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ABSTRACT

The aeneral theme of the work is to review the

recent economic reforms in the COMECON Eastern Europe. Besides
discussing the nature and inevitability of economic reforms

in these countries, it attempts to show that contrary to the
opinion of many writers on this subject, these economic reforms
do not indicate the beainnina of the end of socialism. It also
attempts tc draw certain conclusions for developina countries
in ageneral and to India in particular, in the light of recent

reforms in the COMECON Eastern Europe.

To beqin with there is a brief discussion on the merits
of private enterprise followed by an account of its workina in
the contemporary world. The theoritical advantaces of Socialism
are examined in the liaght of the contributions of socialist

thinkers 1ike 0Oscar Lange and Kalecki,

Chapter II is mainly concerned with the theory of
economic reforms. While analysina the economic performances
of the COMECON countries of Eastern Europe, it explores the
reasons for the failure of the socialist system to develop in

the manner assumed by theory. This is followed by an examination
of various suaqaested economic reforms and their compatability

with socialist theories,
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Chapter III is devoted to a critical examination of
economic reforms in the COMECON Eastern Europe. A survey of
economic reforms in these countries with special reference to
Plannina and Management, Prices, Wages and productivity is
attempted. The effects of economic reforms with reference to the
rate of economic arowth, per capita income, economic fluctuations,
impact of profit and wages on productivity and new problems 1ike
unemployment and fluctuations are studied. As an outliook for
the future, the problems and prospects of these countries are

also examined.

Chapter IV briefly discusses the lessons of economic
reforms in these countries, for developina countries with special
reference to India. These lessons are examined with reference to
recent political changes in India, after explainina its
experience with mixed economy principles which have been in

voque for the past twenfy five years.




FOREWORD

While analysing a controversial topic of this nature
the writer came across a relatively large number of articles
and works by many eminent authors criticizing the actual
working of the socialist plananing mechanism. One can hardly
wonder why this is so. The reforms adopted before and after
1965 bear testimony to a certain extent to this. Even the
socialist writers do not anymore believe in ‘one answer' to

all problems. Most of the western writers do not seem to

appreciate the positive aspects of socialist planning,
probably because such lessons are of little use to a mature |
developed economy. Nevertheless, there are certain positive |
aspects worth learning from the experiences of these countries

This is especially so with reference to developing countries

1ike India. This becomes more relevant when one compares the

performances of China and India. Though the present writer

is fully aware of the problems of socialist planning methods,

the present work is more aimed to see the positive aspects

and draw certain conclusions concerning India's economic

development, rather than to add one more drop in the ocean

of criticisms which are already in store.
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CHAPTER I

The 'ISM's

Mr. X saw what he expected
Breakdowns in Transportation
A growing indignation

with Communist oppression,

A steady retroaression

to chaos bloody and red

Just as he had always said.

The sights that Y selected o :
Bore out what he expected.

Great factories arising,

An enthusiasm surprising

. for welfare and education

A new world in formation

much better than the old

Just as he foretold. *

* :
Michael E11man, ECONOMIC REFORM IN THE SOVIET UNION , London:

P.E.P. Broadsheet 509 April, 1969.




Maurice Dobb years aqo stated that 'the question of
what was the nature and what were the movina forces of the decline
of Feudalism as an economic system, and what connection had this
decline with the birth of modern Capita1{sm is not entirely wifhout
interest, I think, for many under developed countries'.l In the
writer's opinion, the insertion of the words 'socialism' for
‘feudalism' and the word 'modern socialism' for 'capitalsim'
in the above statement provide a better description of contemporary
reality, for today socialism Has given birtﬁ to modern socialism
instead of communism. The study of the nature of socialism and what
were the moving forces of the decline of socialism and the connection
between their decline and the birth of modern socialism is not
without interest. This study examines the recent economic reforms
in Eastern Europe 2 and the nature and dynamics of the present
system with a view to drawing lessons useful to developing economies

in their attembt to attain rapid growth,

1. Dobb Maurice, Lectures delivered at the Institute of Statistics
of the Univeréity of Bologna on March 24, 1962 and pub]iéhed in
Italian STATISTICA Aprii-June 1962, Anno XXII, No.2, and reproduced
in PAPERS 0ON CAPITALISM, DEVELOPMENT AND PLANNINGR, London: Routledae
% Keagan Paul Ltd., 1967, p.1l.

2. Centrally Planned COMECON countries of Eastern Europe.

(1)




The first use of the term socialism can be traced as
early as 1826, thouah it became established in the 1830s. Since
1917 when the first socialist state was formed after the Russian re-
volution, to date, socialist countries are on the increase thouah
strictly speakina there are only fourteen countries officially
considered as socialist and controlled by the Communist party.
There are many developina countries today which, while not fully
socialist have borrowed many features of this system. The working
of these socialist countries has infiuenced many of the traditional
capitalist countries. Since the Keynesian revolution more emphasis
is placed on macro studieé and problems of growth and welfare
have also forced them to think on a macro level. Mainly as a

result of this chanaed perspective these capitalist countries

have adopted some kind of planning like 'indicative', 'frame', 'goal’,
'structural' or 'regional', to more effectively ta¢k1e problems of
unemployment, welfare, price stability, arowth and so on. There

has been an increased sphere of government participation Tike
anti-trust leaislation, state marketina agencies, consumer protection
etc. There is now increased control of banks via monetary and other
direct regulations, There are increased controls like price, profit
and wage controls. Obviously these are the outcome of the influence

of the experiences of the socialist countries.

"Imminent and inevitable death of capitalism has been confident? .
pronounced several times during its turbulent history, but the

funera]vhas always been postponed, confoundina both its critics
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and friends alike. Everytime, capitalism has risen from its death-
bed to enter another phase of its axciting career’) ! Nevertheless,
the working of the actual capitalist economy is far from text book
description of free enterprise. . unfortunately supporters of this
text book free enterprise .continue to uphold a system that no lenger
longer exists.”. We will not (discuss in detail here the problems

2

of modern capitalism“except mentioning two of them.

It is always imagined that the people even in countries like
the U.S. and Canada are enjoying fairly high standards of
1iving., Even though this is true to a great extent, there are many
people who are living in absolutely deplorable condition.3 Inequalities
of income and wealth exist in these countries and with the absence
of strong family ties or .extended family system and government's
lack of positive assistance and self centred attitude of the people

have increased the magnitude of the problem.

1. Charles, K.J., 'The Future of Capitalism', SOUTHERN ECONOMIST,
Jan. 1, 1969, p.1.

2. For a good aﬁcnunt of modern capitalist practices and the problems
see recent Government of Canada publications.such as:

a. Dynamic change and Accountability in a Canadian Market Economy

b. A Proposal for Class Actions Under Competition Policy Legislation

c. A Study on Consumer Misleading and Unfair Trade Practices Legislation
for Canada

d. Studies of Foreion Competition Policy and Practice.

3. The writer has been living with such poor people and has an

intimate knowledge of their material and psychological sufferings.
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Another important problem is the monopolistic corporations
of today. 'Commanding a significant degree of monopoly power, fhe
giant corporation confronts the prices at which it sells it output
and buys its inputs not as objective market data but as magnitudes
which depend on its own operations and on those of a small number
of other similarly situated concerns. As a vast enterprise not
necessarily identified with any particu.ar group of individuals but
rather thought of by its owners and managers as an everlasting
entity, it seeks to maximize the flow of profit over a much Tonger
planning horizon thah,q small competitive capitalist éan afford to
take account of. Its drive for maximum attainable profits under
such circumstances no longer involves merely finding the best ways
to reduce the costs of production of a given commodity or group of
commodities. It has to keep under continous review the problem of
what commodities to produce - their physical attributes, their dutward‘
appearance, brand names, etc. Durability and quality have to be
determined in the light of the firm's other lines of production
and traditional practices, as well ag of the behaviour of other
suppliers of related or possibly related products. In arriving at
decisions, it is necessary to weigh advertising and other marketing
costs; and in fixing the quantities of the various commodities to be
produced as well as the prices to be charged, the shape of all relevant
demand and marginal revenue curves has to be explored and taken into
account. The outside world which the competitive capitalist has to

take for granted not only directly influences the monopolistic

T R R e UG s SRl SR e e




corporation's production process but is subject to delibrate

manipulation on its part’, 1

The net result is obvious. In the working of modern 'free

enterprise' there is neither economic 'freedom' nor the glorious

| 'enterprise’ the engine of economic development under capiﬁalism.
From the theory point of view, the price is not equal to the point
where MC = MR, violating the necessary condition for Pareto optimality.
How are then the resources allocated and rewarded optimally? This
eludes the solution for 'rationality'. To quote Baran and Sweezyz_
again, "... that the development of all these sophisticated and
often genuinely scientific methods for guiding the behaviour of a
monopolistic or oligopolistic corporation has anything in common
with a search for the optimal allocation and utilization of society's
productive resources, or for that matter even with the partial
rationality standards which were relevant to the process of commodity
production under a regime of competitive enterprise. Tﬁe nature and
volume of output, the technology employed, the investment undertaken
the raw materials used, the prices charged -‘none of these, no matter
how rational the methods by which they are arrived at, can be thought

- of as corresponding to the needs of society as a whole or even as

1. Baran, P.A.; and Sweezy, P.M., "Economics of Two Worlds" in

ON POLITICAL ECONOMY AND ECONOMETRICS - ESSAYS IN HONOUR OF OSKAR LANGE

Warsaw: P W N and London: Perqamon Press, 1965, p. 19
2. Ibid., p. 20




reflecting the growth of the forces of production in one of its

component parts".

As aqainst thesew problems of capitalism advantages of socialist
system! may be examined:2

Production processes are determined by the economic plan.
Appeal is made to higher social instincts and profits play. a subdued
role as means rather than as end, The narket wherever allowed corléments
planning and forms an useful instrument,

A great advantage of planning is the maintenance of continued
full employment with the inbuilt mechanism , planning can aviod over
production and cyclical fluctuations.

A socialist economy has a more effective system for
developmental take-off and sustained rapid growth by virtue of its
control over the means of prodiction and macro economic proportions.

As shown e]sewhére'the growth rates have been comparatively better |
than capitalist countries. In view of the semi feudal conditioné
inherited, the absence of colonies, the widespread wartime devastation,
western embargo, and practically no aid from the capitalist world,

" their achievements can be described by objective observers as

1. See for a detailed analysis of a case for socialism, Oskar Lange,
®On the Economic Theory of Socialism", in Lippincot, B.E., (ed)

ON THE ECONOMIC THEORY OF SOCIALSIM, Vol. 2, Univ. of Minnesota Press,

(fourth printing) 1956, pp. 98-121,
2. Wileczynski, J., THE ECONOMICS OF SOCIALISM, Chicago: Aldine Publishing

company, 1970, pp. 208-218.




spectacu1ar.1

With virtually no private ownership of the means of production
or any property, wages and salaries are the only source of income.
Though wage differentials are not ruled out completely, equality of
real income is maintained by generous benefits out of the social
consumption fund, Though the standard of 1iving is lower than in the
west, there are no striking contrasts o. cases of abject poverty.

Supported by the political and ideological superstructu.e
with the primacy of social over private preferences, the socia?ist
state is in a good position to study and apply social cost and benefit-
while the neglect of such negative externalities and anti social
individualism capitalist society can never optimize in their allocation
or welfare decisions. Moreover, capitalism is known for its wastes
Tike artificial product obsolescence, unnecessary product differentiation
the unwarrented fragmentation and duplication of equipment and services,
excessive sales personnel, misleading advertising, conspicuous consum-
ption and production etc, Other kinds of waste include excess capacity

caused by recessions, restriction of output, strikes and so on.

But the picture is not complete without an analysis of the
weaknesses of socialism.Z There is undue ideological and political

dominance of the economic scene, Marxian theories such as labour

1. Ibid., p. 209.
2. lbid., pp. 211-13.




theory of value overrides economic commonsense. Economic decisions
are made by political Teaders and there are many opponents of
liberlization who regard economic reforms as kind of 'revisionism’

which should be sabotaged.

The system is highly bureaucratic and inflexible. SigniTicance

is not attached to the problems arising at the micro economic

T

level, and there is poor correspondence of decision making b tween @
macro and micro Tevels,

The system is liable to errors being committed on a large
scale. Central planners are political appointees owing their success
to the social set-up in force. Thus their decisions are Tikely to
be biassed. Even otherwise some of their decisions must be arbitrary.
Erroneous decisions when they were made or rendered erroneous by
subsequent development when they are taken at the macro level they

assume large proportions.

The weakest point of the socialist system is that there

is no rational and workable pricing system. Prices do not reflect
input costs. Different prices for the same good according to use
may have some rationality but it does not help for rational allocat!ve
function. The whole system thus becomes arbitrary. The critics
often make prices as the major attack since even after introducing
profitability without flexible prices they may not mean anything
seriously.

Lack of competition may promote inefficiency. With prevalence
of seller's market, no fear of unemployment, well developed social
security.and wage equality,the capable have 1imited scope while

the - indifferent and inefficient are sheltered by the system.




Section B Socialist Growth Theories

There are two essential forces which specifically determing
the conditions of growth in a socialist systemc1

a) Socialism creates the possibility and necessity to
present and solve economic problems on the scale of the national
eﬁonomy treated as a whole. According to Oscar Lange? there occurs
the integration of particular aims iito one general economic a%m,
[n such conditions, growth - conceived as the basis of an increasing
satisfaction of social needs - can be conciously set up as the aim
of co-ordinated planned action on the scale of the entire national
economy .

b) Through the nationalization of the means of production
and the consequent putting of the basic resources at the disposal
of the community, socialism creates the premises of the realization
of a general economic aim. The allocation of the factors of production
may be affected according to the plan, with a view to the full
utilization of the existing growth potential, and the aviodance

of obstacles caused by particular private interests.

Thus socialism creates practical possibilities of utilising
in a high degree the national growth potential, and consequently
of minimizing the discrepancy between the real and the potential

rate-of growth. However, it should not be concluded that the potential

1. Brus and Laski, 'Problems of Growth and Socialsim', in

Robinson, E.A.G. (ed) PROBLEMS IN ECONOMIC DEVELOPMENT, Proceedings of
a conference held by the International Economic Assocxat1on,

London: Macmillan & Co. 1965, p.22

2. See for a detailed account Oskar Lange, op.cit., pp. '57-142,

(9)
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is achieved under socialism automatically without difficu1ties.1

Well before the Liberman discussion. KaleckiZ developed
his theory of growth with the emphasis on the developmént of a
positive theory of dynamicsof acentrally planned economy. MNevertheless
it also pointed out certain short.comings of sowiet type planning.
It challenged certain prepositions such as: a) the growth rate of
investment must necessarily outpace that of national income ari
ipso facto, capital formation must increase more rapidly than
consumption; and b) the dynamics of technical progress leads to
a rising organic composition of capital and inevitably always

~entails a more rapid growth of the capital goods sector,3

Kalecki sing1ed out and analyzed certain fundemental constitutent
components and crucial factors governing and limiting growth
processes. He argued that to each social system corresponds an
appropriate theory of arowth. The same equaticn for the rate of
growth of national income, should be interpreted in a different

fashion depending on the social system to which it is app?iedaa

1. Brus and Laski, op. cit., p. 22.
2. Kalecki, M., INTRODUCTION TO THE THEORY OF GROWTH IN A SOCIALIST

ECONOMY, Oxford: Basil Blackwell, 1969. The original polish version
was published in 1963.

3. Feiwel, G.R., 'Issues in the Economic Theory of Capitalism and
Socialism: Michael Kalecki's Contribution over Four Decades',

INDIAN ECONOMIC JOURNAL, Vol. XX, No.2, Oct-Dec. 1972, p. 164.
4. Ibid., p. 165,
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Isocialist growth models start with the problems of ‘supply’
rather than problems of aggregate effective demand. They can be
represented in the following ways: a) From the point of view of
current Tabour (labour reserves and their increase; level of
labour productivity and its changes). Thus, gross national income
(Y) is determined by’the product of employment (Z) and productivity
(W; defined as gross value added pe employee

Y= ZxW  Leeee. T & 5

The same may be approached from the point of stored
(stocks of means of production and their increase; effectiveness
of means of production and its changes). Thus the product of the
real fixed capital (E) defined as gross value added per unit of

capital, ie.,
Y=MxE. Ceeusesesescsanns Ceeenas (2)

On the above basis Kalecki's growth model may be explained

as follows: In terms of (1) above,

r = o = a+8 oo 2e0doesacea a0 (3)
Where,

r is the rate of growth of national income during the period t

1. See for a detailed analysis of the socialidt growth theory,
Brus and Laski, op, cit., pp. 21-54 and pp. 69-74 and Plotnikov,K.,
'Factors Jnfluencing the Economic Development of Socialist Countries’

Ibid., pp. 55-69.
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Y s the gross national income at the period t-1

a is the rate of increase in averade productive employment
at the period t in relation to neriod t-1

g is rate of increase in ﬁwerage labour productivity at the

period t in relation to period t-1

The rate of income growth is the sum of the rate of increase
in employment and of the rate of increase in productivity. But ncrease
in employment and productivity assume a corresponding increase in real

productive fixed capital and its effectiveness. Thus interms of (2}

above,
aY 1
P = == = X === = @8F U  siierernnnnsean (4)
¥ m
Where,
I
i = = 1is the rate of investment at the period t-1
Y
m is investment outlay necessary to obtain an increase

in national inﬁnme by one unit.

a is the coefficient of the decrease in naticnal
income resulting from the actual losss of means of
production or the diminution in their effective
functioning due to physical depreciation.

u is the coefficient of the increase of national income
resulting from all kinds of improvements raising
the effectiveness of the existing real productive

fixed capital

R
E

e
e

EHE

5 ."“i“'—".-’%é.-:mu'
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In a capitalist economy coefficient 'u' is not an independent
variable and fluctuates greatly. Thus equation (4) above has

limited applicability for such countries. ns a contrast, for socizlsit
countries this coefficient is pusitiue.l reflecting the tendency

of continued improvement of the existing productive apparatus.

Thus the magnitude i x —E- becomes a strategic factor determining

m
the rate of economic growth.

Combining (3) and (4) above, we get,

{1+E 'T X —_— - a+u LI [5}
The confrontation of these two aspects is important as it
enables us to understand some of the interrelations needed to

define the optimal rate of growth in given conditions.

To obtain the optimal rate of growth it would be necessary
to do two things only. 2

a) To establish satisfactorily the unequivocally determined
rate of investment; (b) to put into operation a mechanism to ensure

the actual attainment of such a rate of investment and its mainten-

1. According to Feiwel,G.R., this may assume positive or negative
values. The negative value is attributed because of the retrogressive
effect of the traditional planning system. See for details,

Feiwel, G. R., 'Issues in the Theory of Capitalism and Socialism’,

op,cit., p. 166,
2. Brus and Laski, op. cit,, p. 26.
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ance at the same Jevel. The importance of a socialist system
is that it creates: real premises for the direct establishment o~
a rate of investment on national scale that corresponds to the

postulated rate of growth.

Howevér, certain problems outlined by Kalecki is worth
noticing. When an inordiantely high r is forced, the'output of
ceitein sectors, and particularly tiose engaged in production
of raw materials, lags behind demand for these products because
of certain technological and organization ceiiings Timiting the
rate of growth of particular activities; e-g.natural resources.
During plan implementation insurmountable barriers arise when-
ever the rate of expansion of particular industries are forced
beyond a certain limit, even if financial resources are adequate;

e-g. protracted period of gestation of construction projects and

its effects. Again any imbalances thus created have to be mitigataed
by indirect production and to maintain the balance of payments
equilibrium, export promotion or import substitution 1s.to be
resorted. This will usually increase capital and labour coefficients

and also growth affect growth processes.1

An increase in the relative phase of investment in national

income may bring about a rise in consumption in the long run. |

1. Feiwel, 6, R. , 'Issues in the Economic Theory of Capitalism

and Socialism', op. cit., pp. 172-73.
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But in the short run consumption is decreased. The choicé betweén
the present and future is crucial. The compromise is based on

the political decision. In the theory of growfh of a socialist
economy Kalecki takes as exogenous variable the central planner's
compartive valuation of the inter temporal pattern of consumption

} and

‘

in the short and long run { consumption and accumulation
the bottlenecks and ceilings on the rate of growth in single bianches
arising out of supply constraining technical and organization
factors, appearing often under the quise of the difficulties in
balance of payments, constitute the central problem of a substantive

and realistic theory of growth in a centrally planned economy.

It should also be stressed that Kalecki believed that no
'general’ theory of economic growth is conducive to understanding
economic realities of different social systems for the institutional
framework of a system exerts a profound inf1ueﬁce on its dynarm‘cs.'1
Same is the Conc]usion arrived at by Brus and Laski when they state
that 'socialism overcomes a number of fundemental contradictions
of the capitalist system; this does not mean, however, that it
“eliminates all contradictions of every kind, nor that it avoids
creating new contradictions arising from the characteristics Qf

the socialist sytem as such'. And also, 'Socialsit socio-economic

1. Ibi

o

.s p. 173

|
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system provides a possibility of different solutions of the
method of functioning of the economy, thus allowing choice of

alternatives in this field also, within certain obvious Timits.' 1

1. Brus and laski, op. cit., p. 54




CHAPTER II

Review of Pre-Reform Discussions

'Political Economy is essentially a historical science
(and) cannot be the same for -all countries and for all

historical epochs.' _ .

- Engels -




Section A The Problem

The Soviet revolution of 1917 took place in
a relatively underdeveloped country which found itself
1ivin§ in a markedly hostile world. The soviet government
undertook to build up an industrial economy in the shortest
possible time. A high degree of centralization was insti-
tuted under ministries which had supreme authority in
their sectors for the entire country. Capital accumulation
for heavy industry was viewed as the key problem, and
all else was subordinated to this. In each successive
five year period, beginning in 1929, growth in particular
areas was held to be decisive, and the best efforts
were thrown in to meeting each successiVe goal, Shortages
in the implementation of plans were made up at the
expense of areas of lower priority. Throdgh these methods

the soviet union did indeed build up its basic industry.

The achivements of this system were remarkéb}e.r
Not only the level of output and capacity increased,
the economy was sb strong tﬁat it was able to throw
back the @German invader and become .one of the great
powers of the world. A formerly backward country with
extensive 1l1literacy, 1ow.]éve1 of technology, was

transformed by this system into country of sophisticated

(18)
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technology, universal literacy, long 1ife expectancy,
It could not only put the first satellite in the orbit
but also successfully demonstrated its superamacy in
technology by putting the first. man in the orbit. In
the sphere of research and educationthe U.S.S.R.is next
fo none. It was a challenge which was dccepted and
executed. At the time when the soviet system was adopted
not only many British (Or elsewhere) economists were
unwilling to tackle pressing problems of the day 1like
mass unemployment, inequalities of income and wealth
but were elaborating 'empty economic boxes'. This
system successfully demonstrated that it is possible

to create a classless society with a tremendous reduction
of inequalities of income and wealth. In the 1930s the
success of this system combined withrihé failures of
capitalism Ted to the widespread belief that soviet
economic system of 'planning' was the best solution
to‘the question of rational economic organization.

This system was also extended'to the other Eastern
European countries where it worked successfully for

a decade. Nevertheless, what made these countries

in spite of‘triumphant'I—to]d-you-so's from Washington
~ &nd conttnual diatribes'fromvPeking,not to speak of the

opposition of recusant stalinist diehards at home, to
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adopt economic reforms which included elements which

resemble the capitalistic features?

The traditional soviet economic system as
adopted in U.S.S.R. and Eastern Europe gave rise to

a number of micro economic problems:-

Enterprises often received plans long after
the beginning of the period to which they referred.
Not only enterprises often received conflicting plans from
a multitude of higher authorities, plans were often

changed,

The intermediate and capital goods which
enterprises need in order to produce their outputs
were allocated to them by the material technical supply
system. The supp1y system waé operated through the
chief administrations for marketing of the union re-
publics, and then, depending on the nomenclature,
through the state planning committee to the all-union
marketing administations - has increased the time.
required to'process the papers involved and has made
the task more complicated. For instance, the Kharkov
Economic council did not posséess, by the middle of

December 1958 , the orders and specifications, or the
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1ist of suppliers, for many fu1f1LIménf of the pro-
gramme for the first quarter of 1959, Thus, centralized
administrative allocation of resources often resulted

in short supply of an important component or intermediate
good resulting in idleness of men and machines, For
example, the Krasnodarsk compressor plant with the
approval of the state planning committee began production:
of ethylene superpressure compressors. When the produc-
tion of the compressors had been mastered, it turned

out that there were no pumps and that orders for them

had not even been placed. The compressor plant had to
make the pumps itself, and this involved high production
costs and delay. In October 1958, hundreds of compressors
worth 7.0 million rubles lay in the yard of the plant, .
since they could not be sent to the consumers because
certain completing items were Tacking, Such are the
consequences of mistakes and miscalculations in plann-

ing. (1)
The question of whether output was useful,

or wanted, or of good quality was immaterial to enter-
prise because its efficiency was measured not in terms

of goods sold and profit earned but in varied terms

TR MRS M o mtoa ww ' _

1. E,G,Liberman, "Economic levers for fulfilling the
plan for soyiet industry®, KOMMUNIST, 1959, No.l
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1ike, weight, value added and so on which created
chain of ingenious ways of production not necessarily
leading to production of good which were in great

demand.

These target variables often Ted to distort-
ions. For instance, factqries making prefabricated
cement blocks, prefer to make large blocks, which
is the easiest means of fulfilling a plan in terms of
tons, resulting in a shortage of small blocks necessary
for completing portions df the buildings under cons-
truction. But if the same 1is calculated in roubles
they were made unnecessarily costlier, The humorous
journal Krokodil once pictured, in a.carteon, a factory
which fulfilled its entire month's output programmeA
for natls by the manufacture of one gaint nail,
hanging . from an overhead crane the whole length of
the workshap, As mentioned above\when output was
calcu1atéd in rouble, costly tmputs were used to make
it costlier, For many years the preduction of inexpensive
cloths was tnhibited by the reluctance of manufacturers
to utilize the cheaper c1oths; To ayiod this when
the plan was given in Tinear meters they were made

with narrower width. Targets given in completed machines

'
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always resulted in shortage of spare parts because
it does not 'pay' the firm to produce spare parts.
Some restauvrants avioded cheap dishes, as the plan
was in terms of gross turn over. The soviet economist
Aboltin reported that the Stalingrad construction
trust wasted metal bBecause, for one of its projects
the »la: was expressed in terms »f metal used. When
transport organizations are given plans in ton ki10_
meteré they ignore optimal transportation schemes.
Because geological surveying units receive plans in
linear meters of drilling they undertake work they

know to be useless.(1)

As it was easier to fulfill and overfulfill
an easier plan thaﬁ the difficult one, it was customary
for the managers not to reveal their capacity and
also try to get a lower target. A wise director by
experience learnt that even if he could achieve 125% af the
“taraet he need only fulfill 105% so that his taraet in
the coming year is not enhanced. This is not peculiar

to socialist system;even under capitalist system sales-
SRR . yocapltatl

- e —

1. Alec Nove, "Some problems of 'success indicators'
in soviet industry® ECONOMICA 1958
wherein he coinad a new phrase 'success indicator
problem! .
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men or managers rewarded only on calender basis resort to the same practice
and try to postpone extra sales or production for the next possible
period., Under socialist system this rften resulted in hoarding

labour and other inputs to make their target easier. To counter

this planning authorities used a 'lie index' and fix térgets
accordingly. The planning authorities used to fix the targets

higher than the revealed capacity to get over the problem. Another
problem connected with this was an influential manager always

used‘to get away with easy target then in that case planning was
subjective and not scientific. Whether the plans were "tight' or
'$lack' resulted in considerable waste. 'Planning from the achieved
Tlevel' resulted in a situation in which the enterprise was interested
not in efficient allocation of resources, in the production of

goods with which the enterprise was familiar.

In the sphere of risk-taking and innovation, socialist
enterprises offer a paradoxical picture : on one side there are
impressive statistics published from time to time about the
number of new ideas put forward. In addition commercial secrecy
does not exist, so that new methods or new models devised in one
enterprise are available for the use of all enterprises, and
effective new ideas arebwide1y publicized on a nation wide scale.

At the sameitime we have in abundance criticisms of stick-insthe-mud

directors who refuse to adopt new methods and continue to produce
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obsolete désigns. One can trace three reasons f&r this, Firstly,
managers are concentrating on fulfilling the current output plan.
Many new ideas involve a halt for retooling or making other rele-
vant changes, and it is very difficult to do this without adverse-
1y affecting the production figures of the current period. While
there is.no assured benefit for any innovation, the ménagers al-
ways run the risk of being penalized fur non fulfilling the pre-
sent target. Secondly, financing such ihvestments are difficult,
Until recently there was practically no source for financing

such expenditures. Even money was available specific authorization
was required resulting in waiting interviews etg., If higher
authorities approved the project, on the grounds that thé output

or costs would benefit by the proposed change, they were apt

to amend the plans and target accordingly, so that there would be
Tittle or no gain to the initiators in the event of success, to
balance possible loss of bonuses and reputation. Thirdly, the

snag concerns the impact of innovation on the *success indicators’
of the enterprise; and, 1inked with it, the failure to reward, or
indeed even to recognize risk taking. If the proposed innovation
fits in to output and / or cost reduction indicaters, then it would
be favourably considered otherwise not. And also one should not
forget rigid fixed prices. Since the pricé is fixed and any quality
improvement increases cost the managers are not interested in any
quality improvement, even though there is a marginal increase in the

quality.
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Here again we should not overlook similar problems in
a capitalistic society. Commercial secrecy, buying up of.inventions
in order to freeze them, trade union resistence to new methods,
sheer conservatism supported by a price ring and high import

guties are the usal features that come in the way of innovation(1)

As we pointed out earlier, plan ing was often subjective
in that success depended more on getting easy norms and an easy
plan than on managerial and technicai‘efficiency. The Tagging
enterprises are often 'aided’ by the ‘switching' of their assign-
ments in order to create the impression that all is well with
the branch administration of the given economic council. This
practice was widely followed by the ministries and, unfortunately,
it has not been abandoned by the economic councils. Three days
before the end of the first quarter of 1958, the larosiavi peat
workers received from the economic council a ‘corrected' plan which
had been enlarged. As a result, an advanced enterprise was turned

overnight in to a 'lagging’ enterprise. The same economic council

1. Alec Nove THE SOVIET ECONOMY Second Edition New York: Preager

publishers and George Allen & Unwin Ltd., 1969 P185
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'rounded off' the plan of construction of an oil refinery four
times in the first quater in order to present favourable figure
with respect to fulfilment - 103%. A number of machine building
plants were suddenly converted from lagging intn advanced enter-
prises a day before the month ended. The state p1annipg committee
of the Ukraine made so many changes in the p?ans of the Kharkov
economic council throughout 1958 that the latter was repeatedly
forced to change the production programs of the enterprises. This
produced a lack of coordination in the material supply service,
non fulfillment of the output assortment plan and of course an

abundance of correspondance, (1)

Becuase of the peculiarity of the cost accounting system
enterprises tended to enlarge fixed capital without considering
the prospective return, Extra fixed capital was useful because
it costs nothing and facilitated increases in output and cost
reductions. State farms used to send application for new tractors
eventhough they had many unused tractors. Examples of various
problems mentioned above in very large numbers, drawing on

material published not only in the U.S.S.R. but also Hungary,

1. E.G.Liberman, "Economic Levers for fulfilling the Plan for

Soviet Industry", KOMMUNIST, 1959, No.l.
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Poland and Czechoslovakia , where a similar institutional struc-

ture involved similar probiems. (1)

U.S5.S.R. and Eastern Europe found themselves with a complex
economy with ®any thousands of industrial enterprises connected
by extremely intricate interretations,, with a tremendous assort-
ment of  prouucts with a lTarge cadre of sl '1led managers, scientists,
technfcians and workers, with increasing demands for quality
consumer goods, and in the main with a relatively sophisticated
Aﬁeve] of technology. Under these circumstances, the old methods
of highly centralized economic management proved to be quite in-
adequate. The rate of growth of G.N.P. continued to be high, but
began to decline. The volume of production in relation to fixed
assets actually did decline (around 1958-60), Enormous numbers of
construction projects were begun and were left unfinished for
many years at a time. The application of new technology fell
behind international standards in many areas, and unwanted consumer
goods began to pile up in warehouses because they failed to meet

increasing consumer demand for quality products.

1. See for detailed analysis Janos Kornai, OVER CENTRALIZATION IN

ECONOMIC ADMINISTRATION Oxford, 0.U.P. 1959. Alec Nove, ‘Some

Problems in 'Success indicators in Soviet Industry' ECONOMICA

Jan, 1958, PP 1-20
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Annual Rates of Growth of Selected Macro Economic Indices

U.S.S.R.

1951-55
National Income 11.4-
Industrial Production 13.2

Industrial Fixed Capital 11.3

Incremental Capital Output Ratios

Country 1950-565
U.S.S.R. 1.77
Bulgaria 1.83
Czechoslovakia 2,61
G.D.R. 1.28
Hunoary 4,04
Poland 2.75

(Percentages)
1956-60 1961-64
9.2 6.4
10.4 8.6
11.2 10.9

- 1955-60 1960-65
2.53 3.83
1.92 3.89
3.14 14.28
2.70 6.02
2,84 3.65
3.68 4.62

Source: U.N. Economic Bulletin for Europe XVII Nov, 1, 1966.
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More objectively, the reforms became inevitable mainly
due to fall in the annual growth rates and increase in the capital
output ratio. Between the period 1960-65 not only the average
annual rate of increase in national income fell considerably,
with an increase in the incremental capital-output ratio.’

Table A will show clearly the trend of these rates.

Moreover, as the economy becomes more and more complex,
the existing methods and persons employed find it more and more
difficult to cope. There were many problems associated with this:
Collecting the necessary data; aggregation and disaggregation by
commodities, enterprises and time units; doing the necessary cal-
culations in the time available; and coordinating the administrators.
It is because the planners are simply unable to solve these problems
that enterprises receive inconsistent plans long after the beginn-
ing of the 'planned' period, only to have them altered subsequently.
According to one estimate the soviet economy is now 1600 times more
complex than it wa§ in 1928, but the techniques of planning are
essentially the same. Ghishkov has stated that at the present rate
of development, by 1980 the entire adult population of the U.S.S.R.

will be engaged in planning! (1)

1. Michael ETl1lman, ECONOMIC REFORM IN THE SOVIET UNION

London: P.E.P. Breadsheet 509 April, 1969, P, 288,
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The foregoing arguments should not be construéd»as ‘

implyina that the economies of these countries were functionina

in a totallv inefficient manner. .. In spite of all these problems

they were functioning better than many of the capitalistic countries.
The reforms were enunciated mainly with the purpose of establishing

stable high growth rates compatible with a developed socialistic economy.

Following Prof. Selucky (1) we may trace §ix reasons that
favour market type reform. The first reason is economic., In order
to achieve a goal oriented national economy to function smoothly,

a self regu1atiné mechanism capable of keeping the constantly
recurring and interrelated. economic processes with in its proper
limits 1is necessary; The function of this self regulator or
internal mechanism can not be'suppianted; A natural self regulating
mechanism of economy is the market; the plan is an external regula-
tor. The plan has been built in to the system expost facto and
therefore is not automatic. Plan can be effective only when they
do not replace the self regulating mechanism but supplement it
where it has failed. The markettas an internal regulator and the

plan as an external regulator of economy are mutually complementary.

1. Radoslav Selucky, ECONOMIC REFORMS IN EASTERN EUROPE - POLITICAL

BACKGROUND AND ECONOMIC SIGNIFICANCE , New York: Praeger Publishers,

1972, PP 43-51.
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the-market is a source of. data for. making:up- the plan, a crieterion
of its fulfillment, a corrective of its aims and means; the plan
provides the self regulating mechanism with its goal, its meaning,
and its content. Without a plan, market functions around profit
principle and is unable to prevent inequalities or eﬁsure full
employment. Without a market the plan is deprived of objective

data (Prices and demand), and is unable to ensure an equilant ex-
change of various economic activities or to keep the individual,
group, and social interests in balance. Plan and market are not
substitutes. They complement each other to ensure smooth, undisturbed
proportioned, dynamic and socially well planned functioning of

economic systems.

Socielogically, the diversity of human interests is related
to the'socia1 division of 1abour; Socialism could on1y‘abo1ish private
ownership of the means of production but not the social division bf
labour whether in its technical, social or natural meaning. The
di fference between mental and physical labour, natural differences
Tike age, sex and territorial Tocation are hound to exist which
is a source of conflict. The market mechanism not only enables
competition among individuals and groups but also regulates them,
while the centralized system knows only to supress the conflict
administratively. The market system makes it feasible for the
interest of society to emerge as a sum total of conflicting,

partial interests.
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Technologically too market system creates a conducive
atmosphere. Under market system, producers are naturally and materially
interested in innovations; this means that a dynamic developmeht of
productive forces are built in, while the absence of market
system deprives automatic techno]ogiba1 progress and deprives the

economy of the main source of growth,

Politically, the market system paves the way for dictatorship
of the proletariat and peasantry. Under centraiized system this class
is reduced to play a subdued role of fulfilling thé'predistined
functions: With decentralization self management, the workers

can as producers and consumers become the real ruling class.

Humanistically, under authentic Marxism, the final aim
of socialism is an affirmative development of the individual and
his creative self fu]fi]]ment: A pre requisite for this is indi-
vidual's participation in the éreation of his soa&%l»syﬁtan, in the
creation 6f po11cies; in political decision making, and in shaping
of future forms of society; While the centralized system ex¢1udes
rank and file of the community, market system presupposes his

participation.

Philosophically, the centralized system proceeds from

deternﬁnism; from the theory of a 'single medel of socialism'.
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The soviet type of socialism has been made absolute and declared

identical with socialism. Thus it is a closed system, where saciety

has no choice or alternative. Acceptance of 3 highly centra-

lized system u'deédens human thought, critical faculties, rationality

and creative activity; leads to conformity, mediocrity, and apologetic
submission to status quo. The market system under overall socialism encourages
human thinking; critical faculties and rationality; leads to dialogue,

to a creative upsurge; to searching, and to.changes. The deterministic
centralized system is a product of doctrinaire Marxism,(while demo-

cratic socialism based on market economy is a product-of humanistic

Marxism.

To sum up-as against the advantages of centralized planning
mentioned ear]iér; the following major . features were responsibie
for search for reforms: Wasteful methods of freezing capital, i1]
conceived and dispersed construction projects; accumulation of idle
equipment; under utilization of capacity; excessive labour turnover;
and Tack of stimuli for assimilating technical progress. In addition,
there were severe f]uctuations in output, accumulation of huge
stocks of unwanted consumer goods, dohinance of seller over buyer,
rationing and uncertainity of delivery, and a cumbersome supply
system. Mureover; there was hoarding of materials by industrial
producers and excessive factor inputs and use of resources in less -
produétive employment. Finally, the system was rigid, accompanied

by inertia and lack of .initiative and a pro1ifér§tion of the
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bureaucratic apparatus. The planning system was a legacy of
the period of extensive development which was unsuitable to

meet the challenge of intensive growth. (1)

1. G.R.Feiwel, THE QUEST FOR ECONOMIC EFFICIENCY: ISSUES, -

CONTROVERSIES AND REFORMS , New York: Praeger Publishers, 1967,

P 5.



Section B
Theory of Economic Reforms: Pre Liberman Era

The post Stalinist era is marked by the search for meaning-
ful value categories. prices, profit, money and economic calcula-
tions became important subjects of discussion. It {s obvious what
profit means in a capitalistic economy. Under socialism however,
profit is a form of product for society, contributed by labour
free of exploitation, and distributed so as to ensure expanded
reproduction and the well-being of the population. Socia1ist profit
with its method of formation, division, utilization and calculation
is a sharp antithesis to capitalist profit. The argument is that
whereas increase of profit, irrespective of the means, is the sup-
reme end of the capitalist, under socialism it is only "one of
the subordinate elements .in the entire system of the‘eéoﬂﬁhic—"
categories of socialism", used to the extent to which it facilita-
tes achievement of the ultimate end of socialist production:the
fullest satisfaction of the population needs. The latter aim\is

the criterion which deterﬁines the bounds for using profit.

Profit under socialism has two distinct roles to play Both
at micro and macro levels. FoTTowing Lange a hierarchiéa] structure
can be envisaged: At the pinnacle of the structure appears the
national economic plan which may be called as the first order énd.

The logic of the planning process requires that the goals of the

(36)
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lower order (firm & enterprises) be subjected to the aim of the
plan. The enterprises serve only as a‘medium for implementing and
achieving the plan's goal. The two ends need not necessarily be
the same as long as the enterprises' goal indﬁces‘it to achieve

the over-all goal of thé plan. "By laying down the conditions

under which the maximization of profit takes place, the plan at

the same time determines the result of the activity of such enter-
prises. This is also a way of indirectly subordinating the activity
of an enterprise to the end of the social economic p]an." (1)

Thus in this structure means sefving the ultimate goal of the plan
are designated as second order ends, means sérving_second order
ends (eg. maximization of present income) are designated as third
order ends, followed by possible fourth order(like maximization of
present censumption). fn this regard, whether or not profit, or its
rate, could be best used in realizing the ultimate end is a question

posed by the soviet profit-oriented school.

* .+ If we analyze how to use economic levers to implement

1. Oscar Lange, POLITICAL ECONOMY , Part I Translated from Polish

New York: Pergamon Press, 1963. PP 179-80

“ :
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the plan mainly by economic means, as distinct from directives then
profit would serve "as a stimulus to the completion of the plann-
ed targets and as a test of how far the economic principle is

observed". (1) Such a use of profit is criticized by many who

condemn it for leading to automatic regulation of the economy,
negating the advantages of the central pTanning; Some soviet
economists have discussed . use of profit for the best imple-
mentation of the centralised plan. It can serve then fon best
allocation of resources which have not been centrally channelled
to specific uses. It is also admitted that profit is one of the
criteria for investment in production of substitutable inputs
and outputs, within a given branch and even among branches of
industry. It is recognized that efforts to increase profit may
stimulate improvement of organization and production techniques
cause.more rational utilization of resources, and increase

productivity.

In the de-gtalinsation period the role of profit as a per-

formance criterion was some-what elevated and enterprises' use

(1)0scar Lange, Op cit., P 178.
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of profits was enlarged. Nevertheless, it d%d not occupy

a cardinal position. .Profit as performance criterion was assianed a
Egucia1 role by Prof. Z.Atlas as early as 1949. He distinguished
between formal and geneuine profitability. He stressed that

the existing methods were deficient in terms of price and cost
calculations, He pointed out that the degreeVof utilization

uf fixed and working capital is only insignificantly reflected

in the calculation of profit. If enterprises' profit is Tinked

with productive capital, it will dissuade firms acquiring super-
flous equipment and supplies. The rate of profit will be computed

by having profit in the numerator and fixed and working capital

in the denominator. In this computation should the actual rate
exceed the planned, the enterprise would benefit from a higher
incentive fund. The actual rate of profit attained will be hiasher with
a larger ouput sold, a lower cost per unit, a faster rate of
working capital-turn over, and a higher rateé of utilization of

fixed assets, subject to the condition that there is a certain
amount of profit per unit of output. Though he admits certa{n
short-comings in the price system, he claims that his scheme can

be imp1emenfed with out essentially reconstructing the price

system,

During 1930s concepts akin to opportunity cost and marginalism

were developed among soviet engineers. The engineers realized
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that the output target could generally be met by employing
productive processes of various capita]-ihtensity where,

lower subsequent operating costs could be achieved by greater
initial capital outlay.'As it wés soon observed the minimizing
of operafing costs could not be rationally selected as a
desideratum since the reduction was achived mainly at the cost
of high capital=intensity, diverting capital.) from other uses
where its productivity may have been higher and the economy

of operating costs greater than in its subvoptfmaf applications.
In solving the problem of choice of capital in late 1920s
normally a six per cent interest rate was app1fed. About 1931

a tendency emerged to exclude interest from the selection of
variants with few important exceptibns. Thfs encouraged capital-
intensive variants which was void of any economic criteria and
limits in applying technical knowledge and disregarded any
alternative choice of investment., The test of the profitability

of an enterprise as a whole was not invoked..

As the inclusion of interest in operating costs fell into
disrepute, the project makers shied away from it. Other
devices were employed with out naming interest explicitely. (1)
From the mid 1930s generally expressions such as 'co-efficient’

or 'norm' was in vogue when the inverse of the co-efficient

1. G.R.Feiwel, op cit., pp 163-173,
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of relativeeffectiveness (CRE) became popular discussion
under the name of 'period of recoupmernt'. For two alterna-
tive technological variants, producing the same stream of
output with instantaneous single capital expenditures of
k1l and k2 for the two variants respectively and uniform an-
nual operating costs, including depreciation on capital as-
sets, but excluding a charge for capi-al C1 and C2 respeé-

tively, and where K?>K! and C2>C! ~ CRE = ‘ﬁé'f-ﬁi

Thus CRE stands for the annual economy of operating
costs resulting from each monetary unit of the incremental
investment expenditure of the more capital-intensive vari-
ant, given the existing value parameters. The inverse of CRE
the period of recoupment, refers to the span of time during
which the incremental investment from a more capital-inten-
sive variant is reimbursed by the annual economy of opera-
ting costs. This includes depreciation charges while western
version of the same 'pay-off period' doeshot include the

same.

The more capital - intensive project will be chosen
if‘the CRE is Targer than the standard pre dtermined norm
(N) which typically should be the marginal rate of substi-
tutuion between capital and current production inputs valued
at scarcity prices. It is obvious a project will be chosen
if the CRE is greater than N. The conditions for comparing

the effectiveness of two variants could be shown by relatina




4?2

C2+ N,Kz% C1 + NKz

The more capital intensive variant will be chosen if the com-
puted period 6f recoupment (t) is shorter than predetermined
frame of reference (T) and the less capital intensive one if

t is longer than T. The efficiency tests could be restated as

a guiding rule, subject to whatever consiraints are imposed, to
seperate the technological variants of the project.to be imple-
mented from those to be implemented from those to be rejected
for the project variant that would minimize the current annual
operating costs, embrace depreciation charges and the scarcity

of capi£a1 ije,, C+ N+ K= Minimum

In the opinion of Novozhilov, however,"Al1 indicators
of effectiveness which are in use are imperfect; they take in-
sufficient account of either outlay or return or usually of
both. Yet in order to make economic decisions or to choose bet-
ween alternative plans (or profits) it is necessary to know
the relationship between the overall economic effect and all
the economic outlays involved for each of the variants being

compared. (1)

1. Novozhilov, V.V. in Nemchinov (ed.) THE USE OF MATHEMATICS

IN ECONOMICS translated from Russian, EdThbrgh: Oliver & Boyd,
1964, p 45.
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Although one could see a number of attempts made by
engineers to justify the use of interest during 1930s, it was not
until 1940s that a more elaborate model was worked out by A. Lure.
His views were similar to those of Gott1-ott1ibienfe]d.(1923) who
approached the problem in terms of cost savings derived from the
application of incremental investments. Lure's'imputation of a
capital charge was to safeguard the economy from the losses ensu-
ing therefrom - in terms of the larger economy of operating expenses
that could have been achieved in alternative, hore productive em-
ployment, had the resources not been confined to the project in
question. Moreover, Lure advocated the determination of the equi-
1ibrium charge for capital, the norm of relative effectiveness
by equating the demand for investments with the exogeneously deter-
mined fixed investment fund for the economy. Such a norm must be
uniform throughout the economy, resulting in the allocation of
investments in such a way that the marginal productivity of all
projects would be uniform in alternative employments and there
would be no opportunity to reduce costs, ceteris paribus, by re-

allocating resources among alternative uses.

In the mid 1940s Academician Strumilin, contrary to Novo-
zhilov, did not develop nor advocate a single choice criterion for

guiding project makers; but, rather.listed a number of investment
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criteria that could be applied in choosing the capital intensity

of projects. His main objection was use of any criterion with prices
deviating from their values. His contribution was the stress on

the impact of the time dimensions of production and the necessity

of conducting calculations of increase of anticipated labour pro-

ductivity.

The mae® wivulant attacks on the practice of imputing capital
charges and its proponents was waged by P.Mstislavsky. The criticism
was mainly directed against Lure, Novozhilov and Strumilin. The
irony of it all was that his own proposals ére founded on the sub-
stitution of capital and labour and his solution is essentially

similar to Lure's.

"In 1954 a summary authoritative statement left'sore' ques-
tions unresolved, it up held the commensurability of operating
costs and capital expenditures. Iﬁ 1956 however temporary instructions
for calculating investment efficiency were issued, followed in
1958 by a conference in which the main paper was in support of
capital charges. In 1960, by mutual accord between the scientific
research institute of Gosplan and the institute of Economics of
the U.S;S.R; Academy of Sciences, difinite instructions for evalua-
ting investment effectiveness were drawn up. Since 1961, the insti-
tute of Economics of the U;S.S.R. Academy of Sciences 1is publish-
ing number of papers intended to elucidate some further aspects of

problem.




Section C
Liberman1 Controversy:

Though the ball of controversy was already roliing, a
definite change in the momentum was given by Liberman. His ideas
put forward in 1948were almost unnoticed. In the fifties three
important articles? gave concrete shape to this type of thinkinc.

He became famous by his 1962 article . But then he was not without

1. Evesei, G. Liberman began questioning the prevailing conception
of centralised planning after world war II. At a meeting of eco-
nomists in Moscow in 1948, he proposed the use of profit as a means
of gauging enterprise efficiency. The proposal went unnoticed, but
Liberman persisted in collecting data and in developing his ideas.
He presented his doctoral thesis on the subject in 1956. His papers
appeared in Veprosy Ekonomiki and Kommunist in 1955 and 1956, and

he expounded his position at conferences and in survey reports to
the soviet government. He gained prominence in 1962 when his article
“Plan Profits and Bonuses" appeared in Pravda, stimuiating the public
discussion which took place that year. The discussion resumed in
1964 énd led to the economic reforms adopted the following year.

2. Liberman, E. G;, "Cost Accounting and Material Encouragement of

Industrial Personnel®™, VEPROSY EKONOMIKI, 1955, No. 6.

-------------- , "Planning Industrial ppoduction and Material stimuli
for its Development", KOMMUNIST, 1959, No. 10.
-------------- . “Economic jevers for Fulfilling the Plan for Soviet

Industry" , $QMMUNIST, 1959, No. 11.
(45)
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critics. The important critics includel. Gatovskil, A. Zvereve

I. Kasitskii3, B. Sukharevskii%4, K. Plotnikov®, L. Al'terb, Among

the chief supporters Academician Nemi chinov's’ support influenced
the whole way of thinking in the 1960s and paved the way for

reforms.

1. L.Gatowski, "The role of profit in a socialist economy™,
KOMMUNIST, 1962, No. 18.
2. A, Zverev, "Against over simplification in soving complex

problems", VEPROSY EKONOMIKI , 1962, No. 11.

3. I. Kasitskii, "The main question: Criteria for premiums and

indices planned for enterprises" VEPROSY EKNOMIKI, 1962, No. 11.

4, B, Sukharevskii, "On improving the forms and methods of

material incentives", VEPROSY EKNOMIKI, 1962, No. 11.

5. K. Plotnikov, "E.G.Liberman Right and Wrong“, VEPROSY EKONOMIKI,

1962, No. 11.
6. L. Al'ter, "Incentives must be Tinked with the long-term planning

of an enterprise", VEPROSY EKNOMIKI, 1962, No. 1l..

7. Head of the Council on Scientific priciples of Planning of the
U.S.S.R. Academy of Sciences; See his article "Socialist Economic

Management and Production Planning" KOMMUNIST, 1964, No. 5.
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The party programme adopted by 22nd congress of the
C.P.S.U declared,"The economic independence and the rights of the
Tocal organs and enterprises will continue to expand with in fhe
framework of the single national economic plan. Plans and recommen-
dations made .at lower levels, beginning with enterprises, muSt play
an increasing role in planning......The entire system of planning
and assessing the work of central and local organizations, enterQ
prises and collective farms must stimulate their interest in higher
plan targets and in tﬁe maximum dissemination of adyanced production
experience". We already pointed out :@a number of problems connected
with compromising the centralisation and decentralisation under
a single scheme. The way in which soviet industries and agriculture
developed under centralised programme to begin with and how they

develpped various ingenious methods we pointed out earlier,

Liberman in one of his earlier articles! declared that
these shortcomingé in economic management should be eliminate&
not by making planning more complicated, more detailed and more
centra]iied, but by developing economic initiative and independence

of enterprises. The plan is 2 centralized- foundation which ensures

the necessary rates and pfoportions,in the development of production.

1. Liberman. E. G., "Cost accounting and Material Encouragement

of Industrial Personnel", VEPROSY EKNOMIKI, 1955, No. 6.
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Cost accounting must serve as a means for finding the best ways

of fulfilling centralized directives on the basis of the active
participation of the enterprise staff in the introduction of new
equipment and new production processes, Enterprises must be given
broader initiative. They must not be bound by petty tutelage and
bureaucratic methods of planning from the center. But, on the other-
hand, the vwork of enterprises must be kept under strict éontro},

and tendencies toward narrow departmentalism must be suppressed.
This problem can be solved by the proper use of the principle of
material incentive. It should really reflect a combination of the
personal and public interests, guarantee the observance of state
interests and, at the same time, simplify control of the observance
of state interest without leading to bureaucratic methods of manage-

ments.

He laid down the principles of intra plant cost accounting
as foilows: (a) Bdnuses for shop personnel must depend on, and be
paid out of savings derived fkom cost reduction. (b) Progress out-
lay norms should be kept stable for the shops for not less than a
year{ (c) The simplicity and quality of planning are determined
by the adequate preparation of norms. With well worked out norms,
vthere is no need-to e1aborate production - cost p]ans!br complica-
ted production estimates for the shops.. It is enough that the shop
knows the norms for material expenditures and indirect expenses.

(d) The process of determining the results of the shops operation
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should be, in addition, a process of determining the production

costs for the entire plant.

This of course is not substituting centralized planning
but Teading to precise and simpler planning. It has the advantage
of not weakening the planning but strengthening it. From a scienti-

fic point of view this represents a higher level.

In improving planning procedures, it is first of all nece-
ssary to find a simple, generalized qualitative norm of expenditures
on production. If this qualitative norm is accepted, it will be
sufficient to pTan for enterprises from the center only one index
profitability, instead of several indices of production costs.

Then the profitability target would be the basic factor, whi]e

the technology of production, norms of output and of expenditure

of materials, and, hence, the cost of individual articles, would

be derivative factors. They should be established by the enterprise
it self in jts plan, and in such a manner as to attain the state
targets for the volume of output as well as fhe qualitative norms
for labour productivfty and profitability. "Such a'system would
improve the performance of enterprises. It would also relieve the
planning bodies of unnecessary and at times even harmful detailing
of calculations and would elevate planning to a higher qualitative

plane". (1)

1. E.G.Liberman, "P1annfng Industrial Production and Material Stumuli

for its development", KOMMUNIST, 1956, No. 10
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Profitability depends on (a) On the share of total wages
and salaries in production costs (b) On economical management i.e.,
on the average workers' wages in the total wage fund: (c) On -
average workers' wages, or rather pn their converse magnitude and
(d) on the productivity of Tabour. Thus profitability can be rep-
resented as the product of a number of co-efficients (or factors)

and the equation becomes an identity,

oup WF WW NW Owp
I = mmm X == X mme X —me-
C c WF WW NW
Where P = Profitability
OWP = Qutput in wholesale prices
C = Cost of production
WW = Workers' wage
WF = Total wage fund
Nw = Number of workers

Among the various co-efficients, the share of Wages and‘
salaries in production costs is fairly stab]é for similar enterprises.
Anothr factor, the share of workers' wages in the total wage fund
shows how economical the management is. The higher this share the
Tess, re]ativeTy is speﬁt on remunerating the technical, engineéring
and office staff, and the higher consequéntly, is the profitability
of the enterprise. It is quite possible from this to ehvi;age tong-~
term targets for raising the co-efficient of economical management

by drawing on the experiencer of the advanced factories of the given
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group - and that irrespective of output assortment changes.

Similarly, the third factor should be determined on the basis of

general economic considerations and with approximately equal rates

for a wide range of of similar enterprises. This helps to achieve
equal pay for equal work. The fourth and important factor is the
Tabour productivity. This must grow faster than average wages,

for otherwise society will not be able to create that part of the
national income which is necessary for expanded reproduction and

for for meeting social needs. Hence it is considered a decisive factor

of profitability.

From this it will be clear that Tong term or long operating
norms of profitability can be determinéd with sufficient accuracy
on the basis of typical characteristics of enterprises by branches
of industry. These Tong.term norms give an enterprise a clear per-
spective and make it strive for economy, for genuine cost accounting,
It will no Tonger fear that a reduction in production costs this
year will evoke a revision of its qualitative target in the plan
for next year. From the economic point of view it is important
to know not only what goods are produced, but also the objective
conditions in which they are produced: the amount of equipment
per unit of labour, the structure of the production assets, and,
hence, the stable structure ofkexpehditures on production, Where
these conditions are equal, society has the right to demand of
enterprises of fhe same type the same degree of effectiveness,

This is one of the possible ways of consolidated, simple,
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and yet scientifically substantiated planning of qualitative
indices of production, Here of course the usefulness of detailed
planning is not denied, But as pointed out such calculations can-
not be taken as a point of departure in planning, what can be taken
as a basis is a gneralized economic target, a directive expressing
law-governed development. And it is the business of the enterpr{se
to substantiate the fulfillment of such a directive by whatever
calculations and detailed specifications are necessary for its

internal purposes, for its technical, production and financial plans.

In the opinion of Liberman a guarantee of conscientiousness
in "planning from below" can be created on the basis of application
of the "share-in—the-income“ principle; The more values an enter-
prise has created for society, the larger the sum that must be
channeled in to ijts finaﬁcié1 incentive fund, regardless of whether
these values have been produced with in the scope of the plan or
over and above it.

Accbrding to Liberman} the 'sharing' principle is realized
in the form of a planned long term standard of profitability of
production. Indeed, besides the volume of output in physical terms,
only one additional assignment must be handed down to. enterprises,

viz., that of 'operating at maximum efficiency'. Firstly,

1. E. G. Liberman, "Planning production and standards of long term

operation", VEPROSY EKNOMIKI, 1962, No. 8.
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efficient operation increases the profitability of production,
especially if it is measured as the per cent profit on production
assets (fixed and circulating). Hence, the inéex of profitability
of an enterprise must be handed down as the second basic assign-
ment of the enterprise. This index should make enterprises uncon-
ditionally interested in improving all production indices both

in the process of elaborating the plan and in the course of its
fulfillment. This may be done by drawing up for uniform groups

of enterprises within w®ach branch of industry a standard scale
of deductions from profits put at the disposal of an enterprise
depending‘upon its level of profitability. There is no need to
hand down any other indices to enterprises. Liberman illustrates
the idea by evolving a scale of financial rewards for branches

of the machine bui]dihg industry which is presented below:

As shown in the table higher the profitability (in %
of aséets), the greater is the amount of financial reward. As
profitability rises from 5% to 60% the maximum size of the finan-

cial reward fund of an enterprise increases more than 2.5 times,

However, incentives based on profits must meet two
requirements: A. Norms should be constructed in such a way that

the size of the incentive funds corresponds to the effectiveness
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Scale of financial rewards for enterprises depending upon level

of profitability

PROFITABILITY

Financial Up to - ““"f ------------------------
Reward 5 -5.1-10.0 10.1-20 20.1-30 30.1-45 45.1-60 60.1-above

D O ] G T - G T W . G . 0 WV W S o S o S . - S5 o WO

In % of
funds - 2.1 3.0 3.9 4.4 4.9 5.3

Additional

(in % of

Profits ‘

exceeding 42.0 18,00 9.0 5.0 3.3 2.7 2.0
the Tower

Timit of

the interval)

1. The total sum set aside for financial rewards may be inéreased
or decreased by the following amounts depending upon the output
of new (neﬂ-combarable) products; decreased by 3.5% when the share
of new output amounts to from 50.1 to 70% and increased by 25%

when it amounts to-70,1% and higher.
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of production and the amount of Tabour inputs. B, The increase
in effectiveness (profitability) should always ensure an increase
in the size of the reward per employed person, but in such a way
that the share of the society rises rather than declines in the

process.

There is no objection to the proposition A above, Regard-
ing B also there is no doubt as the efféctiveness of social proaucc-
ion increases, the average size of the reward per employed person
(or per rouble of wages) should increase. But objections are some-
times raised that the share of the part of profit realised
by society out of the overall profit should increase. It is moti-
vated by the belief that such a demand is incompatible with the
condition of increasing incentives for each rouble of wages. This
is no probiem. Because, in the opinion of Libermanl, in acéordance
with the demands of the economic laws of socialism, the share of
profit realized by society should increase. Growth of labour producti-
vity should surpass the increase in wages; But ultimately the growth
of profit expresses the effect of increased Tlabour productivity.
Hence, the rate of profit growth should also surpass the growth

rate for incentive funds, whose resources are used to reward

1. E.G.Liberman, ECONOMIC METHODS AND THE EFFECTIVENESS OF

PRODUCTION , translated from Russian: New York: International Arts

and Science press, 1971, pp 140-144,
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working people responsible for higher net income under specific

social conditions.

In its general form, the scale is a tabular expression

of such a function,

Y =b log (x - c)

—
1]

o
n

of fered,

Profit in per cent of wage fund. (Incentive norm)

the criterion or the factor for which the incentive is

b and ¢ are parameters determined empirically for a given

branch or group of enterprises on the basis of economic analysis.

The following table as given by Liberman clearly summurizes the

discussion above,

Groups Calculated Amount paid Amount left
(net) profit in to budget to enterprise
in % of wage in % of total in % of total

fund net profit net profit
1 Under 120 a4 16
2 From 120 to 140 85 15
3 From 140 to 160 86 14
4 From 160 to 180 &7 13
5 180 and above 88 12

Amount of
profit received
by enterprise
in % of wagefund
16
18
19.6
20.8

21.6

As shown above when profit increases the reward for profit

also increases., If the net profit is 100% of the wage fund, the
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enterprises' reward amounts to 16% of the wage fund, but if profit
increases 1.8 times and equals 180% of the wage fund the enterpris‘s
reward increases only 1.3 times and amounts to 21,6% of the wage
fund..Thus‘with an increase in profitability and incentives per
rouble of wages, the share of the enterprise in overall profits
declines while the share of the budget increases. From the above
discussion we may deduce a principle: what is profitable for

society should be profitable for every enterprise.

To summarize, the entire discussion above, to develop
a system of planning and assessing the work of enterprises so that
they will be vitally interested in the highest passible nlan targetd
in introducing new machinery and improving the quality of output,
in a word; in the highest efficiency of production, a simple but
substantiated solution is necessary. This can be achieved in the
opinion of Liberman by presenting the enterprises with plans
only with respect to the volume of output and the assortment and
dates of deliveries. This must be done in such a way that suppliers

and consumers come in to direct contacts as far as possible.(1)

1. Liberman, E. G. "Plan Profits and Bonises", PRAVDA, Sept., 9, 1962
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Al the other indices should be communicated only to
the economic councils; there is no need to distribute them among
the enterprises. On the basis of the targets for volume and assort-
ment of output, the enterprises themselves should work out a
complete plan that covers, among other things, labour productivity
quantity of work force; wages, costs of production, accumulations,

capital investments, and new machinery.

How to overcome the present difficulties? This can
be achieved if the enterprises have a maximum interest, both moral
and material, in making full use of their reserves not only in
the process of the fulfillment of plans, but also during the
drafting stage. For this purpose it‘is necessary to work out and
approve long term plan norms of profitability for every branch
of production. It would be most expedient to approve these norms
centrally, in the form of scales determining the size of bonuses
to enterprise staffs in dependence on the attained level of
profitability. This ensures an even more rapid growth of social
wealth and at the same time, insures against inordinately high
deductions in favour of the enterprise. There is no danger for
budget revenues on the contrary there is a possibility of sub-
stantial increase. The principle envisages that the enterprises
will get bonuses on the basis of their share of participation

in the income created: the greater the profitability in the plan,
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which is compiled by the enterprise itself the greater will
be the bonus. This mgansthat it will be unprofitable. for the

enterprise to work out plans below its capacity.

With given prices, the enterprise will have to strive
for the fullest possible employment of capacities and equipment.
Moreover, the enterprise striving for maximum cost reduction, will
not artificially overstate the norms for the consumption of
materials, fuel, tool, and power. Finally, the enterprises will
strive to raise their Tabour productivity to the maximum. Thus
the system will achieve the dictum ‘what is profitable for society

should be profitable for every enterprise’.




Section D

The Critics

As mentinﬁed earlier in the early 1960s the Liberman
proposals met with a number of criticisms. L. Ratovsky writina in
1962 agrees with the role of profit in a socialist economy, but
he views it differently., According to him,"The effort to raise
profitability exerts a great stimulating effect on an enterprise.
[ts essence lies in systematic improvement of the argaﬁizatinn of
production, increasing the technical facilities per worker and
labour productivity and in economies and rational utilization
of production resources”. (1) Hé proceeds to assert that profit
is not the sole performance criterion. Another radical difference i;
is that he refers to the use of the absolute amount of profit .
rather than rate, He asserts,“..,......hcw:wrong is the position
of the economists who claim that the average rate of profit
in the national economyshould be the single standard of efficiency
of production, serving as the basis for allocatina resources
Under capitalism, the spontaneous movement of capital inevitably
gives rise to the tendency toward an average rate of profit. For
us, however, this is an unsuitable scheme, which runs counter
to the essence of the socialist economy. Some economists correctly
wishing to elevate the role of profit in our economy, wrongly

regard the growth of profitability as some kind of automatic

1, Gatovski. L., "The role of profit in a socialist economy",

KOMMUNIST, 1962, No. 18.
| (60)
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regulator which supposedly is capable, by it self, of directing
the operation of an enterprise into the channel required by
society. But experience constantly demonstrates that the level

of profitability can in no way serve for us as a single absolute
criterion of theguccess of an enterprise and replace the other
value indices of production not to mention indices in physical
terms". He also argues that centralized fixing of prices is not
compatible with -the profitability criterion as high or low pricec
are bound to distort the allocation of resources as the former
directly affects the profit and further expansion. He is not
inclined towards didpensing with major obligatory assignments such

as accumulation, investments, wage fund, and number of employees.

B.Sukhrevskiil approaches the problem from a different
angle, gm11e.agreéing with the point that profitability will make
workers of an enterprise will themselves to seek and find
internal reserves, This will make it possible to relieve the
enterprises of petty patronage and will ensure their economic
rights and independence. But he disagrees when he feels that

profitability standard will not make it possible to Timit the

1. Sukharevskii. B., "On improving the forms and methods of

material incentive"; VEPROSY EKNOMIKI, 1962, No. 11.
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plan indices for the enterprises to be stipulated by the
economic councils to 'quantity assortment targets' alone. The
root of the mistake of this proposal, according fo him, 1ies
in the fact that it ignores the unity of physical and value
relations in social reproduction, and confuses the conditions
of réproduction of a single enterprise with those for the nation-
al economy as a whole. It may be poSsible to think in terms of
Tabour saving, increase in wages reinvestment and so on for a
single enterprise. But whepwe consider the national economy
as a whole, the possibility of providing every enterprise with
the required means of production and consumer goods. But the
the profit regulator does not provide such a guarentee even if
the quantity assortment targets are drawn up for every enter-
prise. This criticism can be easily answered. Onder Liberman
proposal the production of goods and services in the right
quantity and quality is assured through linkage effects, while
piling up of unwanted goods will cause only consumption and

production distortion,

In turn Sukhrevskii suggests three criteria for
evaluating an enterprise's work. a. Plan: Fulfillment and over
fulfillment of the plan for the corresponding index. .

b. Dynamics: The expansion of output, the increase in labour

productivity the reduction in production costs, the increase
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in profit, in short, the degree of improvement shown by an
enterprise in the given index. c. Level: With respect to the
production assets at the disposal of the enterprise and in
comparison with the achieyements of other enterprises.

Zverev1

severely criticises Liberman proposals

thouah there is not much weight in his arguments. The whole

proposal seems to him 'dubious, insufficiently thought out

and inconsistent'. In his opinion, some republic, regional and plant
executives leads to the - display parochial tendencies, result-
ing in appropriations of investments, disruptions of economic
balance and disorganization and weakening of the planned basis of
the economy. The ending of capital investment planning by the state
planning committee and the economic councils and the transfer of
these negative tendencies and in no way improve the utilization

of resources for capital investments and the observance of balance
in the development of the economy. In his opinion,"it is impossible

to réplace the role and power of state planning by establishing

an average profitability rate for all enterprises".

1. Zverev. A., " Against over 'simplification in solving complex

problems", VEPROSY EKNOMIKI, 1962, No, 11.
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The criticism of Kasitsk.y1 is based on a possible
technical stagnation. According to the proposals the enterprises
would be interested in a reduction of current and fixed assets.
Kasitsky feels that with respect to fixed assets this would lead
to technological stagnation: in their drive for a higher index
the enterprises would stop improving their machinery and would
reduce investment in fixed assets. He also points out that arbit-
rary price would lead to arbitrary profit which is not an indicator

of efficiency.

P1otn1kov2expressed his doubts in considering profit
as the only index. An enterprise's work should be assessed with the
help of a set of indices, both in value and physical terms.
Moreover, he also expresses his anxiety over instability and
according to him it is impermissable to have production plans
changed several times a year, 'It would be better to improve the
deficiencies of the existing scheme than introducing a new one.

He is in favour of training for managerial personnel in the U.SS.R.

1. Kasitskii.l., "The main question: criteria for premiums and

indices planned for entérprises“, VEPROSY EKNOMIKI, 1962, No.1ll.

2. Plotnikov.K., "E.G.Liberman Right and Wrong", VEPROSY EKNOMIKI,

1962, No.1l.
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Al'ter favouring centralized planning, he questions
Liberman propo§a1s thus: "If centralized planning is brought down
only to the economic council Tevel, and the enterprises are per-
mitted to plan these indices themselves, then what is the point
of planning at a11'1eve]sdown to the economic council? with .
an articial gap between planning for the national economy and for
the enterprise, the economy will be running idle". He further sugg-
ests that a system of continuous planning must be set up so as to
have an annual plan, target figures for the following year, and
~a Tong term plan, within this lona“term plan, there can.be a bonus
scale of a long term nature, which would be substantiaﬁed by this
plan but not necessarily based on profitability. In some cases
the bonus scale may be based on profitability, in other cases
on economies per rouble of marketable output; etc., It is
essehtia1 that these scales be of a long term nature : -
and substantiated by the state Tong term plan. Al1 this must be
part and parcel of the system of Tong term planning. This will
creéte the possibility of organically combining the unified plann-
ing of the national economy with a system of methods of economic

incentives.

Fedorovich2 advocates reconstruction of the reward

1. Al'ter. L. "Incentives Must be Linked with the Long-Term Planning

of an Enterprise", VEPROSY EKNOMIKI, 1962, No.1l.

2. Fedorovich. M., PRAVDA, Sept., 3, 1962,
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system to depend on quality of individual performance. He is

for a departmentalization of premium criteria. His contention

is that Liberman unnecessarily introduces an index that is even
more arbitrarily made than costs of production., He eriticizes
profitability as'the only indicator of’efficiency with arbitrary
prices. The problem is whether with fallacious prices, profitabi-
‘ lity, cost reduction, or any other value basis should constitute

the core of the incentive system.

Liberman's scheme provides management with a large
leeway for economic maneuverability, but the enterprises will
simultaneously be constrained by compulsory plan assianments.
M.Bor argues that the reconciliation of the latter with meaningful
economic maneuverability is inconsistent as one precludes the
other, Bor interprets Libefman's proposals that the enterprise's
cardimal task is to produce a given volume and composition of
output. Consequently, the reward system should be geared to pro-
duction of givern assortments, the volume of output etc., and
not profitability and concludes that Liberman has not chosen a

proper performance criterion.

The other major criticisms may be summarized as follows:
Liberman is inconsistent and vague about the dismantlement of the

centralized supply system., Supply difficulties may not be eliminated
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and a seller's market will prevail., Given the existing value
parameters, it is doubtful whether the planner will permit, or
not drastically interfere with, substitution of inputs-even if

such substitution should enhance enterprise's profitability.

The feasibility of érouping enterprises according to
similarities of technical and natural conditions for working out
the numerous profitability norms was questioned because of sharp

variations in conditions.l

Liberman proposals did not specify accumulation as
a plan assignment. It was argued that accumulation must be
ascertained in advance in order to assure the necessary flow of

revenue to the state budget.

These criticisms arose especially during the early 1960s
and evinced their anxiety over decentralization of planning. By
1965 when Liberman Proposals attained refined form and gained pybiic
status they all subsided. Moreover, most of these criticisms

were answered by Liberman himse1f in his Tater writings.

1. Vesselkov. F., PRAVDA, September 16, 1962, p 3.
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Support for Liberman's proposals came from Academician
Nemchinovl. In fact he went much further in many respects than
Liberman. He declared categorically that, no superior agency can
have as good a knowledge of internal resources and conditions as
the enterprise litself. Under the centralized system, therefore, it
is especially important to observe the necessary measuré of centra-
tization, so as to be able always to ensure.adequate scope for local
planning and initiative. No increase in the number of indices can
ensure rational economic interrelations between the centre and
the localities, between the central planning bodies and the enter-
prises, Under his frame work, the cost accounting system of plann-
ing aimed at combining the procedure of national economic planning
with the contractual system of cost accounting.and the system of
material incentives, consists of the following structure:

a) The enterprises submit to the planning agencies of

~economic councils variants of plan to expand their production capa-
cities, specifying operating and capital outlays. Proceeding from
the national economic plan and these variant plan programmes, the
planning agencies distribute among economic organizations and
enterprises the plan order, formalized in the shape of a contract

indicating the price and other terms of delivery.

1. Nemchinov.V, S. "Socialist Economic Management and Production

Planning", KOMMUNIST, 1964, No. 5.
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b) The enterprises calculate not only the production
cost, but also the full factory cost, which is equivalant to the
present factory production cost plus compulsory charges on fixed
and circulating assets, calculated on the basis of legisjatively
fixed Tong term norms. The results of economic activity are defined
as the difference between the planned price and the full factory
cost, A positive difference characterises additional profit,

a negative difference - outstanding profit. The actual profit is
defined as the sum total of compulsory charges on fixed and
circulating assets, plus additional profit or minus outstanding
profit. Compulsory contributions to the enterprise funds are made
from the actual profit in accordance with 1onqtérﬁ norms. Under
‘certain conditions, contributions to enterprises are envisaged

also from savings in production costs and the wage fund.

c) The planned wholesale prices are fixed at the Jevel

- of averace branch cost. Agricultural prices and: enterprises are cushioned
by a special insurance fund in the event of fluctuations due to
unfavourable conditions such as bad weather etc. A special system

of plan calculations operates to exercise control over the correspon-
dence of prices to the level of the socially necessary outlays of labour.

The current centralized procedure for drawina up price lists is
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substantially simplified and decentralized.

d) Instead of the system of physical funds regulating
the use of material resources, there comes into operation a rami-
fied system of special purpose public cost funds, which regulates
the entire process of expanded reproduction both on the national
economic and enterprise level. This fund not only covers speciai
cost funds of material resources (fuel and power, raw materials,
spare parts and depreciation funds) but also the labour rémuneration
premium, material incentives, public consumption, and other funds. The
replenishments ~ and expenditure of this entire system of special
purpose public funds are regulated legislatively on the basis of

Tong term norms.

e) With the aim of radically improving the procedure
and technique of planning and managing social production, it is
intended to establish an automated -system-for carrying out mass
economic planning and optimal engineering technical calculations
required for the adoption Sf substantiated economic and pTanning

decisions by the central and local agencies.

The cost accounting system undoubtedly has immense ad-
vantage over the existing system and also conforms to the princi-

ples of democratic centralism. It will help eliminate bureaucratic
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methods in planning and in managing the economy.

The entire discussion came to an end with the official
policy declaration in 1965 by Premier A. N. Kosygin. The following

important statements will make the purpose of reforms very c]earl

", .it is necessary to amass tremendous accu-
mulations for capital investments &nd at the same
time, to secure a considerable increase in the
material well-being of the people. This poses
most sharply the problem of expanding the mean$:
which secure the growth of resources.

This moves to the forefront, as the main
problem, raising the efficiency of socialist
production as much as possible, saving live and
materialised labour, and considerably and steadily
increasing returns from capital investments and
fixed assets.

Of great importance, in this connection is
intensification of the struggle against all
forms of poor management, squandering, and un-
productive spending, We have considerable over -
staffing and unnecessary expenditures, the price,
required to obtain results, and to the efficiency
of labour of not only each enterprise but of
each individual worker as well.

o B T T o D e 00 S G S o S T N A D R S 6

The higher the national income, the more means .
can be allocated for the development of production
and for raising the well being of the people.

That is why we must achieve a constant increase

in income from each rouble invested in fixed
assets.

The fact that fixed assets are not yet utilised

1. Kosygin. A. N., "On improving industrial management
perfecting planning, and enhancing incentives in Industrial production”

IZVESTIA, September 28, 1965.
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adequately in our country compels us to make
tremendous investments in creating new fixed
assets. This cannot but affect the distribut-
ion of the national income and the magnitude
of the share which is allocated for popular
consumption.

D N N I > G AR G T BN et W ok G G e ) S R e DO WA WL G PR WL e B W R O W KR D G W

The presidium of the CPSU central committ-
ee and the council of Ministers of the U.S.S.R.
are of the opinion that in tackling the problems
of further developing industry and raising the
people's living standards, the greatest atten-
tion should be focused on improving the methods
and forms of industrial management, planning
and stimuli in industry are no Tonger in con-
formity with modern technical - economic con-
ditions and the present level of the productive
forces.

The economic initiative and rights of enter-
prises are too narrow and their area of responsi-
bility is insufficient. The cost accounting
system is in many ways a formality. The existing
system of material encouragement to industrial
personnel does 1ittle to interest them in im-
proving the over all results of the work their
enterprises and often operates in contradiction
to the interests of the national economy as
a whole.

Great flexibility and efficiency are needed
in production management and planning under
present conditions. It is extremely important
to take in to account the changing economic
situation, and to do so in a timely fashion,
as well as to maneuver resources, to skill-
fully correlate - not only from the top, but
also from below - production with the increased
needs and demands of the population, to rapidly
introduce scientific and engineering achieve-
ments in to production, and to find the best
solutions for economic problems in the concrete
conditions of each enterprise.




The main aim of the measures proposed is
to bring the planning system and methods of
economic management in to conformity with the
tasks of communist construction, to develop
further the most important aspects and ad-
vantages of the socialist mode of production,
and thus to secure a more rapid movement of
our economy along the road to communism®.
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Section E
Reform proposals in the COMECON countries:

By no means was the quest for efficiency restricted
to the U.S.S.R. only. We can trace discussions of  .j gﬁmi]a} nature
in all the East Furopean countries. In Czechoslovakia, the retard-
ation of growth and economic performance in the 1960s and in par-
ticular calamitous results of 1963 prompted Czechoslovak economists
to take a hard look at economic rea?ities: Though criticisms
had been voiced in the late 1950s it lacked the fervor of their
Polish and Hungarian counterparts. This may be due to three
factors. 1; Living standards in Czechosloyakia were cons?derably
higher than in other fast Buropean countries. 2: There was little
turmoil and dissatisfaction at the grassroots.13; The fraternity

of economists in Czechoslovakia was weaker than that of its neighbours.

Perhaps the Czechoslovak reform movement of the 1960s
had more e'lan vital than that of other east european countries
because the need came relatively late - at a time when economic
performance joined forces to push through radical proposals. Also
by 1963; a new generation of economists had come of age. They siowly
became aware of the ferment in economic thought taking place
around them. The first articles on matheiatical economics appeared
during the period 1958 - 59, but until 1963 the science of planometrics
had not made noticeable inroads} Probably it was felt that planometrics

could not offer immediate solutions to pressing problems and that

(74)
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their further refinément would dealy chawges by another decade or
so. Perhaps it was also due to lack of mathematical sophistication.
In general, Czechoslovak economists were not attracted to push -°
button economics hut found far more appeal in the possibilities

of recusciating the market mechanism.!

While the Czechoslovak economists acknowledged some
of the exogenous factors, such as severe drought, an excetionally
severe winter in 1963; deteriorating relations with Chinese and
other tensions on the international scene, they realized that
these were by no means the only causes for the failure of the

economy.

In 1963; Radoslav Selucky took up the call for reforming
the planning system. He stressed that the traditional model was
not the ‘categorical 1mperativef for a socialist economy. He lean-
ed toward the decentralization advocated by the Polish economist
Wlodzimierz Brus and toward borrowing of such concepts like 'profit

motive' market mechanism etc. ,2

1. Ota Sik., POLITIKA EKONOMIE, No. 1. p. 24.

2. Radoslav Selucky, KULTURNI ZIVOT, August 10, 1963.
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Ota Sik, the Director 6f the Institute of Economics
of the Czechoslovak Academy of Sciences and member of the C.C.
who previously had dealt with the problem of divergence of interests
between the individual and the state and had emphasized the need
for harmonizing these interests in a rationally operating economy
was able to soften the radicalism of Selucky's, yet omerged with
proposals very much akin to his. 1 At the Dec., 1963 meeting of
the CC, Sik argued that Czechoslovakia had already depleted its
manpower resources and did not enjoy the U.S.S.R;'s relative self
sufficiency. It could no Tonger afford to model itself on the
U.S.S.R. and must solve its problems bb]d]y and differently by
blending the plan and market.

On october 17, 1964 Rude Pravo published the 'Draft
principles of a system for improving the economy's planned manage-
ment', whose outstanding aréhitect was Ota Sik. Instead of approving
the document at its December meeting the C € passed it to its
economic commission,approved the document in principle but referred
to the need for further elaboration of some of its concepts. The

C C finally approved by the end of January 1965;

1. Ota Sik, PLAN AND MARKET UNDER SOCIALISM , translated from

Czech., New York: International Arts and Sciences Press, 1967.
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In Czechoslovakia, intellectual . discussion is
quite absent unlike the U.S.S.R. because of political factions.
The same of course led to later crisis in 1969 when these propo-
sals were abrogated suddenly. Economic liberlization were streched
too far and more than what political conditions would permit.

In fact knowingly or accidently political liberlization also was
pushed alongside when the country was nol mature enough for

them otherwise: It ié not very difficult to judge from the fact
that Hungary could successfully implement more or iéss similar
reforms at the same time with out any intervention by any foreign

power,

In Poland, the discussion on economfc reforms can
be traced back to 1957; Oscar Lange gave a lecture in Warsaw
entitled "On some problems of the Polish road to socialism". This
can be considered not only as an authentic interpretation of the
Polish economic reforms but also as an authentic expression of

the state of Marxist theory at that time.l

Lange advocated that though the end is same viz.,
socialism, means toachieve it need not necessarily be the same.
Differences may exist in some areas Tike management of economy,

planning, forms of organization of the national economy and so on,

1. Radoslav Selucky, ECONOMIC REFORMS IN EASTERN EUROPE-POLITICAL

BACKGROUND AND ECONOMIC SIGNIFICANCE, op, cit., pp. 72-73.
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For Poland he wanted to build socialism on a broader basis incl-
uding petty bourgeoisie, small businessmen and é%aftsmen, This

was narrowed down when the soviet model was introduced. The ration-
ale of introducing a war type economy according to him was cold
war, shortages of managers and Tack of experience etc., However he
wrote,"It is clear of course, thap the methods of war-time economy
which replaced economic incentives by administrative decisions

and by moral po1itical slogans whcih may be necessary and useful

in a .certain period and cannot be considered as 1lasting methods

of the management of national economy. This is why we are gradually
abandoning such‘methods. Distortions stem from the fact that the
methods remained in use Tonger than necessary; As a result,

the bureaucratic, centralistic apparat became to an extent, an
autonomous force with in the state apparat; Thus the dictatorship
of the proletariat was gradually replaced by the dictato%ship

of the bureaucratic - administrative apparat".1

Lange also felt that the farmers form a weak Tjnk
in socialist element. Though peasantry was in favour of socialist
production relations in industry, it preferred small, private production
in the village. His prescription for Polish economy was that it

1. Oscar Lange; ABOUT SOME PROBLEﬁS CONCERNING POLISH WAY TO SOCIALISM

Warsaw: Polonia; 1957, pp 13-14,

B e
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1. Oscar Lange; ABOUT SOME PROBLEMS CONCERNING POLISH WAY TO SOCIALISH

Warsaw: PoTonia; 1957, pp 13-14.
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should aim at a synthesis of centralist planning of the national
economy and a broad decentralization of management. Secondly,
management of the economy should be based on worker self man#ge-
ment within the frame.work of central planning and management
of the entire economy; The model would 1ie between Yugoslavia

and the U.S.S.R.

According to Lange; the plannihg authority would
continue to decide the relative proportions of main branches like
between agriculture and industry, between consumption and production
and so on; They would also deterhine the aggregate wage fund,
aggregate fund of consumer and services, accumulation and consum-
ption. Here wé must note that Lange does not speak about market
mechanism unlike other later writers. Here we should recollect
his article 'On the theory of Sog1a1ism', he resolved that the
problem of rational allocation of production factor§ may be solved
even with out a real market  within the means of productionl.

On the whole his ideas to day appear to be”rather moderate but they

were considered as revolutionary and even heretical in 1957,

There is no doubt that Poland had been theoritically

.........................

1. Oscar Lange, "On theFecOnom1CTtﬁe6hy‘df'56c1311§mf, THE REVIEW
OF ECONOMIC STUDIES IV 1936'—~ 37
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than any other COMECON country. Even prior to world war II Lange

and Michal Ka]ecki‘belonged among the wor]d‘s outstandfng economists.

Brus who significantly influenced Hungarian and Czech

economic thinking in the 1960s, had proposed that the market be
ktaken into. consideration +nplanning and that enterprises should

have ~the right to decide on the volume and structure of their
production as early as 1955, In 1956, he'suggested that the material
interest of enterprises and individual workers be tied to the

profits they created.! In 1957, Brus and Kalecki proposed that
enterprises be awarded bonuses for any inéfease in profits. Thus

the main theme of Liberman's ideas had been formulated earlier

in Poland and in a much more consistent manner; Moreover, fheré
was a free discussion in Poland. Kurowski ‘who is criticized in

Poland for his views even to day, suggested as early as 1956 that

the centra] plan piay the role of.a mere co-ordinator of production
‘and that proportions be determined by a market mechanism. Wakar conceded
that socialist economy need not be bound by central planning.
Although the last two ideas weré rejected in the Polish discussion

of 1956, they certainly contributed to the willingness of even the advo-
cates of a regulated market to admit that adminiétrative interventions

should be an exception rather than the rule of central planning.

1. Brué,tlﬂg LAW OF VALUE AND PROBLEMS OF ECONOMIC INCENTIVES ,

Warsaw: PWN‘1956;.p 128,




CHAPTER III

ECONOMIC REFORMS IN PERSPECTIVE

In the Socialist economies methods of direct controls

have hitherto been used, rather than any market

mechanism, and there is deep-rooted objection to
concepts, such as rent and marginal cost, drawn from
the apologetics of capitalism. It is only just beginn-
ing to be realiSed thata price system based on supply
and demand, though a bad master, may be an uséfu]
servant." | ‘

--Joan Robinson--




Section A
Introduction

The economic discussion conducted in the Soviet Union
from 1962 or even earlier to 1965 theoritically substantiated
and the experiments carried out at some factories corroboratea
the practical advisability of measures improving forms and
methods of socialist planning and economic stimulation of enter-
prises, measures providing greater personal incentives for the
working people. The results of the experiments and the economic
discussion were summed up by the central committee of the soviet
communist party at its plenary meeting .September, 1965 and

reforms were carried out subsequently, The following new ele-

ments appeared in soviet economic policy.

1. The scientific level of planning was raised.
2. An optimum combination of centralised planning with wide
economic initiative of enterprises on the basis of cOmp1éte

Khozraschot was ensured.

3. Greater economic incentives were provided for; as the eficiency

of production rose, the amount of funds left at the disposal
of an enterprise for deve1opihg production and rewarding per-
sonnel was also increased.

4, The role and importance of profit in assessing'the economic

activity of enterpises were enhanced.

(81)
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5. Wages of workers were made dependent not only on the results
of the activities of the entire personnel.
6. Economic relations between enterprises were based on direct

contracts and the principle of mutual material responsibility.

Though the main featureé remained the same and reforms in-the
U.S.S.Ryaved the green signal for major reforms in [Fastern
E uropean countires, neither the year 1965 marks the beginning
of economic reforms nor were implemented in a similar
manner, This obviously resulted in varied degrees of liberli -
zation taking into consideration the political feasibility
and economic requirements. In fact at the 20th party congress
in 1956, the soviet leadership conceded the possibility of
'different paths to socialism'. Now as a direct result of
different approaches to economic reforms by these countries,
they can be considered as a huge economic laboratory where
different principles are being tested and varﬁous better sol-

utions are evolved according to thir conditions and experiences,

Disregarding pre 1950 period, earliest reforms
can be traced in Yugoslavia (1950-52) then in Hungary (1953-54)'
Czechoslovakia (1953-54) and the G.D.R. (1954-55). Among all
these countires only in Yugoslavia decentralization took place

mainly in the form of discontinuation of annual plans, restoration
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of price mechanism (partially), worker's self management and

decollectivization o%~1aﬁd etc.,

The next wave of reforms occured during 1956-60,
Yugoslavia made further progress in decentralization’of
planning, management and financing of investment(1958).
Though ambitious plans were drawn up by economists in Poland
and Hungary, as the political and economical atmosphere wa§
not ripe enough and only few proposa]s were put thfough.
Poland implemented legalization of workers' cpunci1-in 1956,
formation of industrial associations to participate in economic
administration and management, and de-collectivization of land.
Decentralization of economic administration to a certain extent
was achieved in the U.S.S.R. (1957).Some decentralization of

planning and price fixing was introduced in Hungary(1957-59).

But these early heforms in the 1950s, with the
exception of Yugoslavia did not alter much the centralized
planning system of any of these socialist countries of Eastern
Eufope.But reforms that were implemented closely following soviet
proposals to begin with did alter the system fo a great extent
that . Hungarian economist Varga observed," ...the reforms
have not been aimed at tinkering with the old system. The |
sine quo non of further rapid development in tﬁe Tong run is a

comprehensive overhaul of the previous system, going far beyond
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merely removing its obvious failings".l

According to Zielinski, "All countries realized
that it is necessary to abandon direct, administrative planning
and move to broader use of so called ’economic tools' in their
management mechanism, Whether these tools should be based
primarilly on the use of market mechanism, or be of the
state parametric type has not however been decided. uniformly
by all Eastern Europe. We are inclined to think moreover,
that if the market or the state parametric model finally pre-
vails, it will not exclusively be due its economic merits or
demerits, but equally important will be its political and
social implications. It is however, ahhypothesis for which we

do not have fully valid scientific proof."2

Though a]j countries of our study were having
similar degree of centralized planning before 1965 because of
their different levels of economic development and political
environment;~causes for and consequences of economic reforms

caused certain amount of diversity. Regarding causes of economic

1. Varga. G., in Z.Lewandowicz and M.Misiak (ed.) ECONOMIC

REFORMS IN SOCIALIST COUNTRIES, Warsaw: PWE, 1967, p 336.

2. Zielinski. J.. G., "Economic Reforms in Eastern Europe"

ECONOMICS OF PLANNING, Vol. 9, No. 3. 1969, p 292.
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reformsijn Yugoslavia, it was the expulsion from cominform

in 1948, (whether it is the cause or consequence is a debatable
point), In most other countries, Czethos]ovakia,’the G.D.R.,
Hungary, Poland and U,S.S.R. the reforms were adopted because
of the ineptitude and tﬁe waste of the old system became

‘ unbéarable..

In Bulgaria and Romania though the extensive sources
of growth did not show any appreciable inefficiency of the old

system, the reforms were adopted in anticipation of what is

going to come, a lesson learnt from the experiences of the

other countrieé.‘In fact these countries, thanks to.the-

experiences of other countries the reforms were more systematic

and far reaching.

In Bulgaria, the G.D.R., Romania and in Yugoslavia
(1950-52) the 1nitiati§e came largely from above while in other
countries there was a good deal of pressure from below. Especially
in Poland, U.S5.S.R. and Bulgaria considerable‘hesitaﬁce.was

shown and.actual reforms introduced only after conducting practical

experiments extending over one to three years. Widespread

theoritical discussions preceded and prepared the ground for reforms.
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Regarding implementation of reforms, in the G.D.R.
the reforms had been most carefully prepared and carried out with
precision in three stages. In Bulgaria, Czechoslovakia, Hungary
and Yugoslavia the reforms of the 1960s were put into practice
in one sweep. The reforms were effectively and smoothly implemented
in Yugoslavia and Hungary where as in Czechoslovakia and Poland

because of political divisions there were many obstructions,

Thus decentralization is most radical in Yugoslavia,

followed by Hungary and Czechoslovakia, but least in Romania,

the U.S.S.R. and the G.D.R. But again, the levels of decentralization

in various spheres like price determination, Banking system,
administration of wage funds, conduct of foreign trade, workers'

participation in management varied to a great extent.

While makina a comparative study of these countries
we must bear in mind that the U.S.S.R., the G.D.R.; Czechoslovakia,
and Hungary are the more developed of the socialist countries as
reflected in national and per capita incomes. These countries
are considered fairly advanced while‘the other countries of our
study are in a developina stage comparatively. This is brought

out clearly in the following Table.
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Per capita Indices of National Income of six East European countries!

Year G.D.R. Czech. Hunagary Poland Bulgaria Romania

1955 100 97 60 61 36 35

1964 100 101 68 63 59 50

1970 100 90 64 56 31 37

Amount of Per capita income in U.S.$ at 1970 Market prices U.S.S.R.
2930 2230 1600 1400 760 930 3790

" The followina summary of reforms 2 will agive a bird's eye

view of the major reforms adopted by these countries:

Bulgaria:

1964 Capital charges introduced

1967 Reform of Producers' prices

1968 Decentralization of planning and manaaement:

1968-69 Banking and credit reforms

1. Source: First two lines, Zielinski, J.A., Economics and Politics of
Economic Reforms in Eastern Europe, ECONOMICS OF PLANNING, Vol. 9, No. 3,

1969, p. 290. Lines 3 and 4 ENDS G
Yorld Bank, 1973, Table 1.4

2. Wilczynski, J., SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS ,
New York: Praeger Publishers, 1972, pp. 50-51.
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Czechoslovakia

1965 Independent associations to play greater role

1967 Decentralization of planning and management flexible
price system; strengthening of economic levers

1968 Second stage of price reforms

1969 Banking and credit reform

G.D.R.

1961 State National Economic Council replaced independent
ministries

1963 greater role to be played by independent associations

1965 S.N.E.C. abolishad; increased self financing of enterprises

1968 Banking and credit reform; strengthening.of financial
levers and controls

1969-70 Reform of industrial prices

Hungary

1957 Some decentralization of planning and price setting;
profit sharing introduced

1959 price mark ups to promote technical progress

1963 Some decentralization of Industry.

1965 Increase in agricultural prices

1966 Substantial decentralization of planning and management

1968 Flexible price system; extension of material incentives

in agriculture




Poland
1956
1957
1960
1963
1966
1967
1969 - 70
1971
Romania
1963
1967

1968 - 69

1970 - 71
U.S.S.R.
1957

1959
1961
1963
1965

89

Workers' council legalized
decollectivization

Major revision of wholesale price
Some decentralization in Industry
Strengthening of financial levers.
Reform of factory prices

Banking and credit reform

Reform of producers' prices

Major revision of wholesale prices

Branch associations set up

Some decentralization in industry and foreign trade;
strengthening of economic levers and financial controls;
diversification of banking

Reform of Producers' prices

Most industrial ministries replaced by regional economic
councils

Greater centralization of banking

Domestic revaluation of the rouble

Savings banks taken over by the State Bank

Official acceptance of the profit criterion




1967

1969 - 70

Yugoslavia

1958

1960
1961
1964 - 65
1967

90

Greater independence of enterprises and farms;

Regional economic councils replaced by centralized
economic ministries

Reform of producers' prices; extension of commercial
accounting in agriculture

Rationalization of Tand use; increased commercialization

of collective farming

Further decentralization of planning, management
and financing

Greater role of tariffs

Devaluation of Dinar

Banking reform

Anti dumping duties introduced

As a direct consequence of these reforms each country

isev0197ngits own socialist path. There are no extremities of

centralism or free market but a peaceful co-exixtence of central

planning aided by market mechanism. In essence it represents

"the dialectical unity of plan and market'. The deputy chairman

of Czechoslovak state planning commission declared, " We cannot

operate with a plan which eliminates the market just the same

as we cannot operate with a market in the absence of a plan,

nor can the market be regarded only as an instrument for putting
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the plan intn effect. The market represents an objective
economic category which constitutes an object for the recogni-

tion and function of the plan."l

Though Liberman disapproves with the term 'market
socialism', the system in force in Yugoslavia since 1965 is often
described by that term. Under this set-up there is maximum ertent
of the social ownership of the means of production and minimum
degree of central planning are combined with a virtually freely
operating market mechanism and workers' self management. A similar
liberlized scheme has been advocated by many economists 1like
G.Petrov, Ota sik, F.Behrens, P.Erdos, W.Brus, G.S.Lisichkin.

In fact, V.Bakaric of Yugoslavia and E.Lobi of Czechoslovakia

have urged the adoption of market socialism without planning.

However, it should be noted here that these measures of
decentralization should ﬁot be taken as an evidence of return to
capitalism. As mentioned earlier, means and ends should not be
confused. Many elements 1ike profit, interest in these countries
have different meaﬁiné. Both socialist and capitalist countries
today  agree that the market is not the best mechanism to shape
structural developments, new production capacities and progress
in science and technology in accordance with Tong-run social

preferences. At the same time one should not fail to note

1. Kohontek. M., "The problem of plan and market',PLANNED
ECONOMY, Prague, 9 - 1967, p. 17.
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the practical difficulties of combining plan and market. In

the opinion of Ota Sik, " ft is not difficult to Tink the plan

and the market in a theoritical abstraction and demonstrate the
necessity of their unity under socia1ism; It is much more diffi-
cult to work out concrete forms of their interaction under specific
social economic conditions",lIt is now a point of common obser-
vation that all countries (capitalist) public expenditure and
thereby place of government in the working of the economy has :>.me

to stay. But the socialist countries with sophisticated planning

techniques may work well in combining market and plan and may

prove to be more successful than capitalist countries have been
in combatina the vacaries and inequities of the market throuah

government control,

1. Ota Sik, PLAN AND MARKET UNDER SOCIALISM, op.cit., pl42




Section B
Planning and Management

The old system of planning and management was known
for the following features: a) Centralisation of decision making;
b) hierarchical nature of economic relations; c) directive nature
of planning and management; d) physical balancing., The new sy<tem
aimed at streamling in several ways of adopting to the needs of
intensive growth, The new plans are constructed from 'below'
(counter planning) where branch associations and enterprises
participate in determining the structure of production according
to demand and their own capacities. There is also introduction
of a new feature called 'horizontal planning' where enterprises
enter into contracts with others directly, resulting in more in-
dustrial co-operation. In Czechoslovakia, Hungary and Yugoslavia
annual plans are dropped in favour of long term planning. In
Yugoslavia, compulsory targets have been dropped altogether.

In other countries such targets have been reduced to around 100
compared to several thousands under the old system. There is also

considerable reduction in the number of directive indicators.

There is also an orientation of plan towards
favouring consumer goods sector. It is called 'flexible planning'

under which changes in production plan are allowed and the enter-

(93)
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prises are entitled for a compensation if the changes come from

'above' or errors committed in the orginal plan.

Another important change can be noticed in what is
known as 'structural planning'. Traditionally plans are worked
out by the relevant economic ministries with the participation
of the branch associations and enterprises concerned. This ha<
resulted in narrow interests in .several ways impeding. technoiogi-
cal progress. Under this new scheme planning will not concern
with individual branches but with selected broad goals or problems
1ike modernization, specilization, industrial cooperation, applied
research and innovations. It no more attempts merely in extra-
polation bf existing situations but attempts to anticipate the
desired structure and direction of development in the future.
it is more aimed at assimilation of new technology by providing
plans based on economic prognoses to promote the cdntinuity of
technical progress. |
U.S.S.R.

As pointed out earlier, 1965 reform 1in the U.S.S.R.
was preceded by wide discussions and experimentation unlike earlier
reforms. These reforms consisted essentially of the abolition -of -
the regional economic councils (sovarkhozy) and in a way return
to the old system of union and union-republic industrial ministries
as supervisory authorities for enterprises by industries. In addition

a certain territorial decentralization was introduced into the
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material and technical supply system. Enterprises coming under

an industrial branch ministry (ﬁnion or Union-republic) are

split up among a certain number of sub branches, each of which

is directed by a central office (glavk) forming on integral part
of the ministry. The ministries and glavki should no Tonger con-
cern themselves with the current management of the enterprises
under their supervision, They are to co-ordinate plans and invesc-
ments, to stimulate technical progress, and to ensure the financing
of the enterprises and their supplies of man power, raw material

and equipment.

1965 reforms did not change the operating conditions
of the unions of enterprises called 'soviet firms'. Since 1970
certain interest was shown in this type of industrial concentration.

These unions oberate on Khosraschet prihcip]e.

After trying various methods in 1973 it was decided to
follow a pattern similar to the G.D.R. From 1975 relations bet-
ween supervising ministries and the enterprises are conducted
through combinants, which in some branches are grbuped in unions.
The glavki will be abolished and the ministries‘wi11 no longer
concern themselves with the current management of enterprises.
Combinats and unions will work on the Khosraschet principle

and will enjoy wide autonomy.
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Bulgaria

Reforms in Bulgaria were introduced in stages. when
theoritically accepted in 1963 these principles were experimented
with few enterprises. Convinced of success in these enterprises
the new system approved in 1966 and came inte operation from
1st Jan.1969. This was a 1{bera1 scheme but the same was revised
in 1970 which reinforced centralized planning. Again since 1972
there is a tendency to further 1iberlize and further decen.r-

lization is expected.

The organization of production is based on the
distinction between simple production units or 'enterprises'
and complex one which is a concentration and integration of
simple ones as 'economic unions'. Major production is carried
through unions which come directly under the council of ministers. .
Enterprises are not large in number and they are subordinate to

the competent industrial ministry.

In 1971, new unions around 65 in number were formed
out of some 120 unions which existed since 1963. These new groups
besides exercising quasi monopoly, are responsible for all
down-the line activitiesincluding marketing. These unions since
1971 enjoy 1ega1 autonomy and are responsible for executing
the plan for all their subdivisions. The union divides the
ovéra11 production plan among various enterprises, fixes their

norms and indices, meets their needs for capital and raw material,
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markets their output and so forth, Enterprises that form a .
part of the union Tike a branch of a big company enjoy-
ing monopolistic productioﬁ. Their work is elevated on the
basis of satisfaction of production targets fixed for them,
guantity and structure of production, targets for increase

in the technical level of production and utilization of pro-

duction capacity.

The unions receive directly from the council of
ministet§ the compulsory indicators for the establishment of
their plans. The micro economic charater of the plan is limited
to about 120 essential products. This may vary from one plan
to another at.the discretion of the authorities. A1l other
indicators such as gross output, the proportion of total output
intended for sale, the assortment of products, total profit,
improved labour productivity are merely ‘statistical indicators'
used in drawing up the national plan. Enterprises and unions
based on these, establish their production plans and freely
negotiate buying and selling contracts among themselves., The
plans of the unions and enterprises are used as a basis for

establishing the national plan.
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Czechoslovakia

The principles of ‘new mechanism' were voted at
the beginning of 1965. They were further modified by increasing
autonomy of the enterprise and greater use of the market
mechanism. The party was diﬁided on the issue of decentralization
vs recentralization since April 1969, The salient features of the 1965
reform are that ceptra] planning should be confined to the
basic macro econom%c magnitudes Tike distribution of the naticnal
income, pattern of consumption etc. Leading role was played
by five year plans, divided into annual plans and accompanied
by special plans 1ike foreign exchange, regional plans, industries
Union plans etc., Unions were free to draw their own plans
within the frame work of over all plan. Under the federal
constitution there are four centres of economic decision,
a) The federal authorities consisting of three ministries and
seven committees, Since 1971 economic policy and planning for
the whole country and foreign trade have become the responsi-
bility 6f the federal authorities. b) The'republican’ authorities
which up to 1971, included most of the individual ministries
and committees., Since 1971 federal government is responsibie
for the greater part of the activities and'republican’ plans
have become subordinate to federal plan. c) The trusts and
"concerns'; 102 large production economic units were created
to work under the principle of 'Khozraschet' integrating the

productive commercial, and research activities of member
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d) enterprises: which were intended to enjoy high degree
autonomy, but whose prerogatives have been considerably dimi-
nished since 1970. Since then the power of the trusts and con-
cerns has been greatly strengthened.
German Democratic Republic

Centalized economy has had a Tong tradition in
Germany. Though the soviet system introduced in 1929-30 and
the Nazi system introduced after 1933 substantively differed
from each other by differing forms of ownership, by an entirely
different social base, and by differing ideologies, some of
their principles were identical. Central management of economic
processes according to political considerations, a rationing
system, frozen or stable prices, and similar administrative
procedures in allocating both capital and manpower were some
of the common principles. Nevertheless, they differed in their
purpose. In Germany, it was preparation fﬁr war while in Soviet

Union it was socialist industrialization,

Because there were no socialist revolutions in
East Germany, the social quality of Iabdur and production relations
changed only to a minor degree. Similarly, the basic principles
of the Nazi centralized system were taken over; when the German
Democratic Republic was formed many rational e1emehts of the
Nazi command system were not eliminatéd but merely supplemented

by and combined with 1déo]ogi¢a1 elements of the soviet centralized
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system. East German population does not'consider the centralized
economic system as something alien or imposed from the outside
but as a system which fits the country's economy further helps
1t to function more satisfactorily. An important part, in this
respect, is played by the excellent German organisational skills
and the high level of administrative efficiency, a particularly

important factor in an administrative system. -

The German system differed from other centralized
systems in many respects; Though its industry was nationalized
it was able to take advantage of of the entreperneurial skills
of the middle petty bourgeoisie; as Tate as 1968 the share of
the private sector in thevgross‘industfial output was 12.9%
Though the market mechanism - | and rationing continued till
1960s , tens of thousands of small business helped to overcome
the imbalance between supply' and demand. The skills and capacity
of middie class farmers were wutilised by appointing them as
heads and leading officials of collective farms. G.D.R. perhaps
is the only socialist economy where middle class potentialities

were utilised or continues to be utilised.

Nevertheless; it could not escape a decline of
economic efficiency in the late 1950s and early 1960s. Although
shortage of labour, a favourable industrial structure, the
highly developed skills of the population, the pragmatic ecqnomic

policy, and the relatively high level of technology should
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all have encouraged intensive economic growth, the capital-
output ratio grew extremely quickly and confirmed that a decline
of the investment effectiveness and of over all capital

efficiency was taking place.

The reforms were tried from 1963 onward in four
unions of enterprises which were created in 1958, The details of
the new economic system (NoS) were worked out between 1964
and 1967, At the 7th congress of the United socialist party
in April 1967, it was decided to bring all the reforms Tisted
above between 1964 and 1967, into gradual application under

the name of ‘economic socialist system' (0SS) which replaced NoS.

The main emphasis is on the 'perspective plans'
for 15 to 20 years based on various factors 1ike forecasts of
technical progress and economic and social evolution. The
'planning codes' for a shorter period Tike 5 to 7 years>def1ne=
the ways and means of achieving the targets of the perspective
plan while seeking to maximize national income in that period.
The resulting tasks are listed to the ministries, unions and
enterprises responsible for carrying them out. Though annual
plans are designed as subadivision of the medium - term

plan, they are used for revising it.
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Regarding the proceduyre for drawing up a short or
medium term plan, it starts with a general economic coincepiion
drawn up by the planning commission which outlines the main
components of national income and investments for the planning
period, The pTanning commission then distributes the tasks
among ministries, which distribute them among state owned
enterprises (VVYBs) which finally distribute :the assignments
for enterprises. The enterprises thgn work out the preliminary
variants of their plans, which go back through the administrative
channels and are used as a basis for drawing up the plans
of enterprises, unions and ministries, The difference between
U,S,S.R. and G;D.R. is that this system applies only to pro-
ducts granted absojuyte priority (about 80]. Por all other
products, centralised planning is Timited to defining basic
indicators, the most important of which are the profit plan

and the 'new technique! plan.

The compulsory indicators fop Associations of state
owned enterprises and enterprises are the value and quantity
of output of the main groups of prierity articles and the
products of raw materials whose balances form part of the
central plan, the main foreign trade targets, the wage funds,
the price trends of the main group of products, and the Jong
term state norms- payments for capital goods, levies on profit,

rate of depreciation, and payment to bonus fund. There are
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also many other statistical indicators, which are

in principle not compulsory indicators but are also
imposed upon enterprises, As in Romania and Bulgaria
the decentralization of decistons is mainly to the benefit
of VVBs and combinants, But this decentralization does
not affect essential products; the planning of which remains
concentrated at the center;
Hungary

The first modifications were made as early as
1957. To beginwith the number of cempulsory indicaters
were reduced and a workers‘ material stimylatton fund
was tntroduced in enterprises;‘based on profits earned,
Assoctated with this, capital charges were introduced in
1964, The central offices of the ministries for administra-
tion of enterprises were replaced by unions of enterprises

in 1963,

The new scheme was implemented by 1968, This was
an integrated and complete system embod&ing the whole of
the couyntry‘s activity and fundementally different from
sogiet mode1; (with the exception of few products amounting
to 10% of the whole out put]), Active planning is confined
to aggregates 1ike national income, tndustrial output,

consumption, capital tnvestment and foreign trade. with the
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exception of a  few compulsory products the national

plan whether five year or one year lays down no imperatives
for economic units, which are free to take their decisions
in an economic context influenced by such instruments

of the plan as credit policy, the regutation of foreign
trade, and price poTTcy; The central authorities however

allocate the products that must be compulsorily produced.

The economic administration is at two levels.,
At central authority level there are the National planning
commission, the National Committee for Technical Progress
the Ministry of Labour; the Ministry of finance and eight
industrial ministries. Their main objective and function
is to lay down the general guideltnes for development

and supervise the coordination of all economic activities.

The enterprises and the unions of enterprises
form the lower leyel, The association of enterprises no
way 1imits the rights of the enterprise; it merely acts
within the powers delegated to it by its member enter-
prises. The ‘trusts' however 1imit the rights of the
enterprises, which operates as the independent ecanomic

units with legal personality and their own funds,
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Poland

Amona the countries studied here Poland was the first
country to attempt significant reforms of the centralized
system. However, the recommendations drawn up by the council under
the chairmanship df Oscar Lange were never put in to effect. The 4th
congress of the polish united workers party in 1964 and plenum of
the central committee of the party in 1965 Iaidvdown the'new principles’
of ptanning and management'., The central committee of the workers
party in 1969 and 1970 added few supplementary provisions.
The main objectives were:’
a) To enhance the role of decentralized bodies such as regional
authorities and the industrial unions.
b) To lay stress on long term planning and to introduce plans
with a number of variants so as to increase the initiative of enter-
prises and other economic organizations in working out the central
plan.
c) To rationalize price fixing process and to make the system of
incentives within the enterprise more efficient.
d) To decentralizethe major part of the capital investment decisions
and to replace the budget financing of capital investments by bank
Toans. .
e) To enhance the role of workers organizations in planning on the

principle 'planning from below'.

In practice however there were economic and political pro-

blems. These events .led the team under Gierek, who had replaced Gomulka to
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jnitiate certain reforms of the system which emphasized more the
production of consumer goods and allied changes. The new model drawnup
by a special commission of the state and party was published in 1972,
It was designed to enhance the role of centralized planning and
simultaneously develop the autonomous activity of economic units

and social groups.

Under this scheme, the planning commission and the technical
ministries will no Tonger be concerned with questions of day-to -
day management. Their role will be to draw up long term plans and
five year plans and supervise their execution. The current manage-
ment of the economy, including questions of investment and technical
progress, will be ensured in the context of the p1an; by the major .
economic organizations which will operate on commercial principles.
The long-~term plan is to define a certain number of programses
concerning groups of problems 1ike housing, standard of living

pattern of production etc.,

The fiveyear plans will embody specific sections of these
programmes to ensure that they are carried out during the planning
period. They will define the capital expenditure necessary for this
purpose and will fix the ceiling for capital expenditure previously
Teft to:the discretion of the major economic'organizations,but
centkally financed. Capital expenditure financed from these organiza-
tions’ own resources will be entirely free. But the major part is to

be financed by bank credit.
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Annual plans are to be much less detailed and thir main
functioh will be to ensure the short-run equilibrium of the economy
and to guide current government policy. The number of binding direc=
tives were cut down and are to be replaced by economic instruments

1ike fiscal, credit and price policy.

These reforms very closely resemble the G.D.R. reform
but less 1iberal than the Hungarian reforms, where the unions are

left to the free choice of enterprises.

Romania
Though partial changes were made as early as 1965 basic

reforms were introduced only by 1967.

The micro economic and administrative charater of planning
is preserved, but the number of compulsory indicators transmitted to
the enterprise is reduced from 13 to 7. Though in many respects the
reform goes no further than the soviet reform, regarding decentrali-
zation of decision-making, it is ahead of the U.S.S.R. industrial
'centrals' have been set up.combining either enterprises in the
same branch or units in different branches which contribute to
the manufacture of the same finished product. These centrals fall
into two categories: those consisting of enterprises with a high
degree of autonomy and those with a structure similar to that of

a large enterprise, the subordiante bodies having a 1imited degree
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of autdnony. By 1971 nearly 70% of all centrals were of the second
type. A decree of March 1973 reduced the role of enterprises

to purely technical functions. Al]leconomic dacisions are now
concentrated at the Tevel of the central. These centrals operate
on the principle of autonomus accounting, have their own plan

and "are provided with the necessary financial and material resources.
Taking over part of the functions of the industrial ministries and
of the technical and material supply agencies, their task is to
ensure the better organization and more efficient specialization
of production and co-operation among the different enterprises
whose acivity they direct. They are responsible for the technical
and material supplies of their enterprises and for coordination
relations between suppliers and customers. They supervise the
execution of the plan by enterprises, provide them with technical
and scientific assistance - for which purpose they have their own
research institutes and design offices - help to finance their
capital investments, and sell their products on the home and

foregin markets.

Certain decentralization has also been achieved in the
matter of capital investments and their financing. The state budget
finances only the construction of new enterprises and major
extensions to existing enterprises. For the purposes of minor but
urgent investments, the enterprises have their own funds financed by

levies on their profits.
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Efforts are being made for continuity of planned action
by breaking down five-year plans into annual b1ans and by economic
unit. In drawing up the plan, the main stress is now laid oci
proposals by enterprises and centrals., But these enterprises and
centrals follow the general directives issued by the party and the state.
But the number of such directives are small. It is centrals
who mainly add supplementary indicators which are compulsory for
the enterprises. Once the plan is drawn up the centrals and enter-
prises freely conclude between themselves the contract needed to
execute it. Thus while reserving the essential macro decisions to
the supreme authorities the reform effects, at the same time,

a certain decentralization at branch level by shifting the power
of micro decision from the industrial ministries to centrals, and
a very strong concentration at the lTower level of enterprises,

most of which disappear completely as autonomus economic units.

Yugoslavia

Strictly speaking Yugoslavia is not to be compared with
the countries listed above since it differs so much in its economic
organization. The system has undergone very many changes and it is,
today a type by itself. Nevertheless,'we can summarize the whole
system by studying some of the salient features which are as follows:
worker's self management; central planning limited to macro economic
magnitudes; a market resulting in principle, from the free play

of supply and demand, subject, however to the possibility of state

e



110

intervention in the form of general regulations and classical
measures of economic po]fcy.
Worker's self management:

The management of enterprises, which are owned by the
state, is in the hands of workers' councils, elected by the workers
for a term of two yearé. Workers' council in turn elects a manage-
ment committee and a manager, who is nominated by the people's
committee of the commune. The manager takes all day-to-day management
decisions and represents the enterbrise in its relations with
state agencies and its legal re]ations; He engages and dismisses the
workers who have a right to appeal to the management committee,
Decisions-1ike distribution and allocation of profits, must be
approved by the workers' council and in exceptional cases by the
whole personnel. Any dispute between the workers' council and the

manager is arbitrated by the commune.

Workers' self management to day no longer covers the whole
of the Yugoslav economy. This is mainly because of the growth of private
enterprise which are multiplying, disgusing themselves where}
necessary in the fictitious form of self.managed enterprises.
Moreover, the 1967 provisions throwing the Yugoslav market open
to foregin investors imply a comprohise between the interests of
foreign'capitaiists and the power of the workers' council. Finally
the prodominance of technicians 1is hard to reconcile with the

equalitarian spirit of the councils. The proportion of workers
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in the workers' council is steadily decreasing. The number of
strikes, on the contrary is increasing. The new Yugoslav constitution
provides for a further strengtheejng and further expansion of
self-management priociples, while at the same time 1imiting the

prerogatives of business management.

Planning:

Four stages can be traced in the evolution of the Yugoslav
planning: the system of rates; the profit sharing system; income
sharing and the 1965 & 67 reforms. The system of rates (1951 - 54)
which followed the earlier centralized system was Timited to the
following spheresg fixing the growth rate of the national economy;
distribution of the mational income between consumption and capital
formation; the distribution of the accumulations of enterprises -
between the federal states; the republics, the communes and the
enterprise; determining the investments to be sfate financed; and
allocating resources among republics. The Tink between the plan
and the activity of enterprises was ensured by the following
mechanism; the plan fixed the maximum utilization of production
capacity in each branch; it determined the minimum wage funds
corresponding to the utilization of that capacity; it fixed the
rate of accumulation and the rate of social funds, that js the
division between investment and consumption. Subject to these

reservations the enterprise was free to decide its output, suppliers,
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customers, employment and dismissal of workers and price. It

was in the interests of the enterprise to maximize. its profits
by matching output to demand. But centralization ﬁnder this model
was marked by the concentration of the banking system. In

1952, the National Bank absofbed the commune and republic banks

and the State Investment Bank was the only source of credit.

The profit sharing system (1954 - 57) marked substantial
progress towards greater decentralization. The autonomy of the
enterprise was increased not only in the field of day to day
management (wages) but also; though partially, in that of capital
investment. Furthermore, the obligation to pay interest on the
fixed capital employed should normally induce in the absence of
inflation not to launth out into i11 considered capital invest-
ments: The multitude of institutions 1ike federation republic,
communes; banks and enterprises, which decide the use of invest-

ment marked the centralized aspect of the system.

Under ‘Income sharing system, the wage system was completely
abolished. The personal income of workers depends on the income of
the enterprise after paying taxes; duties on situation rents, annual

depreciation; and interest on the means of production, normally

at the rate of six per cent.

The income of tﬁé enterprise is divided into two parts.
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One is social funds for consumption and capital investment.

The other part which is the balance, is for the enterprisé

for distribution in the form of personal incomes to the workers
and for the constitution of the enterprises own funds. This
distribution is made by workers' council subject to ensuring the
minimum personal income guaranteed by law and of making the
statutory provision for the reserve fund when the income attains
the Tevel specified by law. Accompanying this there were few

reforms aiming at decentralization of the Banking system.

The new constitution adopted in 1963, Tays stress on
reinforcing the role of the market and on greater decentraliza-

tion both of political power and of economic system;

The Economic Council is the central authority in economfc
matters consisting of 120 deputies of the federal parliamEnt; There
are similar councils at repub]ic;~district and commune level.
Regarding modified planning procedure, two drafts plans are
considered simultaneously, one drawn up by the federal planning
institute and the other by the economic associations in each
branch; The ensuing discussion is designed to Tead to a consolidated
version which éfter,approva1 by,par]iament; becomes the nationa1
plan; The function of this plan is pureiy'infbrmative; It includes
no 1mperative stipulations. It is confined to an analysis of

the trends resulting from technical progress and social and economic
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progress and to bringing out the neéds of the nation. To attain
the general targets of the plan, the state makes use purely of
traditional policies such as credit and finance policy, fiscal

policy customs policy, and foreign trade qutoas and price policy.

The state intervenes in the distribution of incomes among
the republics through the medium of a fund for under- developed
regions financed from part of the federation's tax revenue: The
state also has a centralized investment fund that it uses mainly
to finance infra-structure investments. But these now represent
a smaller:fraction of total investment resources. 15;7% in 1966
compared to 61.7% in 1961. A1l other investments are decided

and financed by the enterprises and the banks:



Section C

Mathematical methods and optimal planning:

Mathematical methods involve marginal analysis and
valuation of all factors of production, and as such were considered

anti.marxian and hence anti social, Yet 'a number of economists

carried on work on Linear programming and optimization models

in research institutes privately. When the official attitude

published.l It is now agreed that Linear programming
was.first developed! at the university of Leningrad in.1939

by Kantrovich.

The whole system of planning and management is now revol-
utionized with the use of computers and advanced mathematical
methods. They make possible the application of sophisticated
statistical techniquein variant think{ng, optimal calculations

and equilibrium analysis beyond the old fashioned empirically

1. Kantrovich. L.V. THE BEST USE OF ECONOMIC RESOURCES

Harvard: Harvard University Press, 1965.

Kornai. J. MATHEMATICAL PLANNING OF STRUCTURAL DECISIONS,

Ams terdam, North:H011and, 1967.
Oscar Lange, INTRODUCTIONfTO'ECONOMETRLCS, Oxford: Pergamon, 1959.

Nemchinov. V.S. (ed.) THE USE OF MATHEMATICS N ECONOMICS,
Edinburgh: OTiver and Boyd, 1964. | |
". Novozhilov, V.V. PROBLEMS OF MEASURING OQUTLAYS AND RESULTS UNDER
OPTIMAL PLANNING, Newyork: I A'S P, 1969, |
| o (115)
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developed method 'of physical balances., Computers and mathematical
techniques are used to collect, transmit and process a variety

of data. They are employed not only in planning but also in mechani-
zation and automation, in economic administration, transport,
banking and warehousing. What is important in this mathematization
and computerization drive is not so much the saving of immediate
costs, but the placing of the economy on a higher and solid basis

of efficiency.

In all these countries the state planning commissions
have been equipped with computers, and computer centres have been
established and are being developed to serve selected enterprises
industries and regions. Given sufficient time an integrated
computer net work may embrace not only the.entire economy but
all member countries of COMECON.1 According to one socialist
economist, "it may be reasonably expected that the changeover
from mechanized to automated production will be realized in its

completeness only under socialist conditions",2

1. Wilczynski, J. SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS

op cit., p.71.

2. Miszewski. B.,"Economic progress in an industrial economy"

Warsaw, PWE 1968, p.59.
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Optimal Planning:

A striking feature of soviet economic discussion in
recent years has been the development of the conception of ‘optimal
planning'l, Optimal planning can be regarded as the application
of the techniques and approach of operations research to the nationaT
economy as a whole. Many soviet specialists are of the opinion
that a necessary condition for optimal planning is the social
ownership of the means of production. On the technical level, the
orthodox gpviet - parxist view is that there is bourd to be a
conflict between the interests of the national economy as a whole
and that of independent private firms. On the social level the
means of production inevitably leads to social conflicts which

greatly hinder or render impossible, national economic pianning.

Many of those who advocate optimal planning regard
it as hierarchical process, the first step in which is the elaboration
of Tong-term tendencies in technology, consumption, national
resources and population. The next stage is the elaboration of a
national economic perspective plan which concerns itsE1f\ with
the main propositions of the ecoﬁomy, identifies the chief bottle-

necks, and provides a framework for the perspective plans, using

1. See for a detailed analysis, Michael Ellman, "Optimal Planning",

SOVIET STUDIES, July 1968.
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where applicable, optimising techniques, which deal with such
things as the Tocation of enterprises, the capacity of entarprises

and the best use of deficit materials for which there are substitutes.

Soviet economist Novozhilov has clearly explained that
optimal planning is a system which incorporates elements both of
planning and of the market. Planning is necessary to make structural
changes in the economy, to determine its basic proportions, and

to fix the parameters which regulate the behaviour of Tower level

units. The market mechanism is necessary because of the non-deterministic

nature of economic activity and because the huge number of possible

plans would overwhelm any central planning apparatus.

Optimal planning differ from the old system in the
following principles: It recognizes the useful ro]e‘the market
price mechanism can play increasing the efficiency of resource
allocation; It recognizes the desirability of devolution of decision
making; the theorists of optimal planning emphasise that the object
of production is the statisfaction of the needs of people, national

economic planning should base itself on these needs.

Optimal planning also involves two fundemental departures
from traditional Marxian economics, It necessiates the evaluation

of the non labour factors of production; it resorts to marginal



119

analysis, that is, the determination of the marginal rate of
substitution of inputs and of outputs, The optimal plan provides
the ultimate basis for the derivation of the optimal prices of
the factors of production. Kantrovich calls them 'objectively

determined values'.1

The first practical optimization attempts were made
in the U.S.S.R. in the early 1960s and other countries like the
G.D.R., Hungary, Poland and Czechoslovakia soon followed suit.
So far it has been applied only to determine the optimum composition
and distribution of production in selected branches of the economy,
mostly on a regional basis and in those industries where possibilities
for the substitution of inputs are limited and fairily constant
technical co-efficients of production prevail. A good deal of
work has been done on the optimization of the 1971-75 five

year plans.

1. Kantrovich.L.V., op _cit., pp 5-12



Section D
Management of enterprises:

As observed earlier, the earning and application of
profits provide a unique 1link combining the interests of the state,
the enterprise and individual worker, Profit can be used in different
forms as criterion of enterprise performance. There are two
approaches in calculating profit: the rate and the absolute amount.
The absolute amount is the difference between the total cost and
receipts. A distinction is also made between the gross and net
profit. The difference being represented by state deductions like
capital charges, differential payments for the advantages not created
by the enterprise and in some countries payroll tax (Hungary),
and where repayable loans are obtained from the state budget(U.S.S.R.)
interest on such Toans. The percentage ratio of profits to the
prime cost is known as 'rentability' and the percentage ratio of
profits to fixed and variable assets is generally described as

"profitability' or the 'profit rate'.

A1l the three concepts, profit, rentability and profitability
have been used in the countries of this study but their exact
calculation has differed from country to ;ounthy.

U.S.S.R.

The major change in the U.S.S.R. regarding extension of
autonomy to enterprises can be noticed by the revision of compulsory

indicators used before. Their number has been reduced and the

(120)
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stress is now on the economic efficiency of enterprise,

The most important indicator is the ‘output sold'
instead of the old indicator'qross value of output' in the assessment
of enterprise performance. Output sold represents the output
actually paid for by the customer. Coupled with this the customer
has the right to Withold payment in case of dispute regarding
quality.

The problem of enterprises switching over production
to dear products from cheap products is ensured by another indicator
called "main assortment o? goods'. That is the quantity in physical
units of the most important products which are to be produced

compulsorily.

The third indicator 'wage fund' represents the simpli-
fication of old four compulsory indicators: labour productivity;
size of work force, average wages and wage fund. Now the enterprise
must maximize efficiency by slecting its workers in
such a way as to obtain the best productive result with the funds
placed at its disposal, funds that it must try to reduce to the
strict minimum in order to increase its profit and maximize the

individual bonuses of its workers,
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The incentives allotted to the enterprise and workers are now
directly Tinked to the amount of profit and the level of profit-
ability, which constitutes the fourth indicator. Major portion

of the profit is credited into a special fund called 'production
development fund'. Depreciation and other receipts from the sale
of plant unused or no longer required is also credited in this
fund. This fund is mainly used to finance capital investments

and working capital. This of course is a major move towards the self

financing system. The remaining portion is credited into two other
funds , 'worker's material ;timu]ation fund' which is used to finance
individual Bonuses and 'socio cultural development and housing

fund' which is also used fér the benefit of workers but in a collective
way.These three incentive funds mentioned above are calculated

in such a way as to compel the enterprise to de¢1are its potential

production resources as accurately as possible,

In the case of an enterprise that has achieved 100%
of the planned output sold target, the percentage V of
the book profit paid to the material stimulation fund and the

percentage V' paid to the socio cultural fund are given by the

following equations1
ra + pb
= e . S and
100
ra'+pb'
V! 2 meeeee .S
100
1. See for a detailed analysis on Planning and Management, Marczewski, Jan,

CRISIS IN SOCLALIST PLANNING: EASTERM EUROPE AND THE U.S.S.R., New York:
> Praeger Publishers, 1974, o
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r (expressed as a percentage) is the book profitability
ie., the ratio between profit less priority deductions
( interest on capital, fixed payments designed to
compensate situation rents, interest on bank loans)
and the average annual value of fixed assets and

working capital

p (expressed as a percentage) is the inverse in output sold.

a is the standard rate of levy in favour of the material
stimulation fund applicable to the wage fund per unit
variation in output sold (or gross profit)

b is the standard rate of levy in favour of the material
fund applicable to the wage fund per unit variation
in output sold (or gross profit)

a' is the standard rate of levy in favour of the socio-
cultural fund applicable to the wage fund per unit
variation in the book profit;

b' is the standard rate of levy in favour of the socio-
cultural fund applicable to the wage fund per unit
variation in ouput sold (or gross profit)

s is the wage fund.
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If the plant target is exceeded or not attained a levy
in respect of the excess is reduced by 30 per cent. As a result,
enterprises are forced to calculate their capacity and sales possi-

bility accurately in order to attain maximum benefits.

The above mentioned scheme for calculation of incentives
did not result in increase in labour productivity because it is
calculated on the basis of wages fund. In order to overcome the same
a regulation of September 30, 1968, provides that in the event of
the average increase in wages exceeding the growfh in labour
productivity, the corresponding proportion of the material stimulation
fund must be placed to reserve for use in the following year to en-

courage a further growth in labour productivity.

The production development fund is financed from the following
sources: a levy of 30 to 50 per cent oh the enterprise's provisions
for depreciation; the proceeds of the sale of unwanted plants and

machinery; a levy on the book profit according to the formula.

Where

a" is the standard applicable to the productive capital
per unit variation in book profitability

b" is the standard applicable to the productive capital

per unit variation in output sold.

k is the productive capital

r expressed as percentage is the book profitability as
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r (expressed as percentage) is the book profitability
as expressed above

p (expressed as per centage) is the increase in output sold.

The fifth 1ndi¢ator is the payments into and from the budget.
Payments into the budget consist of : changes for the use of fixed
assets and working capital; fixed payments levied on the excess
profits earned by enterprises working under exceptionally favourable
conditions; the return to the treasury of the balance of profit
remaining after all these payments and the levies in favour of the

enterprise's three incentive funds.

An important charge is the interest charge levied for the

use of capital which reduced unnecessary expansion of capital.

The interest rate is six percent and varies from industry to industry
and even between firms within industry. Grants from the budget

are 1ikely to disappear. They are now .used to finance centralized
capital investment and working capital and off set the losses of
certain enterprises. With increased role of banks they are 1likely

to be taken over by them by means of a loan with varying maturity

and interest rates according to the purpose.

The seventh indicator sets the timetable for bringing'into
operation the productive capacities created by the centralized

capital investment scheres.,



126

The eighth indicator defines the main assignments for
introducing new techniques, comprehensive mechanization and

automation.

The nineth indicator concerns deliveries of raw
materials, products, and equipment to be allocated to the enterprise

by the central system for material and technical supplies.

The new experiment started in 1964 in two clothing
enterprises and was extended to some 400 in 1965. In october, 1968,
it included some 4000 enterprises producing consumer goods. Since

then it is extended to many branches.

Bulgaria:

The funds of the union or independent enterprises are
similar to the soviet reform. The wage fund is in two parts:
Material stimulation; additional incentive fund. The first designed
to finance basic pay and bonuses, is fixed for a period of years
as a proportion of output. Thé second is composed of a levy of
3 per cent of the méteria] stimulation fund, part of the extra
profit eakned by exceeding the planned targets, and a proportionél
levy on {ncreased profit and profitabiTity. Like other COMECON
countries, the basic wage rates are fixed by the government. In
1973 the sectoral wage differences were abolished and nature of

work done alone is the criterion of wage level.
| V
Substantial capital investments especially of infra-

structurevnature are still financed by budget. The greater part
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of capital investment is financed by unions and independent enter-
prises out of their own funds and bank loans subjected to a ceiling.
Nevertheless, the unions and enterprises are free within the limits

of their disposable funds to carry out modernization, reconstruction

or to meet the needs of current production, '

Czechoslovakia

Under 1965 reform, the enterprise was free to choose
the concern or trust it wanted to join and the concern or trust
had to conform to the indications given by its member concerns.
Since 1969, the power of VHJs has been‘great1y strengthened. The
old quantitative indicators of success were replaced by a comprehensive
indicator viz., gross revenue, equal to net value added before
taxation. This was considered at theiproduction stage and not at
realization stage as in the soviet reform. It included the value
of unfinished production and of unsold fin{shed products and operated
‘as an incentive to énterprises to maintain a high level of inven-
tories, which did in fact increase substantially, thus leading to

inflationary pressure. In 1971 gross revenue was replaced by profit.

Enterprises péid to the state 6 per cent interest on
the replacement value of fixed capital assets, 2 to 6 per cent on
the value of working capital 18 per cent tax on gross revenue
after déduction of interest paid, a stabilization tax equal to
1 per cent increase in the work fund for each 1 per cent increase
in the work force, plus 30 per cent of the average increase in

wages compared with the previous year. Though aimed at discouraging
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enterprises to reduce work force and wages, these measures proved

to be insufficient and other steps had been taken,

After these payments and tax, the balance of the gross
revenue is sharedhamong the enterprise and workers. Workers had
three types of earnings: a fixed wage determined centrally; a bonus
on the worker's individual performance; share in the profits of
the enterprise. According to the new plans, 25 per cent of total
capital investment should have been self-financed. However, enter-
prises could not carry out any major capital investment project
without the prior authorization of the central authorities like
ministries or government. The self financing of enterprises was
supplemented by bank credits, which was around 60 per cent. The
state was to finance directly through subsidies or budget grants
only those capital investments of national importance which was

around 15 per cent of all capital investments.

G.D.R.

The 'Associations of state owned enterprises' (VVB s) -
and combinants enjoy complete éccounting autonomy. They have their
own fuﬁds: a profit fund, a depreciation fund, a reserve fund,

a technical development fund. They are independent of the ministries

and enjoy considerable powers over their member enterprises.

The efficiency of the enterprise is now gauged by its

net profit, after paying state dues on fixed and working capital
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allotted to it. About one third of the net profit is levied by
the state. The rest goes to two funds: enterprise's resources fund

(about 80%) and the bonus fund.

In spite of the existence of the resources fund the enter-
prise has very little freedom in the matter of capital expenditure.
Its freedom extends only to small-scale capital expenditure projects,
known as rationalization fund. A171 other capital investment projects
require prior approval of the VVB or the central authorities. The
enterprise cannot obtain a bank credit for capital expenditure except
on the twofold condition of having its own capital investment plan.
The enterprise pays an interest of 3.5 to 4.0 per’cent out of'its

resources fund for these loans.

Hungary: |

Hungarian enterpriées in a way are highly concentrated.
Major output is produced by a few hundred enterprises. With the
exception of compulsory products enterprises have free choice of
their customers and suppliers. Their profits are split among three
funds: a reserve fund, a material stimu1at10n fund ahd a develop-
ment fund. The percentage of profit paid to the reserve fund is
proportional to the amount of fixed capital and the wage fund.
Payments to the material stimulation fund are proportional to
the amount of fixed and working capital. Enterprises are encouraged

to save labour, since the increase of the wage fund lessens their
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possibilities of capital investment. They are also constrained
to save capital -~sinceé extessive capital investment reduces the

material stimulation fund.

The enterprises pay to the state a graduated tax of 20
to 85 per cent on the material stimulation fund and a proportional
tax of 60 percent on the development fund. Regarding capital invest-
ment there are two categories: centfa]ized investments financed by
budget which is declining. It fell from 80 per cent to 46 per cent
in 1970; The decentralized investments financed by the enterprises
and have become predominant, In the matter of decentralized invest-
ments, state intervention is confined to fixing the 1imits and
conditions of bank loans. In many cases they benefit from budget
support also. This is especially so in agriculture and in industries
to cope with the distortioné between production and retail prices

or home and foreign prices.

Poland:

As pointed out ear]ier, the binding directives are now
reduced and replaced by economic instruments. The performance of
enterprises is neasured by profit and net value added of output
sold. Though wage fixing remains in the hands of the party and
the government, the amount of wage fund left at the disposal of
the major economic organizations varies in proportion to the intrease

in the value added of their output sold. Any increase in the fund
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is freely utilized to expand its work force or to increase wages
or bonuses. The balance of profit, unlike the soviet system is

retained by enterprise to augment its development fund.

Yugoslavia:

Enterprises enjoy maximum freedom in Yugoslavia. The state
does not interfere unless there is a breach of law. Enterprises
have free choice to decide its output, and customers (including foreign)
suppliers and bears full consequences of these.decisions, including
bankruptcy. Prior to 1965 these enterprises were to pay a number
of charges, which were heavy and retarding their development. The
1965 reforms reduced them. These charges which were spent on non-
productive spheres are now utilized for the development of the enterprises
themselves. The remuneration and other material incentives are
decided by the enterprise themselves and shortages made good obtain-
ing loans from the banks which are again baséd ‘on the performance
of the individual enterprises. Enterprises may also issue bonds
and seek foreign capital up to 49 per cent of the capital of the

enterprise.
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Section E
Labour productivity

The above reforms regarding material incentives will show
clearly that in the past it was not possible to evolve the ‘new
communist man' devoid of the crude acquisitive instinct but imbued
with a natural altruistic desire to give society as much as he
could and claim no more than he was legitimately entitled to.
Most worRers in spite of all transition were not unlike those
in capitalist countries. The irrestible trend towards 'consumerism'
forced the planners to yield towards satisfying the needs of the
present. Besides evolving the bonus and other material incentive
schemes, it was shown by socialist market research that consumer
goods such as cars, Radio and T.V. sets, refrigerators, washing
machines, etc., have the strongest and most lasting incentive
effect on work and saving.lso,~steps have been taken to establish

or expand these consumer goods industries.

In the actual working of the bonus schemes evolved
by these reforms, one can notice many difficulties. In some countries
such - as the U.S.S.R., for example, the working of rentability
or profitability is too complicated and beyond the comprehension

of an ordinary worker. Moreover, multiplicity of methods pursued

1. Wilczynski. J., SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS,’

op. cit., p 113,
(132)
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for distribution coupled with the complications in working out
incentives, weakens the spur of incentives.lBecause of the fluct-
uat{ons in the market and hence profit, the incentive part of

the earnings is also subject to fluctuations. In a few countries
Tike Bulgaria, Czechoslovakia, Hungary and Yugoslavia, standard
pay also partly depends on enterprise performance, This in effect
has made the workers to assume greater risk while their capitalist
counterparts share only profit and not risk. Thus it has become
necessary for the enterprises to have 'risk reserve funds'. These
material incentives do not necessarily ensure maximum efficiency
on the macro economic scale. This is mainly because of absence

of free_prices. As long as price irrationalities remain, enter-
prise profit does not reliably reflect macré economic gain. Thus
Tabour may be induced to engage in sub optimal production because

it may paradoxically lead to maximum enterprise profit.

Under extensive approach it was the aim to create
maximum employment. As the socialist state was résponsib]e to
provide every one with employment, any addition to total production
was socially gainful, the aim was to push employment to the maximum
level possible. This possibly yielded several benefits like rapid
growth of production enabling a mighty investment leap forward and
incorporating hundreds of thousands of people into production

process at a higher occubationa1 Tevels, Nevertheless, this policy

1. Artemov. J., "The distribution and utilization of the material

incentives fund", VEPROSY EKONOMIKI, 5/ 1969, pp 29-39.
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was not conducive to the growth of labour productivity as it
Ted to over-full employment and ai:high labour turnover, and it

weakened Tabour discipline and concientious application to work,

With an emphasis on labour productivity optimum
employment is left to market forces in countires 1like Yugosiavia
where now the unemployment rate is around 8 per cent. Other
socialist countries aim at providing employment to 98 per cent
which allows a frictional unemployment of 2 per cent. Since
reforms to aviod excess labour demand and labour indiscipline
in countries like Bulgaria, Czechoslovakia and Hungary a payroll
tax has been introduced. A few economists considered it is essential
to keep a small pool of unemployment as a means of improving dis-
cipline and productivity. Many repudiated this view and an Hungarian
economist declared," under socialist conditions the free flow
of labour necessary for economic growth, structural changes and
the equilibrium of employment must not only depend upon a reserve army

of unemployed. Planned economy offers us other means and methods
w1

for this purpose.

Even optimum employment is not without any benefit., In

these countries with in a short period of 20 years from 1950 the

1. Timar.J., "The level of employment and its equilibrium in

socialism", ACTA OECONOMICA, Budapest, Vol.4 No. 2, 1969,p 173.

Emphasis in original.
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Agricultual working population declined from 50 to 30 per cent.
Manpower and employment offices have been opened to re-distribute
agricultural population to more suitable vocations. There is also
active co-operation among these countries to promote mobility

of labour within COMECON region.

From the intensive growth point of view, as pointed
out earlier, the following changes are 1likely to result in increased
labour productivity: a greater independence of enterprises;
the acceptance of profit as the main criterion; making enterprisey
profit the criterion for bonuses and in some case the standard
pay; a greater differentiation of standard pay rates according
to skills and productivity; introduction of special profit mark-
ups to spur enterprises and their personnel to technological
progress. In some countires index of labour productivity is one

of the bases for the determination of wages fund.



Section F
Prices:

Prices before reforms were fixed on the basis of Marxian
philosophy. Thus they were based only on the cost of 1ive and
materialized labour. It excluded rent, interest, utility and
scarcity, fluctuations in demand and supply. Price fixing was
carried out by the state planning commission and the process was
mainly guided by desired distribution of income, There was a two-
tier price system ; wholesale and retail. Wholesale price was
determined beforehand and excluded rent and capital charges. They
also remained stable over long periods. Retail prices did not
have any connection with the whole sale price and often same product
was assigned different prices depending on the type of good, its
use, and the class of user. Retail prices differed from producer's
price by turnovér taxes or subsidies. In short, the whole pricing
system was so compTicatéd that there were 100,000 centrally fixed
prices for clothing and insignificant items such as fish hooks
had 107 different prices. But it would be a hasty generalization
to conclude that the price structures were irrational. They were
not arbitrary and were logical within the context of the objectives
adopted. In spite of all these complicated pricing systems the soviet

economy produced well over 10 million different types of goods.1

1. Fedorenko. N. "Prices and optimal planning", KOMMUNIST,

Moscow: 8/ 1966. p. 93.
(136)
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Consumer good C2

Consumer good Cl

Figure. 1.
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It can also be shown theoritically how such adminis-
tered prices can be superior to market guided prices.l In an
economy with imperative planning of the soviet type, where planners
aviod both surpluses and shortages of consumer goods, there could
be a strong tendency towards an efficient allocation of resources
from the consumer's point of view, in the production of consumer
goods. It is worth elaborating on this point in order to put the
actual soviet adjustment mechanisms and their constraints into perspec-
“tive. The Accompanying figure shows consumer goods production
and disposal in an economy with two consumer goods cl and 2
in physical units that can be produced in a given period ranging
from OA of CZ and none of Cl and OB of €l and none of C2. This
can be envisaged as a list of short term possibilities in any
planning period, with the rates of defence and other government
spending and of gross investment a1ready'specified, and the Tevel
of capacity in cl and 2 production fixed for the period in question
but output of Cl and C2 capable of adjustment with in the planning
period by reallocation of materials, labour and other current

inputs between the two industries.

1. Philip Hanson, THE CONSUMER IN THE SOVIET ECONOMY, London:

Macmillan and Co. Ltd., 1968, pp 168-170.

B
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In the choice of combination of Cl and C2 for the
period, the planners do not exercise complete 'sovereignity' since
they are assumed to be prepared to make output adjustments in
order to aviod surpluses and queues, in the light of the actual
composition of éonsumer~demand. It may however, be assumed that
the initiative in fixing output plans rests with the central planners
even if they are guided by their past experience of consumer's
demand. They may decide to aim for the maximum attainable output
in which ¢! and ¢ are in the proportions indicated by the slope
of OP, the planners assortment ray. This leads if production is
efficient in a technical and organisational sense, to targets

for Cl and C2 which correspond to point D on AB,

Since the planners are concerned to clear the market
they will try to set prices and consumers' disposable incomes
in such a way that this will be achieved. Consumers are provided
with a budget 1ine that passes through D. It may not be tangential
to AB je., relative market prices may not correspond to relative
production costs. Let us consider a budget line whose slope
does differ from that of AB at D, It is possible that the consumers'
preferred position along the production possibility line is in
fact at D, but there is no particular reason for this to be so,
since the plan in the short run need not aim at maximizing con-
sumer's welfare. Even if it is, the provision of budget line KL
will not lead to an equilibrium at D. If the consumers' preferred

point on AB is at K, their preferred point on KL must be between
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Kand D je., they will demand more C2 and less Cl than have
been made avilable. However, the consumers' preferred position
along the budget line may be at D. In this case there will be

an equilibrium which is satisfactory from the planner's point

of view but not optimal from that of the consumer: there is a
clash between consumers' and planners' choices. In other cases
this may not occur. If it turns out that the preferred position on
KL is say between D and L, there will be queues for ¢l and unsold
stocks of C2. This is not the state of affairs to which officials
and managers will be indifferent, and some attempt will probably
be made to improve things. In other words, in situations like
this the planners' assortment ray of consumers' goods must be

altered,

If adjustment is made to a point between D énd L on
the budget 1ine, (D and K is out of the question) the market price
be cleared but production will not be optimal by the planners'
own criteria; it will be below the production possibility Tine.
In other words, where D is not the praeferred point along the budget
Tine, the situation does not appear to be stable. One solution

2 until the b

would be to alter the relative prices of cland C
budget 1ine is tangential to the production possibility curve AB.
If the consumers' preferred position on AB is at the point of
tangency, the situation is optimal from the consumers’ point of
view: If it is not, production may be adjusted until the market

is cleared, when the consumers' position will become optimal.
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An alternative solution is to alter KL until preferred
point on it is at D, Retail price ratios are then different from
marginal cost ratios must ba assumed to prevail in any economy
where differential ratios of indirect tax exist. In principle,
there would be no difference between this sort of 'adjusted’
planned system and any actual market system. The argument can

be extended to more than two products.

In fact, the planned system can be superior because
price can be equated to average cost if needed. Full capacity
production can be easily achieved irrespective of prices, where -

as the same is not possible under market system,

It is now accepted in order to relieve the planning
authorities the burden of constantly adjusting the prices, the
following conditions must be satisfied:1

Prices must beeither determined in free competitive mar-
kets where consumers' soveriengty prevails or derivedrcomputation-
ally from the optimal plan.

The contribution of all inputs to production must be

accepted as cost and reflected accordingly in prices.

1&11czynski J., SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS,

op cit., p 78.
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Prices must be based on the costs of marginal enter-
prises in the 1ndustrj producing a particular article.

There ought to be a closer correspondence between
retail and producers' prices. If they must differ the rates of
turnover taxes should be reasonably unifcrm, at least for
broad classes of products.

Prices must be fairly flexible to indicate the supply
and demand as reflected in conventional markets or in computation-
ally simulated 'shadow markets'. |

Domestic prices of internationally traded products
must be linked to those prevailing in world markets.

Mostly in accordance with the above principles the
East European countries have adopted price reforms. The salient

features are as foHows.1

As the basic pfincip1e governing price formation, the
Marxian concept of 'production price' as distinct from 'value price’
has been adopted. This full cost price includes the capital
charge but excludeg ground rent. This would reflect value more
closely than before and has resulted in economizing the use of
capital. Steps have also been taken to include differentia1

rent in prices.

1. Wilczynski. J. SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS,

RN

op c¢it., pp 79 - 82.

S———
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Producers' prices have been increased resulting in

increased profitability and considerable reduction in 'planned

deficits'. Since the price reforms the average gross profitability
in industry has been as follows: In Yugoslavia 10%, in Bulgaria”13%,
in the G.D.R. 15%, and in the U.S.S.R. 15%, in Hungary net profit-

ability 8%, in Czechoslovakia (gross) 6 percent.

The opposition to marginalism, at least on the production

side, has weakened, and such concepts as the marginal rate of
substitution, marginal cost, marginal land, marginal enterprise
have been generally accepted as economic realities. Fixing of
producers' prices were partly guided by production costs in such

marginal enterprises.

There is an increasing inclination on the part of the
authorities to revise prices where they are centrally fixed, more
frequently according to changes in cost and demand. Even in the
G.D.R., noted for its rigid price structure has enunciated what
is known as 'dynamic price policy' to promote technical progress
and desired structural changes in the society. Flexible price
policies are also adopted by Bulgaria, Czechoslovakia, Hungary

and Yugoslavia.

The differnce between retail and producers' prices

has been considerably narrowed., Turnover taxes and subsidies
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have been drastically reduced and share in enterprise's profit
has become the source of state revenue, Yugoslavia and Czechoslo-

vakia have departed most in this sphere,

There has been considerable decentralization of price
determination - most in Yugoslavia, Hungary, Czechoslovakia and
Bulgaria and least in the G.D.R. and Romania.

U.S.S.R.
The formula (1967) adopted for price revision is based,
as we pointed out earlier, on the principle of "the production
price". This consists of total cost plus a profit margin of the

order of 15% for the average firm. The formula is as follows:

Price =C+ aS + B8k + D
C is the unit production cost, including depreciation
but disregarding interest on invested capital and

social contributions;

o is the rate of social contributions in relation

to the wage fund S

g is the rate of profitability of fixed assets and

working capital K

D s the differential income embracing the rents of

particularly favoured enterprises and turnover tax

if any.
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In most branches D is nil, s{nce the price is calculated so as to
Teave no rent to the average firm and the turnover tax is levied
at the marketing stage. This price formulation constitutes an
immense step forward compared to pre-reform years.
Bulgaria (1968 - 69) |

Three categories of prices are distinguished: the
prices of basic capital and consumer goods that are fixed by state;
the prices of products that are the subject of free contracts
between enterprises for which the state confines itself to fixing
maximum and minimum limits; and the prices of products sold on
the market, which are fixed by contract system between producers

and distributors according to the law of supply and demand.

in fixing prices the authorities now take account of
the production costs, the degree of capital-intensity in the
different industries, différentia] rents, and the volume of demand,
for some products the world market price is also taken into
account. Sone uﬁions have been given the right to negotiate directly
with fdreign countries, | |
Czechoslovakia 1967 - 68

The whole sale prices were arrived at by a complicated
computerized procedure, These prices were split into three
categories.

~ The prices of capital goods produced in the country, raw

materials and energy, representing about 16% of output, could not
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be varied without the agreement of the State Committee on Finance,
Prices and Wages.

The prices of less important articles, which were very
numerous but whose total value amounted to only 4% of output became
entirely free. A1l other prices representing about 80% of oq;put
were to be'limited'. Their average growth rate was the subjéct
of a contract between the enterprise and the state committee.

So Tong as it respected the average rise specified in the contract,
the enterprise waé free to fix the price of particular articles.
The committee could impose a minimum output on enterprises enjoying
a de facto monopoly of the production of an article in considerable
demand. The retail prices of consumer goods remained temporarily
untouched, but they had to be brought progressively into the same

category as the wholesale prices of the same goods.

6.D.R. (1964 - 663 1969 - 70)

There are four categories of prices:_fixed prices for
goods and services of strategic importance'. Ceiling prices for
less important goods‘and services; directed prices determined
by the énterprise with'the approval of the authorities for spare
parts, accessories etc., ; and contract prices negotiated by the

parties on the conclusion of delivery contracts between enterprises.

The €ouncil of Ministers and Prices department plan
and establish the price level by groups of products (about 37%

of the volume of production) the ministries also fix the prices
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for approximately another 37% of this production; and the
VVBs and enterprises determine the other prices. The reform made
no change on retail prices. Unlike other countries it dis-
regarded world prices.
Hungary (1968)

Prices fall into four categordes:
1. Fixed prices, determined by the state in the light of produstion
costs and world prices, These prices cover about 12% of the total
output.
2. Ceiling prices, fixed by the state.
3. Prices fluctuating between two limits set by the state, and,
4. Free prices, which in 1971 represented 51% of the output of
the consumer goods.
Poland (1967 & 71)

There are several categories of prices: The price
of basic consumer products fixed by the government; The price of
certain products designated by the government, for which the
price cbmmission will fix an absolute ceiling; the price of other
products designated by the government, freely negotiated between
producers and their customers; the price of products exchanged
between enterprises and establishments of major economic organiza-
tion fixed by that organization without any out side intervention;
Export and import prices calculated with the aid of foreign exchange

multipliers, fixed by the government; the price of all other
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products determined by the free play of supply and demand.

Romania:

In principle, prices are still fixed by the authorities.
But wholesale prices must now be determined on the principle of
production costs and for some products with due regard to world
market prices. Furthermore, certain prices may be fixed by industrial
centrals within Timits set by the council of Ministers and the supreme
coordianting bodies, The retail prices of the main products are
fixed in the national plan,which lays down criteria on which they
may be varied by the. economic organizations. In some cases the
state indicates the maximum price level and the compulsory quantities
of cheap goods that must be produced and sold in the Tight of consumer

interests and the real wages of workers.

Yugoslavia:

The enterprises are free to fix their prices. But the
state reserved the fight of control Over the general level of prices:
In fact the powerful inflationary drive which followed the application
of the reform and the devaluation of Dinar compelled the federal

state temporarily to freeze all prices.

In fact, the arguments for the determination of prices
in accordance with market demand are stronger in the case of a
socialist economy than a capitalist economy. Under capitalism

the distribution of purchasing power amongst families depends largely
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on the distribution which is justified neither on economic nor
on eithical grounds. Thus prices may be a desirable instrument

of correcting the maldistribution of national income.

Above»discussion will show in socialisﬁ countries how
prices are administered to keep the real income of the people
stable with out losing its effective role in resource allocation.
Most of the western writers speak of 'irrationalities' of socialist
prices. In the writers opinion, no country in the world to day
follows strictly rational price in its economic meaning. There are
excise duties and sales taxes levied. Different states and provinces
follow theirlown pattern of taxation. Even in countries 11’ke{l}l.S.
and Canada price ceiling is in vogue. Wage controls have come to
stay in these countries. But these affect only the poorer sections
of the community. With the existence of inequalitites of 1'1%conue and
wealth, poorer sections of the community will have to bear the burden
of government's (irrational?) controls. Whereas in socialist countries,
with the absence of such great inequalities of income and wealth,
controlled prices favouring consumer necessaries will always insulate
the majority from such hardships which are currently experienced by
the poor in.the capitalist countires. It i11 behoves the pot to call

the kettle black.




Section G

Banking and Finance

From the ideological point of view money has no place under
communism, However, money was retained under socialism but its role
was limited to passive‘recording and accounting. Nevertheless, in the
labour market, the distribution of predetermined mass of consumer goods
and in the private sector money played an active role within a strictly
planned framework. Thus Banks did not play the usual role they play under
the -~ capitalist system. The main function of the banking system
was to administer the distribution of finance for the purposes pre-

determined in detail in the economic plan.

Since the reforms, with more decentralization monetary and
‘banking policy assumed a more important place. The banking system
has been changed in three respects: the structure, the priciples
governing the functioning of banks and relation between banks and
enterprises. Banking reforms have been carried out in the following
countries: Bulgaria (1967, 69), Czechoslovakia (1969), the G.D.R.(1968)
Poland (1969-70), Romania (1968), the U.S.S.R. (1959, 1963) and

Yugoslavia.

The structural changes have assumed two forms:- diversi-
fication and centralization. In Yugoslavia, Czechoslovakia, the G.D.R.
and Bulgaria the number of seperate banks catering for different needs
has increased. In Yugoslavia, the three old speci1ized federal banks,

the six republic banks, and the two banks of the autonomous regions

(150)




151

were converted into investment banks controlled and financed by the
economic organizations (enterprises, unions) and the governments
concerned. The old commune banks were converted into commercial banks
or investment banks. Any group of economic or sociopolitical
organizations may create a bank, provided they can put up enough

money, .Banks, 1ike any other enterprise may issue bonds and borrow
abroad. They may compete with each other throughout the country.

For each bank recourse to the National Bank is subject to a ceiling
proportional to its sighted commitments, subject to the minimum reserve

ratio fixed by the National Bank.

In Czechoslovakia, up to 1969, central banking functions
were centralized and concentrated in one bank. In 1969, seven new
banks were set up: two banks to share in some central banking res-
ponsibilities, two general purpose banks, a bank for financing non
productiveand new centralized investments and two savings banks.

New banks have been set up in Bulgaria; the Maritime €ommercial Bank
(1968), the Bank for Agriculture and Commerce (1969) and the Bank

for Industry. In the G.D.R., the Bank for Industry and Eonmefce(1968)
and in Romania, the Agricultural Bank (1968) and.the Romanian Bank of

foreign trade.(1968)

There is greater centralization of the banking institu-
tions along with decentralizations of other institutions, primarilly

to compensate for the dispersion of finance at the enterprise level
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and to prevent intentional and unintentional misuse of cash and
credit. Relaxation of price controls, increasing role of material
incentives and the closer]inks established with foreign markets

are offering new problems which demand efficient monetary management
and balance of payment equilibrium which in turn enhanced the role
of central banks. Regarding other banks, they are no longer adminis-
trative offices of the ministries of finance merely enforcing financial
plans, but have become active promoters of efficient investment,
production and trade. The role of savings banks have been considerably
extended. Now their main areas include to provide credits for peasant
farming private plots, small workshops, private and cooperative
housing and for the hire-purchase of consumer durables, This function
of consumer credit is more used for adjustment of demand and supply

of consumer goods.1

There are three main sources of finance for investment
purposes: budgetary grants, enterprises' own accumulated funds and
bank credits. Before reforms budgetary Qrants played an important
role, amounting to two thirds of the total investments. Since reforms,
bank Toans play an important role. Though budgetary interest free

grants have beenreduced considerably they mainly finance the following

1. Wilczynski. J., SQCILAIST ECONOMIC DEVELOPMENT AND REFORMS
op cit., p. 155 ’
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areas:l

a) The establishment of new enterprises.
b) Projects which are too large for the financial resources of
ordinary enterprises and branch associations.

c) Undertakings which have Tong: gestation period.

d) Schemes which are of decisive significance in changing the structure

of the economy in desired directions.
e) Industries incurring planned losses or earning very low profits.

f) Entities which are not on commercial accounting.

Normally these grants are not repayable and interest free.in some
cases repayment and interest rates are specified. This practice

however is Tikely to be extended further.

Now enterprisés develop their own funds as a reéu]t of
reforms. They can retain larger portion of depreciation allowances,
dispose of unwanted capital earn interest on their deposits. In many

~countries 1ike Yugoslavia, Czechoslovakia, the G.D.R. and Poland

self financing of enterprises plays an important role.

1. Wilczynski, J., SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS,

op. cit., p , 159,
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In addition to above sources following occassional sources

are also used:
In countries 1ike Czechoslovakia, the G.D.R., Hungary,

Poland and Yugoslavia there are companies where initial capital
provided by other enterprises. In Yugoslavia‘they may be provided
by individuals even provided they work in the enterprise concerned.
Raising capital by means of debentures exist in Yugoslavia. Credits
are also made available by richer or developed countries to other
COMECON countries for medium ( 5 years) or long ( upto 15 years)
periods. A few joint ventures with western capital (not exceeding

49% of the total investment ) is also coming up in recent years.

As an otlook for future self financing of all banks will
play a greater role if things either continue as it is or further
decentralization takes place. In the writers opinion it is too early
to say whether furthefdecentraTization would take place. Regarding
other sources of finance they are as it is not very significant
but can assume greater préportion if further decentralization is

attempted.



Section H
Structural Changes:

When the socialist revolution took place in the U,S.S.R.
it was predominantly an agricultural country, Even in the fifties
the socialist countries of the present study were predominantly
agricultural with the exception of Czechoslovakia where 39% of the
population were engaged in agriculture. As pointed out earlier the
centralized economic system was able to transfer majority of its
population to the industrial sector. This is true with all the socialist
countries except ofcourse U.S.S.R. where the contribution of agriculture
to NMP is fairly stable. This was primarilly because of its respon-
sibility towards other COMECON members who depend on U.S.S.k. for

their raw material.

While during the pre reform period structural changes
were merely confined to major branches of the economy ( and are Tikely
to continue for some more years) the post reform period is marked
by intra branch developments. This is known as ' structural policy'.
It consists chiefly in the development of those products and techno-
logies which exert a revolutionizing effect on the methods of
production, and which‘decisiveTy shape structure of production upto

world standards.1

1. Teuben. L., 'Planning of structural developments of the economy',
East Berlin: THE ECONOMY, May 8, 1968 p. 3.
(155)
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The introduction of new method$ and technologies and of new types

of products inevitably leads to changes in the structure of production
the emergence of new branches of industry and the acceleration of

the rates of growth of some industries and a decline in others.l

The emphasis is now on development of research specialization in
production, industrial cooperation, standardization and, above all,

on the improvement of quality and efficiency. Implementation of this
policy is done mostly by the use of financial instruments such as
quality mark-ups, interest rates, depreciation rates, taxes and subsidies.
Nevertheless, in countries 1ike the G.D.R., Poland and Romania

direct intervention is still in vogue in addition to above methods.

In the sphere of improvement of quality and efficiency
the role of enterprise integration is very important. In many industries
aiming at rationalization require large capital outlays. If production
is carried on in large enterprises, society can benefit from the
economies of scale, deriving from a better utilization of expensive
capital equipment, management talent and expert advice, and a greater
specilization. Larger entities are in a better position to undertake

research and engage in 1nnovation.21ntegration in the opinion of few

1. Kheinman. S., 'Scientific and Technical Revolution and Structural

changes in the Soviet Economy', KOMMUNIST, 14/ 1969 p 64.
2. Wilczynski. J., SQCIALIST ECONOMIC DEVELOPMENT AND REFORMS ,
op_cit., p 199.




157

writers, even in these countries may result in monopoly elements
along with evils attached to it. In the writer's opinion it is not
possible because with several indicators, output restriction is not
possible. Price though flexible is till under careful scrutiny of
the planners who can take effective action immediately. Similarly,
the fear of turning éut poor quality product is also taken care of
by reserving the right of consumers withholding payments in case

of doubtful quality.



Section I
Changes in Agriculture

As pointed out earlier, by 1960, 40 per cent of the
working population were engaged in agriculture. Though it has come
down to 25 per cent now it is still behind advanced capitalist
countries. By 1973 agricultural income constituted 22 per cent in
Bulgaria, 11 per cent in €zechoslovakia and the G.D.R., 19 per cent
in poland 22 perlcent in Romania, 20 per cent in U.S.S.R. and 19
per cent in Yugoslavia. In any standard the East European countires
are more agricultural compared to some developed countries. This
is the major cause for fluctuations in the rates of growth. Naturally
these countries were more concerned about agriculture and economic
reforms in this sphere started much earlier. But major reforms
were mainly aimed to improve planning and management. 01d methods
were replaced by economic instruments like prices, taxes, subsidies
and credit. The reforms also increased the autonomy of the farms
and harness private material interests with the planners' objectives

and induce greater efficiency.

Increased prices of agricultural products, the relaxation
of restrictions on private farming, the extension of some social
services to farmers and the lightened burden of taxation have all
raised agricultural income substantially. At the same time the
authorities realize that, in the interest of intensive economic

growth, it is highly desirable to continue transfers of rural labour

(158)
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to the more efficient branches of the economy. Even by pre#ent pricing
agriculture is still Tess efficient than most other productive branches,
On the whole larger proportions of investments are now allowed in agri-
culture, and the consequent improvements and the mechanizations tend to

release more than in the past.

Under the new scheme compulsory deliveries to the state at
artificially low prices have been abolished and the contract system has
been adopted, whereby price incentives play a key role in stimulating
production and deliveries.Not only the level of agricultural prices have
been raised but also prices of industrial goods have been brought down
to increasethe real income ofthe rural people. There has also been
liberalization of credits avf]ab1e to socialized entities and private
farms and personal holders.l The role of financial incentives in
agriculture has come to be known as the 'commercialization and indus-
trialization of agriculture'. Now not only they are free to sell
their products directly and also can engage in non agricultural activi-
ties like industrial production using their agricultural raw materia1s
and even to run local workshops and restaurants. It is described
as 'agro industrial symbiosis'or the ' highest forms of agro industrial
integration ', whereby the Marxist ideal of equalization between town

and countryside will be realized.

1. Wilczynski. J., SOCIALIST ECONOMIC DEVELCPMENT AND REFORMS ,

-

op. cit,, pp 203 - 206.
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Now there is an increased cooperation among COMECON
countries in the agricultural sphere. The Permenant Commission for
Agriculture prepared a five year plan for 1971-75, designed to pro-
mote a systematic rationalization and intensification of agriculture
in the member countries. It provides for joint planning ané prognoses,
the coordiantion of scientific and technical research, further
improvement in the strains of crops and the breeds of animals and
extended specialization and cooperation in the production of arti-

ficial fertilizers.

In spite of all out efforts, agriculture has been one
of the weak spots of all these countries. A perusal of the average
annual rates of growth of NMP by kind of activity will show that
though the period 1965-70 shows improvement over the period
1960-65 the achievements are not so spectacular as in other fields.
Here the efforts of Hungary, Poland, Bulgaria, Romania,'the G.D.R.
and Yugoslavia are worth noting. During the period 1970-73 these
countries have done well in agkicu]ture. But in Czechoslovakia and
U.S.S.R. the rates are declining. As an outlook for future in the
sphere of agriculture further 1iberlization and free market is necessary

to achieve stable ‘growth.



Section g
Evaluation of Economic Reforms

It is very difficult to evaluate the economic reforms in
all these countries. Extent of reforms vary in these countries, The
reforms have not come to a final stage. They have begun and the economy
andsociety have to adjust. This will lead to new reforms of decentrali-
zation or recentralization depending upon the reactions of the individual
countries, It is inéorrect to say that all these countries have achieved
same amount of centralization or decentralization. However, we may
compare the first half of the sixties when major reforms were adopted

with the second half.

Rate of growth of national income is usually adopted
(with all its defects) as point of comparison. From table B
we observe that of eight countries fiwve experienced accelerated rates
of growth, whereas three’ experienced;the reverse. Secondly, in the
second half of the 1960s the range in the growth rates of national
income was smaller than in the first half. That is, the growth rates
evened out to a certain extent, while the highest rate of growth of
national income in five counfries was larger than slowing down in the
remaining three. In a general way we may conclude that an acceleration
of the rate of growth took place in the second half of the sixties.
Obviously the problem is whether and to what extent this occured

because of reforms.

(161)
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The next indicator is the rate of industrial growth.
Acceleration of the rate of industrial growth took place in only
three countries Czechoslovakia, YUgosIavia and the G.D.R. In‘the
remaining there was either a fall or stagnation in the rate of growth.
The range was greater in the first half compared to the second. There
is also not always a correlation between annual rate of growth and
annual rate of growth of industrial growth. This proves firstly,
the economic reforms did not have a great effect on the growth rate
of industrial production and secondly, the national income was greatly

influenced by the agricultural production.

One of the important 1nd1ca£ors to be used in judging the
character of planning is the steadiness of the rate of growth. Table C
gives the largest differences in annual rate of growth and annual
rate of industrial production growth rate. The basic goal of planned
economic development is the securing of a relatively steady rate of
growth, This is primarily because a bart of the national wealth remains
unutilized and the rate of growth fluctuates. In none of the socialist
countires examined,was there a steady rate of growth in the five year
periods examined, not in the sense of no change from year but an
extreme deviation of no more than two points during the five year

period,

1. Kleer, J., "Economic Reforms in the Socialist Countries in the

Sixties", Eatern European Economics, Winter 1974-75, p.21




Table B

Country

Bulgaria
Czechoslavakia
G.D.R.

Hungary

Poland

Romania
U.S5.S.R.

Yugoslavia

Table C
Country

Bulgaria
Czechoslovakia
G.D.R.

Hungary

Poland

Romania
U.S.S.R.

Yugoslavia

Average Annual Rate of
Growth of Natioanl Income

1961 - 65

Largest differences in the

6.7
1.9
3.4
4.5
6.2
9.1
6.5
7.6

1966 - 70

8.7
7.3
5.2
7.0
6.0
7.8
8.1
6.0

Annual Rates of Growth

1960 -
7

o

W oo

Source: Ibid,, pp. 19-20

65

1966 -

W w o &= oo B

oo

70
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Average Annual Rate of
Growth of Industrial
Production

1961 - 65 1966 - 70

11.7 10.8
5.2 6.2
5.9 6.3
7.5 6.0
13.8 11.8
8.5 8.3
8.6 8.5
5.9 8.6

Largest differences in the
Annual Rates of Growth of
Industrial Production
1960 - 65 1966 - J0O
5
10

2

MR o = W
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From Table C it is apparent that the extreme deviations
were smallered in the second half of the 1960s than in the first
half, but they were still large, especially in Poland and Yugoslavia
and that the remaining countries they were never less than three
percentage points. While looking at the industrial production
one could clearly say that fluctuations in the rate of growth of income -
was due to agricultural fluctuations and hence growth process could
not have been too efficient. One may conclude from this that changes
in the system of administration probably contributed to diminution
of the ranges in the growth rate although, with the exception of

G.D.R. these ranges are no where eliminated. 1

One of the basic criteria for evluating the efficiency
of development is its cost. These costs are conceived in two ways.
On the one h;nd, theylare the ratio of the increase in %nvestment
expenditures to the increase in national income: On the other. hand,
the ratio of the increase in investment expenditures to the material
production to the increase in national income. Both aspects are
basic, above all because - with respect to the first - at a certain
level of economic development, the degree of development of infra-

structure has essential importance for the growth rate of national

1. ‘Ibid., ». 21,
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Table D

Increase in investment per 1% of increase of National Income

Country 1961 - 65 1966 - 70
Bulgaria 1.18 1.42
Czechoslovakia 1.15 1.05
G.D.R. 1.48 1.88
Hungary 1.05 1.54
Poland 1.13 1.40
Romania 1.24 1.40
U.S.S.R. 0.97 0.91
Yugoslavia 0.91 -——--

Table E
Increase in Investment in Material Production per 1% increae in
National Income

Bulgaria 1.3 1.5

Czechoslovakia 1.35 1.15
G.D.R. 2.0 - 1.8

Hungary 1.2 1.4

Poland 1.4 1.6

Romania 1.5 1.5

U.S.S.R. 1.1 0.9

Yugoslavia 0.91 1.4

Table F

Ratio of Average Rate of Growth of Investment to Average Rate of
Growth of Industrial Production

Bulgaria’ 1.5 1.1
Czechoslovakia 0.9 1.0
G.D.R. 1.5 1.2
Hungary 0.8 1.1
Poland 0.9 1.2
Romania 1.0 1.0
U.S.S.R. 0.8 0.6
Yugoslavia 0.5 1.8

nt—

Source: Ibid., pp. 22 - 27
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income,

We may conclude from the Tables D & E that a) In the
socialist countries the capital intensity coefficient is in general
very high, higher than in the developed countires especially in the
second half of the 1960s. b) Analysis of the incrmental capital intensity
co-efficient tells us nothing about the level of economic development

or the direction of economic expansion,

We should Took at this problem again in the context of industry
itself. Let‘us compare investment expenditures and net output.
Analysis of Table F does not essentailly modify the previous considerations..
The most favourable co-efficients appear in the first half of the
1960s in Bulgaria, the G.D.R., and the U.S.S.R., the worst in
Czechoslovakia. It does not appear possible to make an evaluation
of the cost of development so as to be able to determine unambigously
the effect of the economic reforms on that phenomenon. The behaviour
of the co-efficient of incremental capital intensity is devergent
and does not fall within any series that we mighf‘press into particular

solutions of the model.

Increase in production is almost always the result of an
increase in employment and of Tlabour productivity; It is essential
whether we have to dd with extensive or intensive growth or a mixture
of both.

In the first half of the 1960s there was intensive industrial
growth in the G.D.R. In the second half in the G.D.R., Czechoslovakia

and Yugoslavia. If in the.two countries there were objective premises
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for this in Yugoslavia it was the result of economic reforms,

The only deterioration of the proportions in Hungary in connection
with both with the 1968 economic reforms and with the shortening

of the work week. On the one hand, the improvement of tha proportions
in Czechoslovakia was unconnected with the reforms, because the
proportions increased in the second half of 1968, It appears to be
impossible to interpret unambigously the effects of the economic
reforms on intensive growth.1

Table G2

Proportion of increase in employment and increase in Labour

Productivity in the Increase of Industrial Production (in %)

Country Employment Labour Productivity
1960 - 65 1966 - 70 1960 - 66 1966 - 70
Bulgaria 40 : 34 60 66
Czechoslovakia 34 15 66 85
G.D.R. 7 12 93 88
Hungary 37 60 63 40
Poland 40 41 60 59
Romania 44 35 56 65
U.S.S.R, 45 33 55 67
Yugoslavia 40 ' 41 60 84

1. Ibid., pp. 26-27
2. Ibid., p 27.
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Problems of economic reforms:

The economic reforms though designed to remové certain
problems, have caused a few probiems in return. On the economic front
we have the foﬂowing:1 a) The reforms so far adopted have been
far too limited to e1iminat¢ the problems of the old system. For
example, enterprises have continued to receive impossible plans Tong
after the beginning of the 'planning' period which are followed by
numerous alterations to them. Enterprises are still finding that it
pays to agree to plans that are lower than the maximum possible.
Enterprises are still reluctant to innovate because of the temporary
adverse effects of innovation on their indices. b) Now that industry
is once more organised in ministries, the old phenomenon of 'minister-
ialism' (each ministry to look after its own affairs regardless of
jts effects on national economy) is re-appearing. c) Abolition of
Sovanarkhozy (Regional Councils) will probably result in a lack of
attention to regioanl planning. d) The rules governing the formulation
of enterprises have given rise to various problems. e) In most
industries the rate of interest which enterprises have to pay to the
state on their fixed assets has set at 6% in some at 3% and in some
there is no charge at all. How to determine these rates, whether they

should be differentiated by industries and whether capital should

1. E1Tman, M., ECONOMIC REFORM IN THE SOVIET UNION, London: P.E.P.

1969, pp. 306-322.
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be reckoned at hsitoric or depreciated values, are controversial
issues. f) Some industries earn profit because of some natural
advantage unconnected with labour. If nothing is done those who work
there will get a payment which they do not deserve. If on the other-
hand if the whole of the differential rent is taken by state on
grounds of equity, then enterprises will have no incentive for
efficiency. g) The material technical supply is posing problems.
Goods often arrive Tate resulting idling of other factors and some-
times when they arrive they are often of unsatisfactory quality.

The supply organizations are still materially interested in supplying
the more expensive goods. Many measures have been taken towards solving
these problems. h) The stress on profit and the increase in the auto-
nomy of enterprises and replacement of supply system by inter enter-
prise trade has increased the importance of price system. The half
héarted attempt to restore competitive prices has its own strength
and weaknesses. i) Another issue’is the extent of enterprise autonomy
in the field of investment. The problem is, even when enterprises have
the money to undertake decentralized investment, this is often impossibie
as the necessary investment goods are available only to those with
the appropriate allocative forms. j) It is believed that the present
generation of enterprises' management does not have the training and
experience necessary to operate the system in which enterprises have
more autonomy than formerly. k) The reform is largely concerned with

increasing the autonomy of the individual enterprise, Many existing
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enterprises are not suitable as independent individual economic
units, and there has been an extensive process of horizontal and
vertical integration of small enterprises in to larger combines and

firms.

From the social point of view there are a couple of problems:
In the post reform period the problem of wage differentials would
be further aggravated. Reforms have created an incentive for
enterprises to economise the use of labour, A feature of economic reforms
in Yugoslavia has been the emergence of large scale unemployment and
large scale emigration of workers in search of employment. In
Czechoslovakia, the period Jan-Aug 1968 there was much discussion
of the need to close uneconomic enterprises. In the U.S.S.R. also
it is not uncommon to shut down a firm which is unable to cover their
costs, This would unleash a pandora's box of social and political

problems,

Problems and Promises:

The following intensive sources of growth will enhance
the pace of development of the socialist countries compared with the
pre reform perind.l A more efficient use of labour is Tikely to
result, Shortages and hoarding of man power will be less prevalent

which together with a greater possibility of dismissal, should

1. Wilezynski, T, SOCIALIST ECONOMIC DEVELOPMENT AND REFORMS,

OE; C.itt, ﬂﬂ. 322'4':'
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contribute to a greater productivity of labour than in the past.

The same logic applies to capital also. A greater
effectiveness in the use of capital is likely to result. Capital
charges, higher interest charges flexibly applied depreciation allow-
ances and the increased practice of self financing will discourage
extravagent demands for fixed capital , the concealment of idle
capacity and unwarrented extensions of the construction periods of
investment projects. The discontinuation of quantitative targets and
the system of incentives based on them will encourage a greater economy

in the use of raw material and components.

More economical patterns of utilization of land is likely
to result. The implicit or explicit application of differential rent
will provide a restraining effect on the taking over o6f land for non-
agricultural purposes. It shou1d also contribute to the distribution

of different grades of Tand to their most effective uses.

Prices are more Tlikely to be related to scarcity than to
the redistributive or rigid centralized planning needs of the state.
An extension of the operation of the market mechanism or optimal
planning or perhaps both at the same time will be enlisted in evolving
such prices. A greater capacity for technological progress is Tikely
to result. This will be aided by more initiative al]owed to enterprises
and research establishments and by the special research and innovation

mark ups on costs. This system will be more conducive to structural
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changes in favour of the technologically most progressive industries.

Progress in international trade is Tikely to continue
growing at a faster rate than national income. Gain from trade should
be enhanced by closer 1links between domestic and foreign markets and

by the multilateral payments.1

Waste on macro economic scale, consequent upon the mis-
allocation of resources and recurring bottlenecks common in the past should
he reduced in the : future owing to the elimination of directive cen-

tralized planning based on incomplete and bimsed information. The
substantial decentralization of management, the wider operation of the
market mechanism, the improved system of incentives and the strength-
ening of cost accounting should all prevent some errors from being com-
mitted and administrétive machinery is likely to minimize the errors

and losses in case where they do occur.?

While Tooking at the promises one should not lose sight of
the problems we cited earlier. The discipline and concentrated drive
for growth under centralized systenﬁs lost now and working of centralized
system with free enterprises may bring new problems to be effectively
solved, Enterprises in fact have tended to produce the most profitable
items at the exclusion of less profitable items, however, indespensible

they might be to the economy.

1. Wilczynski, J., op. cit., PP. 323- 24

2. Ibid,, p. 325,



. The freer operation of the market
mechanism appears to be generating or accentuating economic
f1uctuationsl Since the reforms of 1952, Yugoslavia has experienced
at least four recessions (in 1956, 1962, 1965 and 1967) Similarly,
Hungary also experienced fluctuations. As pointed out earlier, unemploy-
ment is no more an exclusive feature of capitalism.It is not unlikely
that the liberalization produced by the reforms mayvlead to an
increasing criticism of the communist parties, There is Tittle doubt
that the official policies will be directed first of all at the preser-
vation of the party power, even if it is conflict with economic
efficiency. If social or political disorderi ensues, economic arowth

will suffer the more.

There are other factofrs also not difect]y associated with re-
forms which might inhibit growth. A declining rate of population,
declining rates of increase in employment, reduction in the hours of
work, lagging agriculture, raw material deficits and difficulties
which are 1likely to be experienéed. It is probable that the socialist
economic system will continue to be improved and more reforms will follow
in the future. As greater insight is gained in to the operation of
the new system, more effective measures will be evolved to cope

with new problems.

1. Garubuzov, V., "Economic Reforms and Financial Matters",

KOMMUNIST , 3/1968, p. 45.
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It is not unlikely that the socialist countries may evolve
a system by which the growth rates may be maintained for a longer period.
According to some economists, 'the languishing growth curve' will
not apply to socialist planned economies. It is claimed that the
socialist state is in a position to control the major proportions
in the economy, and moreover it can increasihg]y activate intensive
sources of growth.1 According to Pervushin that a long run annual
rate of 10 - 12% 1is feasible.2 Though one may be reluctant to agree
with 10-12% growth rate unhesitatingly, we may conclude the rate would

be higher than the capitalist countries,

Since 1970, there is a tendency of recentralization in most
of the countries of thfs study. This however, need not be interpreted
as failure or there is a tendency towards reverting to the old system.
So far reforms have taken place in a zig zag manner and this being
attributed to economic and political reasons. Recentralization since
1970 in few countries have resulted owing to economic reasons and
there is no evidence to attribute them to political reasons. Here we
may observe-that countries like the U.S.S.R., the G.D.R. did not
attempt a greater degree of decentralization to begin with and enjoyed

a more stable growth rates compared to other countires.

1. Gorbunov, E., "The Efficiency of Accumulation and Growth in
Socialist Countries", NEW PATHS, Warsaw: 1/1968, pp. 85-93
2. Pervushin, S. P., "Production and Consumption at a New Stage",

PROBLEMS OF ECONOMICS, Jan.,Feb., Mar., 1967, p.11
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These attempts towards recentra1izatfon can then be
interpreted as correctional and not reversal., Many writers have expre-
ssed their predictiontowards a 'convergence'. In the writer's opinion,
thesé reforms cannot be taken as convergence as the two systems
differ so much in their basic composition 1ike private ownership,
inequalities of income and wealth, laws of inheritance and so on.
Decentralization therefore, is not a signal for further dilution of
socialsit principle. Decentralization will take place in areas
where economically necessary and where will improve further socialist
principles. Nevertheless, after certain amount of decentralization
a process of recentralization for further consolidation is likely to
take place as a means to achieve stable higher levels of rates of
growth. In this regard decentralization 1iké many other inEuts is
effective only for a while. Simple laws of diminishing returnskmay
operate in this sphere also, necessiating curtailment of decentralization
after pushing it to the maximum extent possible economically. It is
too much to expect 'decentralization' to work wonders. Economic growth
in these countries 1ike any other couﬁtry depends on its natural
resources. Absolute decentralization cannd = achieve effective
utilization of these resources from the long run point of view,
Centralized p1anning'w111 prove a better tool for achieving such an
objective. Moreover, like many other countries as the economy matures
and enters higher stages of production the rates of growth are likely
to come down. In this also centra1ized planning will help to Tower
the phase of deccelaration and achieve stable long run growth rates.

As pointed out earlier, the experiences of the U.S.S.R. and the G.D.R.
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though considered to be conservatives as far as the reforms are
concerned were able to achieve more stabiltiy than other countries.
Thus we can predict in future the zig zag pattern of decentralization
and recentralization will take place making effective use of plan

and market aiming at a harmony between these two to ensure stable

economic growth,

We know from our experience that it is not always desirable
for all social choices to be decided by market. Socialist experience
also shows that it is undesirable for all social choices to be decided
administratively. Rational strateqy lies somewhere in the middle, If
the economic goal is rapid growth, regional planning, and equality
(economic and other opportunities) the major requirement is the
political will. This has been successfully demonstrated by the experi-
ences of these socialist countries. The same experience has also
shown that it is not wise to neglect the.p1easures and desires of the
people alive today and focussing everything on the 'glorious aim'.
Socialist experiences show that it is possible to have a society in
which the means of productfon are owned by the state and there is no
income from property. It has also shown that this is not a sufficient
condition for an egalitarian d%stribution of income and power. Liberalism
has always stressed the importance of limiting the power of the state.
Socialsim on the otherhand has stressed the desirability of using the
state to reform society. The correct path is to utilise the

advantages of both. "The efficient attainment of the objectives of
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economic policy requires,” in the words of E1lman,"a combination
of administrative decision making and the use of the market mechanism
the proportions in which the two methods are needed varying from

objective to objective and economy to economy". 1

Many writers project a picture of these countries when they
write about the reforms that their-economic conditions were chaotic
and heﬁce the reforms. They also conclude that these countries have
adopted capitalist strateqy and moving towards the same as capitalism
is the only answer for all their problems. A Russian anecdote
cited by Ellman 2 shows that we may have to search in some other

globe for an ideal country.

* There are several indicators of a country's advancement
and economic development. The present writer is not aware

of any work Tinking sports and economic development.
Nevertheless, sports can to a greater extent show a country's
economic achievement since this requires better health,
physical facilities, encouragement for individual efforts

and so on, If sports can be accepted as one of the many indicators
of economic advancement, it can be easily shown how these
East European countries are as good as their capitalist:
counterparts if not better (in fact they are the best).

The results of the recent 0lympics at Montreal will clearly
show how uniformly all these East European countries occupy

a reasonably aood position.

1. Ellman, M., ECONOMIC REFORM IN THE SOVIET UNION, op. cit., pp. 359-60

2. Ibid., p. 321,
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Besides all these indicators, what is more important is what
the people of the concerned countries feel. If the people are satisfied
with their system then there is no point in others teTling them what
is best for them. Unfortunately there is no realible indicator on this.
But one can always estimate it by incidence of crime, rates of suicide,
attitude towards work,society and other people and so on. Then the
conclusion is obvious. The past, present happenings and future evolution
of these socialist countires is a matter for people of these countries
to decide, and a subject on which the opinions of foreigners are of
1ittie value. Nevertheless, outsiders are more concerned with the
geﬁeral lessons fhat can be g]eaned'from the socialist experience

for rational decision making.

Conclusion:

| To summafize the present author draws the following conclusions:
With reference to the countries of the present study:
a) The reforms were not tﬁe outcome of chaotic economic conditions
prevailed but adjustneht of the economy towards present economic, social
and po]iti¢a1 requirementé of the society instead of aiming at

Tong term 'Glorious Aims'.

b) The reforms adopted do not point out any convergence towards planned

capitalism as assumed by many writers.
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c) The reforms adopted so far have helped these economies satisfactorily,
d) The future reforms are likely to aviod the pitfalls created

by decentralization,.than attempting further decentralization.

e) Recent decentralization is not the direct outcome of any political
strife but only represents the adjustment procedure pointed out in

(d) above. (with the exception of Poland)
f) Future reforms will also follow a zig zag pattern as in the past.

g) The reforms will be aimed at stabilization of growth rate at a stable
higher (compared to their counterparts in west europe) rate. Centrali-

zation will help to achieve the same. (in some areas).

In general:
a) These socialist countries have shown developing countires that

backwardness is not inevitable.

b) They have also shown how plan and market can and should be combined
for satisfying the present and the future, individual and social needs

of the society.1

The present writer is in agreement with the view that, 'it is
not a correct deduction from the principles of economics that things
are what they are and they could not be anything different. The economic,
social and political institutions that we seé around us were made by
man for the benefit of some men. Those features of them that we Tike

we can keep, those features of them that we dislike we can change’.




Table H
Year Net -
& Material
Country  Product
Bulgarta
Hillion Leva
1960 4488. 8
1961 4715.8
1962 5158.2
1963 5675.8
1964 6203,7
1965 6635.6
1966 7273.9
1967 7853.0
1968 8556.0
1969 9349.8

1970 10527.4
1971 10411, 4
1972 11241.7
1973 12147.5

Czechoslovakia

0 [ on
Korunas

1960 161.9
1961 170.9
1962 174.1
1963 171.4
1964 168.1
1965 172.3
1966 195.5
1967 . 233.0
1968 257.0
1969 292.6
1970 311.1
1971 325.4
1972 342.7
1973 357.7
G.D.R.
T000 Mililion
DDR Marks

1960 see
1961 ces
1962 T e
1963 eee
1964 e
1965 ces
1966 ces
1967 oo
1968 .
1969 .
1970 .
1971 ces
1972 .
1973 "ee

Personal
Consump-
tion

64
67
67
67
64
64
62
63
65
62
63

66
64

68
1
72
67
59
60
59
57

56
57

Net Fixed
Capital
Formation

14
15
14
17
20
15
16
21

22
19
13
16

11
12
10

12
11
13
13

16
17

19

32
32
33
33

33
35
31

25
23
24

22

Net Material Product by Use and Activity

Aqriculture

Contd.
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Industries



Table H (Contd.)

HUNGARY

1000 Million
Forints

1960 142.0
1961 148.9
1962 156.7
1963 165.1
1964 173.5
1965 170.5
1966 189.7
1967 207.5
1968 224.7
1969 253.1
1970 2712.4
1971 294,13
1972 319.4
1973 354.0
Poland

1000 Million
Ilotys

1960 T 375.6
1961 410.7
1962 426.1
1963 460.1
1964 497.0
1965 531.3
1966 567.2
1967 605.6
1968 668.8
1969 696.1
1370 749.2
1971 855.0
1972 947.8
1973 1062.5
Romania

Mill4ion LEI

1960

1961

1962

1963

1964

1965

1966

1967

1968

1969

1970
1971 “ea
1972 was

L]
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59
62 .
64
63
65
60
58
58

42
43
41
42

47

49
50

51
49
49
51
55
51
50
51

45
49
47

43
43
52
54

58
57
57
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Table H (Contd.)
U.S.S.R.

1000 Mi11ion Roubles

1960 145.0
1961 152.9
1962 164.6
1963 168.8
1964 181.3
1965 193.5
1966 207.4
1967 225.5
1968 244,1
.1969 261.9
1970 289.9
1971 305.0
1972 313,6
1973 337.2
Yugoslavia

1000 Million New
1960 28.9
1961 33.7
1962 37.7
1963 45.8
1964 61.0
1965 79.5
1966 99.0
1967 103.7
1968 112.0
1969 132.0
1970 157.2
1971 204.5-
1972 245.4
1973. 306.4

Dinars

65
63
64
65
64

64

64 .

64
63
61
62

62

Source: U.N. Year Book of National Income Accounts 1974
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17 20
17 21
17 22
17 21
16 22
14 23
14 24
14 22
14 22
15 19
18 22
18 21
18 19
18 20
33 26
35 25
35 26
34 25
33 25
27 25
27 26
29 24
31 21
31 21
33 19
2 18
30 17
28 19

52

52
54
54
52
50
51
52
54
51
51
52
51

U.N, 1975, pp. 57-59 & 92-95.
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Table J
Average Annual Rates of Growth of Gross Demestic Product at Constant Prices
By Type of Expenditure and Kind of Activicy
( in Per Cent)

Country Period H.H.P Consumption Het Agriculture Industrial
A B of the Fixed Activity
Fopulation Capital
Formation
Bulgaria 1960-65 7.0 6.1 6.8 12.4 2.9 9.1
1965-70 8.6 7.8 7.2 16.1 -2.5 12.9
1970-73 7.6 1.0 e 1.9 8.8
Czechoslovakia 1960-65 1.2 0.5 2.9 1.1 =4, 2 3.1
1965-70 6.9 6.4 6.0 4,3 6.3 6.0
1970-73 5.1 4.5 5.1 8.2 2,7 4,7
G.D.E. 1960-65 3.5 3.8 2.0 3.4 1.5 4.6
1965-70 5.2 5,2 4.5 12,7 1.0 5.8
1970-73 5.3 5.5 5.4 2.7 3.2 5.5
Hungary 1960-65 4.5 4,2 3.7 7.2 0.7 6.7
1965-70 6.8 6.4 5.8 13.5 1.2 7.0
1970-73 6.3 6.0 4.6 5.2 6.2 7.1
Poland 1960-65 6.0 4.6 4.4 7.9 1.1 8.6
1965-70 6.0 5.1 5.1 9.6 -2.1 - 7.9
1970-73 10.0 9.1 9.0 22,2 5.5 10.4
Romania 1960-65 B.9 8.2 : =0.1 13.7
1965-70 7.6 6.2 aaa =1.1 12.6
1970-73 11.5 10.4 s 18.2 10.4
U.5.5.R. 1960-65 6.4 4.9 s aes 1.2 8.9
1965-70 7.6 6.6 . 0.8 10.0
1970-73 5.7 4.8 . -1.2 6.9
Yugoslavia 1960-65 7.7 : 6.6 7.4 6.6 2.1 11.0
1965-70 6.0 "5.0 4.6 8.0 2.8 6.7
1970-73 6.0 5.0 5.8 3.8 6,2 7.6

H.M.P. Net Material Product
A, Total
B. FPer Capita

Source: U.N. Year Book of National Income Accounts 1974,
U.N. 1975, pp. 128-129,

-
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Table L Index Nos of A.D.P. Excluding Services of general aovernment and of
Private organizations

Year A,0.P,
Total - Per capita Agricul ture Industry
A B c A B C A B C A B ¢

1960 52 59 62 58 72 67 87 80 83 43 53 57
1963 60 68 72 64 78 76 82 82 88 55 63 66
1965 077 79 73 85 82 8l 87 91 65 73 75
1966 75 82 82 78 89 84 100 90 91 70 78 79
1967 81 85 85 83 90 87 100 94 97 77 8 80
1968 88 91 90 90 95 91 101 9 99 85 89 87
1969 92 96 95 93 98 96 93 95 98 92 96 95
1970 100 100 100 100 100 100 100 100 100 100 100 100
1971 106 105 103 105 103 102 98 101 103 107 104 103
1972 111 111 108 109 107 106 90 98 103 115 112 108
1973 120 119 114 117 111 112 103 105 106 123 121 116

A- Denotes Albania, Bulaaria, Czechoslovakia, the A.D.R., Hungary,
Poland, Romania, the U.S5.S5.R., and Yugoslavia.

B- Denotes World,

C- Denotes Europe excluding countries listed in A above,

Source: U.N. StatisticaT Year Book - 19?4
u.H., 1975, pp. 10-14,
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Table H. Index Nos. of Food and Total Aaricultural Production
1961 - 65 = 100
Country 1963 1965 1966 1967 1968 1969 1970 1971 1972 1972

Total Agricultural Production 7
A 95 105 121 122 127 124 131 134 . 134 147

B 100 105 109 113 116 T 117 120 124 1284 129
c S 101 103 106 113 114 114 117 121 120 123
Food Production
A 94 105 122 122 128 125 132 134 134 148
B 100 105 110 114 117 118 122 126 125 131
c 101 103 106 113 115 115 117 121 121 124
Per Capita
Agricultural
Production
A 95 103 117 117 121 117 123 124 123 134
B 100 101 103 105 105 104 106 107 104 107
c 101 101 103 109 108 109 11¢ 113 112 114
Per capita
Food Production
A 94 102 118 117 121 '117 123 124 123 135
B 100 101 104 106 107 105 106 108 105 108
c 101 101 103 109 110 109 111 114 113 115

Source: U.N, StatisticalYear Book - 1974
U.N.: 1975, pp. 23-24.

Leaend: A- Includes Albania, Bulgaria, Czechoslovakia, the G.D.R.
Hunaary, Poland, Romania, the U.S.S.R. and Yugoslavia

B- World

C- Europe excluding countries listed in A above.




Table M

Country

Bulaaria
Czechoslovakia
f.D.R.
Hunaary
Poland
Romania
" U.5.5.R.

Yugoslavia

Table 0

1953 1958 1960 1963 1967 1968 1969 1971

14
29
31
35
36
15
21
19

Source:

25
a5
46
42
52
23
36
35

1970 = 100

34
56
55
51
44
30
44
45

47
64
65
66
56
a4
57
60

76
83
84
86
77
71
79
77

Index Nos, of Industrial Production

83
38
88
91
85
80
86
83

91
92
94
92
92
88
93
92

U.N., 71975, pp. 153-55

Index Nos of Labour Productivi ty in Industry *

Year

1958
1960
1963
1968
1969
1971
1972
1973

54
62
70

" 89
93

107

113
12

1970 = 100

1

62
69
76
91
96
104
109

A - Eastern Europe and the U.S.S.R.

B -~ itlorld

C - Market Economies of Europe

Source: U.N Statistical Year Book: 1974,
U.N. 1975, p. 157,

65
71
77
92
97
103
108

188

109
116
106
107
108
108
111

U.N. Statistical Year Book: 1974,

1972

119
131
112
112
120

115
119

1973

131
131
120
120
133

123
127
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Tahle P
Volume of External Trade (in Million .S Dollars)

Bulnaria Czech. A.D.R, Hungary Poland Romania U.S.S.R. Yusnslavia

Imports

1938 60 239 . 123 248 137 273 115
1948 - 681 “e 167 516 cee 1224 368
1958 367 1357 1680 631 1227 482 4350 685
1963 933 2160 2331 1306 1979 1022 7059 1057
1966 1478 2736 3215 1566 2494 1213 1913 1575
1967 1572 2680 3279 . 1776 2645 1546 - 8537 1707
1968 1782 3077 3393 1803 2853 1609 9410 1797
1969 1749 3294 ° 4105 1928 3210 1741 10327 2134
1970 1831 3695 4847 2506 3608 1960 11732 2874
1971 2120 4010 4981 2990 4038 2103 12480 3297
1972 2567 4662 5905 3154 5335 2616 16047 3233°
1973 3266 6137 7854 3919 7814 3468 21108 4775
Exports

1938 68 295 cien 155 225 157 255 117
1948 vees 753 e 166 533 Ceee 1308 304
1958 373 1513 1890 684 1060 468 4298 441
1963 834 2462 2713 1206 1770 915 7272 790
1966 1305 2745 3205 1594 2272 1186 8841 1220
1967 1458 2864 3456 1702 2527 1395 9652 1252
1968 1615 3005 3791 1790 2858 1469 10634 1264
‘1969 1794 3319 4153 2084 3142 1633 11655 1479
1970 2004 3792 4581 2717 3548 1851 12800 1679
1971 2182 4180 5076 2500 3872 2101 13806 1836
1972 2627 4915 6184 3292 4927 2599 15361 2237
1973 3301 6035 7520 4433 6374 3698 21462 3024

Source: U.M. Statistical Year Book: 1974
U.H. 1975, pp. 408-409,

®
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CHAPTER IV

REFORMS AND ITS LESSONS FOR INDIA

'Socialism is not an economic policy for the timid'

- Qskar Lange -



To the extent that one can estimate the historical
significance of any recent development, the U.S.S.R. and the East European
countries seem to have opened a new chapter in world economic history
the era of forced economic growth in agriculturally over populated
countries. The U.S.S.R. produced the world's first example of rapid,
centrally planned and directed economic development; and planning
procedure - exercises today a deep influence on the underdeveloped
countries. 11t is the contention of the above writers that 'these
positive lessons, if followed, do not necessarily lead to a soviet type
political system since the characteristics of the soviet industrial
model which we have discussed are compatible with varying degrees of
governmental intervention or control.? In the opinion of the present
writer, though political freedom is not incompatible with rapid economic
development adopting soviet strategy, it did not work hand in hand in
the case of India. In the case of India 'political freedom'3 along with
inefficient planning and implementation has resulted only in a bié

failure rather than to pull itself out of the shackles of poverty.

1. Dodge, N.T., and Wilber, C.K., 'The Relevance of Soviet Industrial
Experience for Less Developed Economies', SOVIET ST » Vol XXI, 1970,

p. 330 ‘

2. Ibid,, p. 349

3. The prsent writer means by 'politcial freedom' only the way in which
it operated in India till recently.

(191)
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Indian planning for industrialization suffered from excessive
attention to targets down to product level, and a wasteful physical
approach to setting and implementation thereof, along with a generally
inefficient framework of economic policies designed to regulate the

1 ‘In fact India did not plan too much;

growth of industrialization.
in certain important ways it did not plan adequately, physical,
cost-benefit ignoring and choice-negligent planning, combinined

with detailed regulation of such inefficiently determined targets,
really proved to be a negation of rational p1ann1’ng.2 Socialist
objectives such as distributive justiée, equality and the eradication
of material poverty have been frustrated by‘the existing po]icies.3
Industrial regulation did not serve its intention but it resulted in
gross inefficiencies. 'Ad hocism' at the top and corruption at the
bottom', might have been an apt description of the state ;hat adminis-
trative machinery was to reach eventually as it increasingly concerned
itself with detailed control of decisions in the private sector. These
failures have, however, been not merely of administration: they '
reflect a more basic factor the then-current economic philosophy that

the best form of planning is physical and involves detailed controls.

The bureaucrats, especially at the top levels, have traditionally taken

1. Bhagwati, J.N., and Desai.P., INDIA : PLANNING FOR INDUSTRIALIZATION,

Paris: Development centre of the 0.E.C.D. , Oxford Uhiversity Press, 1970,
p. 499 -

2. Ibid., p. 499

3. Ibid., p. 500
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to this doctrine with some enthusiasm, for it has conferred on them
great power and re-emphésized their inherited notions of omnipotence.
For much the same reason, many politicians in power (and in search

of patronage) have also embraced these policies of detailed regulation.

Before analysing the problems of Indian economy, let us briefly
point out the problems concerning economic planning in under developed
countries in general. The general problem of an under developed economy
is the insufficient capital to employ the available labour force.

In consequence this may end up in two alternatives. One is to adopt
primitive labour intensive production the other is to adopt

advanced techniques and render major labour force unemployed or under-
employed. Ironically both are found in these countries. Labour inten-
sive form of production exists in spheres where capitalist mode of
production has not yet entered or anrofitaMe to enter. These exists
where it is profitable and has replaced existing cottage and handicrafts
and driven them to decay. In agriculture, it takes the form of feudal

types of land ownership or capitalist plantation system.

The problem of an under developed economy may be sunmarized

as foﬂows:2

1. Ibid., p. 134.
2. Oscar Lange, ESSAYS ON ECONOMIC PLANNING, Second Edition, Calcutta:

Indian Statistical Institute, Statistical Publishing Society, 1967, pp .32-33.
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Let C denote the value of total stock of capital goods
available and V the value of the total labour force employed.
Let a be the average degree of 'captial intentensity' of production.

Then we have

If N is the total labour force employed ( in man hours) and W is the
wage rate, we have,

N e — (2)
the total employment és thus

N= v e (3)
alW

If Ny is the total available labour and N< N(3 s the economy is
underdn_vemped, The ratio N/N0 may be considered as a measure of

the degree of under development.

As W cannot be Towered below subsistence, N can be raised to
Ng by two ways only. Either a is lowered and the economy kept at a
low level of productivity, or C must increase sufficiently with a

value of a corresponding to modern techniques of production which r

requires capital accumulation. As a result of Tow productivity and
unemployment economic surplus which is crucial for capital accumulation
is small. But paradoxiéa'ﬂy the major obstacle is that such surplus

as is available is not utilized for capital accumulation.

The causes which prevent. such utilization of economic surpius
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are the foﬂom'ng.l a) The feudal mode of production and the
corresponding way of 1ife of the old feudal class. b) As a major
part of the under developed countries became subject to colonial rule
the drain was increased by the very expensive colonial administration
and when it remained independent the drain was performed by the
domestic monarchy and its officicals. c¢) Foreign capital comes to
these countries and treats them as sheltered reserves for monopolistic
exploitation. Major part of their profit is taken out and used for
the economic development of the metropolitan countries. In case they
are reinvested, they are invested in such ways as not to create
competition for basic industries owned by them. They are also often
invested in consumer goods industries and in the production of raw

materials and stapie food products.

Elimination of such problems is a pre-condition for economic
deve]opment.‘ A characteristic feature of these countries is the lack
of suffi ¢ient1y broad and wealthy class of domestic industrial
capttalists which would command the resources for substantial
investments in industrial development. Thus economic development

can take place orﬂy‘ on the basis of public investment which seems

to be the major strategy.

The physical resources for public investments exist in the
form of unemployed and underemployed labour force and under employed
natural resources. The task is to absorb this unutilized power and
utilize in the pfoduction of producer's goods.This is the basic instru-

ment of economic progress of under developed countries. When full

Ibid, , P 34



196

Tabour force and other natural resources can not be absorbed,

a part can be absorbed by means of land reform which distributes

land to landless peasants and employ: more labour on new Tand reclaimed
by irrigation projects. Another part can be absorbed by labour
intensive village industries which can survive on new demand |

created by land reforms and public 1nvesfment;

Industrialization and economic development by means of public
investments imply the development of a nationalized sector in the -
economy. This sector not N1y initiates the process of creatina new
employment and income, but also, directly through its own purchases
or indirectly through income created creates additional -demand for
consumer goods produced by the private sector with excess capacity
will now earn more profit which becomes available for taxation

or borrowing for reinvestment in the nationalized sector.

The development of,natfona1ized sector and its more rapid
growth than that of private sector of the natiqnal economy is a
necesééry condifion}fo;ithe rapid industria1ization of underdeyelped
countries, Where such a pattern is &bsent economic progress is

impossible.l

The development and more rapid growth of the nationalized
sector is not sufficient for economic development. A lot depends on

the purpose of such growing nationalized sector. This sector should
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be used to serve the economic, social and cultural deve1p§ment

of the whole nation. Then it becomes the nucleus and starting pbint
of development. On the contrafy, if this sector become subservient
to the interests of existing concentrations of private economic power
then it is an instrument of state capitalism. Even though state
capitalism may initiate the progress for an underdeveloped economy,
it cannot sustain such progress for a long period; nor can it assure

balanced development of the whole economy.1

With this background we may amalyse the experiences of
Indian planning. Congress party was voted to power in the union govern-
ment since independence. The Congress under the leadership of Nehru
to beginhwith had been committed to the objective of socialism. A
Socialist pattern of society was accepted as the 6bjective of planned
development with‘effect from the second five year plan. The strategy
foTloWed was a growing bub]ic sector dominating the basic industries
and capitaTygoods leaving a sizable share for the private sector to
operate in consumer goods and the other spheres where desirable.
A new Industrial policy replacing earlier resolution of 1948 was
adopted in April 1956, which states,"The adoption of the socialist
pattern of society as the national objective, as well as the need for
planned and rapid development, require that all industries of}basic
and strategic importance, or in the nature of public utility services,
should be in the public sector. Other industries which are essential

and require investment on a scale which only the state in the present

Ibid., pp. 40-41
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circumstances could provide, have also to be in the public sector,

The state has therefore to assume direct responsibility for the future
deveTopment of industries over a wide area".Thus India adopted the
soviet planning strategy in two ways. It rightfully avoided 'war commu-
nism' of soviet early stages of economic development and straight away
launched 'N.E.P.',Strategy of 'big-push' and unbalanced growth was

also adopted. Looking at the results, in épite of exceeding the invest-
ment tdrgets both in the public and private sector, the growth rate (industrial)
was only 7% for the second plan same as the first plan where industry
played a minor role. The national income increased only 20% as against
planned increase of 25%. The achievements recorded during third plan

was no better. It aimed at an increase of industrial production at a
compound rate of 11% a year. It also planned for a growth of 30%
increase in the national income and ended up with only 12.5% almost equal
to the population growth. Agriculture suffered the most on ?ccount of
severe drought and suspension of foreign aid. Neverthe1ess the early
years even dild not achieve the target of 11% a year.‘Added to the
difficulties pointed out, the failure was largely due to administrative
rules and procedures lacked the flexibility to meet changing needs

and the necessary changes in them had not come about., The annual plans

that followed and the fourth plan as well did not accomplish the tasks

assigned.

‘Turnihg to the other objective of reduction of inequalities
of income and wéa]th, the plans did less than nothing. This objective

requires a two fold process of raising incomes of the Tow income groups
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and reducing incomes at top level. The first calls for an expansion

of social services and provision of increasingly large volumes of employ-
ment. The Tatter requires corrective fiscal devices and prevention

of the flows of the gains of development to top income brackets. It
was proposed repeatedly that income tax, corporation tax, wealth tax,
gift tax, capital gains tax and estate duty should be employed in an
integrated manner to bring down incomes in the high brackets to
reasonable levels. The second and the third plans as usual triumphed
that," steps must be taken to ensure that such incomes (from trading
and speculative profits) as do accrue are fully taxed, evasion of
taxation is severely dealt with and opportunities for tax aviodance are

reduced to the minimum." Yet hardly anything was done.

Regarding the uplift of the Tow income groups obviously nothing
was done. The planning commission did not have even any data on the sub-
ject. Nevertheless, few estimates were made by some scholars which throws
some 1ight on this acute problem. In 1962, the government set up a
study group as to recommend the national per capita minimum consumption
expenditure. They recomended a per capita expenditure of Rs. 240* a year.
According‘to an estimate made by Minhas, the per capita consumption
expenditure for more than 50% of the population did not exceed Rs 238
per year. In other words more than 50% of the population were in abject
poverty after 15 years of planning. Other studiés undertaken by Rath

and Dandekar vouched the same pathetic condition.

* C$1= Rs, 9'approximate1y.
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Closely associated with the problem of poverty is the regional
disparities. The second plan declared that," in any comprehensive
plan for development, it is axiomatic that the special needs of less
developed areas should receive due attention". Again, the Industrial
Policy Resolution declared," ... in order that the industrialization
may benefit the country as a whole, it is important that disparities in
levels of development between different regions should ke progressively
reduced". But in practice it was often poihted out that dispersal can
be taken up only when a minimum in terms of national income and growth
in different sectors is reachéd. There may be justification in such an
approach, when growth is of primary importance. But the assumption that
after some time, it would be possible to spread the benefits increasingly
to backward regions becomes unrealistic. If for overall growth, reliance
is placed on the usual market forces, new enterprises would gravitate
to areas and centres where external economy is present and this accent-
uates regional disparity. After a certain period it would become
impossible to redistribute and would increase reaional tensions. There
would have been aconstraint to this development, if from the out set
programmes and undertakings in the public sector had been expanded in
underdeveloped regions as a built-in strategy of development planning.
If 50% of the total population are below the poverty line, the percentage
must be Targer in the backward regions. How can the problem of poverty

be solved without special efforts to level up these underdeveloped states? 1

1. Misra, S., 'Socialism in Planning', THE INDIAMN ECONOMIC JOURNAL,

Vol XIX, No. 2, Oct.~ Dec. 1971, pp. 107 - 127.
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Planning in Soviet Russia and other countries of our study
was largely adopted to tackle three objectives: a) Growth within
a short period of time; b) Reduction in inequalities of income and
wealth; c) Reduction in regional disparities. In all the three
objectives they were successful though they were to adopt different |
strateqy for intensive growth after certain level of maturity. Their
growth process should have helped the Indian planners to aviod pitfalls
of their planning methods and should have planned more efficiently.
But the facts read a diiferent story. Indian planners were only successful
in combining the demerits of planning and capitalist systems. Is then
planning unsuitable to India? why then the Chinese were able to achieve

tremendous success with their growth process?

Willingness and ability of people to work relatively hard
and effectively on a national scale for goals that inspire them are
perhaps the most important factors in exp]aining a country's economic
development. Harvey Liebenstein has viewed motivation as being a major
element in connection with x - efficiency, as well as other factors

1

1ike knowledge, information and training. Barry Richman and

1. Richman Barry., 'Chinese and Indian Development: An inter disciplinary

Environmental Analysis', THE AMERICAN ECONOMIC REVIEW, Papers and Proceedings

of the American Economic Association, May 1975, pp 345- 355,
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Thomas Weisskopel have recently shown that because of this character
of the chinese government and the people, there were able to surpass
India in the process of economic development in the past twenty five
years.

Economic development comes largely from the willingness
and ability of people to work hard and effectively for inspiring goals
which in turn is a result of social development - ie., progress in
human welfare, attitudes and institutions. Social development is mainly
a matter of good ideas, of ideology and the strength of the commitment
to it. Chinese superiority therefore 1ies basically in her superior
ideologqy, which has speeded her social development, thereby raised
the productivity of her people, and so boosted her growth rate of odtput
per capita. It follows that India's performance could be much improved
if the Indian government would fashion and promote an ideology more

conducive to development.

The greater success of the chinese in overcoming inequalities
and unemployment is attributed to the character of the basic economic
1'ns1:1"t:u1‘;1'cms,.2 Elimination of virtually all forms of individual private

property removed the biggest source of income inequality. Secondly,

1. Weisskope, Thomas. E., ' China and India: Contrasting Experience in

Economic Development ', THE AMERICAN ECONOMIC REVIEW, Papers and Proceedings

of the American Economic Association, May 1975, pp. 356 - 364.
2. Ibid., pp. 360 - 362.
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the greater degree of centralized public control over. resource
allocation and lesser reliance on the market mechanism hava permitted

a more equitable allocation of resources among income classes and
regions. Another aspect of the Chinese approach that has contributed

to greater economic equity is the effort to limit the scope of
individual material gain incentives; this has allowed for reductions

in labour income differentials at the enterprise level, The greater
stress on the mobilization of labour in the Chinese approach facilitated
by an institutional framework involving strong public control over the
labour market has enabled €hina to corbat unemployment and under employ~-
ment more successfully than India. China's success is also attributed
to its self reliance. The Chinese delibrately pursued conservative inter-
national financial policies to avoid long term indebtedness after the
1960s. Another important feature is that the Chinese government's
strong control over the economy. The dominant position of the state

planners ,in China contrasts with a complex diffusion of power in

India among government planners, private business and various other

interest groups.!

India's failures are attributed to the following causes:

a) Attainment of independence brought about no major re-distribution of

power between previously dominant and dominated classes. b) India's

parliamentary democratic system has enabled certain intermediate groups

1. Ibid., p. 36L.
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- well to do peasants, organized urban workers, professional
politicians and so on - to have a decisive voice in national affairs
but the vast majority of poor peasants, landless labourers, and
unorganized urban dwellers remain as powerless as evor before.

c) Decisive government action is also 1imited by 1. Parliamentary
democracy, 2. Federal structure and share of power between state
governments ( some times hostile'and region oriented) 3. Extensive

protection of private property rights guaranteed by the constitution.1

Without undermining the achievement of China, the present
writer hesitates to accept the above views about China as, '...the
bits and pieces of information which are allowed to trickle in from
China are certainly inadequate to provide answers ...'Z'Moreover,
as we have pointed out earlier, centralization can help only to a
certain extent. Hedonistic tendencies are very difficult to curb and
absolute equa]ity is very difficult to achieve as each system'has
its own hierarchical levels. How long enforced discipline can promote
growth? The éast éuropean countries have already provided an answer,
In fact the author of the above discussion himself has revealed

his doubts declaring, " If China does evolve into a truly advanced

1. Ibid., p. 363
2. Padma Desai,'China and India Discussion', THE AMERICAN ECONOMIC

REVIEW, Papers and Proceedings of the American Economic Association,

May 1975, p. 367.
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economy, it would seem that some of the more important aspects of
pure Maoist-Marxist- Leninist ideology would have to be compromised
considerably in the process.“1 Moreover, most of the stravegies
attributed were rather forced on them and the Chinese had no choice
over them. The turn of events in both the countries are products of

the history of the respective countries.

Nevertheless, the present writer would agree with the short-
comings of India pointed out by these authors and agree that India lacks
'political will' which contributed to the growth of Russia, East European

countires and most recently China and Cuba:

Comparison apart, as we have pointed out earlier, India
has failed to achieve any spectacular achievement in the important
spheres of economic growth, reduction of inequalities of income and
wealth and regional planning for which the planning was introduced.

We may analyse the reasons for the apparant failures.

In the sphere of administration, India was better placed

than any of the other under developed countries. But this administrative

1. Richman Barry, op.cit.. p. 354,
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machinery was of no great use to changed economic condition.

Geared to the efficient running of the British law and order machine,
and occupying a position of unrivalled power in a politica: system
which involved alien rule, the I.C.S. ( Indian Civil Service )

had inherited, by and large, work methods and an attitude of omipotence
which were to interfere seriously with the vastly different and
complex administrative tasks of a modern, planned India where
administration and implementation extended into fields as diverse as
public sector investments in industries and agricultural extension
and developmental programmes.1 The dominance of the generalist often
resulted in lack of coordinated view and of a frame of considered
policy. Another important difficulty was(and is) sheér incompetence
resulting not only from the lack of expert knowledge of the generalist
but also equally from fhe degradation and frustration of the experts
and specilists in government service. With the increase and complexity
of administrative work, the availablepersonnel are not adequate in
quality and numbers. As its size increases, it becomes slower in its
functioning. Delays occur and affect operations at every stage and
the expected outputs are further deferred. These delays cause
corruption which becomes more routine than exception. For many jobs
in the government offices it has become an accepted practice and also
many employees calculate their salary including this source of income

as a part of their salary as if it is an allowance.

1. Bhagwat:i, J.N., and Desai, p. op. cit., p. 130
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In brief, the administrative machine has failed to adapt it
self so far to the needs of the state which aimed at planning in
depth. The effect of this on the efficiency of the public sector
industrial undertakings, which have absorbed an enormous amount of

investment, has been seriously adverse.1

t The public sector under various plans
was to play an important part in shaping future India. It was desian-
ed to become the nucleus and starting point of economic development
to serve the economic, social and cultural development of the whole‘
nation. But the tendency has been to reduce it as an instrument of
state capitaiism. Two problems may be traced in the working of the
public sector enterprises: a) The apparent, gross economic inefficien-
cies of the public sector, as reflected in its productivity. b) The

growing infiltration of politics.

As for the performance of the public sector, most of the
enterprises are standing examples of incompetence and inefficiency.
This is in spite of substantial concessions such as supply 'of capital
on easy terms, interest holidays and moratorium on Ioén repayments,
As the bulk of the investible resources had been employed for the
expansion of the public sector, it would not be wrong to conclude
that the decliningktrend in the rate of growth of.the economy is,

in no small measure, due to the poor performance of the public

Ibid., p. 134.
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enterprises. 1

In the sphere of private rates of return very few enter-
prises are functioning efficiently, while most of them are reporting
a huge Toss thereby unable to create any surplus and further
expansion and dampening the morale of further public sector expan-
sion. In cases where observed profit rates are high, the presence
of effective monopoly power may lead to inefficiency in production.
However, the former case requires further analysis. In the actual
working of the public enterprises it is an observed fact that they
exist for the benefit of private enterprises either as sUpp]iers
of input or users of the output. Thus the continuance and growing
increase of the publicsector is favoured by the private sector.

Public sector pricina is more conducive for private gain rather than

for other intended purposes. Under pricedsteel for instance, may lead

to sub optimal use of it. Moreover, there is no regulation of the
prices of end products of the user industries, implies that the

profits foregone by the public sector enterpriges wind up with the
users, who eventua11y tend to be in the private sector which helps

to redistribute revenue in favour of the private sector.?

1. COMMERCE, March 9, 1968, p. 645
2. Beport of the’(Raj) Committee of Steel Control, Ministry of

Steel and Heavy Industries, Government of India., New Delhi: 1963
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Turning to social rates of return and chioice of projects,

a perusal of the methods adopted to plan for the projects and several
governmental committee reports underlines the extremely poor

quality in oeneral of the work both from a technical point of view
and economic cost-benefit analysis. These reports show that no syste-
matic thought was given to questions of project appraisal and that
rough, sketchy, and haphazardly incomplete reports were often
considered adequate for embarking upon quite expensive investments, l
This was the case with many huge irrigation and other projects too.
The decisions were taken mostly on political and other basis rather

than purely sconomic,

With reference to delays in implementation and increasing
costs, inadequate project preparation can be assigned as the major
cause, Project itself takes so much time to be approved and in each
and every stage there is political {nvolvement and as a result it
takes several years before any project is commissioned. These
projects are constructed to suit political requirement and as such
s source of income for various input suppliers the time, size,
required machinery everything undergoing a change. For instance,
enprmous overheads are constructed with every public sector prpaects
spending huge amounts on construction of houses and so on but
ally weaker sections

excluding the interests of ordinary and economic

of the workers,

1. Baghwati, J.N. and Desai, P. op. cit., p. 158
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In the sphere of Labou?, Pérsonnel aﬁd Management, the
political involvement in public sector enterprises has helped in
contributing to its over staffing of unskilled Tabour ana payment
of higher average unskilled wages than in the private sector, !
Political involvement has also contributed to poor handling of
Tabour relations which resulted in heavy loss. The civil service
background of the managers, also act with bureaucratic caution and
unimaginativeness rather than in bold and inventive ways. Actual
management has been hemmed in by traditional audit procedures
which entered beyond mere certification of expenditures to an evalu-
ation by the Auditor General's office of whether these expenditures
were properly incurred within the framework of the authorizations.
Since this scrutiny is intensive and any departure from its
exacting standards can lead to censure and disgrace, the scope
for imaginative and quick action in the interest of better economic

performance is inevitably jeopardized.?

Industrial Licensing:
The Industrial policy resolution of 1951 was designed to
implement :

a) The development and regulation of industrial investments, and

1. Ibid., p. 163.
2. Ibid,, p. 165.
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proquction according to plan priorities.

b) The protection and encouragement of small scale industries;

c) The prevention of concentration of ownership of industries; and

d) Balanced economic development of the different regions in the country,
" so as to requce disparities in levels of development.

In order topursue these objectives, the Act conferred powers upon

the Government, that 'no new industrial undertaking could be estab]ishéd
nor any 'substantial expansion' effected to existing plants, without
the prior procurement of a licence from the central government. But
such a policy of licensing yielded only negative results. Throughout
the planning period, target setting had a weak economic basis, was
overly detailed and comprehensive, and was taken too seriously in
industrial licensing as far as restraining, the growth of capacity

was involved. At the same time the licensing procedures were not
designed to'ensure or encourage fulfilment of important targets, the
follow~through was weak, thevcriteria of efficient choice among
applicants were not defined, and the licensing procedures were designed
so as even to rule out the consideration of such choices, and
objectives such as balanced regional growth and prevention-of
concentration in ownership were reiterated, but no procedures

were devised to achieve them at minimum economic cost. Indeed, in

some cases the procedures even encouraged the frustration of these

very objectives.1

1. Ibid., p. 273.
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Reliance on physical controls, rather than the price
mechansim, without any success was a characteristic of Indian policy
on price and distribution of several manaufactures and semi manu-
factures and was not confined to Industrial 11cé.1s1‘ng. The Raj
Committee reported grossest abuses of the control mechanism that
could be feared. Priorities were not defined ‘and allocations were
chaotic and often prompted by graft. Price control merely implied
that public sector steel was sold to private sector users at
controlled prices, vhereas these users were under no obligation
whatsoever to price their outputs on a cost-plus basis and hence
priced what the market would Bear. Thus in effect price control
enriched the private sector which could have been appropriated by
the public sector. Regarding the distribution of some of the items
1ike cement, automobiles etc., lead to other problems. The distribu-
tive agencies were frequently known to demand graft which tended
to offset the differential between the controlled and market prices.
But the price obtained by the procedures was fixed at too low a
level to permit the expansion of supplies in the Tong run. The bulk
of the control over prices and distribution which were exercised by
the government, were 11 advised and formed a part of the general
economic philosophy of direct intervention without careful
examination of direct efficiency and of efficiency vis-a-vis alter-

native ways of achieving given Objectives.1 We saw earlier in the

1. Ibid., p. 278.
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experience of the socialist countries, in some way controls
can be a rational form of policy but in the case of India there

is Tittle evidence of any such rationality.

On Tocational policy, the Industries Act {1951), the
Industrial Policy Resolutions and Five Year Plan'documents have
been equally articulate in stressing the need for balanced develop-
ment. The federal nature of the country and the anxiety of the
state political leaders to bring as many industries as possible
within their state boundaries distorted often the working of
the Licensing Committee. The failure of the Indian' planners to
work 6ut the space-dimension of their industrial targets, on the
basis of economic efﬁéiency constrained by state targets of over
all industrialinvestments designed to assure the states, that they
would get some minimum industrialization, in effect left the
field almost entirely to political pressures. Licensing committee
aided in turn by no clues to optimal size, location, and phasing
of expansion of plants by its 'techno-economic' consuel, these.
political pulls often ruled the daly.1 As a result as pointed out
earlier 'planning has not even touched a fringe of the problem

12

of regional disparity.

1l

In the >sphere of Agriculture especially in the sphere of

reforms twenty five years of planning has done nothing more than

1. Ibid., p. 268.

2. Radhakrishnan, 'Regional Balance in Economic Development',

ECONOMIC AFFAIRS, Sept. 1962, pp. 432-8.
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abolishing the Zamindhars and Jagirdhars at a huge compensation.
The reforms were designed in such a way that they sounded more
socialistic than any country could attempt but in fact did not
alter the structure in any appreciable manner. In fact more land
was made available for distribution by individual efforts of
Acharya Vinobha Bhave through his voluntary 'Bhoodan' movement
than by any legislation seeking 'land ceiling'. The community
development schemes, Panchayat Raj and other mea;ures taken to
implement 'Democratic decentralization' have ended up with carrying
the message of corruption at the grass root level. The co-operative
movement in all spheres have resulted only in introducing white

collared crime in the country.

India has definitely economic potentialities to record
reasonable level of economic development. Its failure is to be
attributed to on1yAthe‘1ack of 'Political will' as explained earlier.
This was the rdot cause for the early economic development of the
socialist countries. There is no difference of opinion among economists
that a backward coUnthy Jaunching & proaramme- of rapid economic
development has to approach the problem 1ike a 'war economy'. Thus
centraliz gtion as it helped the early stages of economic develop-
ment of socialist countries of our study, can be adopted as a suitable
strategy for rapid economic developme't. After achieving certain level
of economic maturity this strategy may become obsolete and may hinder
further growth but in the case of India this stage right now is

irrelevant.
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India's féi]ure can be directly traced in its political
structure. Congress party though returned to power since independence
has undergone several changes andgave birth to new groups and even
to new parties, Following multi-party system there are several
other parties ranging extreqe right to extreme left. In recent
years regional parties have emerged and some of them were successful
in capturing power in some of the states. In addition, the federal
structure divided by language, culture and so on has created its own
problems, Elections arevery expensive and parties can not contest any
election unless they have the material support given by the richer
section of the society. Candidates are often rich people representing
industrial capitalists or rich land lords or their representatives.
Thus no legislation can be effectivé]y passed antagonising this
section. Moreover, government functions with the only objective
of winning next election, Projects are also se1ected in such a way
that they help promoting 'mass appeal' rather than fulfilling any
economic objecfive.1 Federalism has cqntributed its own share in the
economic unmaking, Each state government with its own anxiety to
return to power, try to get as many industries as possible with in

the state boundary whether the location is suitable or not., Thus

1. For example, Tamilnadu government's expenditure on erecting
statués, constructing monuments and so on have no economic significance

except used as an election stunt. Other states are no better.
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steel Mills, fertilizer plants, 011 refineries have become more

a status symbol than anything else, This is the case whether the
state ruling party is same as the centre ruling party or not. With
the regional parties coming to power 'mass appeal' does not stop
with 'status symbols' but extended to issues like language, secession
unnecessary charater assasination etc., which is hardly conducive

for economic development. A1l these have helped only to promote
corruption, graftand indiscipline as result people have lost faith

in working hard, sincerity,healthy attitude towards society especially
when they could see others making easy money the 'demonstration
effect' was disastrous. This is the result of'democracy’ 1 ’as in

India democracy could mean only elections and nothing more than that,

In spite of all these odds India did achieve something:

a) It has effected a break with stagnation; b) It has significantly

raised the national income per head; c) It has strengthened the
infrastructure of the economy. But what Indian planners were supposed
to achieve and did not achieve was a conseguence of 'the objective

situation', It may well be that however completely the planners

do - their work, various factors built into the Indian socio-political

situation will persistently undo it. In a society as divided and

1. It is not the intention of the present writer to critiZze democracy

as it is commonly understood.
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tradition. bound as India, effective planning may be impdssible so
Tong as the planners have to operate within the framework of the
present political system, The Timitations imposed both by the social
and political structure are indeed severe, The question is whether
they can be transcended. In the long run, no doubt transcendence.
will be achieved; but we are concerned with the short run. Experience
of socialist countries of our study suggests that a significant
acceleration in the rate of development requires a dramatic break
with the old social and political order, and that India may well be
one of these, The introduction of democracy gave the manifold interest
groups, both old and new, a degree of political influence which

would have been denied to them under a more authoritarian regime, and
made political stability dependent upon the government's capacity

to effect viable compromises between a multitude of conflicting
demands. 'Pplanning by consent', which can never be of the more dynamic
kind, therefore became the only kind of planning that could be

attempted, 1

If India is to remain democratic and Indian planners
are to achieve the modest yet encouraging success which are the most
that can be expected of democratic planning under conditions of

extreme economic backwardness, social fragmentation, and incipient

1. Hanson, A. H., THE PROCESS OF PLANNING , London: Oxford University

Press, 1966, p. 526.
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disorder, they must have become mgre oriented towards their own
society. Only thus can they become better aware of the real limitations
under which they Tabour and the real opportunities with which they

are presented. India is characterized by her 'reconcilliation’ approach
to political and economic problems. The outstanding feature of this
system is the high value it places on compromises between groups which
express prevailing political objectives and views., In such a system
rapid economic grthh is possible 'only if there are extensive self
discipline, popular participation, and great civic devotion'. It is
obvious that weakness of such pre conditions in India both Timits the _
rate and effects the kind of economic growth that can be achieved. It is
possible, therefore, that quantitatively and qualitatively satisfactory
growth presupposes a change over to a 'mobilization' system, attainable
only through a political revolution. If this is so, the sooner it is
recognized the better., If, on the other hand, the existing system is

to be retained, the planners must learn to understand its distinctive
characteristics and work with them rather than against them. Self
discipline, popular participation and great civic devotion cannot be
conjured into existence, and plans which presuppose their presence

will come unstuck. It is useless, while retaining a 'reconciliation’
system. It is equally useless to imagine that a reconciliation structure

can be combined with 'mobilization' system.l

1. Ib-id., pp. 265'66-
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Though the above view was expressed a decade ago, nothing
was obviously done in this direction because of the attitude of
compromise. The results were obvious. Violence, indiscipline, disorder
and chaos had marked the situation in the country till july 1975.

The government was.he1d in check because of the mis.emphasis on
fundemental rights, excessive protection for private property, which
encouraged misused freedom. The government rightly declared emergency
last year and the achievements during the period elapsed since then
clearly marks what way to go in the future to consolidate economic
gains achieved so far and maréh on to further progress. Indian economy
eluded all able economists all these years from offering a solution
for all the riddles experienced so far. The period July '75 to present
day shows hew without major changes a strong 'political will' alone

can convert a sick into a galloping economy.

As a result of the emergency, the country is now more
stable politically and completely viable economically. Inter-

reaional and inter cultural conflicts are firmly helf

in check. Inter-state disputes that had defied solution for decades
were sorted out. Political discipline had grown.1 The violence
that had marked academic life in universities is now a thing of the past.

Also gone are the agitations and disruptive actions that had been

1. HINDUSTAN TIMES, New delhi: July 1, 1976, p.1
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been indulged in by bank and insurance employees, factory workers
the educated unemp]oyed, even the police, and the confrontations

between political parties.l

According to an official review reported, with all
round improvement in several directions the Indian economy is on
the threshold of a major phase of an expans’ion.2 The rate of Indus-
trial growth has improved, the price situation continues to be
under check and the foreign exchange reserves have increased sub-
stantially. A sizable increase of Rs. 7.14 billion in India's foreign
exchange reserves during the last quarter of 1975-76, resulting
mainly from the larger inward remittances through official channels
and enhanced proceeds from external assistance in the course. of the
year, have put the country in a comfortable foreign exchange position
despite a large trade gap. The external reserves at the end of
1975-76 stood at record level of Rs. 18.69 billion as compared to

9.69 billion a year ago.

Regarding purchasing power of the people, it has gone
up by 19% in the case of government employees and by about 15%
in the case of industrial workers. Po]itical.c1imate has contributed

this directly because it resulted in more production and productivity

PR,

1. Ibid., p.1.
2. Ibid,, p. 7.

t——
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in all the spheres of economy. Monetary demand was restricted
and a massive effort 1achhgdto mobilize resources accompanied

by cuts in non-developmental expenditure.

The output of food grains during 1975-76 is conservatively
estimated at 116 mi]]ion‘tonnes as against the target of :114 million
tonnes and the earlier peak of 108.4 million tonnes in 1970-71. On
the industrial front, the situation is equally encouraging. A substantial
acceleration in the growth rate of industrial production has taken
place since the second quarter of 1975-76. Judging by recent trends
the rate of growth in the first quarter of this year is likely
to have reached 8%. Industries such as coal, electricity, steel,
nitrogenous fertilizers, cement, non ferrous metals, vanaspati, jute
manufactures and several other critical industrial goods have shown
a remarkable increase. The public sector has recorded an increase
in production of 15.7% in 1975-76. Public sector consisting of 120
companies made a combined profit of 312.4 crores in 1974-75 and
expected well over 350 crores in 1975-76, as against 148 and 81
crores respectiveh/.1 During 1975-76 the capacity utilization also

increased well over 75% for the majority of the companies.

Over the year ended March 1976, the general index of
wholesale prices recorded a decline of 7.8% in contrast to a rise of

8% 1in the previous year. For 1975—76 as a whole the average index

1. THE STATESMAN WEEKLY, New Delhi: April 10, 1976, p. 1.
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stood at 302.7 as against 313 for 1974-75 which is a fall of about
3.3%. Its impact is again shown on consumer price index which at
286 for March 1976, was 10.9% lower than the level a year ago.
During 1975-76 bank credit registered a larger increase of Rs. 20.49
biTlion compared with that of Rs. 12.8 billion in 1974-75 mainly
to meet the rural demand. The provisional estimates of collection
of major central taxes during 1975-76 indicate an increase of 18.2%
over the actual collections for the preceding year. Tax evasion is
largely put down within a short period of one year, with strong
actions taken by the government. Voluntary discl osﬁre of income
and wealth is 1ikely to yield a larger revenue, As a result, in
spite of slashing down of various direct taxes more revenue is

expected in the ensuing years.

In spite of an increase in production in a large

number of industries, stagnation and slow growth in some industries
are noticed. This is largely due to the emergence of buyers market
in many commodities has shaken the confidency of an over protected
entrpreneurial class., Private investhent is Tikely to respond to the
incentives provided in the budget and to other policy c:hamges.1
Nevertheless, to compensate the same public sector investment is
being increased by 31%.Under conditions of price stability, this

is a very sizable increase and should have a substantial impact on

1. Quarterly Economic Review: India and Nepal, London: The Economist

Intelligence Unit, No. 2, 1976, p. 15.
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demand particularly for construction materials, machinery, equipment
and subsequently consumer goods. Recently changes in the sphere of
industrial Ticensing have been made to stimulate investment in the
priority sectors, and to ensure fuller utlization of installed

capacity.

Taking into account the various factors, the prospects for
industrial production in 1976-77 to 1978-79 are considerably better
than in the immediate past. Industrial level studies suggest that
given the emphasis on coal and petroleum, the mining sector could
expand at an annual rate of over 11% and the manufacturing sector
at approximate]y 7%. The favourable factors are the improving trend
of investment generally, the various incentives and re}axations that
have been provided, the expanded programme of investment in the
annual b]an for 1976-?7; a gradual commissioning of the plants under
construction, improvement in eiport demand and the far better per-

formance of the agricultural sector.

As for the 1onger term, much will depend upon the economy
capacity to maintain fhe growth in the rate of investment in the
’ public sector‘and improve it in key industries, such as steel,
~non ferrons ne£a1s, fertilizers, petroleum and petro chemicals.
These ongoing programmes are bound to lead to substantially greater
production. But, for this growth to be kept up on a susstained
basis,,a large number of new investment decisions will have to be

; ‘ ‘ _ 1
taken before the beginning of the sixth plan period.

1.,HINDUSTAN TIMES, July 1, 1976, p. 7.
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No doubt the impressive resulis have made the world Bank's
vice president Ernest Stern to séy that,"India had an exceptioﬁa11y
good year. Very considerably credit goes to the Government of India
for this improvement"., World Bank's assessment speaks very favourably
about India's achievements. For the first time perhaps a report of
the World Bank speaks with considerable optimism about Indian

economy . 1

Thus we can see India has potentialities but Tacks political
will. But how long such a 'political will' can be enforced? To
depend too much on enforced discipline cannot offer any permenant
solution to the problems of Indian economy. A strong political
system as in these socialist countries is not without any economic
advantage. But these countries also show that such a system inhibits
economic Qrowth attempted through economic reforms in so far as
they are allowed on]y‘to that extent which is politically a11owab1e.2
Thus the political system itself becomes a constraint to economic
déve1opment. To suggest what political system India should pursue
or will emerge.éventually is beyond theiscope of this work. But
Tast year's experience shows that some discipline is necessary for

economic development. By which method such a discipline can be

1. HINDUSTAN TIMES, May 27, 1976. p. 1.
2. F1akierski, H., "The Polish Economic Reform of 1970", THE CANADIAN

JOURNAL OF ECONOMICS, Vol. VI, Feb.1973, p 14,
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achieved is upto the people to decide. However much the foreign press
may decry the present constitutionai amendments it is far

from denying the people of their rights. Nevertheless we should
remember that if the mobilization system fights society, the
rgconci]iation system is a prisoner of society. India now attempts
some political centralization which is just necessary to remove

any impediments that may inhibit economic progress.

In terms of economic strategy for rapid development, as
mentioned earlier, these socialist countries show that economic
backwardness is not inevitable. This itself will give the necessary
motivation for economic development. Planning as a strategy for
economic development has a greater'role‘to play with reference to
India. In this sphere these countries show how techniques of planning
can be improved adOptingV1atest techniques. India is thus in an
advantageous positi;n to adopt technically superior planning avioding
the pitfalls of these countries in their early stagés. However,
the immediate necessity is to train planners and allied tools and

necessary statistical information to meet this upheaval task.

Adoption of 'uhbalénced growth' strategy ifse1f is a borrowed
techﬁique from these countries. This further necessiates growing
public sector inkéhe basic and capital goods industries. But before
any attehpt in this direcfion is made care must be taken to
demonstrate the economic soundness of the pubiic sector by their
perform&nce. If once this fs achieved the surplus can be utlized

for further’expanSion. Thus 'profifabi1t1y' plays a different neverthe-
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less an important role.

In the case of socialist countries decentralization was
adopted largely as a measure of compromising the present and future
and was due to failure to achieve the 'glorious aim'. This role
is 1arjge1y played by the private sector in India, whose production
and profit and further expansion will help increased consumption
and provide necessary incentive to work and save to acquire material
requisites. Certain important changes are to be made to achieve
fuller realization of the benefits of the same, Licensing policy
is to be reviewed as it helped only to achieve concentration of
economic power. Decentralization will help larger participation
of investible funds and competition which in turn will increase
total production. Necessa‘ry supervision however may be introduced
for utilization of capacity. Moreover, corporate taxes should be
devised to prevent these enterprises emerging into giant monopolies.
Taxation can be successfully adopted to transfer resources from

private to public sector.

One may wonder why a large scale nationalization shou]d‘
not be pursued. The answer is obvious. Performance of the public
sector enterpriseé so far did not justify the same. Secondly, India
has not deve1oped so far a sophisticated planning technique, to
handle all these enterprises under a‘si_ngle programme, This involves
wdrking 6ut of input output tables, plans, prices detaﬂéd study

of supply and demand situations and so on. Finally, the experiences
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of the countries of our study show that mere nationalization alone
cannot ensure economic growth. They bring along with them inmumerable
problems which are to be efféctive]y tackled by some other #echnique
and ultimately compromisewith some kind of decentralization. This

zig zag pattern can be avioded by retaining private sector and

preserving the autonomy of the public sector enterprises.

Indian economy is largely an agrarian economy. Agricultural
development therefore plays a very vital role. The experience of
these countries point out several valuble lessons. It was tried
during war communsim ‘to' squeeze out agriculture which ended up in
a great disaster which was soon rectified. Nevertheless agricultural
se.ctbr was méde to share the major burden of the process of economic
development in these socialist countries in general and in soviet
Russiavin particular. Recent reforms are aimed at changing this
situation. The share of the agricultural sector has been increased
and the prices of agricultural goods reflecting more close to actual
supply and demand position. One reason for these socialist countries
not producing sufficient food may be Targely attributed to artificially
fixed Tow prices and -'1ow,share of income for those who are engaged
in agriculture. In India there seems to be no rationality in
fixing such low prices. As a result neither they could sequeeze
agriculture in developing industries nor produce sufficient food
for consumption resulting inflation deterimental to both urban and

rural workers. Under the present system of state procurement at ‘Iow'
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prices to meet their requirements for statutory rationing has resulted
in sub-optimal production. Rationing along with its administration
increases the cost and as a result the final consumers end up by
paying a higher price! Added to this dividing the country into

food zones and restriction of movement of grain between even taluks

( about 50 sq.miles) is completely devoid of any economic rationality.
In addition paper tiger legislations on land reforms have virtually
nullified any further investment and improvement on land nor it
ensured equitable distribution. A1l these have resulted in sub-optimal
production which a country 1ike India cannot afford. The lessons that
we learn in this regard is sub-optimal production caused by irrational
prices and artificially depressed income share for agriculture in

the Tong run will only inhibit further progress. This is especially

so in an agriculturally predominant country 1ike India. Though
rationing and procurement may be continued for a while, artificial

barriers should be eradicated.

Another fmportant question with regard to agriculture is
the problem of co]1ectiviiation. In all the countries of our study
except Poland and Yugoslavia collectivization had been carried
through. Rate of Growth of agriculture in all these countries except
Romania has not been good. While Poland and Yugoslavia achieved an
annual growth rate of 5.5. and 4.2 respectively, evidence is not
sufficient to show that Co]]ecfivization will increase the rate of
growth in this sphere. In India large farming (with or without’

collectivization) and increased mechanisation without alternative
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rural or urban emp]oynent will aggravate the unemployment problem.
This will further Tower rural wages a;d»;;éi inconme. Government
action in this sphere instead of collectivization, can be geared
to abolish absentee land lordism and

to ensure ownership for the tiller. If this is done the results

would be far more effective than collectivization.

With regard to prices we saw how in the socialist countries
administratively determined prices have created many problems. Recent
reforms have allowed flexible prices for many commodities. With the
introduction of profitability criteria, flexible prices reflecting
demand and supply is considered to be a prerequisite. These socialist
countries will no doubt if not immediately will eventually switch
over to f]ekib]e prices. In India in general for almost all commodities
flexible prices are allowed. We have shown how price control in a
few commodities have promoted only . inefficiency. Price control
need not be resorted to controllthe assortment of goods to be produced.
With effective licensing policy and effective control over utilization
of existing capacity the government will be able to control directions
of production and encourage cdmmodities of essential consumption

and direct resources from luxury to essential goods.

Oné may legitimately question what good is planning without
reduction in inéqualitiés of income and wéa1th. westérn countries
did not emphasize this aspect since labour scarcity and high wages
withodt governmental interVehtion did FeSult in fairly good amount

of distribution of wealth and income comparatively. This is not
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Tikely to happen in India without positive intervention on the

part of the government. A radical redistribution of wealth is not
likely to solve the problem considering the magnitude of Indian
population and present wealth into consideration. Moreovery
with‘inequalities in skills, educational opportunities and so on

it is not possjb]e to maintain equality even if such distribution
is achieved. From the practical point of view gradual transformation
seems to be more workable. This is to be attempted by developing
vocational training for the rural and urban people and other welfare
measures increasing investment on human capital to assure equal
opportunities especially to economically weaker section. Effective
fiscal policy will help to reduce disparities of income and wealth.
These however do not aim anything more than the 'Fabian' solution.
But will gradual socialism help? Following Pigou we may say
'gradualness' is not a polite name for standing still. Nevertheless,
as mentioned eérlier;sincere implementation of land reforms aiming
at abolition of absentee land lordism and transfer of land to the
tiller will pave the path towards reducing disparities and providing
the necessary incentives for increased production and investment

in agriculture. With reference to the industries, a policy of
progressive worker's participation in management and ownership

may be encouraged by the government action. Already compulsory

Bonus scheme is in vogue and this can be modified to transfer ownership
progressively. A suitable policy may be evolved regarding percentage
of labour ownership, phase of such ownership etc., consulting manage-

ment, labour representatives etc. A suitable tax policy may be
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evolved discouraging unearned income (including income through
shares) and encouraging workers to transfer part of their extra
iscome to purchase of shares of the companies in which they are
working. This will enable the government to promote and enjoy gains
of socialism while avioding the pitfalls of extensive nationalization
such as huge investment, inefficiency, waste and so on.as revealed

in the experiences of the countries of our study.

As mentioned earlier, socialist experiences show that it
is possible to have a society in which the means of production
are owned by the state and there is no income from.private property. It
has also shown that it is not a sufficient condition -:either for
eglatarian distribution of income or to . ensure unhindered
economic development. They have also shown how plan and market
can and should be judiciously combined for satisfying the presént
and fﬁture, individual and social needs of the country. 'The market
system has many virtue§ which are 1nsufficient1y recognized in
developing countries. Where ever possible, planning should work in
cl.o® co-operation with the market forces rather than against them,
The great advantage of the market system is that its efficiency
requires no great discipline or sacrifice or honesty from individuals.
Individuals acting in harmony with their self interest keep the
wheels of the market economy in motion. A planned society, on the
other hand requires a large cadre of disciplined, honest, selfless,

dedicated government 6fficials, and businessmen who will subordinate
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their selfish interests to the Targer interests of societies. When

this is in short supply - and it is in most developing societies-
planning often brings results that are inferior to what would have
resulted from the operation of a free market. .... The economic
organization of the developing countries of today involves a marriage
between the systems of private enterprise and planning. The progeny
resulting from such a marriage may inherit the virtues of both its
parents or their vices.' 1 Fortunately in India now the political
discipline seems to be improving. Will they exercise it imaginatively

and wisely to determine the 'mix' in such a way to bring about virtues

and aviod vices of such a union? Time alone can provide the answer.

1. Charles, K. J., 'The Future of Capitalism', SOUTHERN ECONOMIST ,

January 1, 1969, p. 31.
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