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Author’s Note to the Reader

Although it is not strictly speaking a sequel, this short study can
be regarded, perhaps, as supplementary to an earlier booklet in
the series, Argument on Socialism, since it follows up certain
issues that were touched upon but not developed there: issues
that in the last few years have come to the forefront of dis-
cussion. Since these questions concern the accumulated
experience of running a socialist economy in varying and
changing conditions, it is almost unavoidable that their dis-
cussion should involve citation of a good deal of factual detail.
This applies particularly to Chapter 3 below, and also to
Chapters 2 and 4 which attempt to summarise what has
happened as regards planning and administration in European
socialist countries before the war and since. A reader impatient
of too much detail may be advised to skip if he can the particu-
lar examples and illustrations and pass on to the generalisa~
tions to which they are preliminary. While losing something of
concreteness by so doing, he should be able (one hopes) still
to see the general shape of the problems discussed and the
purport of the recorded changes. One should add that com-
ment and discussion have advisedly been confined to the
experience of European socialist countries.

CAMBRIDGE, MAY 1970



1. PLANNING versus FREE MARKET

Planning is a word on everyone’s lips nowadays, even in
capitalist countries; and one could say that there is planning
and planning, as well as some people perhaps “more planned
against than planning” (to repeat Barbara Wootton’s witticism
of some decades ago). Economic planning is, of course, a
technical business, and one cannot talk about it seriously with-
out touching on technicalities at all (although in what follows
we shall try to reduce these to a minimum). What is more
important, however, and for most people more interesting, is
the economic content and object of the planning and the prob-
lems associated with achieving this or that aim. Moreover,
since human beings and human activity are involved in the
carrying out of any plan, the socio-political aspects of these
problems must not (and will not) be ignored. In a socialist
economy, indeed, the structure and methods of planning are
most closely related to (are even part of) what Marx called the
‘social relations of production’; affecting as they do the way in
which workers in production are related to one another and to
the system of production as a whole. This is something to which
we shall return in the final chapter.

As the market mechanism has been characteristic of the
capitalist system (although not exclusively so), so planning of
some kind is, of course, the characteristic mechanism of a
socialist system. Indeed, for fairly obvious reasons a socialist
economy (by which I mean one in which the basic means of
production, the land, the factories and the technical equip-
ment therein are socially owned in some form) must necessarily
be planned; since, if production is owned and operated by
society as a whole, it must be coordinated and steered by some
organ representing society as a whole, otherwise it will lack any
mode of articulation and guidance. When under capitalism the
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means of production are privately owned, whcthe.r by individ-
ual capitalists or groups of capitalists as companies or firms,
then indeed productive units are responsible to no one but
themselves—each does what he thinks will be to his maximum
advantage as and where he thinks fit. This is why it has been
called ‘anarchy of production’. The State may (and of course
does) set limits to what firms can do off their own bat (what is
sometimes egregiously called ‘holding the ring for com-
petition to work fairly’). In modern times in some countries it
has even set up so-called ‘planning bodies’ to try to give ord;r
and coordination to this ‘anarchy’ and to steer the system 1n
certain directions. Their power to do so, however, 18 inevitably
limited by the fact that individual firms are autonomous both
in legal form and in practice, and by right of ownership are free
to do or not to do what they deem fit. Hence they can be .coaxed
or prodded to do or not to do this or that by various induce-
ments or penalties, or be persuaded to adopt.certam courses of
action in unison by voluntary agreement. This may at times be
important because there are some things an individual will do
if he is sure that everyone else is going to do so, but not other-
wise. But if firms are reluctant to heed the directives of the
State and its control organs or stubborn and recalcitrant about
doing what is indicated or directed, nothil}g can make them
(nothing at any rate short of a pretty fat bribe or qlsp a threat
of ‘take over’ by the State—in other words, of socialising them).
Moreover, it is a familiar fact that when we speak of. the firm
to-day, we are faced more often than not with somethlng_ enor-
mously different from a century or half a century ago: vs(1th _the
giant company or combine of modern mpno_poly capitalism
stretching across national frontiers, wielding immense power
capable of dictating to political bodies as well as to smaller
firms; so that it is often difficult, ‘twixt State and large company,
to tell whether dog wags tail or tail wags dog.

To speak of ‘anarchy of production’ does not mean tha.t thexje
is no coordinating mechanism, even if this mechanism is
greatly distorted to-day by the presence of poyverful mono-
polies. Each firm produces for the market and is accordingly

8

influenced by what happens on the market—by the volume of
sales and by price-movements on the particular market that is
relevant for the firm in question. Hence there comes about some
kind of coordination of what different firms do through the
mechanism of the market; and this is what Marxists have
meant by speaking of Capitalism as being a system of com-
modity-production (in the sense of production of things for the
market) and of its being ruled by economic ‘laws’ of such com-
modity-production (or ‘laws of the market’). It would be wrong
to suppose, however, either that commodity-production (or
market-relations) is characteristic only of Capitalism, or that
this is sufficient to constitute a system as Capitalism wherever
market-relations are found. Capitalism (according to the well-
known aphorism of Lenin) is commodity-production where
labour-power itself has become a commodity (through the
historical formation of a proletariat which sells its own labour-
power on the market). On the other hand, communities of small
producers (e.g. peasant communities), lacking either a developed
proletariat or a class of capitalist employers, have been charac-
terised by production for the market. Moreover, for reasons
that will be developed later, socialist societies will also be
characterised in some degree, and in varying degrees, by the
existence of markets and production for the market; the
difference here being that there is no ‘automatic’ market
mechanism, markets being incidental to, or adjuncts of, a
planning mechanism and playing the rdle generally of servant
not master. To some extent, at least, one could describe it
as giving additional eyes and ears to plan and planners—
as a medium of registering, generalising and transmitting in-
formation (e.g. about current demand) in a manageable
form.

What the main functions of planning in a socialist economy
will be is fairly easy to see, as well as the type of situation in
which its advantages over any alternative economic mechanism
will be most marked. In short, this will be in working out the
strategy of economic development as a coordinated whole over
a certain period ahead: a strategy conceived with due regard
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for what is in the social interest and for various (ppss1bly con-
flicting) social objectives. In addition to the wprkx_ng out qf a
strategy, there will be need, of course, for steering its carrying-
out, so as to ensure that development of the various aspects and
parts of the economic system shall be appx:opnately geax:ed
together, in order to complement one another }nstead of getting
out of adjustment and causing tension and !ntches.

This is something that the market mechanism per s¢ do.es ‘not
do (for reasons that were explained in Argument on Soczalgsn.t,
pages 4-7, and will not be repeated pere). For example, it is
important that a balance should be a:chxeved petween the money-
incomes paid out in wages, salaries, pensions, etc., and_ the
flow of consumers’ goods into the shops (tog9ther with services)
in approximately the assortment and quantity that peqple; are
likely to demand at existing prices. Otherwise there is likely to
be disruption of the price-level (of a kind that .ha.s become
familiar in many countries recently) or e}se the social inconven-
ience and disruption involved in extensive shpp-shortageg anfl
queues. Even more important from a productloq-standpomt, if
a certain rate of growth is expected, is that the industries pro-
ducing things like constructional §teel, building materials and
the requisite types of technical eql_upment, s}'xquld be capg.ble qf
turning out these things in sufficient quantities to sustain this
rate of growth and construction, apd moreover 'should them-
selves be expanding their productive capacity in an appro-
priate degree so that their own output shoulq continue over the
period to be adequate to the needs 9f growth in the economy at
large. This relation between changing outputs anfl the various
inputs needed to make these outputs ppss1b_le is a complex
business as modern input-output analysis (with its tables, or
*matrices’, of inputs and outputs) has shown; and for perfgct
harmony to characterise any process of development a quite

complicated balance or ‘fit’ of a large nurpber of constituent
items is required. Evidently failure to achieve the required t'it
can result in retardation of the process of growth and even in
inging it to a halt. ) .
bn;ﬁ: gkind of ‘dynamic equilibrium’, as economists term it,
10

may be difficult (as we shall see) for any planning body, using
sophisticated methods of input-output analysis and of com-
putation, to achieve at all perfectly. But it is something which
an automatic market-mechanism is peculiarly ill-fitted to
achieve, and in many types of situation such a balance becomes
impossible. In so far as price-changes reflect deficiencies or the
reverse and individual producers react appropriately to price-
changes, there will be a tendency towards balance between
constituent sectors or parts of the system; price-changes acting
as a kind of signalling-apparatus of supply-demand relation-
ships. But, firstly, there may be serious time-lags in adjustment
alike of prices themselves and of production to prices. Secondly,
the nature of producers’ reactions will depend on their expecta-
tions or guesses as to what is going to happen next (e.g. whether
prices will go on rising, or having risen will now stay put or
revert to some previous level). Thirdly, their reactions will
depend on how each producer guesses that other producers will
react. Individual firms will have no knowledge (in most cases at
least) of what other firms are likely to do or of the larger
picture: they will have only their own ‘hunches’ to go upon,
strongly influenced perhaps by current rumour and gossip and
the prevailing business mood. In particular, when the price of
something starts rising (e.g. in face of increased demand or
shortage), a common reaction all-round is to increase the hold-

ing of stocks of the thing in question (and conversely when

price falls). There will thus be over-response to the signalling;

the result will be highly destabilising, not the reverse; and dis-

ruptive cumulative movements of expansion or of contraction
will tend to develop.

This is why Capitalism, although it has been responsible for
considerable growth in its time, has tended to move in fits and
starts, with alternating periods of expansion and contraction.
Growth, in other words, has tended to be short-lived (unless
stimulated by special boost-factors like war-expenditures by the
State, capital export and opening-up of new territory or tech-
nical revolution); being quickly arrested by the kind of internal
maladjustments in the structure of production of which we have
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spoken. Many countries, particularly the poorest and least
developed, have even been caught in the mire of stagnation, if
not indefinitely, for considerable periods of time.

To-date the planned economies have had a striking record of
sustained growth. Leaving aside Soviet growth in the pre-war
twelve years, which was remarkable, the average annual in-
dustrial growth-rate in the U.S.S.R. over the period 1948 to
1960 exceeded 10 per cent according to estimates of the Euro-
pean Economic Commission of the United Nations. In general
other socialist countries showed comparable rates of growth
(according to the U.N. World Economic Survey 1961, including
China, “between 1950 and 1959 industrial production in the
centrally planned economies increased at an average rate of 13
per cent per annum”). In the first half of the *60’s, as we shall
see, in the Soviet Union and other socialist countries in Eastern
Europe, there was a slackening of growth-rates, followed by a
recovery in the second half of the decade and a resumption in
most cases of higher growth-rates (although not quite those of
the ’50’s).

What has been said indicates that centralised planning is
likely to show greatest superiority as an economic mechanism
when for any reason large structural changes are occurring in a
country’s productive system and where economic growth has
priority as a social objective. These two cases will probably be
coincident since growth itself involves large structural shifts (for
example, a shift of resources into the group of industries that
produce productive equipment, as well as a large intake of new
labour and/or rapid technical innovation and change). More-
over, since a process of growth can so easily break down and
peter out if a proper balance is not kept between its constituent
parts, centralised control and steering is necessary to maintain
the momentum of growth. (From a political angle, centralisa-
tion may be needed also to maintain popular morale and to
achieve the requisite élan for the human effort and strivings
involved—but that is rather outside our immediate, more
restricted context). This necessity for centralised methods will

probably be the greater, the lower the level of social and
12

econqmic development from which the growth-process in
question starts.
For reasons, again, which should emerge from what is said
later, centralised control of the economy is likely to be more
spccessful——the problems involved in it will be both fewer and
sm_1plqr—when the situation is such as to make the policy-
objectives relatively simple and when the economic system is at
a stage, or of a pattern, that renders its structure relatively
sunple rather than complex. If policy-objectives are few and are
easﬂy arranged in numerical order, a priority-list of tasks can
readily tze drawn up and resources be the more easily allocated
by wo_rkmg down the priority-list—something which cannot be
done in this simple fashion in the degree that objectives grow
more complex and overlap or conflict. If the productive struc-
ture is fairly simple, the relations between sectors and in-
dustries that have to be adjusted and arranged are likely to be
fewer as well as simpler in the sense of there being a predomin-
ance of one-way sequences, with relatively few criss-cross
rglgtlonshlps or so-called ‘feed-back’ effects. Both of these con-
dltl(?IlS can be said to have fitted, more or less, the state of the
Soviet economy as it was in the 1920’s and 1930’s; and prob-
ably applies to many underdeveloped countries in the world
today.* Yet perhaps not always so; since an important
quahﬁ_cation is that where productive units are small (e.g. small
fams in agriculture or petty workshop or handicraft industry)
things may be much less easy to control and plan centrally than
when productive units are large-scale.

* One writer has said: “If you have a large backward country whose
leaders want to increase sharply the rate of investment, and the main
bottlem?cks are the capacity of the investment goods sector (the Feldman
wnsmt) and the marketable surplus in agriculture (the Preobrazhensky
cqnstramt), then the price-mechanism is a lot less helpful. It was to deal
:rletalllt ggq}al(eﬁls 1(1): tlhis type th;t the traditional Soviet economic system was

. ichael Ellman, Economic Reform in the 7 i
Broadsheet No. 509), 1969, p. 325). form in the Soviet Union (B.E.F.
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2. THE CENTRALISING PERIOD IN
SOVIET PLANNING

Reflection will indicate, I think, that there are fairly strait
limits to the number of decisions that any planning body can
take and hence to the number of specific things that it can
control. This is partly a matter of time-table—the numl?er qf
decisions that can be worked out and taken in a given time is
limited; and if the planning time-table starts too early in
advance of the date to which the plan applies it will lack certain
important data that are necessary for plans to be realistic, e.g.
about actual economic performance and results in the current
year preceding that for which the plan is being made.* It' is
partly a matter of relevant information (e.g. about prodp.ctwe
possibilities, costs and the inputs involved in the expansion gf
outputs by a given amount): what is available at the centre in
accessible form, and can be processed even with the .ald of
computers, and requisite calculations made thereon w1§h the
time and personnel available, is restricted; while collection pf
new information takes thought and time. One of the cruc1a1
techniques characteristic of Soviet planning of which more will
be said in a moment has been the balance-method (the con-
struction of equations or balances between available outputs
and the needs for them as inputs). This system of balances has
never, in practice, covered more than a proportion of all Phe
products concerned (and similarly with the supply-allocation

* Someone at this point may retort: what is to stop the planning
organ and its personnel from being enlarged, to cope wi_th more calcula-
tion and decision-taking? Although up to a point devolution of taslgs may,
of course, be an economy, such enlargement must involve a multiplication
of planning groups and departments, and hence only transfers th(_a problem
of co-ordination and control to a higher level within the planning body.
Analogous limits apply to what this higher level can handle, The same is
true of devolution of some planning tasks to subordinate organs such as
planning bureaux within industrial Ministries.
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system of which we shall presently speak). One can scarcely
imagine it being otherwise. It is obvious that a considerable
number of decisions must inevitably be taken at some lower
level, closer to actual production, if only decisions concerning
the detailed implementation of a given plan and how to suit the
latter to unforeseen contingencies (since, again, even the wisest
and most efficient and best-equipped planners cannot foresee
and allow for every possible contingency). Even communica-
tion between higher and lower levels itself takes time.

In recognition of this fact, Soviet planning at a quite early
stage (soon after the so-called ‘war communism’ of the civil
war years had been scrapped and a transition made to the so-
called New Economic Policy, or NEP) proceeded to organise
industry into self-managing units of varying size (the so-called
‘Trusts’ of that period) under a system known under the
generic title of Khozraschot (inadequately translated as ‘cost
accounting’; more fully rendered perhaps as ‘commercial
accountancy’). Under this system industrial managements were
granted financial and commercial autonomy on the basis of
their own balance-sheets: i.e., they had to account for all their
transactions and to balance their receipts against expenditures,
subject to the payment of certain obligations to the State,
including a substantial proportion of any profit they might earn
(the remainder forming a reserve against future contingencies
or for improvement of production). Within the limits of
directives and targets handed down to them, they had dis-
cretion as to what to produce and how much, and were free to
enter into contracts with other bodies for sale and delivery of
their output and for purchase and supply of various materials,
fuels and components as inputs, as also for the employment of
staff and personnel. The plant and equipment at their disposal
was, of course, the property of the State, which could appoint
and dismiss the management. Only its working capital (which
could be supplemented by bank-credit) could be said to
‘belong’ to the Trust or enterprise (e.g. could be distrained
upon for debt, or run down in discharge of its financial
obligations).
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Thus during this early period of NEP the system in opera-
tion was a fairly decentralised one, in the sense that detailed
operational decisions about production were taken at the level
of individual industrial managements or enterprises, while
supply-relations between these bodies were usually direct and
on their own initiative (marketing of final consumers’ goods
was commonly done through the cooperatives). The extent of
control from above fluctuated; and there was some oscilla-
tion between close regulation by means of detailed
directions and orders and greater latitude. There were
periodic complaints of an excess of bureaucratic interfer-
ence in detail which should properly be the province of
industrial managements—a disease of petty interference for
which a special name Wwas invented (glavkism, from the
name of the industrial committees or departments respon-
sible for directing industrial enterprises within a certain
branch of industry). Much use was made at the time of a
distinction, in principle, between general direction and control
(steering)”, which was the province of the higher bodies, and
“detailed operation and execution” of industrial policy and of
general objectives; this latter function belonging to industrial
enterprises and their managements on the basis of the above-
mentioned khozraschot. This principle, together with khozra-
schot, was reaffirmed at the start of the Five Year Plans and
continued to reign throughout the period of which we are
coming on to speak, despite qualifications and encroaching
restriction of it in practice.

With the launching of the First Five Year Plan at the end of
the decade the tide was to turn in the direction of greater
centralisation—slowly at first, but then with gathering pace as
the decade of the *30’s advanced, and the Second Five Year
Plan followed on the heels of the First and after it the
(unfinished) Third. This was the period of intensive drive to
industrialise the country and to transfer agriculture from small-
scale, primitive, backward peasant farming to a basis of co-
operative or collective farming units, relatively large-scale and
mechanised so far as the supply of tractors and combine-

16

harvesters from newly-created industry made possibl

been calleq the period of the ‘big push’ or theggreat Téag’lz:g
use the these term) into a modern industrial country. More-
over, this decade or dozen years of great sacrifices and heroic
endeavour advanced under the growing shadows of war; so
that an mdus_trialisation drive had to be combined with’ an
armaments dnvq to build up a war industry. Accordingly, the
system of planning and administration in this period wa;s to
assume much of the character of a war economy in peace-time—
and to become indeed a war economy after the summ
of 1941. -

Centralisation in this period took the form of an i i

amount of detail being written into the plans (i.e ?lllleucl)ipl;;;stlilwllg
annual plans), wh'ich had come by now to include specific tasks
for each enterprise and not merely targets covering whole
branches of industry. The planning mechanism and plannin,
m;thod’s hz’td seen considerable development since the early ang
middle *20°s. Whereas to begin with the planning commission
(Gosplan) had issued annually general targets or guide-lines
(in the‘shape of so-called ‘Control Figures’) to influence the
Coml‘mssarlats_and other economic departments of State in
draw1pg up their own programmes, there were now operation-
ally binding annual plans, broken down in considerable detail
to the level of individual industrial enterprises. These came to
mc}ude not only output-targets (in quantity or value) for
ﬁmshed output, but' also such things as ‘indices’ of cost-reduc-
tlon.and increase in labour productivity, provisions about
credit-advances and financing (e.g. of plant-reconstruction or

. extension), ceiling-levels on employment and total wage-bill.

When hitches occurred, the tendency was to make stipulations
§th1 more de}aﬂed: for example, if output-targets were fulfilled
En overall dimensions, but at the expense of certain ‘lines’ or
‘models’ that were in short-supply, details about so-called
outpl}t:assortment’ were added in the form of minimum
quantities gf this or that item in short-supply. Moreover, as the
pace and. intensity of construction resulted in a short’age of
constructional materials, and later of various raw materials and
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fuels, metals and machine-tools, 'centra‘lised ratlpgldI}g and
allocation of supplies replaced dueqt (deoentrahsl ) eg(t)ll:-
tractual arrangements between enterprises. Thus develop : g
widespread system of centralised allocation of all.so-ca e
‘funded goods’, which by the early *50’s had come to include Hil'
all something like 10,000 items (or about double the. number 0
separate products for which targets were ;egularly mqluded in
the annual plan). Goods allocated in this way fel} into two
main categories: those for which the main allocation-quotas
were worked out at the topmost, all-Umon. level, and tho§e
allocated at the level of Ministries or Republics. In most cases
the breakdown of quotas was made as far as the individual
enterprise; so that the latter was apt to be told both hov_v much
it was getting and from where; and all th:at was left to it to ﬁ;:
contractually with the supplying enterprise was matters suc
as delivery-dates, precise grade or qual'lty at}d the like.
All this meant that the operational d1§cretlon and autpnomy
of individual enterprises were increasingly hemed in and
restricted. In addition to targets and inth;s listed in the annual
plans, Ministries and their more_spef:lahsed sub-d_epar.tments
(glavki) often made a habit of issuing ad hoc directives or
administrative orders to the managements of enterprises the:,t
fell within their control, whether or not t!us mfnpged the latter’s
legitimate sphere of operational Qiscretlon. Tms ot.‘ten seemed
the quickest way of meeting particular contingencies. In war-
time and in the period of post-war reconstruction such f:le?a{led
control from above tended to increase ra!ther th.an fllmlmsh,
even if difficulties of communication and disorganisation atten-
dant on the evacuation eastward of whole plants ax}q enter-
prises may of necessity have extended the respon51.b1hty _of
individual managements, who faced }mprecedented difficulties
that without ingenious improvisation would have lacked
so};xﬁl‘?snby the beginning of the l950’§ a high_ly centralised and
complex system of planning and ad.mlmstratlon had grown up
in the Soviet Union: a system that involved some serious diffi-
culties and problems, as we shall see, despite its undoubted
18

advantages and great achievements in the circumstances of the
preceding period, and a system that was to exhibit considerable
built-in inertia, resistant to change. Moreover, in the post-war
years this system, with its associated planning methods and
policies, was extended (often with uncritical, even slavish,
adaptation) to the other socialist countries of Eastern Europe,
which were much more economically advanced (notably East
Germany and Czechoslovakia) than the Soviet Union had been
when the First Five Year Plan was launched. It is scarcely
surprising that the difficulties associated with this centralised—
looking back on it one could say gravely over-centralised—
system should have shown themselves most acutely in some
of these countries.

It would be wrong to think, however, of this traditional plan-
ning system as a hasty and patchwork improvisation, even if it
had grown under the compulsive pressures of war and semi-
war economy. In many respects it was a highly finished and
articulated system, much of it deserving to retain a place in any
system of planning; although, when it came to detailed im-
plementation, it is quite true that a number of its methods
represented rough-and-ready and necessarily unrefined approxi-
mations. To illustrate this, we should perhaps fill in the picture
with a summary description of how planning of the traditional
type, as developed in this period, actually worked.

The first stage in plan-making (i.e. as regards the operative
annual plan) usually started in the spring or early summer of
the year preceding that to which the plan was to apply. This
first stage took the form of the construction by the planning
commission (Gosplan) of a set of fairly general provisional
targets (in the shape of what were still called by the name of
‘control figures®), deriving these largely from the previous year’s
experience (on the basis of preliminary ‘material balances’, of
which more anon), and embodying in them what can be called
the political or policy-elements of the plan-framework. These
provisional plan-estimates would then be passed down to the
various industrial administrations of the Ministries, which sup-
plemented them by working out more detailed figures for the
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rises and plants within their respective spheres. Inc!lv.xd-
:I;.iegterprises vs?ere then called upon to pass their ow(xll opltmoz
on these figures and on the basis of the: suggested outpu -
targets to submit their own estimates (zaiavka, or indent) o
their supply-requirements, with regard to matqnals anq gon;-l
ponents, fuel and power, labour and possibly addition
equipment needed for the proposed ou:cput-targetg to be xpeti
Basically, of course, this represented a highly technical physical
costing of an output-programme, affording _the. crucial co-
efficients on which any input-output tal?le3 with its attendant
calculations, must necessarily rest. But it 1s al-so clear thgt in
this counter-estimating and indenting there resided a consider-
able element of ‘play’, in the sense that there was scope folr
negotiation and ‘bargaining’ between lower and higher levels
and this could be a not-unimportant factor in determining the
tcome.
ouHaving travelled back to top levels, the draft _plan would then
be submitted to various kinds of recons1derat10‘n %nd recalqu-
lation in the attempt to secure cohesion and ‘fit’ among its
constituent sections; and in these final stages there would
probably be a good deal of cross-cogsultatlon and ad_]ustmexllt
between Gosplan and the industr.ies in the process ot" ;n.utual (};
adapting revised targets to revised supply-availabilities and
requirements. The time-table, however, scarcely allowe
further consultation with enterprises themselves (save in
exceptional cases); and the latter had no guarantee that thez
would in fact receive allocations of the supplies they had .aske
for in their original indent (they might be granteq subs'tltutes,
or if the total supplies they had asked for perhaps in 2 dlﬂ'ere{it
assortment). Indeed, in these later stages of planning time avail-
able is likely to be the greatest limiting factor upon the amount
of calculation and mutual consultation apd ?.djustmqnt that is
possible if the final plan is to emerge in time for industrial
enterprises to base their own production-programmes for the
coming year upon it. (There have been occasions in the Past
when the plan did not take final shape at the plant level until as
late as March or April of the year to which the plan referred.)
20

On this an American writer on Soviet management problems
has made the following comment: “Planning cannot be begun
too early or its assumptions as to the state of the economy at
the beginning of the planning period will be seriously in error.
It cannot last too long or the plan will not be ready in time for
the period it is intended to govern. Many of the compromises
and difficulties in Soviet planning can be described in terms of
the conflict between the pressure for speed of operation through
‘planning from above’, and the truer expression of actual con-
ditions which is achieved by ‘planning from below’.” (David
Granick, Management of the Industrial Firm in the Soviet
Union, New York 1954, p. 65.)

Once, however, the final plan for the year has been approved
by the Economic Council of the Council of Ministers, it has
operative force for the coming period, and is binding on enter-
prises. It can no longer be appealed against; although there are
specific provisions for ‘revisions’ to be made in course of fulfil-
ment, if a sufficient case can be made out for them. This pro-
vision affords at least some element of flexibility in the carrying
out of the plan. To the enterprise this final plan comes down in
the shape of a series of so-called ‘limits’ and indicators; and on
the basis of these it is customary for the enterprise to work out
in fuller detail what is called its ‘technical-production-financial
plan’; this being commonly broken down to individual work-
shops or departments, and including a statement of the sources,
kinds and delivery-dates of materials and components. Thus it
forms the basis of production-programming by quarters and
months and even weeks of the year.

These limits and indicators of which we have spoken could

cover, at the most centralised period, all or most of the follow-
ing:

1. Quantity of total output, in terms of physical and/or
value units.

2. Specifications about qualities and ‘assortment’ (although
commonly confined to certain ‘key’ items).
3. Cost-indices, usually in the form of percentage cost-
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reduction on a previous level; labour-productivity  in-

dices etc.,
. Capital expenditures,
. Employment of labour and ‘limits’ on the wage-bill (often
broken down into categories of labour).
6. Supplies of main materials and components, fuel and
equipment to be allocated.
7. Financial provisions such as grants of additional working
capital, credits and sources of finance to meet new con-
struction or re-equipment of plant.

b

In all it was quite possible for an enterprise to be assigned as
many as 500 targets and indices.
A few words of explanation are, perhaps, necessary about the
‘balance method’ which plays such an important réle in plan-
making, both in the initial stages of preparing the draft ‘control
figures’ and in the stage of final adjustment. A balance consists
of a listing of all the sources of supply of a given product on one
side and all the uses for or demands upon that product, on the
other; this being based in the main on information supplied by
industries and enterprises, and partly upon data from past
experience. The question that one can say balances are prim-
arily designed to answer is: when output is increased at any
given point (e.g. output of steel), by how much will other out-
puts need to be increased also (e.g. outputs of coal and ore) to
provide more inputs necessitated by increased production of the
former? Here one meets those input-output coefficients
(quantities of coal and ore to each ton of steel) that are crucial
to the deployment and use of any such balancing method and
on the precise accuracy of which so much hinges. The difficulty
of finding a quick and simple answer is that, when the produc-
tion of one thing is changed, this may have a whole chain of
repercussions, affecting not only the immediate inputs into the
production-process in question, but also inputs into those
inputs and so on in a whole series or chain. Sometimes, of
course, the chain-effect may peter out fairly soon: the output-
adjustments needed beyond the first and second round of
22

effects may be so small as to be safely neglected. But in other
cases the repercussions may be much greater and more sus-
ta}ned, as welI. as more widespread (even being to some extent

table. (qr matrix) for the full range of products, with the more
sophisticated calculations associated with this. In their actual
use of the balance-method, Soviet planners have not been
ﬁgc;sﬁgfn:g tct> carr);l thgir calculation of effects beyond]the stage
) ¢ termed ‘first order’ and possibly ‘s g
linkages or effects; partly because in magy caseZtm:cgﬁaﬁrggt
matte:red, * but partly also because this was the most that it was
practicable to do 'within the limits of the planning time-table
. al‘: more technical feature that precluded precision in tl‘1e
ncing (an_d the same difficulty would apply to more
sophisticated Input-output methods) is concerned with the
naturg of the information available (the way in which it is
compiled) about the crucial input-output coefficients (how
much coal and ore e.g. is needed to produce a ton of steel)
.Plagn'lers must necessarily deal with product groups (i e.
gndl\.'ldual products aggregated in some degree); and almc;st.
Inevitably the requisite data will come to the plan’ning body in
the form of an average (weighted) coefficient—averaged for a
number of dlﬁ'erfently situated enterprises and for a group of
hf:terogeneous (f kindred) products, like motor vehicles
different types qf cloth, different styles and sizes of boots an({
shoes. Mpch will depend, as regards input-requirements, on
how the given output-total is composed with respect to var’ious
sub-typgs of product within the larger group, coming perhaps
from .dlverse enterprises (for example, on whether a motopr-
to.ta.l is composed -mainly of lorries and buses or mainly of
mini-cars). In particular, when adjustments are made in the

* That the interconnections ma; i
hat the in y for the most part be simpl i
:):lt;: lml?lglﬁled 18 suggested by fhe results of the Soviet 1959 ill:;;tfct)ll?t]:n::
, whic shqwed that one-eighth (only) of all the products exchanged
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ut total for a group, the planners are probably not in
glcl;:gession of the original detailed data of mput-reqmremtelnts
for the separate items; and even were they to possess t es]tz
details, they might well lack the time and capgclty to reﬂ-iw_or ¢
their calculations anew, so as to reach a new input-coe glexcll
for the whole category every time t!1e output-plap was revise d
The planners have to be satisfied with an approximation bascla1
on the average coefficient, constr}lcted according to ufl e
original ‘weighting’ of items. In practice, therefore, the calc &;
tion of inputs required by the new output-programme ca.}r;e
no more than approximatelﬁ1 1com:ct: there will always be a

in of error, large or small. )

ma’ll:linn?ethod of ba%ances has been §poken of by economists ai
a method of ‘partial equilibrium’, in the sense of- a series o
piecemeal solutions arrived at separately. As such it is an easz
and usable device; and where available data,la.ck precision an 1
there is an appreciable amount of ‘play’ in those_ crucia
technical coefficients, it may reach as good an approximation
as can reasonably be expected..But because it does not allov‘;
for wider repercussions of an ipmal change, it may not supc:;
in reaching a ‘general equilibrium’ qf the whple system (in the
sense of a perfect ‘fit’, with ev?ryth%ng consistent WI.th S:very;
thing else). In other words, it is quite possft,ﬂe for s1g_mﬁcan
shortages, and hence production ‘bo_ttlenecks , to remain.

No plan, of course, in its execution can go exa.ctly as was
designed and intended, partly because thgre; are dlﬂ‘iclibl:les in
making it perfectly consistent.a}nd realistic, partly cal}:ﬁ
future situations and eventualities cannot be assessed vts{1
certainty, but only approximately foreseen (e.g. the hum_an ag-
tor, technical change and vagaries of: tl}q weather). Tl;ere is nef, .
accordingly, to allow for some ﬂexxblhty, at least, in t.he plan
in the course of implementation; and this means n_la.kmg pro-
vision for revisions in case of need. If such revision is madi to’o
easy, then of course, the door is opened to evasion .of the plan’s
provisions, and to non-fulfilment apd pos51b1‘e dlslogatlo? as
a result (what in Soviet parlance is ca]lpd loosening plan-
discipline’). But if revision is made too difficult, a dangerous
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degree of rigidity is created in face of unforeseen contin-
gencies, which can itself cause dislocation and bottlenecks
(quite probably causing enterprises to do covertly and illicitly
what they cannot do legally.)

One can say that economically speaking flexibility is provided
(and can only be) by the holding of reserve stocks at key points
in the system. In the period of extreme centralisation, especially
immediately before and just after the war, this possibility was
strictly limited both by lack of warehouse facilities and by the
chronic shortage of supplies in face of almost universal excess
demand (encouraged by so-called ‘tight planning’—making
targets and indices as severe as possible so as to leave nothing
to spare; this being justified by the hope that it would keep
everyone at lower levels on his toes). Hence this element of
flexibility in the system has been more conspicious by its
absence than by its presence (to put it rather mildly). Admin-
istratively flexibility is afforded by making provision for an
enterprise’s plan to be altered with the sanction of higher
authority (this means effectively the relevant Ministerial sub-
department for that branch of industry), which can issue what
is known as ‘operational corrections’ (to obtain which, of
course, the enterprise will have to make a sufficiently convinc-
ing case). This may be done, however, not only on the initiative
of the enterprise but of higher authority itseif, which perhaps
discovers a bottleneck in some ‘key’ product, with the need to

cut its consumption by users and to step-up output of it by
producers.

In the past period changes in the direction of over-fulfilment
of the original plan have generally been smiled upon and indeed
encouraged by every form of exhortation, and conversely with
under-fulfilment. This is not unreasonable, of course, so far as
there is slack in the system and overfulfilment means getting
more output from given resources (including labour); since this
represents a bonus to the economy as a whole with, nothing on
the debit side; while underfulfilment means that someone
somewhere has to go short with no possibility of compensation.
On the other hand, if overfulfilment means the use of more
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as to some extent it probably will do in most casgs),
gizutf::e(is a debit-item in the shape of an inevitable diversion
of resources from elsewhere (unles.; i.t can come out of reserves
deliberately created by the authorities for the purpose or else%
covertly held by plants and enterprises to cushion difficulties o
this kind and give themselves some t_albow-room and_ freqdom of
manceuvre). This consideration points to the crucial dlﬂiculyy
of plan-revision in the course of fulfilment: to make _changes in
supply-arrangements match the needs of c11.angqs in output-
targets. There can be no guarantee th?.t this will always be
done; and it has not been done in practice. Ind?ed, tra:d'mon.al
bias towards ‘tight planning’ and towards.malfmg revisions in
an upward rather than a downward direction has 'tendec}
persistently to exhaust reserves and to create conditions ol
chronic shortage. To this question we shall return,
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3. DEFECTS OF CENTRALISATION
AND ITS CRITIQUE IN THE °50°S

By the 1950’s, when the years of intensive post-war reconstruc-
tion were passed, the situation began to show some important
and significant differences from what it had been in the pre-war
decade. This was also true of the more industrially developed
of the newer socialist countries in the post-war period. These
differences tended to bring out the weaknesses of the highly
centralised system of which we have spoken hitherto and to
start discussion around them soon after Stalin’s death in 1953.
In the middle *50’s a good deal began to be talked about the
need for decentralisation. But although some attempts in this
direction were made (one of them the regional decentralisation
of 1957 at Khrushchev’s insistence), it was not until the middle
’60’s that in the Soviet Union and elsewhere any serious attempt
was made to give enterprises more latitude and scope and to
replace administrative directives and orders with so-called
‘economic methods’ or market instruments. This is what makes
the Economic Reform of 1965 in the Soviet Union a landmark;
and the changes it inaugurated were clearly overdue. Yugo-
slavia, it is true, had decentralised as far back as 1951,
following on her political breach with the Soviet Union in 1948.
But this had remained an isolated, and elsewhere in Eastern
Europe a suspect, case. Decentralisation in her case was not
only earliest but as we shall see went furthest, both as regards
the autonomy granted to enterprises in producing for the
market (reminiscent of Soviet NEP in the *20’s) and as regards
the institution of elected Workers’ Councils in each ‘seif
governing enterprise’ (as they were called), empowered to
participate in framing industrial policy. Of this we shall say
more later on.

First of the differences in the situation to emerge in the
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- situation was that the structure of Soviet economy in
E:::gﬁfg modernised had become much more complex,—at
the same time as the attempt to control thm,gs had become
more meticulous. Whereas in the early *30°s the balanceci
method operated by Gosplan had coverezd a few hundre
products, these had grown by the 1950’s to nea.rly 2000
(including in this figure those handled by the planning com-
missions of the Union and of the Repubhc§). In all somethlﬁg
like 10,000 products or more (as we have said) were cove:redf y
the system of central supply-allocations (these accounting for
about nine-tenths of total gross ou’gput); and more than 5002
products, with their targets and indices, had come to be h;t:l 1
in the annual plan. These, of course, by no means covere al
products or product-items. The number of separate industri :
enterprises had meanwhile increased very greatly, to a ﬁgul: o
some 40,000 (and although these were more concentrated in
size than in this country, over a quarter of them employ_ed a
hundred workers or less). Included in the plan t:c)r a 51Pgle
enterprise there might be as many as 500 separate ‘indices » SO
detailed had planning become; witl} tl}c result t.hat enterprises
were left hardly any chance ““of s1gn1ﬁcant_ly 1nﬂuenf:1ng the
content of their own plans” (O. Nekrasov in Voprosi }_Ekono-
miki, 1965, No. 11, p. 3). Thus the complexity of decmons_to
be handled by the planning apparatus had very greatly in-
cri::)qc.her respect in which the situa?ion had changed, or was
in process of changing—and the dlfferqnce was even more
marked in a country like Czechoslovakia or East Ger}nany
(D.D.R.)—was that the reserve of la_bour that had previously
existed in the countryside was becoming exhausted. Expansion
of Soviet industry in the *30’s had very largely taken pla}ce on
the basis of an expansion in the total n}lmber pf those indus-
trially employed, most of this representing an influx from Fhe
village into the towns and the new 1nd_ustr1al centres. During
the First Five Year Plan alone industrial emp}oymegt almost
doubled, and by the end of the Second_Plan it had increased
threefold over 1928. For this reason this has been called the
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‘extensive’ phase of development. While skilled labour was
always scarce even in this early period, unskilled labour was
relatively plentiful. But by the ’50’s this was ceasing to be so
even as regards unskilled labour—especially in view of huge
war losses. The onset of labour-scarcity meant that growth of
output had increasingly to come from higher productivity per
man in industry, which in turn depended upon more rapid
modernisation of plant and equipment and more intensive
technical improvement and innovation—this by contrast with
a simple multiplication of new factories and the drawing of
additional labour into employment to staff them. Technical
innovation, as is well known, comes partly from the activity of
scientific research Institutes—provided that these have suffi-
ciently close links with industry for new ideas and discoveries

to be transferred into practical form without too great a time-

lag. But it also depends a great deal, perhaps to a major extent,

upon initiative and the will to adapt and to experiment at the

level of production—in the plant or enterprise itself. If this js

lacking, the progress of innovation in productive techniques

may be relatively slow. *

Since the Second World War, successive Five Year Plans
have provided for the bulk of the output-increase (some three-
quarters) to come from enhanced labour-productivity and only
to a minor extent from increased employment. But the targets
for increase in labour-productivity have tended to be under-
fulfilled. Consequently industries, in their striving to carry out
the output-targets, have expanded their labour-force to a
larger extent than had been planned. For example, from 1956
to 1960 total employment grew by over 10 million, or double

* So far as the growth-rate is concerned, another factor in the
situation will be the proportion of newly-built (or reconstructed) plants to
old plants in industry, since the new are likely to be of latest technical
type and higher productivity, whereas Ppre-existing plants will be of older
technical type dating from the period of their original construction. For
various reasons this proportion is likely to be larger (and hence the
increase in average productivity of labour greater) at relatively early
stages of industrialization, At any rate, it will be an important cumuylative
factor in periods of high growth rates.
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what had been planned. During the seven-year period 1959-65
productivity rose by 42 per cent instead of the intended 45 to
50 per cent, while the number of workers and employees in the
national economy grew by 37 per cent instead of 22 per cent,
and the total wage-fund by 68 per cent instead of 54 per cent.
Thus there was accumulating evidence of an important
problem: that the traditional system was more successful,
apparently, in achieving increases in quantity of output than it
was in raising productivity per man by means of constant
technical innovation—a problem likely to become progressively
more important as reserves of new labour were exhausted and
shortage of manpower became a crucial bottleneck. In
Czechoslovakia it was pointed out that over a ten-year period
the annual increase achieved in labour productivity had been
steadily falling.

Thirdly, and accompanying this transition from an
‘extensive’ to a more ‘intensive’ phase of growth, there was an
important shift in the general objectives of planning in the
post-war period which rendered its problems different and
more complex. The pre-war period, we have said, gave priority
of emphasis to growth, and accordingly priority of growth, in
turn, to heavy industry (fuel and power, basic metals and
machine-making and the like). The existence of clearly-demar-
cated priority-sectors of industry made the problems of a
highly centralised system of planning much easier in one
respect, at least, and its difficulties less obtrusive. If there were
shortages and failure of supplies to match demands upon them,
whether due to faulty estimating or to some producers falling
down on their output-targets, the non-priority sectors provided
an easy cushion, or a reserve from which scarce supplies could
be diverted for the benefit of the priority-sectors. The latter
accordingly could fulfil their objectives—which was what
from a policy-standpoint was of key-importance; the former
were driven to resort to second-best or third-best substitutes
in the way of supplies or to other expedients, and possibly to
fall short of their output-targets (as not infrequently happened).

In the *50’s, however, with increasing attention to consumers’
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goods industries—to expanding Marx’s Department 2 at a
oo;np'arable rate to Department 1 and relaxing the previous
priority attaching to the latter—the previous priority-scale was
super_seded: indeed, the previous clear-cut distinction between
priority-sectors gnd non-priority began to break down and to
become. increasingly blurred. Now that increasing attention
was bel}lg devoted to satisfying consumers’ demand, while
ywth a rising standard of life more complex needs were ;omin
into the picture (no longer just a few basic necessities) thg
achlevemeqt of a ‘balanced’ production-programme bege;n to
replace a simple priority-rating of tasks as a policy-objective
Economists began to talk about achieving an optimum pro:
duction programme from among those available, whereas
f'ormerly they had spoken in terms of concentration and of
campaigns’ to achieve this or that priority-objective. In this
new perspective shortages of this or that product which had
previously been tolerated involved a serious lack of balance
and were accordingly condemned. Since the retail market is a
marl.<et in the full sense under socialism, it follows that pro-
duction in Department 2 must always be more concerned with
the m'arket and with the peculiarities of individual demand
!:han is Department 1; hence as Department 2 grows in
importance, the special problems connected with adaptation
of production to individual demand loom larger.

So far as economic results are concerned, a great deal will
dppend upon the incentives operating at the enterprise-level
since these .will influence its achievement of this or that aim i1;
its pr_oducpon—policy. It is one thing to plan the achievement of
certain objeptives and targets; it is another thing to have these
carried out in every particular. When one speaks of incentives
tl.1at shape action at lower levels, one may or may not be refer-
ring to ?.ctual bonus schemes affecting the incomes of the
mz}nagerlal s.taﬂ' and/or of the whole personnel of an enter-
prise. Incentives may take the form of social esteem and in
msimdual cases chances of promotion, or alternatively of dis-
missal or demotion if things go wrong. In either case an im-
portant influence will be exerted by what is regarded as the
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in indicator of successful performance, according to which
Ip;lrzljlsle or blame is attached to the manager and staff of; the
enterprise—is it the hitting of certain speclﬁc' output-ttalxge ] 5)1;
is it showing a balance-sheet with something on the credi
-9 ,
Sld';]ie growing emphasis on khozraschot in the °20’s gﬁrst
applying to the Trusts of the period, as we have seen, anq dgtzx:
extended to all enterprises) pron;oted balance-sheet FOII}Sld T
tions to pride of place at that period. In 1936 a financia aﬁl dutc;la-
ment was added in the shape of what was at the time ¢ l ed he
Director’s Fund (later, on its revival after the war, calle éte
Enterprise Fund), to be financed by payments out‘ of pro1 S.
A quite large proportion of what were known as abo;e-glan
profits’ (i.e. profit accruing from doing better tha.n the Plan
provided) was payable into this Fund ; the. proportion varying
between 20 per cent and 50 per cent in different mdustrles—f
compared with only a mere 4 to 6 per cent, or even less, o
‘planned profit’. The Fund could be spent _on pml'poses
beneficial to the enterprise, such as housing for employees
(on which a minimum of half the disbur.sement had to be spent
according to the original decree), various welfare amemtles:
and bonuses to the staff. There was a list of permJt’_ced ?urf)%se;
on which such expenditures could be made, w!nch mmt{ eh,
however, use as an investment fund at the .dlspo.sal of the
enterprise. These expenditures were at the dlscretlon'o t ;
Director (acting in consultation with the factory committee o
on). . )
th?['gizd;‘llllxlllcll vzas hedged about, howev_er, with some fairly
strict limits, and its influence as an incenpve was never, appat-
ently, very large. Firstly, payments into the Fund :lve:'e
subject to a fairly low ceiling: they were not supposed to
exceed 5 per cent of the total wage-bill of the enterpnii‘e tll1n
question. Secondly, such payments could only be made | e
enterprise had fulfilled the main targets of its annual 1131 an.
During the years of ‘tight’ planning the Fund seems t? a;';
been largely used by managements as a source of unplann d
investments; with the result that other purposes of the Fun
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suffered, and consequently its influence as an incentive to all
but the management itself. In the course of time a series of
other bonuses was added, the combined effect of which was to
dwarf the Director’s (or Enterprise) Fund as an incentive,
These other bonuses were directly attached to various plan-
targets, being designed to encourage strict plan-fulfilment.
Firstly, there was a bonus for hitting the output-target in
quantitative terms. Then were added bonuses for fulfilling
various ‘qualitative indices’ of the plan: the assortment plan or
the indices of cost-reduction and for increase in labour-
productivity, or sometimes the saving of scarce raw materials,
and so forth. Indeed, in Polish industry as late as 1960 as many
as 50 so-called ‘success indicators’ were in use, some of which
conflicted with others or at least blunted or eclipsed their
influence. * ,
Such bonuses could be said, indeed, to have been a logical
outcome of detailed and comprehensive planning, constituting
a sort of ‘prize’ for doing what the plan ordered, and thus
encouraging what planners were apt to call ‘plan discipline’.
But experience was to show that a system of bonuses of this
kind, geared to particular plan-targets and indices, could have
serious distorting effects upon production; and by the middle-
50’s criticism of the traditional system of detailed control over
enterprises from above was beginning to concentrate upon
exposing these distorting effects. Distortions cited were various,
according to the nature of particular cases.
In the first place, it is fairly obvious that if a premium is
placed on fulfilling an output target expressed in terms of a
certain quantity (e.g. tonnage, length, area, or possibly value),

* Cf. 1. G. Zielinski, On the Theory of Socialist Planning (Ibadan and
Oxford, 1968), p. 164. As this author points out, there is a tendency for the
number of such indices to become inflated, and it becomes “very difficult
to eliminate success indicators once introduced”, since each becomes
*“a source of income to a certain managerial group, and the resistance to
any effort to eliminate it is very powerful indeed, as Polish experience has
clearly shown.” Their multiplication also “creates an exceedingly complex
information system within the enterprise”,
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this may encourage this or that distortioq in tht? type of output
produced, according to the particular dlmqnsmn in terms of
which the planned target is expressed. Thus if an output target
is expressed in weight, this will encourage, say, bedsteads or
chandeliers or paper or nails to be made heavy rgthcr than
light, and fewer of them, because in this way the welght-targpt
is more easily achieved. (Vide the much-quoted cartoon in
Krokodil of workers in procession carrying aloft one gigantic
nail; this being entitled “The Factory Fulﬁls- i?s Plan’). Hardly
surprising, perhaps, that a Soviet Academician should ha\(e
stated: “Analysis shows that 18-25 per cent more qaetal is
being used per unit of engineering in our country tl}an in some
other countries . . . in excessive weight of machm;s we are
losing 9-12 million tons of metal a year” .(A. Tselikov in Pravda,
13 September 1968). If targets for weaving clotl* are expressed
in length, it ‘pays’ to produce narrow cloth of supplest weave.
There were cases of a metal works increasing its output 9f
roofing iron by 20 per cent in weight but ogly 10 per cent in
square metres; of a spinning mill concentrating on thick yarn
of low count; of a glass works on thick and heayy glass and of
the paper industry preferring to produc:‘.e thlgk paper—all
because their plan-targets were defined in wglght. Another
example given in Pravda in 1958 was of an inventor of_ an
efficient small boiler who could find no factory to topch it—
because their output-plans for boilers were expressed in terms
of area of heating surface! )

Where output was variegated, the only practicable way of
defining output-goals was in terms of 'money-value, and the
easiest way of doing so was to use what is knoyvn as gross valpe
(arrived at simply by multiplying the output in question by its
selling-price—without deduction of any inputs, e.g. of raw
materials or components). This gave a bias toward§ so-cal!ed
‘material-intensive’ types of product: products with a high
bulk or value of material-inputs coming from outside the
enterprise in question. A square yard of woollen gloth, for
example, can vary in value as from one to ‘ﬁve-accordxng to the
expensiveness of the material used in making it; and the weav-
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ing mill can fulfil its plan more easily if it makes expensive
high-grade cloth, since this will raise the ratio of cost-of-
material to labour-added to it in the enterprise in question.
This bias has been held to have discouraged production of
cheaper clothing-lines from inexpensive materials and of tools
made of anything but expensive steels (which should have been
economised on and used for other purposes). The chronic
shortage of spare parts (e.g. for lorries or tractors) over many
years has been attributed to a similar cause. It was of little
advantage to a factory to produce and supply spare-parts alone;
since if they were put into a complete lorry or tractor along
with a variety of other components purchased from elsewhere,
the labour spent on these parts would ‘book in’ at a much
enhanced value for purpose of plan-fulfilment. For this reason
as early as 1957 gross value was given up as a basis for award-
ing bonuses for plan-fulfilment in the Soviet clothing industry
(something like ‘net value’ or ‘value added’ being substituted): a
change which in the following years was extended to most other
industries.

One of the most striking instances of this type of distortion
was given by the Hungarian economist, Janos Kornai, as far
back as 1956. The example was from the leather industry.
Since the value of work in progress could be counted in, at its
gross value, as part of the output total at the end of any plan-
ning period, a few per cent could always be added to reach the
planned total by dumping large quantities of raw hides into
soaking tanks during the last few days. “The net value added
(he wrote) is practically nil, but the material thrown into the
dipper instantly assumes a value equal to 75 per cent of that of
finished leather for the purposes of reckoning total production.”
He later on proceeds to say: “It is not, in fact, possible to find a
single director or other official concerned with plans who does
not know how to conjure up an additional 1 or 2 per cent, when
really pushed to do so, in order to secure his premium-—and
this without any actual infringement of regulations” (J. Kornai,

" Overcentralisation in Economic Administration, trans. John

Knapp, Oxford 1959, p. 37 and p. 133).
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Secondly, and closely related to what has just been said,
emphasis on quantitative fulfilment of an output-target may
often conflict with initiative in improving quality by }ntroduc1ng
new and improved designs. In so far as higher qua.hty or a new
design involves additional time or cost in the making, this may
be at the expense of a smaller total of output when .the latter is
measured by some physical dimension (and not in terms of
value, with higher qualities vatued at a higher pnce). We have
already cited the example of cloth-output measureq in terms of
length militating against both width z}nd apythmg but .the
simplest pattern in the weave. The way in which the quantity-
fetish may work at all levels is illustrated by t!1e case of the
Rosa Luxemburg knitting mill in Kiev. When it proposed. to
turn over to a new and improved type of elastic kapron stock_mg
in place of cotton ones, this was forbidden by higher organisa-
tions because it would have involved a 13 per cent fall in output-
quantity (Ekon. Gazeta, September 1967, No. 37). One Com-
missar, indeed, in pre-war days was actually dempted for
tolerating quality-deterioration in the interest of quantlty-fplﬁl-
ment. Similarly with so-called ‘assortment’—ragge of lines,
models or styles: if one of these is easier and quicker to turn
out than the others, this one will tend to be produced exclus-
ively to the neglect of others; the ‘assortment’ in consequence
will be unduly narrowed, and certain lines, models, _styles and
sizes will be chronically in short supply if not unobtainable. As
regards innovation in productive methods or new pr'oducts:
this, like new designs of an existing product, will cost time and
labour in the initial stages, not only in the designing itself but
in running off experimental samples in small_ batches, and
possibly a slower production -rate to start with b_eqapse of
unfamiliarity with the new product. In some cases initial re-
tooling may be necessary. If a manager is in danger of falhr;g
down on his overall target, there is little doubt that he will
soft-pedal the experiment and give his designing department a
holiday. '
A frequent complaint for many years has been that in the
final weeks of any planning period there is apt to be a reckless
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‘storming’ (shturmovshchina) to fulfil the plan at all costs (part
of the cost perhaps being an over-use of equipment as well as
excessive overtime).* As a Soviet works manager once wrote:
in these final weeks the ‘plant dispatcher’ is apt to ask the
manager which of two alternative items should be produced in
the remaining time; and “if there is a considerable lag from
100 per cent . . . and if the fate of the plan depends on such a
choice, there would hardly be anyone who would hesitate.
The production of the new product would be left to the fol-
lowing period” (quoted by David Granick, Management
of the Industrial Firm in the U.S.S.R., New York 1954,
p. 153).

Thirdly, and for parallel reasons, myopic concentration on
fulfilment of quantitative targets may cause longer-term
efficiency to be sacrificed to getting short-term results. Not
only may equipment be overworked and repair and main-
tenance neglected, but technical progress (as much as novel
product-design) may be inhibited because this, again, involves
initially an interruption of the production-flow. An example of
the blocking of technical improvement is given by the writer
whom we have just cited (Granick, op. cit., pp. 109-11), in the
case of a ball-bearing plant which at the direction of the
Ministry had instituted a special dispatching system, with
special dispatching room and staff to ensure better co-ordina-
tion between departments and achieve a more even and
continuous production-flow throughout the plant. But to
change over to improved methods would have involved an
initial interruption of current production and have occupied a
considerable amount of time of existing personnel; and as a
result the new dispatching department was ignored by the
management and for three years of its existence had been

* As early as 1951 the then-Chairman of the Czechoslovak Planning
Office (Dolansky) said of this: “This ‘storming’ is one of the most wasteful
and costly ways of meeting the plan. . . . [It] leads to unused equipment
and manpower, to unused capacity, to waste of materials, to an increased
number of rejects and to an uneconomical increase of wages by overtime
pay” (Plinovane hospodarstvi, 1951, No. 3-4, pp. 134-5).
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powerless to effect any radical change. During the past decade
there has been increasing emphasis upon the “sgrlo}ls sl}ort-
comings” (Kosygin) in the rate at which scientific ideas
were introduced into production and the time-lag betwqen
research and development; new products sometimes being
already obsolete by the time they were available (See R.
Amann, M. J. Berry and R. W. Davies, Science and Industry
in the U.S.S.R, Univ. of Birmingham, pp. 398-401,
427-9). ' .

Fourthly, emphasis on target-attainment will pl?.ce a
premium on securing ‘soft’ or lenient targets and mdpce
managements to bend every effort in the course of the planning
process to this end. Accordingly they will be' e_ncoux:aged to
conceal potentialities and reserves—moreover, if in their actual
performance they surpass the targets allotted to .them, to be
careful to do so only to a moderate extent, lest ttps may result
in next year’s target being advanced to an undqsuable degree.
Whence the saying that “‘a wise director fulfils his plan }05 per
cent but never 125 per cent”. This kind of. dit:ﬁculty, indeed,
does not apply only to the old type of quan.tltatlve: plan-t’arget:
it applies to any incentive (whether ‘material’ or ‘moral ).that
is related to the achievement of a certain target however this t.Je
defined. For this reason it has continued to be dis?cussed in
recent years; being given more prominence, indeefi, in the dis-
cussions of the ’60’s than in those of the prev1ous_decade.
Another aspect of this bias towards overstating requlre}nents
and understating potentialities has been the tendency in t.he
past for enterprises to hold spare capacity of plant and equip-
ment beyond their normal needs (and'/or needlessly expensive
equipment): a habit that received spec_:lal encouragement when
capital equipment was supplied to industry by interest-free
grants from the State Budget. o

Reaction on the part of planners to this bias at lower leve_ls
towards ‘keeping something in reserve’ has gompaonly been in
the past to counter it with ‘over—tight.’ planning, in the sense of
setting targets and indices more strictly than enterprises had
wanted and proposed. In addition to penalising the con-
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scientious and encouraging under-statement still further for the
future, this ‘over-tight’ planning created supply-bottlenecks
and aggravated the situation of scarcity and ‘sellers’ market’—
a matter to which we shall return. One could, indeed, speak of
a constant ‘tug-of-war’ between lower levels, trying to secure
lenient targets and to overstate requirements, and top planning
levels trying to overcompensate for this bias by tightening
targets and cutting supply-allocations to the bone,

More generally discussion by the end of the *50’s had come to
concentrate upon criticism, not of this or that particular defect,
but of the whole system of overloading central plans (and hence
the planning organs) with a mass of detail which could much
better be decided—in many cases could only be decided with
sufficient knowledge and expertise—at lower levels, close to
production and to the particular situation to which these
detailed decisions applied. As the other side of the picture
(seen from below, as it were) was the resulting fettering of the
discretion and initiative of the industrial enterprise and
dependence on administrative orders and commands to get
things done. Liberman was to speak of “petty tutelage” of
industrial managements, and to urge that, as regards detailed
implementation of production-policy, ‘administrative methods’
be replaced by more indirect ‘economic instruments’ of control

_ and steering (e.g. prices, taxes and rental charges, credit-policy

and the like). The logical sequel to this was, of course, a larger
role for khozraschot and for balance-sheet-type incentives at the
enterprise level (whether as mere success-criteria or as bonuses
to its staff). We have already mentioned the difficulty, under
the system of centralised supply-allocation, of matching
adjusted plan-targets for enterprises with appropriately ad-
justed supplies of inputs to make these outputs possible. If
procurement of supplies were decentralised so that industrial
managements could ‘shop around’ for what they needed and
enter into direct contracts with supplying enterprises, there
would be greater flexibility for adjusting supplies obtainable to
the special needs of individual producing units. They might
also, incidentally, be under less pressure towards vertical
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i i i i ay of ensur-
integration to control supplying enterprises as a w

ing their supplies, which seems 1n the past to have been en-
couraged to an uneconomic extent by defects in the allocation

system.*

Py . ., . . in, 1967)
* D. Granick, in Soviet Metal Fabricating (Ma(}lson, Wisconsin, s
claims that in tll{;e case of engineering this ‘vertical tendency, as a form of
insurance by managers against supply-§honages, succ%s_fu!ly pve’rro'diel
the efforts of top planning bodies to achieve ‘process-specialization’ wit
its attendant economies.
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4. THE TREND TOWARDS
DECENTRALISATION

The need for decentralisation began to be generally talked
about in the Soviet Union in the middle *50°s. The first attempts
at this, however, were distinctly half-hearted, and took the
form merely of an administrative reshuffle of tasks among
different levels of the planning and administrative machinery:
for example between the all-Union and the republican plan-
ning commissions; reducing the number of targets included in
the central plan and leaving more to be covered by special
instructions from the various Ministries (what was later
characterised as “the fallacious idea that it is possible to solve
complicated economic problems by administrative measures™).
The ambitious attempt in 1957 at regional decentralisation,
sponsored by Khrushchev, was aimed at breaking-up the large
all-Union Ministries, which had grown to be powerful bureau-
cratic empires, and transferring their functions of control to a
hundred or more regional economic councils. But although the
change was carried out under the slogan of ‘taking administra-
tion closer to production’, it contributed but little to the
autonomy of industrial enterprises, to which the economic
councils of the region now issued the directives that the central
Ministries (or their sub-departments for the branch of industry
in question) had previously done. The system of central supply-
allocation continued virtually unchanged and as inflexible as
before (save for a small extension of the category of direct
‘decentralised’ contacts and supply-contracts mainly in con-
sumer goods industries). Moreover, the regional system, not
unnaturally, nurtured a spirit of regional loyalty, not only in
development but in the allocation of output of a region’s
industry; and mainly for this reason the system was terminated
eight years later and some of the central Ministries were
restored at an all-Union level. About the same time there was
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a first attempt at decentralisation (far from successful in its
implementation) in Czechoslovakia, whose highly developed
industry bad particularly suffered from the bureaucratic
régime of the °50s, especially as regards technical progress and
quality. But the results of this were soon to be engulfed in a
quite serious economic crisis (in the second year of the new
Third Five Year Plan) and in the ensuing discussion of measures
for more sweeping economic reform.
The renewed talk in the *60’s of economic reform in the
Soviet Union and elsewhere was, indeed, precipitated by a
pronounced fall in growth-rates in a number of socialist
countries, and particularly in those that were most industrially
advanced. In Czechoslovakia the annual rate of increase of
labour productivity had been falling for a number of years—a
sign presumably of lagging technical progress; and in 1962 its
failure to increase in face of acute labour-shortage and an over-
ambitious investment programme created a situation in which
investment-projects had to be officially frozen, and total output
instead of growing actually declined in 1963. In the following
year 1964 national income remained lower than it had been
three years before; and this despite the very high investments
of the four-year period 1959-62. Even in the Soviet Union in
the *50’s we have seen that there had been a failure of labour
productivity to increase as much as had been planned, and for
total employment (and hence the total wage-bill) to expand
by more than had been provided for. The investment-output
ratio, instead of falling as it appears to have done in the *50’s,
after 1959 had started to rise. The average annual growth-rate
of industrial production in the six-year period 1960-65 averaged
8.7 per cent (in 1964 it had fallen to 7-1) compared with about
10-5 per cent in the *50’s. Similarly in E. Germany (D.D.R)
and Hungary industrial growth-rates in the four years 1962-5
averaged only 5-8, and 7-3 (compared with 8:3 and 13-5
respectively for 1960). In Poland in 1963 it was little more than
a half the annual average of the previous five years. (In the
Soviet Union the planned growth-rate for 1970 has fallen again
to 7 per cent: whether this is purely temporary or is connected
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withacertain ‘stalljng’ oftheeconomicreformremainsto be seen)
One rather curious feature of Soviet plan-fulfilment was tlllle:
tenc::tllllcy from the late *50’s onwards (until 1965) for the
golag bg]t]‘j t;l; ;%I;uvrvners’l good; sector of industry (Group B)
h as planned for it; and it later transpired
that the proportion of all capital goods i p A
1 production (Gr
o o g e o o s sty
1 , ing from 28 per ce
glzgzgm/:}c Prfgodgéctlon to only 18 per cent (L. KonnIi,k, Vol;tro?s‘g
of Soviet l}’lanni’n? * 5’9%)281;t s o et v s
) ] , P . as as though some built-in
resistance in the structure of the old syst
any ea’smg-oﬂ' of priorities in favour )(I)f iﬁeszz‘;;itt Oof('1 fng
sumers gooc_is, glthough this latter was the declared aim of
plaénm;:g policy in these years. °
uch was the background to th i i
gathermg cri?icism of 1962 onwards‘,e Jgﬁf ‘i;:lectihg li?gsssl(il{i ang
in other socialist countries, leading to the Soviet. lllcsn;)?;lic
Refc;lrm. of, 1965 and to analogous changes in ‘economic
mechanism (a_lthough these went further) in Czechoslovakia
and Hungary in the following years. This discussion is com-
monly assoc1a.ted with the name of Professor E. Liberman,
becau.se an artlcl.e of his entitled ‘Plan, Profit Pren;ia’ played a;
prominent part in the discussion in Pravda i;‘l 1962, and Z ain
in the reopened discussion of *64. In brief, what th; refonflers
proposed was that tl}e plan for an enterprise should lay down
its productloq total in quite general terms (only); that details
of 1mplementu3g this total should be left to the énterprise to
work out on its own, on the basis of direct contacts with
consumers (a maximum use being made of such direct links);
and that, thirdly, a new ‘synthetic index’ of enterprise-achjeve:
ment ghoulc_l be established (to replace the former multiplicit
of 1nd1qes) in the form of balance-sheet net income or roﬁty
and a smglfa incentive fund related thereto be establisheg Thc;
latter was in a sense a resurrection of the Director’s Fur.ad of
1936, but without its major limitations: one difference from the
1936 Fund was the proposal that profit should be reckoned as a
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ratio to the size of the ‘basic and turnover funds’ (capital) at the
disposal of the enterprise, in order to encourage economy in the
use of equipment and to discourage the keeping of reserve
capacity which had previously been not uncommon. The
Liberman article (9 September 1962) opened by declaring:
«It is essential to . . . construct a system of planning and
judging the work of enterprises so that they shall have a lively
interest in fulfilling the plan-targets to the maximum, in
introducing new techniques and high-quality products, in a
word in maximum effectiveness of production . . . the proposed
system will free central planning from petty tutelage over
enterprises, from costly attempts to influence production, not
by economic but by administrative measures. The enterprise
itself knows best and can discover its potentialities.”

The term ‘synthetic index’ was here used because its object
was to simplify the pre-existing system of multiple (and often
competing) indices by substituting a single one which would in
effect sum up, or synthesise, the others, particularly the
‘qualitative’ ones mentioned above. Changes in ‘net income’
manifestly express the combined effects of cost-reduction
through greater efficiency, increased output (or at least sales),
improved quality and attention to consumers’ requirements.
The only serious objection t0 such an index is when the enter-
prise can exert any appreciable influence upon the price of its
product (which it is, of course, very much less likely to do with
State fixation of prices than is a corporation or firm in a
capitalist economy), or if there are social or side-effects of
production that are not registered in the enterprise’s balance-
sheet. In justification of such an index Liberman wrote: “Qur
profit, if one starts from the fact that prices correctly express
average expenses of production for the branch [of industryl,
is nothing else than the result of increase in the productivity of
social labour concretised in money form. That is why we are
able, in basing ourselves on profitability, to encourage real
effectiveness of production. But with that said, encouragement
is not enrichment. . . . After the introduction of the new

reform, he hailed the principle that *“what is of benefit to
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society and the State must be i
ang to every worker in prodl‘i(c):?il:n(.)’f: benefit to every enterprise
or a year or two there was a period of i i
when something like the new methorc,ls were ad?ﬁ?é?; Itlztear?aoin
selqcted enterprises; including certain clothing enterprisels1
which were left free to fix the details of their production-pro-
gramme on the basis of orders from retail stores. After a
second rour_xc.l of discussion in 1964, which was n'aore out-
spokenly critical of the old centralised methods than the first
one had be;n, the Economic Reform of September 1965 was
introduced in a speech by Kosygin (to the C.C. of the C.P.S.U
of 27th Septemper) and was extended in stages over thé n'la"ox.'
part of Soviety industry during the next three to four years 'IJ'he
new sys}em was embodied in a special Statute of the Soc.ialist
Industrial Enterprise approved by the Council of Ministers on
4 Qctgbel: 1965. The first clause of this Statute declared: “Th
soc%ahst industrial enterprise shall be the basic unit .of th:
natlona}l economy inthe U.S.S.R. Its operation shall be based on
er!:ra_hsed direction combined with economic independence and
initiativeon t]1e part of the enterprise.” The changes were not ve
.radlca.l, considerably less so, as we shall see, than those embodig
in the Y.ugoslav Fundamental Law on Management of State
Economlc_Enterp;ises of 1951. But in principle they amounted to
an appreciable dismantling of the old centralised system that
had‘become traditional and to at least a partial reassertion of
earh.er khozraschot. The main changes were three in number.
Firstly, the enterprise in future was to be subject in .its
anpual plan to two main planned ‘indicators’; the first of these
being the amount of marketed output in value-terms (instead
of gross value produced). The chief ‘limit’ to which it was still
subject was the ceiling on its total wage-bill. In addition to
thege there were, of course, stipulations about the amount of
various tax-payments into the Budget and other charges, in-
clu@mg a new tax-obligation proportioned to the amoun’t of
capltatl. fqnds——both fixed equipment and so-called ‘turnover
funds’ in its possession. The shift from output produced to out-
put adapted sufficiently to market-demand to find customers
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was in itself a quite significant change; and the new capital-
charge was designed to encourage economy of technical equip-
ment, which we have seen had previously been lacking or at
best inadequate. As regards other ‘norms’ and indices pre-
viously stipulated in the plan handed down to the enterprise
(including details of output-assortment): these were to be left
for the enterprise to determine in future at its own discretion.
Secondly, balance-sheet profit was recognised in principle as
the main criterion of enterprise-performance, with a new-type
enterprise-incentive fund related to this, to supersede previous
bonuses and incentive funds. This new fund, from which
among other things bonuses can be paid to workers as well as
managerial and technical staff, was to be formed by payments
proportioned to the profits shown in the enterprise balance-
sheet (more strictly, as it was to work out, as a proportion of
the excess of the profit-rate actually realised over the ‘planned
profit-rate’). Actually there were three new funds put at the
disposal of enterprises: an incentive-fund, for provision of
bonuses and other expenditures beneficial to the staff of the
enterprise; a development fund, to be used by the enterprise
management at its discretion for technical re-equipment or
expansion; and a social and cultural and housing fund.

Thirdly, it was provided that for the future a substantial
proportion of investments were to be financed by bank-credits
instead of by direct grants from the Budget. These credits
would be repayable and would carry an interest-charge. The
intention clearly was that in raising such investments enter-
prises would have more power of decision than they normally
would with so-called ‘centralised investments’.

The system of centralised allocation of supplies, however,
remained substantially unchanged by the reforms of ’65,
although the number of things falling within the ‘decentralised’
category of distribution was somewhat increased. In his
September speech introducing the reform Kosygin, indeed,
made an incidental reference to its dismantling as a task for the
future. He spoke of the need “gradually to shift over to whole-
sale trade in individual types of material and equipment”,
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fnvolving “direct ties between producing and consumi
Tses . But this was n:e.,ntioned rather tentatively as ang:]l:tgr
275 futu.re.. More forcibly a writer in the journal Voprosi
onomiki sp_oke of “expansion of direct economic ties be-
tween enterp_rxses” as “a decisive condition for decentralisation
of the planning of industrial production” and for “creating the
most.favgu.rallbl'e prerequisite for all-round development o%‘ the
c.reatlve: initiative of enterprises, for extending their opera-
tional mdepen_dence and introducing full khozraschot’?e(Y
Koldomasov, in V.E., 1965, No. 11, p. 15). Evidently tht;
autonomy of an enterprise to determine its own produc’tion-
programme and to introduce new products and new product-
designs will be severely restricted unless it is able to choose its
own sources of supply and to make arrangements with suppliers
ona contr‘actual basis. Its hands will be closely tied if it is
restngted in advance to certain supplies and to stipulated
suppliers. A small measure of flexibility was introduced some
two years later by the inauguration of a number of surplus
supply-depéts_ (between four and five hundred in all) to which
surplus sppphes in excess of requirements could be traded and
from v_vhlch ente:rprises could obtain needed supplies in excess
of their allocation-quota. In a situation of general supply-
sho;tage and a ‘sellers’ market’ the amount of flexibility therz-
by introduced could hardly have been very great; and until
some more extc?nsive dismantling occurs of the old’ allocation
:zjsltfgn:),fe:tetrpl:lgs;t?uﬁnomy in practice is likely to be in some-
straiehtiacket SR . .
thing o 2 straigh grlin:d’. even if in principle this autonomy is
It was in this respect that the reforms proposed i
Czecl}oslovaha and Hungary (and introduced 1ian fhes littl;
case in the course of 1968 and ’69) went significantly further
t!lan in the S_ov1et Union. In these cases the centralised alloca-
tion of supplies was discontinued (or had already for various
reasons come to an end), save for a few cases of special
scarcity. :l"he relation between enterprises, accordingly, was
characterised by some degree of market exchange; an’d the
de facto autonomy of the enterprise to determine its o’wn short-
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term (i.e. annual) operational plan was considerably increased.
(It should be noted, in order to avoid exaggerating the degree
of decentralisation even here, that while the framing of short-
term production-programimes fell to the enterprise, these were
still supposed to be geared to, and contained within, the
longer-term plans drawn up centrally by the planning body or
planning office). A Hungarian critique of the former allocation
system has declared in no uncertain terms that “the general
finding of critical analysis [is] that central allocation is not able
to avoid shortages: on the contrary, the system itself stimulated
the enterprise to pile up superfluous stocks, and thus in certain
respects it contributed to increase shortages”. To this it added:
“There exist, as a rule, no objective criteria as to which enter-
prises or industries should be preferred in case of shortages,
since, with a multitude of interrelated productive connections
it is almost impossible to weigh up the complex effects of any
priority.” The new system it called one of “trade in production
goods” (Reform of the Economic Mechanism in Hungary, ed. L
Friss, Budapest 1969, p. 108). The resolution of the C.C. of
the Hungarian Workers’ Party of 7 May 1966 declared in no
uncertain terms that “the development of an active role for the
market requires that the laborious and bureaucratic system of
centralised allocation of materials and products should give
place to commercial relations”. '
Another respect in which the Czech and Hungarian reforms
were designed to go further was in introducing a considerable
measure of flexibility into the price system. If enterprises are
given greater freedom of action, and are to be influenced to a
smaller extent by orders from above and by plan-indicators, it
stands to reason that their production-decisions (both as
regards output-pattern and choice of inputs) will be influenced
to a larger extent than before by prices. The whole question of
what is a right or wrong, an ‘economic’ or ‘uneconomic’ set of
relative prices (e.g. of different, and substitute, fuels or metals)
jmmediately comes to the fore; since the relation of prices will
affect, on the one hand, which of various alternative fuels or
metals or ores or machine tools is more economical to use,
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and on the other hand what kind of output-assortment it is
preferable for. an enterprise to produce. Naturally enough, a
wholesa}e revision of the price structure followed the Soviet
economic refox_‘m of 1965. This brought about substantial
price-increases in the case of extractive industries and so-called
capltal-}nten51ve’ industries whose products had previously
been pl:xced- too low (coal, e.g., being raised by 75%, some
crude 911 prices doubled, metals by some 35 to 40 per c:nt and
heavy industry products as a whole by an average of 11-12 per
cent). It was further notable for introducing in principle
(althoggh this was not rigorously enforced and numerous
exceptions were allowed, at any rate for the time-being) into
prices a 'umform rate of profit of approximately 15 per cent
(proportional, i.e., to an industry’s capital funds); also in the
case of extractive industries rental charges for’the use of
sp;cnally favourable natural resources. In the Hungarian case
price reform (of 1968) was considered sufficiently important to
be mac!e to precede introduction of the ‘new economic
mechgmsm’.. Here (as also in the original Czech proposals
associated with the name of Prof. Ota Sik) provision was made
for some decentralisation of price-fixing as well as of output-
decisions. Thus prices of goods were divided into three broad
categories. In the first centralised price-fixing was to remain as
beere. In tl}e second provision was made for prices to be
va}ne_d (e.g. in contracting for supplies between enterprises)
w1fh1n defined upper and lower limits. In the case of the third,
prices were left free to vary without limit, as ‘market prices”
determined by the current supply-demand situation. The latte;
category comprised no more than a quarter or a third of all
products, and was to consist of speciality-types and novelties
and the less standard types of consumers’ goods. But the
sgcpnd and third categories combined, where there was pro-
vision for at least some flexibility in contracts, was to cover
more than a half (approaching two-thirds) of all products
Ll!(e ’the Soviet price-reform, the Hungarian adopted the:
prmca_ple of “an approach to prices of production (in the
Marxian sense)”’ (ibid., p. 145) by introducing a 5 per cent
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charge or tax in proportion to capital funds, and including in
price additionally (i.e. in establishing ‘initial’ or ‘starting’ prices)
an average rate of profit of between 6 and 7 per cent in relation
to the capital employed in the branch of industry in question.

Even before 1965 (the year of the Soviet reform) somewhat

analogous changes, though more cautious in extent, had been
introduced in East Germany (D.D.R.): changes that were then
followed fairly closely by Poland a year or two later. In
particular, profitability was adopted as the basis of managerial
bonuses, and a tax or charge proportioned to capital funds was
introduced as in the Soviet Union. In these cases, however, the
effect of the changes was less to increase the autonomy of
enterprises, whose position and functioning remained little
affected, than to enhance the rdle of new bodies called ‘associa-
tions’, intermediate between the Ministries and the individual
enterprise. Like the latter these were in effect khozraschot
organisations (i.e. they had their own balance sheet), but in
relation to individual enterprises and their constituent plants
they took over a number of former Ministerial functions with
regard to the drawing-up of output plans, planning investment
and the technical equipment of plants, and arranging the
supply of individual plants and enterprises with materials and
components and the marketing of their products. To this
extent their function could be said to resemble that of large
combines or holding companies in capitalist countries in rela-
tion to constituent companies of the group. As elsewhere, a
fairly radical price-reform accompanied the other changes in
both Poland and East Germany.

None of these decentralising changes, whether called simply
‘reforms’ or a ‘new economic mechanism’, went so far in
relaxing centralised control (and correspondingly restoring the
influence of the market) as had the Yugoslav scheme of 1950-1,
Some have, indeed, regarded this experiment as going too far
in its restoration of ‘market autonomism’ and dismantling of
central planning. The crux of the change in this case was the
institution of the so-called ‘self-managing enterprise’ as basic
industrial unit. This, like the ‘trusts’ of the 20’s in the U.S.S.R.
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of which we spoke earlier, played the role of operator and
trustee of State-owned industrial property, subject to the
conditions of a statute or charter (fixed capital not being the
legal property of the enterprise, which enjoys only conditional
use there(‘)f,' like the kolhoz with land in the Soviet Union). The
second. distinctive feature of the Yugoslav system is that the
governing body of the ‘enterprise collective’ is an elected
Workers’_ Cquncil (in all enterprises with 30 or more workers)
from'whl.ch is elected in turn a small management committee’
(varying in size from 3 to 11 members, including the director)
to supervise managerial policy and the detailed conduct of the
enterprise. These two bodies have competence in matters of
discipline, labour relations, appointments and dismissals and
metl'_lods of production. The director himself is appointed by a
special apppinting committee composed of an equal number of
representatives of the Workers’ Council and of the local
government body (the Commune); and after appointment the
Workers’ Council has the right at any time to submit a pettition
for his dismissal.

The enterprise is free to determine its own programme of
proc_luction, (such planning targets as are set by planning
b(_)dles have the character of guide-lines for industries and are
without obligatory force): moreover, it can fix its own prices
anq enter into contracts of sale and purchase, subject to any
‘price-ceilings’ that national or local government bodies may
fix (and in the mid-’60’s price-fixing by central bodies was
extended until it covered about a third of industrial output and
a half of consumers’ goods output). Whatever ‘net income’ or
profit the self-governing enterprise may make (after paying
taxes and obligatory payments into reserve funds) is at its free
disposal, for use as a fund for investment and modernisation
or for payment of premia to workers as supplements to the basic
wage. (Formerly only a limited proportion of net income was at
its disposal; but since 1965 this has been raised to100 per cent).

'I_’hq decentralising tendencies of fifteen years later in other
socialist 90untn'es has not only been less extensive in the
powers given to the enterprise but has for the most part
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stopped short of conceding control over policy to elected
councils. The exception to this was the Czech reform proposals
of *68, which made provision for at least equnmental intro-
duction of workers’ councils, having powers in the appoint-
ment and dismissal of managers. Thus the Czecl} Actz_on
Programme proposed that there should be “democratic bodies
in enterprises with specified rights t.owards the management of
the enterprise”; “managers and chief executives of enterprises
would be accountable to these bodies for the overgll results of
their work”; and “these bodies must become a d}rect part .of
the managing mechanism of enterprises, and not [just] a social
organisation” (C.f. Marxism Today, Jul)_l 1968, pp. 207, %‘13).
More generally this is referred to as n}akxng provision fqr .the
dynamic development of socialist social relations, combin[ing]
broad democracy with scientific, highly quallfged manage-
ment”. But although in Poland workers’ councils had been
temporarily instituted in 1956 (and then soon aftqrwards
reduced considerably in powers and status), 1o §uch innova-
tion accompanied economic reform in }he ’69 s in Poland or
in East Germany (D.D.R.) or in the Soviet Union. In Hungary,
however, the appropriate trade union is supposed to be con-
sulted over the appointment of industrial managers; and in
commenting on this obligation to consult Prof. Istvan F1:1ss
remarks: “Trade Unions have not the formal right of vetoing
a nomination, but under our conditions it is hardly possible for
the supervisory organ [making the appointment] to neglect an
emphatic opinion of the trade union” (Reform of the Economic
Mechanism in Hungary, ed. 1. Friss, Budapest 196?, p- 39).
Further, in deciding on allocations from the enterprise incen-
tive fund, or ‘sharing fund’, the director has to conclude a
formal agreement with the trade union .commltteq of the
enterprise. In Bulgaria an elected production comr‘mttee_ ha§
charge of bonus distributions (and also apparently ‘examines
oduction plans). . '
prlf we revelr)t to 'zhe Soviet reform and look at experience of its
operation to-date, one is bound to say that, while its initial
promise was considerable, its actual outcome on the whole has
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been somewhat disappointing. Its implementation was designed
to be spread out gradually over the years following its initial
announcement in September 1965; and its actual progress
turned out to be even more gradual than its rather cautious
introduction had foreshadowed. Initially it was announced that
by the end of one year (i.e. by the start of 1967) some 10 million
workers, or about a third of all industrial workers, would be
covered by the new system of incentives. In fact only a quarter
of that number, employed in some 700 industrial enterprises,
had been transferred to the new system by that date. A year
later (i.e. by the start of >68) these figures had been raised to
7000 enterprises and one-third of all industrial workers; these
enterprises accounting for about 40 per cent of industrial out-
put. Even by the end of ’69, four years after its original
introduction, the transfer was still not complete. The ‘new
system of planning and economic incentives’, as it is officially
called, had by then been introduced into 36,000 industrial
enterprises, these now covering rather more than four-fifths of
industrial output and a probably rather smaller proportion of
total industrial employment. It seems fairly clear that its intro-
duction and extension met with considerable opposition, if
only in the form of some ‘dragging of feet’ in the Ministries
and supply-organisations (Gossnab), or else met with greater
objective difficulties than had been anticipated. The latter may
well have been in large part due to the slow and patchwork
nature of the introduction itself. (E.g. an enterprise transferred
to the new system while its suppliers and/or customers were
still working under the old: the enterprise might take on
additional orders in the spirit of the reform, only to find that the
additional inputs were not available.) Alternatively, difficulties
may have arisen from the cramping effect of still operating within
the framework of the supply-allocation system, which continued
to account apparently for between two-thirds and three-quar-
ters of the value of the inputs of a typical enterprise.
There is considerable evidence, however, that bureaucratic
opposition, or at least reluctance to adapt themselves to the
new methods and arrangements, played a considerable part in
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the result. Fairly numerous exceptions have in practice been
made in applying the reform to various branches of industry.
To begin with, in some branches of heavy industry detailed
stipulations about output-assortment (so-called nomenklatura)
continued to be made, for fear of shortages of certain types of
equipment and machinery needed to fulfil the investment-plan.
We find the director of a chemical combine complaining that
“the entire range of production is planned from above by
Gosplan and by the Ministry”, and others complaining that the
nomenklatura lists continue to specify output “down to the last
kilogram or the last screw” (Ekon. Gazeta, 1967, No. 37).
According to an article by Prof. Liberman in the Gosplan
organ (Liberman and Zhitnitski, ‘Economic and Administra-
tive Methods of Controlling the Economy’, in Planovoe
Khozigistvo, 1968, No. 1), there had been quite a crop of
‘exceptions’ of this kind, representing a carry-over of former
administrative methods into the new situation. “To this very
day,” the article stated, “the economic press reports cases in
which glavki and Ministries assign planning indices to enter-
prises”, reminiscent of old methods of planning. It mentions
instructions issued by enterprises amounting to “non-
observance of the ordinances stipulating that the output-
programme of an enterprise must be based on the latter’s
direct contractual links with the consumer”. The article pro-
ceeds to cite chapter and verse for these complaints: for
example, the Ministry of Machine Building for the Light and
Food Industries in 1966 “altered the plan for half its enter-
prises in Leningrad”, and in 1967 “changed each quarter the
cost-plan of the Krivoi Rog Metallurgical Plant, contrary to
the Statute of Enterprises which strictly lays down that any
changein the plan must bemade inagreement with theenterprise”.
It should be explained that, as regards the enterprise in-
centive fund, the original intention of Liberman and others in
the discussions immediately preceding the reform have been
changed in one significant respect. It had been proposed that
payments into this fund should be made as a certain proportion
of balance-sheet profit (or rather of profitability, in the sense
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of proﬁ_t asa ratio to the ‘capital funds’ in the possession of the
enterprise in question). This was opposed by a certain number
of 1nﬂuenﬁﬂ economists in high places; and when it came to
workm_g out a concrete scheme, a compromise was adopted

acgqrdmg to which payments should depend both on proﬁt:
ability and on the volume of output sold. Not only this, but the
scalq according to which payments into the ‘Material In-
centive Fund’ were to be made related them to the increase of
sales ‘and to the increase (or alternatively deficiency) of profits
over p!anned profits’ (i.e. the estimate of results made by the
enterprise at the time of drawing up its production and
financial plan for the coming year). This meant that a serious
Per}alsy attached to not reaching the target set, and that the
prize’ for achieving any given level of performance would be
greater the more leniently the plan-target or estimate for both
Proﬁt and sales was set.* The scheme accordingly provides
!1tt1e or no encouragement to an enterprise to be ambitious in
its budgeting and programming, but rather the contrary; and
the old problem of enterprises playing for safety by holding
baqk a1_1d concealing their potentialities and reserves in order

to justify lenient and easily-attained targets remains. There

have' also been complaints, additionally, that the ‘norms’

defining the proportions of profit payable into the enterprise

fund (nqrmg which are not uniform but are adjusted according

to the d.lﬂ'ermg circumstances of various industries) are too low

to provxdg an adequate incentive. In the first year of the reform
the resulting increase in earnings on the average for all workers

and employees seems to have been no more than 7 per cent in
enterprises transferred to the new scheme, and that for actual
production-workers appreciably less than this figure.

* This despite the fact that the deducti ¢ g
incentive fund were made larger than 311:: gﬁﬂaﬁ)ﬁn i;%tﬁr?f;osgpt:
profit’, apparently in an attempt to meet this difficulty. The former meant
that the penalty or loss from falling short of the target was specially great;
and unless there was good reason to expect this extra penalty to be more’
than offset by the reduced incentive for exceeding the target, so far as

target-setting was concerned this attempt could have been
prove abortive, i expected to
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On the other hand, the vice-Chairman of Gosplan claimed
on the basis of the first two years' performance that analysis of
580 enterprises transferred to the new system in the course of
1966 had revealed a distinct improvement in their main indices
compared with their previous record: not only rate of increase
in profit and rate of profit, but also ratio of output to capital
and labour productivity. Even he admitted, however, that “in
a number of cases the superior organs have violated the rights
granted to enterprises”, and referred to “frequent and unjusti-
fied alterations in plans without preliminary discussion with the
enterprise” and other interferences with “the rights of enter-
prises” hindering ‘‘development of economic initiative on the
part of enterprises™ (these including uneconomic interference
by Ministries or Gossnab with contractual supply-arrangements
between enterprises). Such shortcomings he cautiously declared
to be “to a considerable degree temporary” (A. Bachurin in
Planovoe Khoziaistvo, 1968, No. 9).

By the end of *69, however, more critical remarks upon the
year’s results were beginning to appear. The Chairman of
Gosplan, for example, in his annual report in December 1969,
spoke reprovingly about “unjustifiable increases in the
number of personnel” on the part of some enterprises, a
growth of average wages faster than growth of labour pro-
ductivity leading to ‘“‘overspending of the wage fund”, a shift-
ing of production towards higher-priced items and “violating
of planned assortment™ (Pravda and Izvestia, 17 December
1969). A new debate about the reform showed signs of opening,
with its conservative critics becoming vocal once more (em-
boldened perhaps by events in Czechoslovakia and by reaction
against its so-called ‘market socialism’) and its initial advocates
proclaiming the need for the reform to be carried further,
especially as regards trade in producers’ goods (or means of
production) and the right of enterprises to free disposal of the
residue of profit after making (proportional) obligatory pay-
ments to the State (e.g. A. Birman in Literaturnaia Gazeta,

11 February 1970).
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5. DECENTRALISATION AND
DEMOCRATISATION

So far we have been discussing centralised and decentralised
n:xetho.dS from an economic angle, as though the considera-
tions involved were primarily technical in character. In such
matters, how_ever, it is impossible to separate economic effects
an_d economic issues from political, if only because human
Ee:;gstamliﬁ hﬁmaa aicltitudes are intimately concerned with the
at which and the manner i i isi
dnction aroh and ner in which decisions about pro-
In the first place the question concerns human beings as
reggrds thq system of economic incentives governing their
actions, attitudes and decisions at the level of production—
whethe}' thege are of a kind to harness attitudes and interests
pf thg individual plant or enterprise and its workers so as to
1dent{fy these with the social interest, or whether they are such
as to 1.ntrod.uce what from a social standpoint are contradictory
and distorting effects, inviting anti-social behaviour (as we have
seen was t.he tendency of bonuses geared to quantitative per-
fo'rm.ance in fulfilling plan-targets). More important even than
this is the effect upon human attitudes and initiative at lower
levels gf‘ the degree to which people Dparticipate in the taking
of _de;cmons, or alternatively play a mainly passive réle as
recipients of various orders or commands or injunctions
handed down to them from higher levels. The latter is little
calculated to stimulate initiative at lower levels (to put it mildly)
such as ‘the mastery of modern technique and productive
organisation (let alone socialist principles) requires. In Soviet
industry, for example, the calling of a production conference
of all workers in a plant is obligatory at some stage of plan-
preparation. _But it will manifestly make a world of difference
Wwhether this is merely a way of ‘putting everyone in the picture’
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(as they used to say in the army in wartime) about what has

already been decided upon ‘higher-up’, or whether opinion

voiced in discussion at such a conference can influence and

determine what goes into the plan and how this is implemented.

Here there are varying possible degrees of influence and parti-
cipation, evoking respectively varying degrees of responsibility
(or the lack of it) towards production and its problems among
those involved. As we saw at the beginning, issues such as these
are intimately related to the character of what Marx called the
social relations of production in socialist society, because they
affect the relations of workers, individually and as a producing
group or collective, to the economic system as a whole. In
other words, the whole discussion is vitally concerned with the
extent to which these social relations of production in socialist
society develop in line with the rapidly developing forces of
production, or alternatively lag behind the latter and come into
conflict with them.

In my booklet, to which I have already referred, Argument
on Socialism (p. 56), I wrote about the need for socialism to
develop among workers “an altogether different attitude to
production . . . [and] a widening of horizons to embrace a
positive interest in the results of production and in improved
productivity that previously was lacking”. On this the passage
in question ventured to enlarge as follows:

“It is true that such attitudes and responses will not blossom
overnight: they will not be created automatically by a
government proclamation that industry is socialised. . . . For
this very reason the institutional set-up of a socialist econ-
omy may make a world of difference to the outcome. Too
much centralisation—a period of economically-necessary
centralisation dragged out for too long—may cramp and
smother any such new attitudes and responsibilities as new
socialist situations (‘industry now belongs to us’) may
spontaneously create. On the other hand, situations in
which initiative from below is encouraged and appropriately
blended with planned co-ordination from above; in which
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dgm.oc_ratic participation is combined with the ‘collective
discipline’ that modern productive techniques demand—this
may serve to develop these new attitudes, leading to new
levels.o'f ‘collective consciousness’ such as in an individualist
exploiting society (with its pay-packet bias) was unknown.’:

.The questi'on of ‘industrial democracy’ has had quite a long
h}story of ghscussion in the labour and socialist movement
since pre-First World War Syndicalism with its advocacy o;'
Frade unions, built on industrial lines, directly taking over
md_ustrles gnfi running them, and a little later in this country
Guild Soqlahsm seeking to marry trade union or syndicalist
control W}th nationalisation of the traditional type. We have
seen that in the early months of the Russian Revolution there
was extensive taking-over of factories by factory committees
spontaneously on their own initiative (rather in the same waj;
that peasants in 1917 had seized the landlords’ estates for
themgelve_s). As can well be imagined, the result was pretty
chaotic, since each factory not only was apt to indulge in as
much talk as production, but tended to produce and to dispose
on its own of whatever it willed, without coordination with
otl'1er factories or with the needs of the economy as a whole
Itis h.ardly surprising that before long these ‘syndicalist-type;
factories shou}d have been subjected to central government
cont.rol and direction (many of them, indeed, were unable to
continue production until supplies of materials etc. had been
alloga?ed to them from central sources); especially as the onset
of CIV}I war made the systematic continuance of production
essent}a}.. In this situation the principle of one-man re-
spons1b!11ty for managerial decisions and appointment of
respo.nmble.managers from above was insisted upon. This
experience in the early days has been taken ever since as
fiemonstrat{ng that conditions of modern ‘social production’
imposes strict limits upon the practicability of ‘direct demo-
cracy’ in industry—of what the Webbs once spoke, in their
book Industrial Democracy, as “primitive democracy”’.
Undoubtedly this experience holds some sobering lessons
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for utopian enthusiasts, to which all socialists must pay
serious attention. Yet what was true of the Russian working
class at that time, in conditions of backward development of
the industrial working class and of industry, could not be
expected necessarily to remain true half a century later, with a
working class that was much more developed and equipped
culturally, technically and politically, nor to be true of much
more industrially developed countries like Czechoslovakia
after the Second World War. Because such extreme and
‘spontaneous’ forms of ‘syndicalism’ failed in those conditions
of ‘elemental’ chaos and disorganisation between war and civil
war, this does not mean that anything approaching the
Yugoslav system of ‘working collectives’ with elected councils
is to be dismissed out of hand for all circumstances and for all
time. Indeed, it could be argued that modern technique, con-
verting workers on the production-line increasingly into
responsible machine-minders and supervisors of a machine-
process, not only facilitates but requires the active participation
of workers in the discussion and framing of production-policy.
It is hard to imagine British trade unionists, shop stewards in
particular, failing to take this view.

In 1918 (in a speech on the anniversary of the Revolution)
Lenin said: “We know that in this extremely backward and
impoverished country, where every hindrance and obstacle was
put in the way of the working class, a long time is necessary
before that class can learn to manage industry. . . . Workers’
control, which in all the main branches of industry was bound
to be chaotic, disorganised, primitive and incomplete, is now
giving place to workers’ management of industry on a national
scale” (he was referring here to control of industry by national
management boards to which “workers and the trade unions
appoint representatives”). But to this, it should be noted, he
was careful to add: “What in our opinion is most important
and most valuable is that the workers have themselves taken a
hand in managing.” This participation of workers in decision-
taking at various levels was clearly for him an integral part of
that ““real democracy for the majority of the people” which
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was of the essence of socialism and wj i iali
was bound to be one-sided and incomv;llg:g.u ¢ Which socialism
This aspect of the matter—surely an essential aspect of the
mature development of socialism—is absent if we view the
problem of decentralisation of the planning and administration
of 1n€1ustry in exclusively technical terms, Viewed as an
essential element in the process of socialist democratisation, in
the economic as well as in the political sphere, it acquires’an
addltloqal dimension. However efficient the devolution of
powers in self-planning, investment-allocation and the like to
la.rgp industrial associations acting as khozraschot organisations
(:as in the D.D.R.) may prove to be, this can provide relatively
httl_e opportunity for participation ‘from below’ in decision-
taking because of the size of such associations as decision-units
(although there could be indirect participation via trade unions
at such a level). It was undoubtedly this aspect of the matter
that. gave the Czech proposals for economic reform their
special Interest and appeal for so many; since these proposals
laid specxgl_ emphasis on the democratic element in the change
and explicit provision was made for the inauguration oi'
wor1_<e_rs’ Ccouncils, at least experimentally, with power of
participating in managerial appointment. Thus the Action
Programrpe of April 1968, after saying that “the programme of
democratisation of the economy includes particularly measures
to ensure the independence of enterprises and enterprise
groupings and relative independence from State bodies”
proceeded to make this declaration: '

“The need arises for democratic bodies in enterprises with
specified rights towards the management of the enterprise.
Managers. and head executives of enterprises, which would
also appoint them to their functions, would be accountable
to these bodies for the overall results of their work. These
podles must become a direct part of the managing mechan-
ism of enterprises, and not a social organisation (they
cannot therefore be identified with trade unions)., These
bodies would be formed by elected representatives of the
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working team and by representatives of certain bodies
outside the enterprise, thus ensuring the influence of the
interests of the whole of society.”

The declaration added that “it will be necessary to propose a
statute for these bodies and to use certain traditions of our
works councils from the years 1945-8 and experiences in
modern enterprises.”*
This kind of emphasis would seem to be particularly necessary
after a period of hypercentralisation—such as one could say
was almost inevitable in the first country to build socialism, in a
backward country and isolated amid a hostile capitalist world.
It is necessary because the centralised system will itself have
bred attitudes and habits of work of its own, together with a
structure of relationships between administrative levels that
may exercise a strongly conservative resistance to change and
to the adoption and cultivation of new attitudes, relationships
and methods. The old centralised mechanism will have reared a
generation of planners and administrators, even of managers
of enterprises, who having grown up with it and with its
methods are practised in this and in nothing else. They may
well have also a vested interest in its continuance, especially if
any privileges, economic or social, attaching to position or to
function, are involved. In course of time built-in resistances to
other methods and to change come into being. To quote the
Czech Action Programme once more, with its reference to
“adverse results” of ‘“maintaining people in functions who
were not capable of any other way of ‘management’, who
consistently revived old methods and habits”.
The very high degree of concentration of economic decisions
at top levels that developed in the Soviet Union on the approach
* See Marxism Today, July 1968, pp. 2134, 1t is interesting to note
that this document had said (in connection with *“harmful characteristics
of decision-making and management by central directive”): *‘Often
well-meant words of ‘an increase in the people’s participation in manage-
ment’ could not help as in time this *participation of the people’ came to
mean chiefly help in carrying out orders and not in settling the correctness

of the decisions.”
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of war, dl_lrmg the war and after, entailed a relationship
between higher administration and producing units (as we
hfive §een) that amounted in the main to a one-way flow of
directives that producers themselves were under obligation to
carry out, often in mechanical fashion. The latter had very
little scope fo.r‘displaying initiative and could have had little
sense of p?.rtlc1pation, even if in the course of plan-making
their reaction to proposed production-targets was canvassed
and there was some feed-back of information, data and opinion
from. fact(?ry-ﬂoor to top planning levels. It is to this kind of
relationship and stratification that one refers when one speaks
of bureaucracy and bureaucratisation. Thus over-centralisation
tends to breed the type of administrator, on the one hand

w.hose: answer to every difficulty is to issue an administrative’
directive or a propaganda-exhortation forbidding some action
and commanding another, and on the other hand lower-level
persognel who temporise by waiting for orders before doing
anything and who tend to lose the capacity as well as the will to
act unless told what to do.

R'esis§ance of confirmed habits, attitudes and ideas, em-
bodied in a traditional bureaucratic structure, would seem to
have ban quite largely responsible for the ‘stalling’ of the
economic reform, with its decentralising measures, and for the
difficulties its introduction has encountered. Difficulties, of
course, tl_lere were bound to be with a change of this magnitude.
What is important is that there should be the will to deal with
these as they arise and a momentum of change that carries it
through -and can learn from experience at the same time. Some
of ghe difficulties may have been due to the very caution and
hesitancy with which changes were introduced; since in a
cha}nge of mechanism of this kind there is an interdependence
of_' its parts or elements, such that if some of them are introduced
without the others they may be frustrated in their functioning,
apd the new half-way situation may prove to be a worse situa-
tion, _having less logic and consistency than the pre-reform
situation itself. A certain minimum of associated and inter-
locked changes may be needed to make the new system work
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coherently and to show its superiority to the olfi. This is prob-
ably a fairly common feature (?f economic (a.nq other)
structures, even if it is commonly disregarded when piecemeal
changes and reform are under discussion..There seems to be.a
very real danger of decentralisation getting bqg.ged. down in
some such unsatisfactory half-way state and expiring in & series
of half-hearted compromises. We have notlce:d this type of
interconnection in the decentralising process with reference to
the need to combine decentralisation with a more ratlopal
price-system. (If, as the Chairman of Gosplan complains,
enterprises have a tendency to shift oqtput-assortment tg
“more highly-priced items”, then for th(? shift to be rational an
not anti-social, things more highly pr3ced, relatively to what
they cost, than others must be those in greater demam?—the
price-differences must not be just acmden.tal or the action of
enterprises in response to them will t?e.lrrauonal.). Another
example is the connection between glvmg'enterpnsgs more
latitude in planning their output, in pioneering new lines and
models, etc., and giving them discretion 1n l}laklng the_n' own
supply-arrangements on a contractual basis: otherwise the
former may be more nominal than real.

One thing in particular that may prove to.be a necessary
condition for the more decentralised mechanism to funcftlon
adequately is an ending of the old (and still cqntmumg) situa-
tion of almost-universal ‘sellers’ market’. This, a p;od_uct of
over-tight planning—trying to fulfil too many objectives at
once and to get more out of given productive capacities and
resources than, realistically assessed, these really gllow—was at
one time glorified by Stalin on the ground that it was natural
under socialism for demand always to run aheaq of supply,
with the implication that this stimulated increase 1n the latter
by keeping producers on their toes. But we ha}ve seen ghat the
situation has some serious negative results, which experience qf
suiting supply to demand has increasingly. revealed. Indeed, it
removes the producer’s incentive to ad‘apt his supp!y to c!emal.:ld,
especially as regards style and quality, l_)y maklpg him king
over the consumer and the consumer his suppliant. He can
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adopt a ‘take-it-or-leave-it’ attitude to the latter, whether
individual consumer queuing up in a shop or producing enter-
prise procuring its supplies, if there is complaint of inferior
quality or of supplies not conforming to specification in the
supply-contract. The state of shortage is apt to cause delivery-
delays disruptive of production, and to aggravate the effects of
any errors in planning and in the supply-allocation system
(resulting, e.g., from the margin of error associated with the
balance method, of which we have spoken). Moreover, because
of the general state of supply-shortage, there is generated a
universal tendency to hoard supplies wherever possible as an
insurance against delays in delivery and their disruptive effects
upon production-programming. This is not only wasteful but
cumulatively aggravates the initial evil. What is crucially needed
in present circumstances to make a decentralised mechanism
work smoothly (or for that matter even a centralised one) is to
create a situation where less reserves are held in the aggregate
(because there is less against-emergency hoarding), but the
reserve stocks that are held consist of the right things in the
right places, so that they can smooth out temporary gaps due
to misjudgement or to the unforseeable. This in turn implies
replacement of chronic supply-shortage by something nearer
to a ‘buyers’ market’, which will in turn enable the buyer or
consumer to exercise his right of choosing. And this, after all, is
one element, not an unimportant one, in what people mean by
economic democracy.

Looked at in this way, the problem we are faced with is not
just one of patching-up the old system with this or that minor
modification or detailed reform: we are faced with a choice
between two alternative systems of planning, highly centralised
and relatively decentralised, each having its own methods, in-
struments and consistency-requirements. A compromise blend
or mix of the two may succeed only in combining the weak and
not the strong points of both. It should be emphasised, how-
ever, that the choice of which we are speaking is not between
planning and not-planning, but between two systems of plan-
ning with different degrees and range of centralised decision-
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taking; the one relying mainly on obligatory directives and
quantitative targets as its instruments, the other relying more
largely upon ‘economic’ instruments, in particular price-in-
dicators, as means of influencing and steering the decisions
taken at the operational level of enterprises.
There remains, however, one major problem connected with
decentralising decision-taking to the enterprise-level, which
must be mentioned and should be faced quite frankly, if only
because it has been referred to relatively little in the discussions
of recent years. If coupled with democratic control over enter-
prise-policy (e.g. through the agency of workers’ councils),
greater enterprise-autonomy may mean an upward pressure on
wages, and hence a tendency for money wage-increases to
outrun increases in output of consumers’ goods—in other
words, it may enhance the danger of inflation. The reason is
fairly obvious. The interest of the enterprise as a workers’
collective is likely to be biased in the direction of improving
the position of members of this collective, not only in the way
of bonuses for good work but also by advancing the level of
their earnings wherever possible. This can be done, of course,
in the way of upgrading, lenient setting of output-norms under
payment-by-results systems, excessive overtime, even where
possibilities are limited of raising wage-scales themselves for
particular grades and categories (e.g. because these are settled
by collective agreement covering whole industries). This
tendency will be enhanced if it is easy for the additional wage-
cost involved to be passed on into the selling price. (An anal-
ogous difficulty may be one connected with transfers of labour
between plants and industries when technical methods change
in a labour-saving direction, enabling the same output to be
obtained with a smaller labour-force).

There is little doubt that this fear has done much to harden
the hearts of planners and senior administrators against
changes involving enhanced democratic participation in
framing policy at the enterprise level. Yugoslav experience
seems to illustrate that this is a real and not an imaginary
danger: here there have been several bouts of pronounced
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inflationary pressure on prices, especi i
; , especially in '60°
;}vhlclé prompted the setting up of a Fe):ieralthlsri::déo:g;i
oard in 1962, by which any price-increases had to be
zg;cgg;:;le.nla);%inﬁ;e _obeorkers’ Councils in the early days
ly that their bias was towards using profit-shari
gli?iciltsi glt] ;hqe ];iiisepg(s)a; of ?:llterprises for additionsgtg wage?éﬁgg
¢ monly amounting to as muc
c(:;x:; gt"i the 'bas_lc wage and sometimes even more) atl;htseigeﬁgz
of m. e:lrmsatlon and development. Itis claimed, however, that
s tendency lzas been subsequently reversed, and that in’later
y§a{s Workers’ Councils showed greater concern for the needs
3 ong-term development and the proportion of such funds
S:}}c:);e{d to development markedly increased (cf. R. Moore,
o anagement in Yugoslavia, Fabian Research Series
To say that this is a problem attaching to d isation i
not of course to say that it is insuperable% Fra:liggslgl;;ﬁ)?;:‘
its el)((ilstence asa proble.n_l may actually assist in its solution. It
could be solved by raising the level of social consciousn;:ss
among wor.kers and clearer recognition by them of the specific
ways in which sectional interest conflicts with (and needs to be
subordinated to) the interest of the system as a whole. To what
extent anq how soon a growing sense of political responsibility
can be relied upon to deal with the difficulty experience alone
can shqw. The difficulty should be lessened, if not precluded, by
a sqﬁicxeqtly comprehensive and efficient system of control <;ver
selhng—p}'lces: that is, by making it difficult for enterprises to
ph;zss on increased wage-costs in higher prices. Success in doing
this may v_vell be crucial to the practicability and extent of
decentralising measures. Here again it has to be remembered
that the more that prices are subjected to central price-fixation,
the more rigid they are likely to be, and the less frequently aré
they likely to be revised to meet changed circumstances (whether
costs or @emand). The less, accordingly, will prices be capable
of reﬂecymg the demand-supply situation at any one time. Yet
if there is no cpntral price-fixation, quite considerable up;vard
pressure on prices is likely to make itself felt. Experimentation
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can alone tell what degree of compromise between price-
flexibility and central price-setting is capable of securing the
best balance of conflicting objectives. It is not something that
can be settled by argument from first principles, still less by
combing the classics for relevant texts. In the meantime, to
maintain a proper sense of proportion in discussion of the sub-
ject, one has strenuously to eschew the idea that in the so-called
‘free market system’ there is ideal price-flexibility. If we look
around the capitalist world we shall see that there are plenty of
rigid ‘maintained prices’ (possibly the majority); moreover,
these are so-called monopoly-prices; and we can witness
all-too-many signs of inflationary pressure in that ‘free market
system’ as well.

What the direction and degree of future change will be is
impossible at the moment to forecast with any assurance. In
some major respects one could say that socialist planning and
administration at the outset of the *70’s stands at the cross-
roads. To-date the direction of change has undoubtedly been
towards greater decentralisation, even if the pace and extent of
change have varied considerably. But in the Soviet Union, at
least, there might well be a halt, and even a conservative draw-
ing back to the limited degree of economic reform at which
Poland and East Germany (D.D.R.) seem for the present to
have become stabilised. That this will prove a stable halting
place seems unlikely: more likely that the kind of problem we
have touched upon will impel further decentralising measures
eventually, in search for a more complete and rounded reform.
What may well be decisive, however, is not the economic
results per se but the social objectives involved. In other words,
the question of which direction is taken is even more a political
than it is an economic question, as we have tried to show:
concerned as it is with the degree of democracy to be achieved
and the amount of participation of individual workers, on the
one hand, and of individual consumers, on the other, in
deciding the manner in which and the ends towards which the
system of production operates. Even if there be signs of a
freezing of bureaucratic structures since the setback to reform
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in Czechoslovakia in 1968-9, it is hard} likely ¢
te_cht_lological age and higher living stanerds ca31,1 l::azgllllfailll;:
within th.e old administrative mould inherited from Stalin’s day
Ecqnomxc problems sometimes acquire a compelling logic ot"
their own. One may well see some rapidly changing alignments

:lx:ceia:fndmarks in the socialist world in the decade that lies
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