PART five

Socialist Economies

16 The Command Economy
WHY STUDY PLANNED ECONOMIES?

Central Planning Is Not Extinct as a System

Comprehension of the Planned Past Is the Key to a Successful Transition to a Market Future

Most Economies Make Use of Some Form of Planning

There Are Lessons to Be Learned from Examining Failure

A BRIEF OVERVIEW OF RUSSIAN ECONOMIC HISTORY

The Czarist Economy

Peter the Great - the first great modernizer, aggressively importing Western technology and science, while simultaneously resisting the liberalizing inﬂuence of Western political thought.

Crimean war of 1853–1856 underlined Russian backwardness

 1861 led Czar Alexander II to take the immense step of liberating the serfs, three-quarters of the population. 

Modernization -  20,000 miles of railway track were built between 1861 and 1894, opening up the interior for export-oriented agriculture. 

1890s Russia had emerged as the world’s largest grain exporter.

Vob Wittte – industrialization.

Peasants, “held in a vise of ruinous aggregate taxation,”
 were forced to sell the bulk of their output to raise cash for taxes and debt service payments. 

The conditions of industrial workers were little better and labor discontent 

Menshevik wing consisted of social reformers, committed to piecemeal liberalization. 

Bolsheviks, or majority—favored radical revolutionary change

The Russo-Japanese war of 1904–1905 

Stolypin reforms (named for the finance minister) accelerated the rate of industrial growth, freed the peasants from the communes, and alleviated their crushing debt burden.

Precursor to World War I

It is possible that in the aftermath of the Stolypin reforms Russian economic development might have followed the path of peaceful evolution taken in Western Europe, 

 However:

Expansion had been rapid, and as a result Russia had emerged as one of the world’s major industrial powers, the growth of output owed most to the increase of the industrial labor force and sustained growth in the volume of capital employed. 

Total factor productivity growth (the residual increase in output, after allowing for the increase in labor and capital employed) was negligible. 

Industrial expansion could not in these conditions be accompanied by rising wages or living standards.
War Communism

the treaty of Brest-Litovsk signed in 1918 on terms close to capitulation. It consigned a large part of the czarist empire to German control, including much of Poland and the Ukraine, the industrial heart and breadbasket of the Empire. 

The system of economic organization instituted by the Bolshevik administration during this period is known as war communism. 

Economic management was almost totally by command:

food was “requisitioned” in the countryside by police and party officials and distributed in the cities.

 Thirty-seven thousand enterprises were taken into state hands, including every firm that employed more than 10 workers (5 in establishments where artificial power was used). 

Coordination of economic activity was ostensibly the preserve of the Supreme Council of National Economy (VSNKh) but effective action was fatally hampered by an almost total lack of meaningful information. 

Workers were conscripted and organized by military methods, and economic incentives for the industrial and agricultural labor forces alike were replaced by dictum and force.

Market economic relations were replaced by what the political leaders termed “natural” ones; housing, electricity, food, postal services, and transportation were all supplied to the public without charge. 

The New Economic Policy

New Economic Policy (NEP) articulated by Lenin in 1921, 

. The “natural” economic relations of war communism were terminated in favor of price mechanisms. 

Control of food production was returned to the peasantry, and market relations were reinstituted to regulate the ﬂow of food to the cities. 

Small enterprises (defined as those employing fewer than 20 persons) were reprivatized, some were restituted to their former owners and others leased to new entrepreneurs. 

Most of large-scale industry remained in state hands.

 Sectors seen as strategically essential—the commanding heights of the economy, including fuels, metals, banking, transportation, and foreign trade—became an integral part of the state, dependent on budget allocations and controlled in all important dimensions by the government. 

The rest of industry was granted substantial subsidies by the state but had no production quotas to meet and was otherwise encouraged to act in a profit-maximizing fashion.

The NEP was not a planned economy. 

Gosplan, the state planning agency, was founded in 1921, its functions in the early years of the NEP were limited to forecasting. 

Coordination in the economy relied increasingly on the concentration of economic power in the industrial sector, as individual enterprises combined to form “trusts,” integrated production units promoted by the government. 

By 1923, 75 percent of all industrial workers were employed by the 478 government-chartered trusts. 

In terms of its primary goal—promoting stability—the NEP was a success. By 1926, output had climbed back to and exceeded 1913 levels in most commodities. Agricultural output was the exception; it remained well below prewar levels

By the mid-1920s the days of the NEP were numbered, its demise resulting from three factors:

1.
Dissent within the Communist Party. Most Bolsheviks believed that the NEP was a temporary concession, and the expectation grew within the party that, since stability had been restored and the economy was stronger, the task of creating a truly socialist economy could be commenced in earnest.

2. The “terms of trade” between the urban and the rural sectors. 

3. 
The industrialization debate. the radical left views espoused by Evgenii Preobrazhensky and the more moderate agenda of Nikolai Bukharin. 

4. Preobrazhensky favored unbalanced development and saw a “big push” in heavy industry as necessary to close the gap with the West. This would be facilitated by forcing savings in the agrarian sector and transferring them to the industrial sector by “nonequivalent exchange,” a program incompatible with the market mechanism of the NEP. 

5. Bukharin, while recognizing the need for rapid capital accumulation, especially in industry, feared that the divisiveness of discriminating against the agricultural sector would shatter the fragile alliance of peasants and industrial workers (the smychka). His predilection was for balanced growth, which would not only avoid discrimination against one sector or another, but also the bottlenecks that rapid expansion of one sector of the economy could produce.

Stalin and the Command Economy

After Lenin’s death in 1924, Stalin rapidly consolidated power and by 1927 was unopposed. .

 The first five-year plan was formulated in 1928 and from this point forward the state would control the production and movement of all finished and intermediate goods. 

A debate arose within the leadership as to the degree of attention that any plan should pay to the demands of the general public. 

Some adopted what was termed the “geneticist” approach and saw the plan as an instrument to rationalize production along lines ultimately dictated by the consumer.

Stalin, however, envisaged a more proactive role for the state. Rather than responding to demand, the plan would be a tool for shaping individual tastes and behavior according to goals determined by the political authorities. This “teleological” approach dominated politics and planning throughout the history of the Soviet Union.

The second reform involved agriculture. Increase the level of central control over the agricultural sector and to eliminate the counterrevolutionary potential of the rich peasants, the kulaks. 

Individual land holdings were confiscated and the peasants forced into communes. 

Since the Communist Party lacked a rural power base, this was effected by the dispatch of about 25,000 political operatives from the cities who imposed collectivization by force. 

Kulaks (and the definition was loose enough to include any peasant who had fallen foul of the political authorities) were dispossessed, but rather than becoming part of the communes, they were internally deported, usually to Siberia, or placed in penal labor camps. 

The collectivization program was rapidly instituted; in 1928 less than 2 percent of 
Soviet farm households were collectivized, but by 1931 this had risen to 52 percent, and by 1938 it had reached 94 percent. 

The Growth of Planning

Gosplan started issuing control figures, which were basically tentative output targets, in 1925, and during successive years these figures assumed a greater importance. 

In the first five-year plan in 1928, they had a more compulsive character and were increasingly supported by detailed production and financial plans (promfinplans) at the sectoral level. 

 materials balance planning, a response to shortages of key materials emerged. Early work by Russian economists on the precursors of input-output analysis gave Gosplan the technical basis for its work. 

Material balances for iron and steel were first compiled in 1925; energy products and building materials soon followed. 

By 1928 Gosplan was the primary coordinating agency for the whole process, preparing control figures that gave general direction to the economy while controlling a growing list of strategic materials by materials balance planning.

In the 1930s Stalin increased his power over the planning process and extended control into every aspect of the economy. 

Centralized price determination became an essential part of the overall procedure, and the manipulation of prices became a tool in the achievement of the overall goals. The emphasis was on heavy industrial growth, the First Plan calling for a 400 percent increase in investment in state industry.

Planning and the War

extensive relocation of economic activity deep into the country beyond the Urals and into Central Asia. 

Linz has estimated that six million persons were relocated along with some 1,500 large enterprises. 

War led to a tightening of the system of planning, and by 1945 materials balance plans were drawn up for some 30,000 commodities.

The Postwar Period and Khrushchev

Stalin died in 1953 and, after a couple of years of joint rule, the party leadership was assumed by Nikita Khrushchev, who attempted fundamental change in economic and political life in the following ways:

Making the leadership aware of dissent, denouncing in 1955 “cult of personality”

 Regionalizing the planning system, putting more authority into the hands of regional economic councils (sovnarkhozy).

Opening a debate on the management of the economic system. 

.


Making a concerted effort to reform the agricultural sector. 

conversion of depressed and stagnant collective farms (kolkhoz), nominally operated by the peasants, to state farms (sovkhoz), which functioned like other enterprises, 

more investment into agriculture, increased inputs of fertilizers, and raised the prices received by the collective farms as an incentive to increase output.

TABLE 16.1

Percentage Achievement of Plan in the Soviet Union  


                                                            Plan V, 
     Plan VI, 
 Plan
VII 

                                                        1951–1955
   1956–1960
1959–1965


National income
107
97
97


Investment
103
101
106


Private consumption
104
95
98


Industrial production
109
99
102


Agricultural production
na
89
68


Steel
91
96
103


Coal
105
86
95


Oil
101
110
104


Electricity
104
91
99


Gas
94
118
86


Machine tools
66
78
95


Motor vehicles
99
80
80


Textiles
94
88
91


Meat
70
67
63


Milk
83
74
71

SOURCE: Vera Lutz, Central Planning for the Market Economy: An Analysis of the French Theory and Experience (Harlow, England: Longmans, Green and Co., 1969).

TABLE 16.2

Aggregate Economic Performance, 1951–1970: Annual Percentage Change  


                                          Plan V, 
  Plan VI,          Plan VII,       Plan VIII, 

                                                     1951–1955
1955–1960     1961–1965   1966–1970


GNP
5.4
5.9
5.0
5.2


Industry
10.2
8.3
6.6
6.3


Agriculture
3.5
4.2
2.8
3.5


Services
1.9
3.5
4.4
4.2


Consumption
4.9
5.7
3.7
5.3


Investment
12.4
10.5
7.6
6

SOURCE: Gregory and Stuart, 128–130

Brezhnev and the “Period of Stagnation”

Much of the communist leadership found Khrushchev’s policies too liberal, and in 1964 he was ousted by other members of the Central Committee, power passing to the more conservative Leonid Brezhnev. 

some parts of the reform initiated under Khrushchev continued and even yielded results.

In 1965 Alexei Kosygin, the chief economic official, announced reforms to the system of targets given to enterprises by which managers were no longer to be held to physical targets established by the planners but were to be free to focus on maximizing what was called “realized output” (in western terms equivalent to the value of sales). 

Management was allowed to retain a large slice of the difference between the value of sales and the cost of materials (profit) to use to provide material incentives for themselves and their workers.

TABLE 16.3

Aggregate Economic Performance, 1971–1987: Annual Percentage Change 


                                         1971–1975     1976–1980   1981–1983
   1984–1987


GNP
3.7
2.7
2.3
1.6


Industry
5.9
3.4
1.5
2.1


Agriculture
22.3
0.3
4.2
0.8


Services
3.4
2.8
2.1
—


Consumption
3.6
2.6
1.7
2.4


Investment
5.4
4.3
4.2
3

SOURCE: Gregory and Stuart, 133

TABLE 16.4

Plan Fulfillment: Planned versus Actual Growth

                                                                       Average Annual Growth


1966–1970
1971–1975
1976–1980
1981–1985


GNP


Plan
6.5
5.8
5
4


Actual
5
3.1
2.2
1.8

Industry


Plan
8.2
8
6.5
4.9


Actual
6.3
5.4
2.6
1.8

Agriculture


Plan
5.5
3.7
5
5


Actual
3.7
-0.6
0.8
2.1
SOURCE: Gregory and Stuart, 135

Gorbachev

Brezhnev died in 1982, he was brieﬂy succeeded by two long-serving senior members:

 Yuri Andropov, a former head of the KGB, was convinced that the failures of the Soviet system were attributable to a lack of order and discipline. During his 16-month reign (from November 1982 to February 1984), he initiated campaigns against absenteeism, corruption, and excessive alcohol consumption, all with little effect. He also attempted to correct the deficiency of the Soviet quality control and product improvement by allowing enterprises to apply for price increases of up to 30 percent for “product improvement.” 

Constantine Chernenko, an aging apparatchik, led the Soviet Union for only 13 months (February 1984 to March 1985) and followed the cautious Andropov line of exhorting greater efficiency and attempting to fine-tune the system of managerial incentives. 

By March of 1985 both men were dead and power was assumed by the relatively young and active Mikhail S. Gorbachev, an Andropov protégé.

glasnost, usually translated as openness and signifying democratization and the tolerance of dissent

 perestroika, or restructuring in the economic sphere. 

Although Gorbachev’s reforms were thought far-reaching, in reality they were timid, faltering, and based on inaccurate premises despite being highly critical of the reform efforts of the Brezhnev era (which he dismissed as an attempt “to improve things without changing anything”

The Law on Enterprise Reform.  A second-phase of reform was ushered in 1987, 

. The key concepts were self-management and self-finance. 

Gorbachev was also bent on the reform of the inﬂexible system of wage payments, which allowed little variation for worker productivity and therefore tended to reward indolence as much as effort. The reforms gave enterprises control over a wages fund, enabling them to reduce their workforces (though they could avoid unemployment only by attrition) and to use any money saved to increase the wages of remaining workers in line with productivity growth. 

By 1990, 75 percent of all industrial personnel were working under these new wage arrangements.

Modest growth in output was achieved during 1986–1988, in 1989 and 1990 the economy entered a phase of sharp contraction that continued until 1997. 

despite the enterprise reforms, both labor and capital productivity fell throughout the period. During 1989 and 1990, the economic crisis became more intense. 

acute shortages of basic consumer goods and growing popular discontent with the reform effort.

Foreign Trade Reform.  

CMEA

FTOs

FTO monopoly of foreign trade was broken when 20 ministries and 76 large enterprises were allowed to initiate direct trade and to retain a substantial proportion of any hard currency earnings. 

The Failure of Perestroika.  Gorbachev’s perestroika program fell between two stools. The reforms were too creeping for a rapid transformation to a market economy based on prices that reﬂected shortage and opportunity cost. However, they were enough to disrupt and create serious problems for the old system to which they were appended, leading to a fall in output. More fatally for Gorbachev, they alarmed the old guard of the Communist Party.

The Coup of August 1991.  
� This overview is indeed brief, and any interested student is referred initially to Paul Gregory and Robert Stuart, Soviet and Post Soviet Economic Structure and Performance, 5th ed. (Reading, Mass.: Addison-Wesley, 1999), for a much richer exposition.





� A. Gershenkron, “Russian Agrarian Policies and Industrialization,” The Cambridge Economic History of Europe, vol. 6 (Cambridge: Cambridge, University Press, 1965), 744.





