of socialism in
the early eighties, when it was less than fashionable to do so.!!!
Nikolai Shmelev caused a sensation when his Novyi Mir article of 1987
- reportedly the most read Soviet publication of the year — dismissed
the whole rationale of collectivisation.!? Gennadi Lisichkin used -
somewhat surprisingly — the example of Poland in arguing for the
efficiency of private small-scale agriculture.!”® Anatoli Butenko,
another IEMSS scholar, criticised the 1961 party programme for see-
ing socialism as immature communism. This view, Butenko argued,
had long legitimised the absolute priority of state ownership and
served as a foundation for attacks against collective farm autonomy
and private plots.!*

IEMSS scholars have thus been prominent in promoting the plural-
ism of ownership forms. They have certainly not had a monopoly of
such proposals. Leonid Abalkin’s programme statement for a
November 1986 conference on economic reform referred briefly to the
need for it.!® Still Bogomolov and his colleagues have emerged as the
most outspoken proponents of ownership reform. In a series of
articles and interviews in 1987 academician Bogomolov emphasised
the need to introduce both private and cooperative enterprises into
Soviet economy. He also drew attention to the multiple nature of
property rights and in particular distinguished between the right to
decide upon the use of an asset (the right of the vladelets, the posses-
sor) and the right to derive income from an asset or to dispose of it
(the rights of the sobstvennik, the owner proper)."¢ Such distinctions
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are crucial for the leasehold or arenda proposal, which became the
centrepiece of Soviet economic reforms in 1989.

Academician Bogomolov may in 1987 also have become the first to
argue for outright privatisation of production assets in the Soviet
press.'’” By 1989 such advocacy had become an almost daily occur-
rence. While Abalkin, the Deputy Prime Minister for economic
reform, still rejects the private employment of non-family labour as
exploitation, a group of radicals argue openly for private property.
Among economists they include Bogomolov,''® the agrarian academ-
ician V. A. Tikhonov,'® Gavriil Popov'® and Gennadi Lisichkin.!?!
Some have joined Western neoconservatives in arguing that state
owned enterprises are always less efficient than cooperatives and
private enterprises.'?

The issue of ownership reform is thus one in which Soviet special-
ists on foreign countries have used their expertise to push through
radical proposals. The sequencing of the reform is another example of
such influence. Academician Bogomolov, referring to the experience
of Hungary and China, has long argued that a radical reform of Soviet
society should start, as had been done in those countries, from agri-
culture.'® This proposal is based on three seemingly indisputable
facts: the existing resources are used exceptionally badly in agri-
culture; due to the importance of local factors, central commandeer-
ing is especially unsuitable to agriculture; and a rapid growth in
agricultural production creates the necessary social support for
reforms by increasing consumption levels. Other factors, however,
have tended to invalidate the argument in the eyes of other econo-
mists. Soviet agriculture is notably more dependent on industrial
inputs than either the Chinese or Hungarians were at the time the
reforms were started; a large part of produce losses takes place out-
side agriculture proper, especially in storage and processing; rural
infrastructure is totally inadequate and geared towards existing large-
scale farming; and the enterprising strata of peasants was totally
destroyed during forced collectivisation and the decades after it.
Finally there has been much argument about the inclinations of
Soviet, especially Russian, peasantry. While some argue that the
individualistic practices of family farming would be just as applicable
in Russia as in other countries, others claim in the Russian national-
istic vein that the collectivist traditions of the Russian countryside
make any Westernising reforms impossible and indeed harmful.* A
third view, the most pessimistic one, would say that after collectivisa-
tion the Soviet countryside has become sui generis, a demoralised
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and destroyed landscape with little innate power of development.

What is good for China and Hungary may thus not be good for
Russia. Some aspects of the differences between the USSR and other
socialist countries have long been emphasised in Soviet discussion. In
particular, it has been traditionally argued that the huge size of the
country, its superpower status, the importance of extractive
industries as well as existing national divisions make a higher degree
of centralisation necessary in the USSR than in smaller and more
homogeneous socialist countries. This argument has contributed to
what Hewett has called The cafeteria model of learning from other
countries. Soviet economists have often argued for taking a little from
the Hungarian experience, something from the GDR, something else
from Bulgaria and so on.'® Not only does such an approach neglect
the fact that the resulting mixture is quite probably inconsistent; there
has also been too little emphasis on learning about the crucial issues
of systems design and strategy. Borrowing too easily concentrates on
the more technical details of management and policy without a
thorough consideration of why other countries have done what they
did. This means that one easily borrows mistakes as well as succes-
ses. Many examples of this are pointed out in East European analyses
of current Soviet reform efforts.'?

One should finally emphasise that learning from other countries
influences Soviet reform discussions in many ways that are difficult to
pin down. For example, there is the possibility of an echo effect.
People have for centuries used foreigners’ opinions as a mirror for
looking at their own society. The economist who is in words con-
demning the sovietologists’ talk about an economic crisis in the USSR
- or the views of the non-Bolshevik Soviet economists of the twenties
on agricultural institutions — may in fact have wanted to make such
interpretations better known in the USSR. Until glasnost, after all, any
open advocacy of such views was impossible. It has been argued that
after the Chinese reforms were started in 1979, Soviet conservatives
cited Western appraisals of them to show the negative consequences
of any change in a centrally managed economy, Soviet reformers to
show the inevitability of reforming the centralised system in any
country, including the USSR.'”

In the same way, a discussion of Western welfare systems may
have implied recommendations for the USSR and a description of
democratisation in post-Franco Spain may have sought to chart the
contours of future change in the Soviet Union. Discussions of the
successes and failures of Third World industrialisation have had a
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direct relevance to the assessment of the over-all qualities of the
Soviet model.'® Finally, one should remember that even those econo-
mists who never wrote a word on foreign countries had information
and opinions about them, even personal experience of them. Such
influences are impossible to trace.

Furthermore, there is a complication which may be even more
serious in the case of institutes involved in foreign policy issues than
generally. As academician Bogomolov recently pointed out, during
the Brezhnev years, when the possibility of open debate was small,
an overwhelming part of those policy proposals which now seem
relevant, could only be voiced in mimeos of extremely limited circula-
tion.?® Such memoranda are not available to an outside observer, and
any speculation on their contents would be vain.



6 The age of perestroika

Stages of economic reform

In previous chapters, we have let the Soviet economists with their
conflicting views and proposals occupy the scene. It is time to bring
order into the discussion by offering a framework in which to situate
the proposals aired during the last thirty years. At this point, a com-
parison with East European reform concepts is also useful. By setting
Soviet discussions against the framework to be proposed and con-
trasting them with East European concepts, we can assess the
degrees of radicalism and consistency in Soviet proposals. By doing
this in the context of perestroika we hope to be able to provide an
answer, even if only a tentative one, to the question posed in the first
pages of the book: is the Soviet economics profession capable of
meeting the challenge posed by the reform effort? Is the crisis of
perestroika, so evident by 1989, due to following or to ignoring the
advice of the economists? Is there any connection between perestroika
and Soviet economics?

The Kautsky-Lenin single factory image of the socialist economy
lies at the roots of Soviet economic thought. After the revolution, it
was reconfirmed in the 1919 programme of the Bolsheviks and later
formed the backbone of Stalinist economic thinking. As Gavriil Popov
points out, Stalinist thinking on socialism had so much in common
with the image of future society displayed in the 1919 programme
that there was no perceived need to change the party programme
until 1961.' More controversially, Popov thinks that the single factory
model was also basically implemented in practice. This may or may
not have been the case — we will come back to this issue — but either
way our thesis stands: the single factory image was the model
towards which the society was thought to be developing. It was the
predominant normative model of socialism. Both the classical and the
neoclassical approaches to the economics of socialism shared it. They
only differed concerning the goals and ways in which the factory
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should be managed. The classical approach saw the economy as a
wealth-creating machine while the neoclassical approach con-
centrated on issues of efficiency.

The single factory model has important implications. First of all, it
implies homogeneous ownership forms. Anything other than state
ownership of the means of production is a relic which should disap-
pear in time. This view was reconfirmed in the 1961 programme of
the Soviet Communist Party. Second, the single factory model
implies hierarchical planning and management from a single centre.
There are higher bodies — usually branch ministries - to which enter-
prises are subordinated. Branch ministries, for their part, have their
superiors in the planning commission, other central economic institu-
tions and finally at the level of the highest political leadership. Third,
though the factory may use money and prices as passive instruments
of measurement and accounting, there does not seem to be any need
for markets and active money. Fourth, there is no distinction between
economic and political power, the state and civil society, the nuts and
bolts of the mechanism and independent consumers. Fifth, there are
no fundamental differences between industry and other sectors of
society. They should be all basically organised in the same way.

If one accepts the single factory image as the underlying Stalinist
normative model, one must also admit that the Khrushchevian
changes did not touch upon the fundamentals of the model. As
Anatoli Butenko, the reformist philosopher, has argued, the model
was restated in the 1961 Party Programme as the proper set of charac-
teristics of communism, which was thought to be achievable within
one generation.?

This does not mean that the model had been absolutely immune to
change. Various economic policy changes are possible and even
unavoidable within the model. They range from shifts in investment
allocation to the manipulation of wage scales and minor price
changes. Sometimes such policy changes, especially those in invest-
ment allocation, are meant to reflect major evolution in leadership
priorities and the environment of the economic system. Other policy
changes are routine everyday decisions with little actual effect on the
outcomes of the system. One can also think of changes in the
fundamental underlying goals of the system. Whether forced growth,
full employment or relative equity of open income distribution are
pursued or not, is an important factor independent of the policies by
which one tries to attain such goals. There may also be changes in the
techniques of the system. A substitution of calculating plans with
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abacuses by the use of computers is an example of that. A change in
techniques does not necessarily change in any way the functioning of
the system. It may, however, have a perceptible effect on the out-
come of the system if it is connected with goal alterations and policy
changes of sufficient depth. Arguably, this is what the proponents of
the neoclassical efficiency approach were originally aiming at. Their
proposed strategic goals were efficiency and rationality instead of
forced growth and arbitrariness. These goals were to be pursued both
by changes in policies and planning techniques. By the mid-sixties,
however, it was seen that mere change in policies and techniques was
not sufficient for realising the change in goals. A reform of the econ-
omic system would be needed for that.

There are many ways of partitioning an economic system. Probably
the simplest way to do so is to follow the economics textbooks by
saying that an economic system consists of the decision-making
system, the information system and the incentive system. In the
single factory image the decision-making system is that of a
hierarchy; the information system consists predominantly of vertical
flows and incentives are tied to fulfilling given plans. A change in any
of these parts of the economic system is an economic reform. A com-
prehensive reform changes all of these parts, a partial reform only
one or two of them.? A reform may also be partial in the sense that its
changes do not encompass all of the parts of the system as a whole.
One might argue that the 1965 Kosygin reform aimed at changes in
three areas: in decision-making, information flows and incentives.
Still, it was a partial reform in that it tried to change only the enter-
prise level of the economic system.

Neither are the economic system, goals, policies and techniques
independent of one another.* To a degree, the economic system has
come about for the purpose of reaching given goals, while given
policies serve — within the system - to maintain the system. Thus, it is
apparently impossible to perform a market-oriented economic reform
without relaxing the goals of absolute full employment and relatively
equal open income distribution. The share of investment in national
income is not only an issue of growth versus current consumption.
Given the inefficiencies of the traditional system, a high share of
investment is needed to keep the economy going. In an attempted
transition to a market based economy large investments, in fact, only
serve to conserve the old centralised system as long as they are
channelled through industrial ministries.>

Socialist economic reforms are often discussed in terms of their
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effect on the degree of centralism in the system. Logically, an econ-
omic reform may imply either decentralisation or centralisation, and
both kinds of possible reforms of the Soviet economy have been
discussed in the literature.® Here, however, we adopt a different
perspective. However much reform discussion, legislation and out-
comes may have varied over time and place during the post-Stalinist
period, an observer willing to abstract from the mass of interesting
detail can in retrospect see a striking pattern.” Starting from the single
factory model, reform discussions have gone through stages which
have in fact meant incorporating more and more features of the
capitalist market economy into the normative image of socialism. This
dynamism is propelled by a search for economic efficiency.

The first stage - or actually pre-stage — of economic reform discus-
sion attempts to rationalise the single factory model. Historically, the
contrast between the classical and the neoclassical approaches to the
economics of socialism is the core of this stage. The decades-long
quest for better performance indicators or rules for centralised price
setting also belongs to this stage. So does the original Kantorovich-
Novozhilov interpretation of optimal planning as a basis for indirect
centralisation. The perceived rationale of this approach, as seen in
chapter 2, was to increase the degree to which the centre’s prefer-
ences are implemented in the economy. The theory of optimal plan-
ning was not about marketisation or even about decentralisation in
the real sense of giving enterprises a greater degree of freedom.
Computers were supposed to simulate markets, to derive the set of
optimal prices then to be handed down to the enterprises. The only
freedom that the enterprises were to have was to search for them-
selves for the decisions the centre wanted them to make.

Relative to traditonal arbitrariness, such guidance might well
enhance productivity, especially if it were linked to changes in the
goals and policies to be pursued. It would, however, not abandon the
single factory image of the economy. The only thing really to change
in this respect is the way in which the enterprises are made to do
what the centre wants them to. They are still seen as workshops in a
single factory.

There are many reasons why such Stage 1 reform proposals have
been found unsatisfactory. The expected reductions in bureaucratic
costs are illusory, as the derivation of optimal shadow prices involves
generally collecting and processing just as much information as the
derivation of a plan in the traditional form of obligatory enterprise
targets. Second, as was soon found out in the USSR, no plan can be
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more optimal than the information it is based upon, and in the
indirect centralisation model enterprises continue to have many
reasons for concealing their real production possibilities and resource
needs. Third, the models involved in the original Kantorovich-
Novozhilov approach were based on extremely crude assumptions
about enterprise goals and worker motivation. They analyse optimal
price setting in a static framework immensely better than traditional
Soviet political economy could ever do, but do not even attempt to
discuss the dynamic issues of entrepreneurship, genuine uncertainty
and new information so crucial in market competition. Fourth, the
models of indirect centralisation still leave enterprises subject to
ministries, which are certain to continue their notorious petty
tutelage of producers as long as they have both the possibility to do so
and the responsibility for the development of ‘their’ branch as a
whole. The main advantage expected from indirect centralisation, a
more stable environment for the enterprises, therefore fails to
materialise and indirect centalisation keeps collapsing back into the
traditional command system. All in all, it is clearly not a feasible
model of the socialist economy.

Some of these problems were addressed in the second stage of
reform discussions. The huge size of the planning task and the
existence of uncertainty were taken to imply that the centre should
concentrate on deriving an aggregated plan which would then be
disaggregated in inter-enterprise contracts. This was the approach
proposed by SOFE in the late sixties. Another variant of the same idea
proposed, as has been seen above, that the centre should only plan
‘the most important’ elements of production, give these goals to pro-
ducers in the form of state orders, and let enterprises agree among
themselves about everything else to be produced. In addition to state
orders or an aggregative plan, enterprises would be guided by stable
normatives and prices. In the state order variant, that part of inputs
needed to meet state orders would continue to be centrally dis-
tributed. Otherwise wholesale trade of capital goods would take over.

The state order variant of Stage 2 was first advocated by Vasili
Nemchinov in 1964. Later, it was developed by Nikolai Petrakov and
other Sofeists. In the early eighties it became the favoured variant
proposed by reformist economists. The economic reform programme
accepted by the CPSU Central Committee in June 1987 was based on
this thinking.

Proposals of the Stage 2 kind are supposed to have several advanta-
ges. Even in the aggregative planning version the state retains effec-
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tive control over the basic proportions of the economy. In the state
order version control over a definite element of production is of an
immediate kind. Opting for it could be argued, for instance, on the
basis of defence needs or existing disequilibria which allegedly make
complete marketisation impossible.® The information overload on
planners would be reduced, thus allowing for more consistent and
rational plans. In the traditional system, as Petrakov has quipped,
‘everything is planned! Still, there is no order.” By attempting to plan
a smaller proportion of total production, more order would be
created. In fact, it has been often argued, the preferences of the
planning centre would be better implemented in this system than
under the traditional system.

Stage 2 is no longer in the single factory image. In fact Stage 2,
especially in the aggregative planning version, can best be compared
with a capitalist corporation. Ownership is still homogeneous and the
basic hierarchy remains. Control over sub-units is exercised by a
variety of means, including physical planning for a proportion of
production. Other elements of sub-unit activity are monitored less
closely, and there even may be markets and a degree of competition
within the corporation.

The aggregative planning variant of the Stage 2 proposals was the
one more frequently proposed in the seventies. Still, it was the state
order variant which was finally selected in 1987. It was understood
from the beginning that much depended on the way in which the two
tracks, state order production and the rest of the economy, were to be
delineated. Originally both planners and enterprise managers pre-
ferred to have as high a share of state orders in total production as
possible. For the planners that maintained the illusion of managing
the whole economy, for the managers it secured supplies of inputs
not otherwise obtainable in an excess demand economy. Reformist
economists protested, arguing that state orders had simply become
another form of the traditional central command system. As the share
of state orders started to decline, another problem emerged. What
could the enterprises do with their non-state order production, as no
market institutions for selling it existed?

But separate from this issue of the share of state orders, the model
itself has serious problems. Three of these are paramount. Stage 2 still
leaves the enterprise in a subordinate position vis-2-vis the ministries.
They continue to have both the opportunity and the need for petty
tutelage. Furthermore, because there is only one owner, the state, itis
in practice difficult to create meaningful competition. Finally,
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sometimes, as in China after 1984, the system is implemented in a
form which makes the enterprises produce the same commodities for
both state orders and markets. As the same commodity will conse-
quently have two widely differing prices, enormous possibilities for
arbitrage, inflation and corruption are opened up. It is unclear
whether such dual-track systems with both (in practice, obligatory)
state orders and (in theory, freely) marketable production are feasible
over a longer period of time. The Soviet experience after 1987 casts
serious doubt; so do Chinese developments since 1984.1°

One way of addressing the problem of missing competition is seen
in a NEP-type or liberal reform variant of Stage 2. In this arrange-
ment a large part of the economy, especially basic industry, would
continue to be centrally managed in the traditional way. At the same
time — and this is the speciality of the NEP-model - private and
cooperative production is encouraged in agriculture, services, small-
scale construction and handicrafts. A proportion of such production
would complement centralised state industry, a proportion would
compete with it. The liberal solution would in fact mean legalising
substantial parts of the existing second economy. Joint ventures with
foreign companies would represent another part of the non-state
fringe. One segment of centrally managed state industry would
encounter competition from domestic, another from joint ventures.
Elsewhere, import competition would be encouraged.’?

In the Soviet context, the New Economic Policy of 1921-8 is the
historical model for such proposals. In modern times, the liberal
approach has been supported also by some of the proponents of goal-
programme planning. This approach was partially accepted in the
August 1988 Law of Cooperation as well as by legislation allowing
family farming. But — and this is more important - the liberal model is
also the way in which the Hungarian economy has actually func-
tioned since the 1968 reform. There, it has improved the quantity and
quality of market supply but has failed to check the deterioration of
over-all efficiency and competitiveness in the economy. The
Hungarian developments - as well as the brief Soviet experience of
cooperatives — show how easily the non-state fringe and the unre-
formed state sector come into conflict. The fundamental problem is
that the non-state sector is intended to stay relatively small and the
state sector relatively large. Being able to rely on such political goals,
state enterprises will use their political influence to have all possible
restrictions placed on the fringe even before the competition becomes
real. The fringe which is outside the centralised supply system has
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severe problems in securing the necessary inputs. It has but few
opportunities for productive investment. As it can have no certainty
about the role it will be allowed to play in the politically ever
uncertain future, it engages in highly profitable arbitrage, tax evasion
and the laundering of money from the second economy. This invokes
the wrath of the population and more governmental restrictions on
non-state activities duly follow. This process is shown up in stark
relief in the history of Soviet cooperatives after 1988.

This is not how the theoretical Hungarian model, logically the
Stage 3 of reform discussions, was supposed to function. What later
became known as the theoretical Hungarian model was first pro-
posed by Wlodzimierz Brus, the Polish economist, in 1961." This is a
model of a ‘planned economy with a built-in market mechanism’.
Enterprises, though remaining state property, would be freed of all
obligatory plan targets. The centralised distribution of the means of
production would also be abolished. In fact, enterprises would be free
to market their production and buy their inputs where best they
could. To ensure the efficiency of markets, a significant proportion of
prices, at least, would be decontrolled. The centre would only directly
decide upon net investments for reasons of growth, structural
change, employment and stability.

The theoretical Hungarian model was supposed to embody both
genuine markets and competition. Consequently, information would
be used efficiently, production would be geared towards demand,
and innovation would pay. In theory, Stage 3 would function
similarly to state owned enterprises in a capitalist market economy. In
the end, however, this is not the way things have worked out in
practice. Why not?™

The fundamental problem with the theoretical Hungarian model is
that it creates commodity markets, but still leaves the enterprises as
state property and under ministerial subordination. In the same way
as in Stages 1 and 2, as long as this subordination continues and
ministries have the responsibility for the functioning of ‘their’ branch,
petty tutelage will continue, now by numerous informal ways. This
is, after all, also sometimes done by government administrators in
relation to state owned companies under capitalism. The fundamen-
tal difference between the two situations is in the relative size of the
state sector. Such capitalist state enterprises that face private competi-
tion do not necessarily perform worse than private firms, while the
share of state monopoly enterprises under capitalism is much smaller
than that of the state sector in the theoretical Hungarian model.
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Furthermore, there probably exists a difference in economic policy
goals. A capitalist state will probably emphasise efficiency over
security, while the socialist state will stress full employment.

It is therefore not surprising that the theoretical Hungarian model
soon lapsed into the above-discussed liberal model, with the
peculiarity that state enterprises face ‘neither planning nor markets’
but various stringent informal controls.”” Furthermore, if the state
decides upon net investment, too many such decisions will continue
to be made on political grounds, especially if the traditional strategic
goals of full employment and forced growth are still followed. Clos-
ing down enterprises, often necessary for structural reasons, will be
extremely difficult, as the state will be held directly responsible for
maintaining current employment. As enterprise activity continues to
be constrained by political considerations and state decisions, pro-
ducers cannot be made totally dependent on their financial results.
Budget financing and tax tailoring will continue, thus retaining a
large degree of softness in enterprise budget constraints. The sought-
for rationality in enterprise response to market forces will therefore be
far from satisfactory. Managers will know that the state is still present
as a source of finance of last resort.'

In the Soviet Union, the theoretical Hungarian model has been, as
was seen above, proposed by a few economists. The majority
opinion, however, has been that the existing disequilibria in the
economy as well as the importance of military and extractive branches
make the dual-track system of state orders preferable. There was a
wide consensus of economists supporting the party decision of 1987
to opt for this variant. In Hungary considerations such as the above
had already by the early eighties led economists to Stage 4 of reform
discussions. They argued that the umbilical cord between enterprise
and state, usually but not necessarily going through ministries, had
to be cut. Otherwise economic decisions would continue to be made
on political grounds, enterprise budget constraints would remain soft
and competition extremely weak. Formal independence of enter-
prises from the state administration would not be enough; a counter-
vailing force to the ministries had to be created.

There were two main proposals for how to do this.’” Some econo-
mists argued for self-management whereby employees would select
their managers and participate directly in strategic decision-making.
Having thus been made the masters of enterprises, employees would
putatively have the authority to repulse any outside interference in
enterprise affairs. Others pointed out that crucial power of allocation
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of investment remained in the hands of the state, and proposed the
creation of capital markets as an alternative to state allocation.
According to one proposed capital market variant Stage 4 would
simulate capitalism by creating independent but still possibly state-
owned possessors of assets to operate on the markets.”® Another
variant — also widely discussed in Poland - proposes allowing both
domestic and foreign private investors into the economy, thus
privatising large parts of existing state property and finally creating a
mixed market economy with a dominant non-state sector. If the latter
were to happen, as is now the politically set goal in Poland and
Hungary, the transition from socialism to capitalism would techni-
cally become reality. That would certainly seem to prove the argu-
ment put forward by Ludwig von Mises in the socialist controversy of
the twenties and thirties: the effective reform of the socialist economic
system in fact entails a return to capitalism."

If dual-track planning and the theoretical Hungarian model prove
not economically feasible, only the self-management option could
promise a feasible and possibly efficient socialist alternative to a
return to capitalism. It is therefore not surprising that after the Soviet
1987 reform programme had failed, the search turned to the leasing of
enterprises as a possible form of self-management. There have
already also been proposals both for simulating capitalism on capital
markets and for wide-ranging privatisation. Before turning to these
debates we should look at Soviet economists’ attempts at diagnosing
the existing state of the Soviet economy.

Where is the Soviet Union?

There has been within the Soviet Union, during the glasnost period,
an increasingly wide-ranging discussion on the socioeconomic nature
of the USSR. Not surprisingly, the various characterisations already
well known within Western - especially Marxist ~ literature have
probably all been aired in one form or another during these debates.
The history of Soviet society and its roots in Russia and Marxism have
also been widely discussed. As a leading Western specialist on Soviet
history has pointed out, as interesting as these debates have been,
many of the published contributions have been derived from Western
literature and important periods of Soviet history — such as the New
Economic Policy period - are still often handled in a partisan spirit.?
The deficiencies in the education of historians, as well as the still
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existing limitations on the use of archives, are handicaps which can
be overcome only slowly.

Most of the discussion on the nature and history of Soviet society
has been carried on by philosophers, political scientists and journal-
ists. There have been surprisingly few attempts at an economic
analysis of any scholarly depth of the principles of the Soviet system.
In fact, only two seem worth taking up here. The first one is the
celebrated and seemingly widely accepted image of an ‘administra-
tive system’ by Gavriil Popov. The second approach, first proposed
by Aven and Shironin, two young economists, and later elaborated
upon by academician Stanislav Shatalin and Egor Gaidar,* does not
accept Popov’s model, but sees the USSR as a ‘bargaining economy’.
Similar differences of analysis, one should add, have long existed in
Western literature on the Soviet Union. They are important, as the
first step in reforming any system should be the formation of a con-
ception of the system to be reformed. Without a sulfficiently good
understanding of the system, the possibilities of success in any
attempted reform are at best fragile.

Gavriil Popov, the Moscow State University professor of manage-
ment who emerged as a radical reformer in 1983-5 and has since
become a leading spokesman of the emerging radical opposition,
published in early 1987 a lengthy review of Novoe Naznachenie, a novel
by Aleksandr Bek.?? Bek, a classic writer of Stalinist war literature,
had in the early sixties written a manuscript on the career of an
‘OnisimoV’, a minister for the iron and steel industry. Partly based on
a real person, the book only came out in the West in 1977, and was
finally published in the USSR in 1986.

Onisimov’s career covered several decades. He was one of Stalin’s
best economic commanders, who worked extremely hard, knew in
detail every single enterprise within his branch and was absolutely
obedient to the will of Stalin. He kept the industry working in the
most difficult of circumstances, but at the same time his obedience
made him spend huge resources on a useless innovation while block-
ing a major real advance in technology.

Using this example, Popov, the management professor, depicted
the Stalinist economic system as one based on ‘the centralisation of
decisions and punctual, undeviating, over-riding fulfilment of direc-
tives from Above. ... This is a system of specific and detailed
management in physical terms (in natura). It is a system of continuous
operational management of production from the centre. This is the
Administrative System.” Popov further argues that this system over
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time not only produces workers who shy away from risk, innovation
and initiative - as had been argued by academician Zaslavskaya in her
1983 Novosibirsk report — but also causes a similar deterioration in
managerial capacities. In this way it carries the seeds of its own
demise. Finally he claims that the administrative system, though it
did necessarily produce the reign of terror, did not end with Stalin-
ism. Thinking so, he has repeatedly argued, was the crucial mistake
made by Khrushchev. The administrative system proved to be able to
live without Stalin and terror. Terror ended after 1953, but the ad-
ministrative system lived on. It was transformed from a ‘cult of person-
ality type’ to a ‘bureaucratic socialism type’ without any change in its
fundamentals.?* The Soviet Union is still a society based on a single
hierarchy of state ownership, a mono-organisational society.

Popov’s basic argument — though not all the conclusions he draws -
seems to be widely accepted in the USSR. Mikhail Gorbachev has
repeatedly spoken of an administrative-command system. Others
have pursued the parallels between different command systems.
Nikolai Petrakov has called the Soviet Union a feudal-command
system of management® and argues that at the basis of the current
Soviet crisis lies a swollen state, one which has taken upon itself the
power over, and responsibility for, the smallest economic details.? In
a closely related vein Nikolai Shmelev argues that the discussion over
the real fundamentals of reform had not even started in late 1988. The
question to be posed and answered is whether the economy should
be based on power (as in a command hierarchy) or on money (as in
‘any normal economy’).?

Popov, Petrakov and Shmelev leave no doubt that they see the
roots of the administrative-command system in Soviet Marxism.
Popov, in particular, argues that the basic fault of Soviet socialism is
the fact that it was consciously created. The ethos of the administra-
tive system is in an authoritarian attempt to make people happy - to
build socialism and communism - without letting people themselves
decide what they want. Any attempts to command people, to decide
their fates, have always led to tragedies, irrespective of the possibly
noble motives involved, Popov argues.?® Without quite saying it,
Popov clearly accepts the traditional libertarian view, forcibly
defended by Friedrich Hayek, which contrasts the natural growth of
capitalism with attempts to impose artificially constructed models of
an ideal society upon people. For Popov, this is primarily a criticism
of Lenin and secondarily of Gorbachev, who in Popov’s radical view
relies too much on an attempted revolution from above without
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seeing that any commanding of people will just reinforce the admin-
istrative system. This is the particular and controversial conclusion
which Popov draws from his model: any attempts at a revolution
from above are doomed to strengthen the very system they try to
remove. The same criticisms could naturally be levelled against the
earlier SOFE attempts at constructing optimal socialism. Popov’s
individualistic approach logically condemns SOFE as another variant
of totalitarianism.

Because the task ahead is to liberate the natural development of
humankind from the fetters of the administrative system, Popov
gives political democratisation priority over all economic reforms.?
He is certainly right in warning about the dangers of leaving
perestroika to be implemented by the very same institutions that have
so long served the administrative system.*® Such arguments,
however, risk overlooking the fact that the administrative system is
not necessarily as monolithical and obedient as Popov makes it out to
be. Popov’s model might, as do other variants of the totalitarian
model, underestimate the degree of independence and conflict within
traditional socialism. Almost all people belong in some way to one of
the existing institutions, and more often than not they have found
ways for promoting their interests within the system. Popov himself
has recently been forced to admit that there might be a problem in
linking democratisation with the increase of open income inequality
necessarily brought about by a market-oriented reform.*' Perhaps
people will decline to be liberated into democracry and the market
economy.

This is a real possibility. Studies reported by academician Tikhonov
say that only one in five qualified Siberian agricultural workers want
to become the possessors of the land they till.®? In Western Ukraine
only one in ten agricultural workers wants to become an independent
peasant.® Though others have cited less disturbing studies,
Tikhonov, an outspoken opponent of collectivisation, concludes that
perhaps people have to be economically forced into economic
freedom: ‘the present system may be razed with the help of the same
methods which created it’. It is not only the agrarian workers who
have adapted themselves to Soviet realities. According to another
study, in the mid-eighties only a fifth of managers interviewed in a
relatively high-technology branch could be characterised as con-
sistent supporters of the reform. Most of them wanted more power
but no responsibility.* The first experiences of perestroika in 1986-7
further diminished the level of support for reform among the popula-
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tion.* By Autumn 1989 the dissatisfaction had grown to threatening
proportions, and Popov’s political conclusion about the priority of
democratisation was coming under increasing challenge. Perhaps
people should really be forced into freedom.3

The sociological background for such political conclusions has been
stated in Soviet studies.?” Many social groups have carved themselves
social niches which make them at least suspicious of and sometimes
openly opposed to radical economic reforms. They may well decline
liberation from the administrative system. In this view any reform
measures need to be based on a detailed analysis of the structure of
social interests instead of libertarian generalisations. At least before
1988, academician Zaslavskaya has argued, such analysis had never
been performed, and the economic results of existing reforms were
meagre, to say the least.® It is as if the demolishers of the administra-
tive system did, after all, believe in its efficiency: the system works
through commands from above; therefore it can also be changed by
commands from above. This is Tikhonov’s explicit conclusion; the
same attitude is also reflected in the Gorbachev leadership’s deep
belief in the priority of reform legislation. The fundamental diagnosis
of Soviet society as an administrative system is shared with Popov,
while the practical conclusion is diametrically opposed.

But, as already mentioned, the administrative system is not the
only possible interpretation of Soviet society. Perhaps, after all, the
Soviet economy has not been one of commands but one of bargain-
ing. Instead of the picture where all power and instructions flow from
top to bottom, a bargaining model of the Soviet economy argues that
though the command picture may have been correct about Stalinism,
things have changed since then.*® For decades now, no Soviet
Onisimov has been able to know intimately the enterprises of his
branch. There are too many of them, and the attempts at rationalising
administration and developing planning technologies — described in
previous chapters — have not produced the results expected. The real
economy does not function according to the rules of the single factory
image, the bargaining model argues. True, the superior echelons
have powerful means at their disposal in implementing their goals.
They manage supplies, distribute money, assign plans and decide
upon managerial careers. But neither are the enterprises powerless.
They have the best possible information concerning local production
possibilities, can put more or less effort into plan fulfilment, and often
engage in second economy activities. Within the enterprise, workers
have parallel leverage vis-a-vis the management. To some degree, the
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same is true about ministries versus planners and even about plan-
ners against the political leadership. Soviet regions have been in some
cases governed as relatively independent fiefs. In this perspective,
the USSR is not an administrative system.

In principle this is well known. But in fact, the proponents of the
bargaining model argue, the implicit if not explicit dominance of the
command economy model in Soviet thinking has prevented the study
of how bargaining takes place in practice. The single factory image
may have been the goal, but it was never successfully implemented.
Therefore economists, not knowing how the system actually func-
tions, propose reform measures without being able to foresee how
the economy will react to them. From this perspective the economists’
complaints (recorded in chapter 1) about conservative bureaucrats
declining to accept their reasonable proposals are unfounded: a con-
sistent reform strategy has to take into consideration the feedback
arising in reform implementation. This has not been the case in Soviet
reforms. The proponents of the bargaining model argue that the
economists do not even have the necessary knowledge and con-
ceptual framework to do that.

This argument, which is theoretically compelling, can be supported
not only by examples from recent Soviet reform experience;
Hungarian and Chinese reform experiences also give plentiful exam-
ples of bargaining within the reform process. Aven and Shironin use
both kinds of examples. Hewett has argued that this is exactly the
crucial lesson of socialist reform processes which has been ignored
both by Soviet economists and Soviet leaders.*

Some prominent Soviet economists, Shatalin and Zaslavskaya
among them, prefer the bargaining model to the administrative
system model. Still nobody can claim to know in any detail how the
economy actually functions. Pressed hard, the advocates of the
administrative system model would also concede the existence of
bargaining. Nor does the bargaining economy model claim that
power is equally distributed within the hierarchy. Still, the reform
perspectives offered by the models are contradictory. While the
Popov model can be used both to support libertarian and revolution
from above conclusions, the bargaining model essentially claims that
the situation is much more complicated. A careful analysis of inter-
ests, their conflicts and possible coalitions would be needed for any
reform programme to succeed. There is some consistency in the fact
that in 1990 Popov is both a leading opposition politician and the
mayor of Moscow, while Shatalin, a supporter of the bargaining
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model, has become a member of Gorbachev’s presidential council.

It is not important in this context which of the models - if any - is
the appropriate one. The lack of in-depth studies of Soviet polity,
economy and society makes choice largely an arbitrary matter of
preference, and one way to interpret the first years of the Gorbachev
regime would be to say that it has been wavering between the dif-
ferent approaches. But clearly it has not been served in the best
possible ways by scholars who have too often rested content with
general propagandistic declarations on the necessity of perestroika,
democratisation and glasnost. If the basic mode of functioning of the
existing economy is still a matter of contention, the case is hardly any
better concerning many other, more specialised aspects of the
economy. This is easily shown with a few examples.

The first example concerns the reasons for Soviet growth deteriora-
tion. By the early eighties there could be no doubt about the slow-
down of the Soviet economy. Though the fact was admitted, it was
interpreted in widely differing ways. The published opinions of
Soviet economists differed on whether this had been caused by such
factors fundamentally exogenous to the economy as changes in
demography or in the availability and costs of energy and raw
materials, or whether the reason should be sought for within the
economy, in such endogenous factors as a deterioration in the supply
of effort, a decline in investment or a slackening in technical progress.
To a degree, such disagreements are inevitable in any country, as
existing information can more often than not be interpreted in various
ways. The peculiarity of the Soviet case lies in the absence and unreli-
ability of crucial statistics. There is simply no basis on which to
resolve such disagreements.

The disputes start with the size and growth rates of national
income. While official statistics claim that Soviet national income had
grown about ninety times from 1928 to 1985, the independent calcula-
tions of Khanin, an economist, and Seliunin, an economic journalist,
gave a growth multiplier of only seven.#! As seen above, Khanin had
already referred to such results in the late sixties. Then they were
suppressed, but under glasnost they have been widely debated as the
interpretation of Soviet economic history was seen to be crucial for
the possible legitimacy of the Stalinist system as a vehicle for growth
and industrialisation. Few believe any longer in official growth
figures. It is a good indicator of the existing range of uncertainty that
in response to such criticisms Soviet statistical officials have referred
to the high authority of the CIA, whose calculations give results
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between those of the official figures on one hand and Seliunin and
Khanin on the other.*? A Soviet official publicly using the CIA as an
arbiter would have been unthinkable just a few years earlier, and
such willingness reflects the ultimate recognition of the state of Soviet
statistics.

The issue at hand is primarily that of the prices used in statistical
aggregation. They fail to reflect relative scarcities and utilities, are
deformed by arbitrary taxation, and the allegedly constant prices
used in growth measurement contain an unknown amount of hidden
inflation. The unreliability of the price basis also figures in another
debate, that concerning the relative share of investment in national
income. According to official ~ and CIA - figures the Soviet share is
well in line with the international average. Vasili Seliunin has, using a
different price basis, estimated that the real investment share is about
40 per cent.® That is an internationally exceptionally high figure and
Seliunin has consequently argued for reduced investment, especially
in the energy sector and agriculture.** Others have strongly dis-
agreed, arguing that the actual share of investment in national
income is around 20-25 per cent and the Soviet economy is seriously
undercapitalised.** Among those disagreeing with Seliunin’s pro-
posal is none other than Grigori Khanin, the economist who earlier
cooperated with Seliunin on the criticism of official growth statistics.*
The share of military expenditure is hardly less contested, and this
issue has also been debated in the Soviet press.*

Furthermore, the share of investment in national outlays is a dif-
ferent thing from real growth in productive capacity. In the mid-
seventies the USSR tried - as did other socialist countries at the same
time - to improve the efficiency of investment by cutting down its
growth rate. The result, research conducted in Aganbegyan’s
institute claimed, was a worsening of bottlenecks, which decreased
capacity utilisation ratios and slowed down the rate of growth of
economic activity.*® The commissioning of new productive capacities
declined, production capital aged and consequently the productive
potential of the country deteriorated. The traditional economic model
simply needs huge investments to keep running, and a cut in invest-
ment growth threatened the renewal of productive capacity. Conse-
quently, Novosibirsk researchers like Valtukh and Lavrovskii have
called for increased investment as the only way of modernising the
Soviet economy. With more political weight, the same line has been
supported by the lobbyists for the energy sector and agriculture.
Machine building, which, since the late seventies, has been increas-
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ingly seen as the key to economic modernisation, technical progress
and long-term economic growth.

Mikhail Gorbachev had early accepted the view, strongly argued
by, among others, academician Aganbegyan, that an acceleration of
economic growth (uskorenie) is a necessary precondition for solving
Soviet economic problems.* The extremely ambitious five-year plan
for 198690 foresaw an acceleration of economic growth implemented
through, among other things, a small increase in the share of
investment in national income as well as a strong reorientation of
investment towards machine building.* This policy was mistaken for
several reasons, the most important of which has already been
touched upon. Given the absence of new mechanisms for investment
allocation, any attempt at accelerating growth by reallocating invest-
ment will necessarily strengthen the power of the ministries.
Uskorenie is in clear conflict with perestroika.

Another aspect of the relationship between uskorenie and perestroika
must also be pointed out in this connection. There was another view
on the decline in the rate of commissioning of new productive capaci-
ties. Several economists, most notably V. K. Faltsman of TsEMI,
argued that the problem was not in bottlenecks that could be opened
by new investment but in the increasing costliness of adding to
capacity.”! If this explanation is accepted — and there are strong
grounds for doing so — increasing investment outlays will rather wor-
sen than solve Soviet economic problems. Hidden inflation and other
reasons leading to increasing costliness should be tackled first. A
stepping up of investment will otherwise only waste money. This, in
retrospect, is clearly what happened in 1985-9. Contrary to plan,
nominal investments increased hugely and were directed more and
more to the energy sector and agriculture.® The most powerful
ministries once again won the struggle over resource allocation in
relation to the expressed goals of the politicians. The major goals of
the five-year plan were missed. There was no notable technical prog-
ress in machine building® and as hidden - and increasingly also open
- inflation accelerated, the deterioration of productive capacity
continued.>

This brings us to our third example of the degree of uncertainty
concerning the state of the economy. The economists knew of exist-
ing hidden inflation and of the troubled financial state of the economy
as a whole. Some of them, like Abalkin, had been worried about it
when matters were still relatively well under control. By the eighties
hidden inflation and disequilibria were among the problems of the
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Soviet economy most frequently discussed by the academic econo-
mists. At the same time the statistical, planning and financial authori-
ties continued to deny the existence of any inflation in the USSR.
They proceeded as if the statistics they used gave a truthful picture of
the economy. To maintain illusions during the first Gorbachev years
they even engaged — as the newly appointed head of the statistical
office admitted in early 1990 - in statistical falsification to give a rosier
picture of the economy.® The economists presented different
estimates on the rate of inflation and tried to alarm the authorities in
various ways. The mechanisms of inflation were explained in the
press in some detail.® Neither was there any doubt about the
existence of excess supply of money.”” A fourth of budget incomes, a
leading authority told us in late 1987, consists of borrowing.>® It took
the financial authorities another year to admit the existence of a
budget deficit. As seen above, the first programmes for balancing the
economy were presented by the academic economists as early as
1981-2. By 1986-7 all the reform proposals of the academic econo-
mists emphasised the need to equilibrate the economy.

Relative to the financial authorities, who continued to offer reassur-
ances that credit expansion was under control,* the academic econo-
mists had a much more realistic picture of the financial state of the
country. Still their estimates for the rate of hidden inflation and the
scale of monetary overhang - accumulated cash reserves of the
population - varied widely. This cannot have increased the authori-
ties” confidence in such calculations. Furthermore, as Lev Braginskii,
a leading academic financial specialist points out, there are only a
very few financial experts in the country.® Academician Aganbegyan
argues that the issues of anti-inflationary policy and money supply
are in general not understood by economists and officials.5! This
seems to be confirmed when even a noted specialist bases his analysis
of the financial ills of the USSR on a confusion between economic
stocks (wealth) and flows (income).®? An extreme example was
offered in Autumn 1989 by academician Abalkin, who explained the
absence of a governmental proposal for an inheritance tax by the
alleged fact that no competent person had been found to write one.®

Where is the Soviet Union going?

Even this short review of four issues shows that the understanding of
Soviet economists concerning the nature and state of their economy is
deficient. The prevailing view on the economic system in existence is
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open to serious counterarguments; there is no consensus on the size
and rate of growth of the economy; the share of investment and
military expenditure in national income is unknown; the deteriora-
tion of productive capacity is explained by widely differing reasons;
and the extent and causes of inflation are hotly debated. These are
only some examples of the existing range of uncertainty. Such con-
flicts of scholarly opinion do, of course, exist in all countries. What
makes the Soviet case peculiar is the absence and unreliability of
relevant statistics as well as the traditional Marxist-Leninist doctrine
of a single truth. The decision-makers are not only not accustomed to
receiving independent advice but they have also been socialised into
believing in the objectivity of Truth. To the extent that the politicians
stil maintain this frame of mind, conflicting analyses and
recommendations coming from the economists must be especially
disturbing. In this light one can understand those who maintain that
a primary condition for successful economic reform in the USSR is
unanimity of leading academic advice.*

Another aspect of confusion was added to the discussion by the
difficulty of anticipating popular reactions to proposed policy
measures. The issue of price reform is the prime example here. It has
been clear to the economists, at least since the early days of optimal
planning theory, that sensible economic decisions can only be based
on equilibrium prices. SOFE had argued this since the sixties concern-
ing both investment and consumption goods. The economic argu-
ments for equilibrium prices are compelling and well understood.
There is however a political problem involved. The prices of many
basic consumer goods are below production costs. They not only fail
to reflect relative scarcities but also have to be heavily subsidised from
the budget. As such prices are also often below market equilibrium
levels, they lead to queuing, retrading, rationing and black markets.
The argument for raising such prices is certainly strong. The negative
effect on consumers’ monetary purchasing power can be compen-
sated using cash transfers.

The strategies for price reform proposed by the economists always
left much unclear. Opinions differed concerning the degree to which
price reform would mean a centralised recalculation of prices or a
liberalisation of price formation.® The former proposal is in the spirit
of indirect centralisation, the latter in that of market creation. Some
economists, Shatalin and Petrakov among them, have also argued for
a currency reform that would eliminate at least a large part of the
accumulated cash reserves by households and enterprises. Estimates



150 Economic thought and economic reform

varied, but the size of this monetary overhang - purchasing power
ready to enter the market — threatens to make any equilibrating by
price increases very difficult.®® The larger the overhang, the greater
the danger of unleashing an inflationary spiral when allowing even
minor price increases.

Others have disagreed with the proposals on price and currency
reform. Nikolai Shmelev has argued that any increases of retail prices
would endanger the political support of the reformers.#” Recurring
rumours of a forthcoming currency reform have caused some panic
amongst the Soviet population. Finally in the fall of 1988 Stanislav
Shatalin, making a spectacular self-criticism, publicly apologised for
his earlier proposals for price increases and currency reform.%® The
tenor of public discussion changed abruptly. The politicians have
repeatedly postponed the reform of retail prices. In Autumn 1989
Kommunist could only publish an article putting forward the simple
case for equilibrium prices by explicitly saying that it only represented
the author’s personal opinion.®’ Assumed political realities had over-
whelmed economic logic. Economically irrational prices continue to
disorientate decision-making.

The issue, however, is still alive. As consumer goods markets con-
tinued to deteriorate the Soviet government announced in May 1990 a
reform package, which contained sharp price increases. The reaction
of the population was such that panic buying emptied shop shelves of
almost all that had still been available. The popularity of the govern-
ment hit bottom. One of the consequences was that a policy of pre-
announced price increases lost any political chance that it otherwise
might still have had. Trying to plan a possible sequencing of econ-
omic reforms, reformers had to look for variants that would not start
with higher prices.”

Such uncertainty, ambiguity and vacillation evident in the econo-
mists” diagnoses and proposals cannot have strengthened their
credibility with the politicians and the general public. Still, one has to
remember that their understanding of the economy has been much
better than that of the economic authorities, and their willingness to
propose policy measures much greater than that of the politicians to
adopt them. In 1985, Gorbachev’s economic agenda still seemed to be
based only on policy changes. The goal of growth acceleration was
supposed to be reached by a mobilisation of effort (the so-called
human factor), shifts in investment priorities and by re-equipping the
economy. All of these measures had been earlier advocated by the
economists. Changes in the economic system proposed by the
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government were minor. A July 1985 decree extended the principles
of the economic experiment started by Yuri Andropov to all Soviet
industry. Various bodies were created to supervise economic com-
plexes. It was only at the XXVIIth Party Congress in April 1986 that
Gorbachev announced that he aimed at a radical reform of the econ-
omic system. Various commissions for economic reform had existed
since 1982, and in late 1985 a new one, headed by the then Go§plan
chief Talyzin, was founded. It soon established a scientific section
chaired by academician Aganbegyan. Other members of the scientific
section included the directors of key Academy research institutes
Leonid Abalkin (Institute of Economics), Oleg Bogomolov (IEMSS),
Valeri Makarov (TsEMI, after Fedorenko), Aleksandr Granberg (the
Novosibirsk IEiOPP, after Aganbegyan), Aleksandr Anchishkin (the
Institute for Forecasting, IEiP NTP, separated from TsEMI) as well as
such prominent economists as Tatiana Zaslavskaya (IEiOPP, later the
director of a public opinion research institute in Moscow), Nikolai
Petrakov (TsEMI), Stanislav Shatalin (IEiP NTP), Gavriil Popov
(Moscow State University) and Ruben Evstigneev (IEMSS).”!

Gosplan and the Talyzin reform commission prepared a joint blue-
print for reform strategy in 1986. Dissatisfied both with it, and with
the fact that the report was not published, Aganbegyan and other
academic economists prepared a reform outline of their own for a
November 1986 conference.”? Among the authors were Aganbegyan,
Abalkin, Bunich, Petrakov, Popov and Shatalin. According to
published reports, the blueprint was generally accepted by the
thousand participants of the conference. It clearly reflected the
majority view of reformists both within the Academy and outside it.
A high degree of specialist consensus had been reached. This pro-
posal, ‘the 1986 concept’, served as the basis for preparing the econ-
omic reform decree of June 1987 and the more detailed legislation
following after that.”? It therefore has a key position in the assessment
of Soviet reform economics.

Fundamentally the November 1986 concept still continued within
the Soviet tradition of indirect centralisation. It had five main ele-
ments. First of all, a transition to dual-track planning was envisaged.
Part of production (‘the most important and especially scarce goods’)
would be based on state orders, which would be binding for both
sides. Increasingly, however, enterprises would be able to decide
upon production themselves on the basis of users’ orders and ensu-
ing contracts. Small-scale investment could also be locally decided.
Only those inputs needed to meet state orders would be centrally
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distributed. Basically planners would regulate the economy by
economic means, by setting prices and other normatives. Centralism
would also prevail in policies on technical progress, economic
structure, investments, finance and incomes.

Second, the enterprises would have more autonomy than ever
before. Within the limits set by state orders and normatives, the
enterprise would decide upon output and product mix, customers
and suppliers, the structure of wages and the magnitude of invest-
ment. Inputs for non-state order production would circulate through
trade. Incomes were to be dependent on the economic results of the
enterprise. Competition and the possibility of closure would be real.
The ministry would not be responsible for the economic results of an
individual enterprise; this was assumed to put an end to petty
tutelage from above. The access of enterprises to foreign markets
would be made easier.

Third, the increasing authority of the enterprise would be redis-
tributed, as the traditional one-man rule of the director would be
moderated by self-management on the part of the labour force.
Fourth, regional authorities would have new powers and an
independent financial status. Fifth, cooperatives and individual pro-
duction would be encouraged.

Though this concept did become the basis of Gorbachev’s economic
reform, the economists did not write the whole reform legislative
programme or oversee its implementation. As early as early 1987
Abalkin characterised the draft Law on the State Enterprise — the
centrepiece of 1987-8 reform legislation — as a compromise.” The
draft law was further changed in a centralist direction before being
accepted.” Many academic scholars criticised the draft in public for
permitting the continuation of the old centralism, especially if the
share of state orders in total production were to remain high.?
Indirect centralisation was supposed to be based on stable and
uniform normatives. The continuing habit of using normatives
tailored for each enterprise and changed indiscriminately came under
protest as early as early 1987.7” There were also complaints about the
detrimental effects of post-reform attempts at fulfilling a five-year
plan which had been written for different conditions.” The proposal
to start a new five-year plan in 1988 was, however, not heeded.”

This, Aganbegyan said later in a wide-ranging criticism of econ-
omic decision-making during the early Gorbachev years, was only the
visible tip of the iceberg. While scholars participated in the writing of
basic reform legislation, all detailed decrees were written by the



The age of perestroika 153

bureaucracies they affected.®* Not surprisingly, much smaller
changes in power and responsibility were decreed than the econo-
mists had advocated. This fact, and inconsistencies in reform design
as well as numerous mistakes in economic policies were, according to
Aganbegyan, criticised by the economists in numerous working
groups and meetings. The economists are not, Aganbegyan seeks to
prove, responsible for the state into which the economy had slid by
1989. In particular, they had, according to Aganbegyan, opposed
many of the decisions that contributed to the worsening shortages on
the consumer goods markets.

Writing in late 1988, Aganbegyan still thought that the conceptual
basis for reform created in November 1986 remained valid.®! We have
already seen that there are important reasons to think otherwise.
Most of the objections raised against the general schemes of indirect
centralisation are also valid in relation to the 1986 concept. The goal of
stable and uniform normatives is illusory, while enterprise-specific
normatives are just another form of traditional central management.
Enterprises cannot be independent as long as they are subject to
ministries, and the 1986 concept maintained this subjection, though it
wanted to make it looser.®? Indirect centralisation does not lead to the
creation of markets, if essentially centralised price formation is
retained, as the 1986 concept wanted.® In fact, the 1986 concept does
not even use the term market, but talks of commodity-money rela-
tions as instruments of the mechanism of planned management.®
The proposed wide use of contract pricing under conditions of soft
budget constraints, excess demand and monopolistic supply is a
recipe for inflation. True enough, the importance of competition was
mentioned in the 1986 concept, but there were hardly any concrete
proposals for creating it. At the same time a further centralisation of
enterprises into associations was proposed. Another inflationary ele-
ment was the direct link proposed between enterprise output
(measured in current prices) and the wage fund. The more authority
enterprises were given on pricing, the more inflationary would this
link become in practice. Not surprisingly, this is exactly what hap-
pened in 1988-9. The enterprises were given more rights by relaxing
centralism in planning. Without the discipline created by competition
and hard budget constraint conditions, they used the shortest way to
increase profits and wages — by price inflation.

This does not mean that the 1986 concept had been without any
significant strengths. First of all, it argued strongly in favour of the
need to balance the economy, and in particular, proposed outlines for
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a financial reform. The economists knew in 1986 that stable money is
one of the preconditions of markets. Second, there was emphasis on
the need for competition, anti-monopoly measures and a multitude of
enterprise forms and sizes. There were also references to an increas-
ing opening up of the economy. On neither of these points,
unfortunately, were the proposals worked out in sufficient detail.
Third, there was strong emphasis on the comprehensiveness of the
reform. Proposals ranged from inter-enterprise relations to central
planning, from managerial education to price and financial reform.
Fourth, it was argued that all the reforms should come into force at
the same time, with the beginning of the next five-year plan period.

This was not to be. Not only was the reform legislation and its
implementation different from what the economists had proposed,
but the 1986 concept itself soon had competitors. In fact, by 1989 it
had been generally thrown out in favour of more radical approaches.
Only a few of its originators any longer spoke up for indirect
centralisation of the 1986 form. There was now more emphasis on the
need to restart the economic reform. Indirect centralisation was
increasingly seen as a dead end. We can distinguish between three
alternatives to the 1986 concept put forward in the Soviet press at the
end of the eighties. They are the slavophile, the radical socialist and the
westernising concepts.

These concepts were presented with varying degrees of con-
sistency, there was a clear evolution of general emphasis over time,
and even the position of individual economists shifted. This is not
surprising. The boundaries of political debate widened fast, making
new proposals presentable and even potentially acceptable. With the
continuing deterioration of the economic state of the country there
was increasing pressure for more radicalism. And, finally, as the
previous pages should have made clear, the 1986 concept was the
summation of decades of Soviet economic reformism. It was the con-
cept whose fundamentals had been in existence since the sixties.
When it turned out to be deficient, the reformist economists had to
grope their way towards new approaches. As Gavriil Popov put it in
1988: ‘The theoretical, scientific capital, with which we started
perestroika in 1985, has been in fact exhausted. It was enough for
starting the work. But during these years we devoted too much time
in popularising the basic ideas [of perestroika] instead of advanced
theoretical studies.’®

The slavophile concept does not exist as a concrete proposal crafted
with professional competence. In essence, it is a spiritual rejection of
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economic rationality and markets. In 1986 an engineer called Mikhail
Antonov attracted attention with his criticism of Soviet economic
theory.% Existing applied economics, he argued, was worthless, the
political economy of socialism an apology, and SOFE based on wholly
false foundations. What was needed was a proper Russian form of
economising, based on the allegedly ancient traditions of collectivity
and spirituality, he argued. The economists have rejected such argu-
ments as mere slavophile sentimentality,® while Antonov and others
have continued their attacks on the reform economists. These are
presented as lackeys of capitalism and imperialism, who already in
the Brezhnev era had tried to destroy the Russian village and are now
busy selling Russia to foreigners. Abalkin, Aganbegyan, Shmelev and
Zaslavskaya are the agents of a new comprador class, Russian
servants of imperialist capitalism, trying to benefit from this.

Not surprisingly, the negative programme of the slavophiles is
relatively better developed than any positive one. They are against
markets, cooperatives, private property and unemployment. They
oppose in particular the export of raw materials and energy, an open-
ing of the economy and joint ventures with capitalist firms. Such
feelings seem to have had some success in fomenting local opposition
to proposed special economic zones in Russia.

The slavophile’s only economic proposal seems to concern the use
of ‘ancient Russian’ collective forms in industry and especially in
agriculture.” Recently they have joined forces with another current
opposed to perestroika, the conservative defenders of the working
class. Of older origins, this opposition has become more active
recently.® It may still become a political force. As presented by A. A.
Sergeev, a political economy professor at the Trade Union University,
its economic programme seems to consist of centralism, collectivism,
full employment, stable prices and an opposition to entrepreneur-
ship.”! Sergeev was reportedly strongly applauded at the November
1989 conference on economic reform.*

The radical socialist solution has quite wide support among pro-
fessional economists. It wants to enhance the socialist character of
perestroika by basing it on self-management and the leasing of enter-
prises. This current grew from several sources. Among them are the
traditional socialist ideals of self-management, contract brigades in
Soviet industry, experiments in Soviet agriculture and general assess-
ments of the failures of earlier Soviet reform attempts.

Insistence on the socialist character of self-management has made
leasehold (arenda) ideologically easy to accept as the alternative to
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introducing private property.*® Only the most conservative political
economists have seen it as an assault on state property and the unity
of the socialist economy.* In leasehold, the state remains the owner
of the means of production, which are entrusted to the work collec-
tive as the lessee. Leasehold can also be used as a transitional phase
to an employee buy-out. Recent legislation enumerates various poss-
ible lessors and lessees, but the basic principle is simple: workers of a
factory or farm - or of a workshop within one of these — are put in
possession of it through leasehold. Arenda, Vadim Medvedev
emphasised in his first speech as the CPSU Central Committee Sec-
retary for Ideology, is the natural way to overcome the alienation of
workers from the means of production.® It creates ‘a feeling of being
the master of production’, thereby providing efficient incentives, and
is thus allegedly hugely productive. In this view self-management on
the basis of state ownership is the long-sought-after real socialism
and the transition to arenda is the essence of revolutionary perestroika.

In a formal sense, elements of self-management had always existed
in Soviet industry through brigades of different kinds. Both a 1983
law and the 1987 Law on the State Enterprise tried to boost self-
management. Though the independence of brigades has usually
remained nominal, there have been grassroots attempts at reviving
the brigades on an autonomous basis. As seen above, Gavriil Popov
proposed as early as in 1984 the brigade contract, within the frame-
work of autonomous enterprises, as the model for reforming the
economy.”

In Soviet agriculture, collective farms have always been theoretically
self-managing. The Akchi experiment of the sixties, which had tried to
turn this theory into reality, was resurrected in 1986. Writing in
Literaturnaya Gazeta, Belkin, a noted economist, and Perevedentsev, an
equally well-known demographer, advocated Akchi as the model for
the future Soviet farm sector.”” By this time various new leasing and
self-management experiments had been going on for several years,
and Gorbachev has since promoted various forms of agriculture arenda,
including family farming. Other officials have been less enthusiastic,
and the practical results have been mixed at best.”® Leading agri-
cultural economists have argued that if it is impossible to abolish
collective and state farms, they should be made into voluntary
organisations of independent leasehold collectives.”

Experiments in the leasing of service (and at least one industrial)
enterprises were started in both the Baltic republics and Georgia
under Andropov.'® The goal was to experiment with the widest
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possible enterprise autonomy compatible with state ownership.
Wider publicity for the leasing of industrial enterprises was first given
in early 1988. At the time it was still regarded as something exotic.'”
As already mentioned, the political leadership embraced the idea in
1988. In spring 1989 Voprosy Ekonomiki — now edited by Gavriil Popov
— called arenda the basis of radical perestroika,'® and in November 1989
a law on arenda was passed. The change in favour of leasing had been
extremely fast.

A reconsideration of the experience of earlier reform attempts had
contributed to this turnabout. On one hand, several leading TsEMI
economists have argued that the basic mistake of the traditional
reform concept of indirect centralisation had been its neglect of
democratisation. Centralism remains a worthy goal, a defining
feature of socialism, they asserted, but central management had to be
under democratic control. Otherwise the tools of indirect centralisa-
tion would only be used to further the group interests of the plan-
ners. They do not coincide with the interests of the society.'® Calling
for a democratic socialism, these economists have criticised both the
supporters of traditional central management and those proposing a
market based model.'™ In the age of large-scale production any hark-
ing back to free competition is an anachronism, these Sofeists argue.
Neither do they like all the properties of markets. Unemployment, in
particular, has in their view no place in socialism.

These Sofeists defend democratic state ownership, democratic
centralism as well as the development of socialist competition and
‘commodity-money relations’ — but only on this basis.'® This would
be real socialism and an economically efficient system.% Academ-
ician Fedorenko also, whose reform proposals had for many years
been notably cautious, emerged under glasnost as a proponent of self-
managing socialism based upon the arenda of state owned assets.'”

Arenda thus had support at the highest political level, had been
allegedly successfully tested experimentally, and was proposed by
leading economists on the theoretical grounds of its socialist charac-
ter. Furthermore, by 1988 economists like Pavel Bunich and Gavriil
Popov had started to argue for arenda as the only possible solution for
the blind alley into which the 1987 reform programme was heading.!®
The petty tutelage of enterprises by ministries had by no means
ended. On the contrary, the continuing practices of tailoring enter-
prise-specific normatives and pre-empting production through state
orders showed that the planning system based on normatives was
not bringing the results expected. It was a blind alley.
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But neither were the existing leasehold arrangements in industry
satisfactory. True, in less than two years the number of state enter-
prises on leasehold had grown to more than a thousand,® but arenda,
as it has been introduced in practice, was in most cases only nominal,
a change in the way in which ministries tax ‘their’ enterprises.!!
Ministerial arenda soon lost much of its credibility and some econo-
mists, among them Viktor Volkonskii, a radical reformer since the
sixties, wanted to abandon the whole idea of arenda as just another
variant of indirect centralisation.!! Others wanted to save the idea of
leasehold by stripping it of its ministerial framework. Proponents of
arenda such as Popov and Bunich argue that the subordination of
leasehold enterprises to ministries has to be abolished. Popov pro-
poses making the republics the owners of enterprises instead of
ministries.!’? Free from ministerial subordination, enterprises on
arenda would become the free agents of a market economy. In fact,
Popov clearly implies, arenda should not be seen as a permanent state
but as a basis for transition from state ownership to group and private
ownership.

This proposal is logical, if the ministries are seen as the bastions of
the old system of power and management. It is also in line with
Popov’s theory of the administrative system, which emphasises the
need for democratisation on the basis of republican and other elected
political institutions. Finally, it may become politically inevitable with
the development of popular movements for democracy from below,
especially on the republican level. The demands for economic
independence of the republics have little substance without over-
whelmingly republican ownership of state property.

Bunich’s proposal is somewhat different. He supports the use of
financial institutions as lessors, and a gradual transformation of most
leasehold enterprises into collective property.!® The issue of
ministerial versus regional versus financial institution lessorship was
left open in the autumn 1989 Law on Leasehold with the exception of
land, which is to be leased by local soviets.'*

If ministerial leasehold is no solution it is also recognised by the
proponents of regional ownership that the latter may create new
problems. Enterprise subordination would be transferred from one
hierarchy (Moscow-based branch ministries) to another (the republi-
can soviet), to one that is geographically closer and therefore in a
better position to monitor enterprise activities. Ministerial petty
tutelage will often simply be exchanged for regional control. Neither
is it clear that increasing pressure by democratically elected soviets
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will make enterprise decision-making economically more rational.
Every economic system faces decisions that have to be made on politi-
cal criteria, but contrary to what many Soviet reformists profess to
believe, there is no reason to suppose that a blending of political and
economic decision-making either within an enterprise or in the
economy at large would somehow inevitably lead to a more efficient
economy.' This was in fact partly admitted when the election of
enterprise directors by the workforce, introduced in the 1987 Law of
the Socialist Enterprise, was abandoned in autumn 1989. Both China
and Yugoslavia offer many examples of the dangers of regional petty
tutelage.

Secondly, the law on arenda has come into force before the pro-
posed markets for commodities, inputs and capital have been
created. In an irrational environment, plagued by disequilibria and
deficits, enterprises on arenda will continue to be dependent upon
administrative discretion. Even in the best of worlds it would be
extremely difficult to envisage wage schemes linking the income of
each worker to enterprise performance with any precision. The
assumed incentive advantages of arenda will be lost when workers
understand that given the existing Soviet economic system with its
administrative discretion and irrational prices, enterprise perform-
ance will be measured in some essentially arbitrary way and the effort
of each individual worker can only have an imperceptible (if any)
effect on performance.

Third, Yugoslav experience seems to show that self-management
under regional administration is an exceptionally inefficient economic
system.'*® Some of the economic problems of self-management,
primarily the tendency to underinvestment and wage inflation, can in
principle be alleviated by linking self-management with share issues
and capital markets, and this has been pointed out in the Soviet
literature.!"” So far the steps taken in the USSR towards the creation of
capital markets have been timid. There has been little progress
towards creating institutional investors and secondary markets. At
the same time there has been much ideological opposition towards a
rentier class. Without sufficiently well developed secondary markets,
allocation of capital between enterprises has to remain in the hands of
the planners, capital assets do not receive a market valuation, and the
pressure on managers of those assets to increase their value remains
weak.!’® Finally, one should remember that even if there were no
obstacles to developing capital markets, the maturation of these mar-
kets would take years, perhaps even decades. Thus, the efficiency
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properties praised in economics textbooks would only be available in
the long run.

One can therefore conclude that leasehold is at best a form of
transition to collective ownership. Without a market environment,
self-management is not a feasible solution. Within a market environ-
ment, Western experience and theoretical research seem to show that
self-managed enterprises are viable, but hardly as efficient as capital-
ist enterprises.' It is in this perspective hardly surprising that aca-
demician Abalkin has warned against excessive arenda optimism.'?
With an obvious glance at Bunich and Popov he has argued that the
search for any single solution is illusory, reminiscent of the Krush-
chevian campaigns for growing maize. Arenda, Abalkin argues,
should be seen only as one possible solution among others. At the
same time he has together with the government abandoned any solu-
tions involving ‘exploitation’ - hired labour by non-family members.
But if private ownership in the capitalist form is ruled out, arenda and
collective ownership have to be the main alternatives to state
property.

This brings us to the third current of Soviet post-1986 reform
thought, the Westernising or liberal tendency. This tendency is
Westernising in two senses. It explicitly or implicitly plays down the
differences between capitalism and socialism, arguing that the market
economy is the natural economic model for any society, whoever may
own the means of production. It is also Westernising in the sense of
emphasising the need for opening up the economy to world markets.
This tendency is liberal in the classical sense of arguing for a less
pervasive state, one that would concede part of its power to markets
and political civil society, one that would, furthermore, as has been
increasingly argued, also privatise part of its property.

To the extent that traditional Soviet socialism identified the
normative future society with homogeneous state ownership, all-
encompassing planning and self-sufficiency, even the 1986 reform
concept was Westernising and liberal. After all, it proposed a relaxa-
tion of all these three characteristics. Later, and especially since 1988,
discussion of markets and ownership forms in the USSR has been
immensely more pragmatic than ever before. Leonid Abalkin set the
tone of much of this discussion when he defined the criteria for the
socialist character of economic institutions in 1988 as economic effi-
ciency, the existence of social guarantees and the exclusion of ‘exploi-
tation”.’# But still, one can easily detect a sub-group of reform
economists who have pursued the Westernising ideas since 1987 with
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greater consistency than others. Some of them see the causation
going from marketisation to opening up, others see it sooner the
other way round. Still, while the radical socialists looked for solutions
in self-management and accepted markets - if they did even that - as
a necessary environment for self-managed enterprises, the liberals
started with an emphasis on the need for markets and on this basis -
in many cases at least — arrived at an appreciation of private property
as the proper ownership arrangement needed for functioning
markets. .

The issue was put with all necessary clarity as early as the begin-
ning of 1987 by ‘L. Popkova’ in a short letter to Novyi Mir."* ‘Pop-
kova’ - in reality Larisa Piyasheva, a researcher with the Academy of
Sciences Institute of the International Workers’ Movement'?® -
presented two arguments. First, one has to choose either socialist
ideology or markets. The idea of market socialism is absurd, and all
attempts to combine the two are bound to fail. Second, markets are
immensely more efficient than any central management could ever
be.

‘Popkova’s’ letter was a sensation, not least because of her attack
on the Marxist-Leninist ideology of socialism. One critic accused her
of not understanding that free markets no longer exist even in real
capitalism, ' another - a leading reformist — referred to optimal plan-
ning theories to show that indirect centralisation is indeed both poss-
ible and desirable.'” At the same time, as we have seen above, belief
in indirect centralisation with shadow prices had already turned into
a consciousness of the need for market prices among former optimal
planners. 1%

Piyasheva works for an institute with an international profile. So
does the economist, Nikolai Shmelev, who emerged as the main
spokesman of the Westernising view in 1987, when his Novyi Mir
article was probably read and debated more than any other publica-
tion of that year.!” He worked for many years at Bogomolov's
institute on issues of East-West trade. Later he moved over to
Arbatov’s Institute for the Study of the USA and Canada. Shmelev’s
celebrated 1987 article addressed both the Soviet past and the future.
He condemned collectivisation outright, arguing that it had
destroyed the peasant class with its love of the land and aptitude for
hard work. Markets and a strong currency, he argued, are the natural
way of organising the economy, while the command economy subor-
dinates everything to decisions made in secrecy. The result is techno-
logical backwardness and an almost total lack of planned
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development. Only markets could offer the solution for the USSR, as
for any country. In creating them one should not be afraid of unem-
ployment. It could not be avoided in a real market economy. A degree
of unemployment would be only natural and good for flexibility and
incentives.

Approving of unemployment was too much for Mikhail Gor-
bachev, as well as for many leading economists.'?® Socialist markets,
though they exist and must be further developed, are different from
capitalist markets, they argued. There neither is nor can be any
markets for natural resources, labour power and capital under social-
ism, wrote, for instance, Abel Aganbegyan in 1988.'% Such markets
as do exist are also regulated in many ways - including centralised
price setting for ‘the most important goods’ — and there are therefore
no bankruptcies, unemployment, inflation or crises. There is a ‘unity
and interaction’ of plan and markets. This is exactly the thinking
against which Piyasheva and Shmelev have correctly argued, point-
ing out that the market mechanism is an organic unity from which
one cannot choose only ‘positive’ properties.

In his 1987 article Nikolai Shmelev made two additional points
which he was to develop further in later articles. One should open up
the economy, especially by creating special economic zones with pri-
ority legislation for foreign investment. Furthermore, one should try
by every means to protect consumption levels during the transition to
the market system. The accelerated growth target of the plan should
be abandoned, agriculture should be liberated from planning, and
consumer goods should be imported on the basis of credit. Shmelev
has also presented numerous and widely discussed concrete pro-
posals for balancing the economy.!*® Several of them were included in
the government stabilisation programme of autumn 1989. Intrigu-
ingly, he is not a proponent of private property. Competition and
capital markets, he argues, are technical devices which can be used
both in socialism and capitalism. ‘The main thing is that the collective
of the socialist enterprise should be really independent, its real owner
~ in a joint stock company or some other form. Don’t you like the
words “owner”’? Then, let is be “possessor” or “user”. The question
is not about words.”**! Neither does Shmelev propose abolishing all
central planning, though its scope should be largely restricted to
defence plants.

The distinction between radical socialists and liberals becomes blur-
red in the case of economists such as Bunich and Popov, who see
arenda at least partly as a transitory form and at the same time argue
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for functioning capital markets. There are, however, also outright
proponents of privatisation. Viktor Volkonskii, whose opposition to
leaseholding we noted above, proposes the creation of a mixed
economy through various holding companies to be owned by the
state, republics, regions, enterprises and private citizens.” In 1990
this was also advocated by Nikolai Petrakov, a personal adviser to
President Gorbachev.!** Academician Emelyanov of the Agricultural
Academy counters the arguments on ‘exploitation’ under private
ownership by saying that real exploitation should not be identified
with private production. ‘It arises primarily when the people do the
work, but the managing elite, without producing anything, decides
upon the fruit of their work.’** Academician Oleg Bogomolov argues
in the CPSU Central Committee journal that private production has to
be accepted because of its economic efficiency,¥® while academician
Shatalin, in 1990 a member of Gorbachev’s presidential council,
argues strongly both for private production, multi-party parliament-
arianism and direct foreign investment. The state sector, Shatalin
concludes, should be restricted to infrastructure. Even defence plants
could be in private hands.'

Soviet arguments both for markets and private production are usu-
ally totally pragmatic. Typically, markets are defended as the normal
mechanism of resource allocation, the only alternative to which -
central planning - has failed beyond any doubt. The democratic
character of market choice is also much emphasised. This view was
underlined by Petrakov as early as in 1971. The arguments for private
production are usually similar or derived from an assumed need to
have competing property arrangements. There is hardly any evidence
of the influence of modern economic theories of property rights. The
libertarian arguments on private property as a necessary foundation
of political liberty have, however, already surfaced in the Soviet
press.’?

Similarly, no detailed proposals about the technical questions of
privatising state property seem to have been published. The
privatisation drafts of Popov,'*® Volkonskii'*® and Seliunin, the econ-
omic journalist,'® are all quite superficial, though they do point
towards the different alternative directions already discussed in East
European countries in more detail. This may be partly explained by
the fact that discussing privatisation is a new matter in the USSR,
partly by the opinion polls which imply that only a quarter or one-
fifth of Soviet citizens would support the open introduction of pri-
vate production and hired labour outside the family."! In the
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circumstances, promoting proxies for private property in the guise of
cooperatives and leaseholding may well be the only politically acces-
sible alternative.

The Abalkin reform programme

During 1987 and 1988 the economists complained repeatedly that
their diagnoses and proposals were being neglected in practice.
Abalkin’s criticism of the state of the economy and government poli-
cies at the summer 1988 party conference, though it reflected widely
shared opinion among academic economists, caused a minor sensa-
tion but no immediate policy reaction. Only in November 1988 did
the government ask the Institute of Economics for a new reform
programme, which was also duly submitted in January 1989.4* Still,
there was no immediate action. In spring 1989, many of the leading
academic economists were elected members of the USSR Congress of
People’s Deputies. Though the economic discussion at the first
Congress was disappointing, several of the economists were made
members of the new Supreme Soviet. Pavel Bunich soon emerged as
the vice-chairman of the Supreme Soviet Commission on Economic
Reform and Gavriil Popov as one of the co-chairmen of the Inter-
Regional Group of deputies, the radical opposition. At the same time
the economic situation continued to deteriorate. The strikes of sum-
mer 1989 showed how widespread dissatisfaction had become. It was
finally admitted by the political leadership that not only was the
economy in need of strong stabilisation policies but that the economic
reform had to be restarted.'® In August 1989 academician Abalkin
was made a vice-premier in the new government. A reform commis-
sion chaired by him quickly wrote a new reform programme, which
was debated in a November 1989 conference of economists and finally
accepted - in a somewhat diluted form - at the December 1989 Con-
gress of People’s Deputies.

The Abalkin programme'* - presented to the Congress of People’s
Deputies by Prime Minister Nikolai Ryzhkov'* - is a unique docu-
ment. The Soviet government had never before such a detailed and
coherent blueprint for economic reform. It offered both a short-term
programme of economic stabilisation, a description of the economic
model set as a goal, and an evaluation of alternative paths to the
goal.*® For the first time in the USSR, the Abalkin programme set
denationalisation of state property through arenda and the selling off
of enterprises to workers and collectives as a goal. It was also clearly
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committed to a transition to a market economy, including the
introduction of markets for labour, capital and foreign exchange. This
transition would be cushioned by a system of social guarantees. A
centrally managed sector should remain for raw materials, fuels and
defence plants, but the bulk of the economy would operate through a
market only regulated by the state. The programme is far superior to
the July 1987 concept of economic perestroika.

The discussion at the November Conference and December Con-
gress showed that in the main the government programme enjoyed
the support of the leading academic economists. The programme was
received in a hostile way only by the slavophiles like Sergeev, dis-
cussed above (pp. 154-5). It is true that many of the reformist econo-
mists were worried about the effectiveness of the stabilisation
programme prepared by the Planning Commission and the Ministry
of Finance. There were also doubts about the step-by-step reform
strategy adopted as well as about the actual content of planning for
the future. Even so, such disagreements among the reformers were
probably secondary in the autumn of 1989, though it is true that an
economic reform can stumble on any of the numerous technical
details that were to be sorted out during 1990, the short period of
preparation allocated in Abalkin’s programme. For a period at least,
reformers generally chose to close ranks behind Abalkin’s
programme.

The Abalkin programme was still far less radical than the changes
under way in many East and Central European countries. In
principle, it still excluded the possibility of hired labour outside the
family, and in seeming contradiction with Abalkin, Prime Minister
Nikolai Ryzhkov strongly underlined that the government had no
intention of creating genuine large-scale private production.’ In fact,
in his speech at the December 1989 Congress he ruled out any large-
scale denationalisation of state enterprises, including the sale of small
and medium plants. During 1989, as has been pointed out above,
several economists had argued for open private production, and their
dissatisfaction with that part of the government programme as
presented by Ryzhkov is therefore not surprising.’® On the other
hand one can argue that the use of hired labour in cooperatives and
under leasehold gives, in the best case, quite good approximations to
private production. The government programme was also criticised
for the fact that a sufficiently strong programme for opening-up the
economy is still missing.’® Furthermore, the anti-monopoly
measures outlined remained unclear and even contradictory.'*®
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There was — even in late 1989 — no reason to believe that the Abalkin
programme of autumn 1989 would be the final word in Soviet econ-
omic reforms. Large-scale privatisation and a real opening-up of the
economy are necessary for economic efficiency, and these issues had
already been raised in Soviet discussions. Still, even the limited
degree of radicalism of the Abalkin programme proved too much for
the masses of practical economists and administrators upon whom its
implementation depends. One could already detect clear differences
of emphasis between the Abalkin programme of November and the
more conservative way in which Ryzhkov presented the government
programme in December.

The first months of 1990 proved fatal for the government pro-
gramme. Instead of stabilising the economy as planned, the govern-
ment proved unable or unwilling to prevent the equilibrium from
deteriorating seriously. Rising rates of inflation and worsening
shortages swept away the basis of the government programme in a
few months. Gorbachev and his key economic advisers, Petrakov and
Shatalin, soon made their dissatisfaction known and promised a new,
more radical reform programme. The initial success of Poland’s
drastic stabilisation programme was studied in detail.

In the end the Soviet government and Gorbachev’s presidential
council were unable to decide upon a truly new reform programme.
The new version, presented by Prime Minister Ryzhkov in May 1990,
hardly added anything else new to the December programme but a
detailed schedule for raising the prices of most consumer goods.'™!
The government had earlier rejected the Polish road of a shock treat-
ment because it lacked the popular support necessary for drastic
measures.'>? Within a few days its new version of reform programme
had also proved to be not feasible, as angry consumers hoarded any
goods remaining in the shops and indignant politicians rejected the
programme in crucial republican parliaments. A new wave of strikes
threatened.

Two things proved to be the undoing of the government pro-
gramme. The population declined to accept such a transition to a
market economy which promised only price increases in the short
run, relegating the benefits of a market economy into the future. In
addition to that, several Soviet republics and regions - including the
Russian republic - were no longer willing to accept the decisions
made by the central government in Moscow.

In the summer of 1990 a plain struggle for power seemed to occupy
most of the politician’s resources. The economists, on the other hand,
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continued their search for solutions to the continuing dissolution of
the Soviet economy. Academician Bogomolov argued that the failure
of the efforts of Abalkin and the government showed that a strategy
of piecemeal transition to a market economy was indeed imposs-
ible.’®® The July 1990 Congress of the Soviet Communist Party dis-
agreed, once again calling for a gradual transition to a regulated
market economy.’™ An economist spokesman of conservatives at the
congress disagreed with this line, calling for workers’ self-manage-
ment.’> Writing during the party congress, Nikolai Petrakov, the
President’s adviser, sketched a new sequence of reforms, starting
with the denationalisation of state industries instead of price
increases.’® A gradual price reform could follow later, Petrakov
argued. Speaking at the congress, Leonid Abalkin disagreed, stres-
sing that price increases are inevitable in a transition to markets.’” No
trace of the relative reformist consensus behind Abalkin’s programme
of autumn 1989 seemed to remain.

Conceptually things may have changed to a positive direction since
1989. Not only are issues of ownership and markets discussed much
more thoroughly, but the crucially difficult problems of sequencing
the transitional steps to a new economic regime were also being
understood much better than before. Still, from the limited point of
view of a rational economic reform, things were much worse in 1990
than they were in 1989. Even if the transition is largely about
diminishing the role of the state in the economy, it can only be
implemented in a more or less orderly way by a strong government,
following consistent policy guidelines and enjoying popular support.
Exactly such a government was missing in the USSR in 1990. Without
it, the chances of an economic upturn in the near future seemed slim
indeed.
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