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CHAPTER TWQ

The Economic Precedents of
the Twenties: The Soviet
Economy under War

Communism and the New
Economic Policy (1918-1928)

I'his chapter considers the events of the period from 1918 to 1928
ind their impact upon later Soviet economic policies. During this
period, the ¢ t;(fonomy operated under two quite different administra-
live |~¢Q@_§i—War Communism and the New Economic Policy
(NIiP)—that provided experience to assist in making the final
choice of comprehensive central planning (1928) and collectiviza-
(ion of agriculture (1929) '

The lessons of War Communism and the New Economic Policy
provide insights into the evolution of the Soviet economic.system..
I'he Soviet planning system did not appear from a vacuum—rather
il emerged graduaily as a response to the practical economic prob-

l‘)‘()s is not meant to deny the important impact of the early Five
Year Plan period (the 1930s) and World War I1 upon the evolu-
fion of the current system. The former topic is dealt with in Chap-
ter Four.

WAR COMMUNISM
(1918-1921)"

In general terms, War Communism_was an abortive attempt on the
part of the_inexperienced Bolshevik leadership to attain full Com-
munism dir ecEy w1th0ut going through any preparatory interme-

' The following discussions of War Communism and NEP are largely based
upon the following sources: Alec Nove, An Economic History of the USSR
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44 ORIGINS OF THE SOVIET ECONOMY

) diate stages: the use of money was virtually eliminated, private

I trade was abolished, WOI‘].\E',I'S were paid virtually equal wages in

kind, dnd farm output was requisitioned. Were these war measures

“ the product of the ideological intent of the Bolshevik leadership to

establish full Communism directly, or were they forced responses

to the civil war? The most generally accepted view, as postulated

by the well-known British authoritics on War Communism, Mau-

rice Dobb and E. H. Carr,? is that War Communism was forced

upon the Bolshevik leadership by the Russian civil war and that the

: mcal arguments posited by the Bolshevik leadership

| in support of War Communism were “‘no more than flights of left-

v | ist fancy.”® The opposite view, recently postulated by Paul Craig

| Roberts,* argues that Lenin originally conceived War Communism

; —with its elimination of market institutions and its introduction

; of administrative controls—as a necessary step in the socialist

| revolution. In Roberts’s view, War Communism was adopted for

¢ ideological reasons as a pr oduct of Marxian ideas (as interpreted

by Lenin), not Bs a forced response to the wartime emergency. We

can provide no final answer to this controversy; instcad we shall

attempt to outline as objectively as possible the basic features of
War Communism.

The roots of War Communism can be traced to the October
Revolution. One of the first actions of the fledgling Bolshevik regime
was to confiscate the remaining large estates (the Land Decree of
Novembei 8, 1917) and to sanction the distribution of this land
among the peasants. This action legahzed in part the spontaneous
appropriation of land By the peasantiy, a process that had alrcady

ace 10 a large degrec. Irrespectmmange

A
4

taken

(I.ondon: Penguin, 1969), chaps. 3 and 4; Eugene Zaleski, Planning for Eco-
nomic Growth in the Soviet Union, 1918—1932 (Chapel Hill: University of
North Carolina Press, 1971), chap. 2; Maurice Dobb, Soviet Economic De-
velopment Since 1917, 5th ed. (London: Routledge & Kegan Paul, 1960),
chaps. 4-9; E. H. Carr and R. W. Davies, Foundations of a Planned Eecon-
omy, 1926-1929, vol. One, part IT (New York: Macmillan, 1969), chaps.
33-35.

2 Dobb, op. cit., chaps. 4-9.

8 Ipid., p. 122.

4 Paul Craig Roberts, Alienation and the Soviet Icononty (Albuquerque:
University of New Mexico Press, 1971), chap, 2.

| vulture, retail tre ade and small- qcalc 1ndustry
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of land tenure was to have a far-reaching impact upon economic
policy throughout the 1920s. In their enhanced capacity as full
proprietors, the peasants were(no/longer obligated to deliver a pre-
scribed portion of their output either to the landlord (as a rental
payment) or to the state (as a tax or principal payment). Now
they, not the state or landlord, made the basic decisions about how
much to produce and what portion of this output would be sold.
I'hus the total agricultural output and the marketed portion thereof
became dependent for the first time upon the Russian peasant.

i )
The initial Bofshevik attitude towards private industry was cau- a‘"’é '

tious and restrained since an uneasy truce between Bolshevik and
cipitalist was required to prevent a drop in industrial output.
Workers” Committees in privately owned enterprises were given
the right to supervise management, but, at the same time, the pro-
prictor received the executive Tight to give orders that could not be
munlumanded by the Workers Commiltees. Also the Workers

permission of higher authorltles. Only enterprises of key impor- ‘

(mice such as banking, grain purchasing, transportation, oil, and - Y’M

war industries were nationalized—ecstablishing a form of State Cap- ¢ |
inlism based upon state control of key positions in the economy, L
mixed management of enterprises, an and private ownership of agri-

I'he uneasy y truce between the Bolsheviks and the capitalists and
the peasants did not Tast long. By 1918 the Bolsheviks were locked
in nslruggle for survival with the White Russian forces supported
i part by foreign powers. IThe Germans were in | possession of the
Llrinime, while the White Russian __giLIn_iz:_s_p_cquied__t}; I_J_r_—_z_ﬂ_s, Si-
i, North Caucasus, and cihé:_r_ g_gpnmicaﬂyfmpg:t;j}uggjqns.
I"alind- invaded in May of 1920. At one time, the Bolsheviks re-
e l_mI)-f 10 percent of the coal supplies, 25 percent of the iron
[oundries, less than 50 percent of the grain arca, and less than 10
peicent of the sugar beet sources of the former Russian Empire.?

I'o divert industrial and agricultural resources from private into
i ||v uses, thc Bolsheviks, lacking a domestic tax base and ac-

4
£

Loy, op. cfr., p. 98,
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the money supply combined with shrinking supplies of consumer
goods created hyperinflation, and by 1920 the ruble had fallen to
one percent of its 1917 purchasing power.
The hyperinflation resulted in the near-destruction of the mar-
\ket exchange economy. The state grain monopsony (grain elevators
and warehouses were nationalized in 1918) acted to prevent grain
prices from rising as rapidly as the prices of manufactured goods.
The peasants, faced with the dearth of manufactured consumer
goods that, when available, sold at inflated prices, felt no incentive
to market their agricultural output.CInstead, the peasant either
consumed his produc@hoarded it for future use, and the central
government found itself powerless to obtain_through the market
agricultural products it needed to fight the war.

e S

War Communism Policies

The Bolshevik leadership under Lenin responded by introducing
War Communism, a system by which the leaders attempted to sub-
stitute administrative for market allocation to marshal resources
for the war. The crux ofﬁg__@_@mwm“gpismiwas its agricultural pol-

@ icy of forcibly requisitioning agricultural surpluses. Police (the
Cheka) were sent into the countryside to collect the surpluses of

the rich and middle peasantry—a policy that severed the existing

market link between industry and agriculture.| In theory at least,
the link was to be maintained by state allocation of manufactured
products to the peasants and barter transactions for the remaining
agricultural output{ In fact, the peasants received only from 12 to
15 percent of prewar supplies of manufactured goods.®
Nationalization of the nonagricultural economy was the second
major policy of War Communisnt, The sugar industry was the first

Nenterprises had been nationalized qf which roughly one-halt

to Ii nationalized in the spring of 1918, and by autumn of 1920,

ﬁ “were small-scale businesses that did not use mechanical power,

his pervasive nationalization of industry may be regarded in part
as a crisis response, for a large number of former industrial pro-
e R T T P ¢ . . e
prietors had deserted to the Whl’{?_f}‘ﬁﬁl@&dﬁ: and there was

widespread fear of German takeovers of German-owned enter-
prises. Also, nationalization from below by workers had been pro-

8 Ibid., p. 117,
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ceeding at a rapid pace despite government opposition. On the
olher hand, the excessive nationalization from above down to en-
lerprises employing only one worker may perhaps be regarded as
in ideological response not to be justified by the crisis situation.
1) ’{E&We trade was a third cornerstone of War
(‘ommunism _policy. Private trade was regarded as incompatible
with the War Communism system of centralized requisitioning
ind allocation. Government trade monopolies and monopsonies
(mainly the Commissariat of Supply and the Commissariat of Agri-
cullure) were set up to replace private organizations and concen-
frite commeoedity distribution in the hands of the state. In Novem-
ber 1918, all private internal trade was abolished, and the state
imlensibly became the sole supplier of consumer goods to the pop-
ulation. In fact, the black market continued to supply a significant
portion of total consumption goods and was unofficially tolerated
Iy the authorities.”

Scl%wlmmcame the major
ienns of labor allocation, The movement of industrial workers was
ientricted, and they could be mobilized for special work. In some
Cines, army personnel were used for special projects, Labor de-
wilers received severe penalties according to a Decree of Novem-
her 28, 1919, which placed the employees of state enterprises
inder military discipline. Insofar as the state controlled the flow
ul consumer goods to a léggg_ degree, money wages‘fé; mﬁﬁ
e n_lc.zming and were_mostly paid i Mpro;
Vidod !)_y_t_h;q__‘__s_tma_te—with little differentiation among occupations.
Muney was virtually eliminated as a means of exchange, and inter-
lirin trunsactions were made with bookkeeping entries. Transpor-
fiution and municipal services were provided free of charge.

L vatuation of War Communism

Ay evaluation of War Communism must emphasize a frequently
neplected point: War Communism did enable the Bolsheviks to

 Huster suflicient rcsqpr;?il\t’gm_éwmﬂghe«gfvﬂ_war_ In this sense, War

. oo i e el :
Communism may be viewed as an important political and military
. s . . - TR 2 7
diccess, It is casy to overlook this basic point and to concentrate

" Move, op. cit, pe 62, Estimaltes of the period suggest that in the large lowns,
vily A pereent of all food came through official channels (1919),
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instead on its many weaknesses. We seek rather to evaluate War
Communism in terms of the following question: Was War Commu-
nism a viable economic system for coping with the long-term prob-
Jems of economic growth and development facing the Soviet re-
gime during the 1920s?

As ane might expect, War Communism’s replacement of mar-
ket exchange by administrative resource allocation created several

?egious probler_l}s@;ﬁ‘ here was a sharp decline in both agricul-
fural output and m? ke)tings to the state during the 1918 to 1921
period even after adjustment for war devastation. Peasants were
holding back grain in storage, were planting less, and were selling to
private traders. The area of Siberia sown in wheat was halved and
in the Volga and Caucasus regions was reduced to as little as one-

it quarter of previous levels. Actual sowing concealed from authori-

—r

ties was reported as high as 20 percent of the sown area in some
regions.® Since agricultural surpluses in excess of family subsistence
were requisitioned, there was@ incentive to produce a surplus.
Instead, the peasant, if he could not conceal his surplus from the
authorities, restricted output to the subsistence needs of his family.
Thus, War CO,IPPE@EIE’E agrarian policy estranged the Russian
peasant from the Bolshevik regime and encouraged him to engage
in_ dysfunctional behavior, such as restricting output and hoarding
or concealing surpluses during a period of agricultural shortages.

57y Soviet industry was also faced with serious problems. Almost
all enterprises with the exception of certain small-scale handicraft
shops had been nationalized without first establishing a suitable ad-
ministrative structure to coordinate their activities. The industrial

census of 1920 showed over ?@ﬁﬁﬁﬁﬁfﬁé&méﬁemrises employ-
ing only one worker each.” The abolition of private trade, which
was to be supcrcededwlgfhétatc rationing, however, removed the
existing market link between consumer and producer. Producers,
except those selling to the black market, therefore were no longer
directed by the market in their production decisions.

Ostensibly, large-scale industry was to be coordinated by the
Supreme Council of the National Economy ( Vesenkha), which was

broken up into subdepartments (Glavki), each of which was to di-

8 Dobb, op. cit., p. 117.
" Nove, op. cit., p. 70,
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rect a particular industry. In addition, the provincial economic
vouncils (Gubsovnarkhozy) were the local organs of Vesenkha.
I'his arrangement bordered on chaos. In 1920 there were over
17,000 nationalized enterprises. The Glavki pbssessed"insuﬂici’ent
information about local enterprises to direct them effectively, to
| wuch a degree that an investigalive committee of 1920 found that
many Glavki not only “do not know what goods and in what
fimounts are kept in warehouses under their control, but are actu-
nlly ignorant even of the numbers of such warehouses.”'® As a re-
ull, the directives that the Glavki issued to the local authorities
tarely corresponded to local capacities and requirements, causing
I prolonged struggle between central and local administrations.
Often, local authorities merely gave formal compliance to direc-
fives from above and then countermanded them, knowing they
tould do so with impunity.
I. n sum, War Communism industry operated essentially without
direction, either from the market og_fg_orp plan;{e-r.s:igdaie_ﬁéb?é
were climinated by employing “shock” meth:)ds: ‘which meant that
Whenever congestion in a particular sector became alarming, it
wonld rcéczE top priority in ’@;,;fgr’i'—h ojf_}i(_iedﬁgte suﬁi)liéé of fﬁ?ﬁgg
malerials, and rations. The “shock” system provided a means of
vulnblishing priorities and was beneficial in this sense. However
wlhile the concentration of resources in the “shock” industries ali
liwed them to surge ahead and overcome the original bottleneck
the "nonshock” industries had, in the process, fallen behind anc;
I created new bottlenecks, which would then be attacked by
ultittional “shock™ methods. In this manner, some weak sense of
pencrnl direction was supplied to the economy_to_replace total
(linos, The “shock™ system was somewhat effective as longga—r;—

¢ '/ﬂ’w ek "

i
wm et —

niied undiluted, which meant the number of “shock” industries at#

one fine must be limited. As time went by, the agitation for wid-
eiing the “shock” categories became so intense that eventually
cven the manufacture of pens and pencils was included, thus de-
slioying the whole purpose of the “shock™ method—to set up a
ulem ol priorities,

I'inally, the lack of an adequate system of incentive wages led
o industrial labor supply problems. The government controlled the

’ln||||' ap tff., LB 112,
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Jegal distribution of consumer commuodities among members of the
industrial labor force, thereby controlling a significant portion of
real industrial wages. The Bolshevik Party never officially sub-
scribed to a utopian view of income distribution according to need;
instead, it was realized that wage differentials were important in
attracting labor _iithc_)ﬁkilled and/or _arduous jobs. For example, the
Ninth Congress of the Communist

Party in 1920 resolved that the
food supply system should give preference to the industrious
worker, and the Third Trade Union Conference of the same year
proposed incentive premiums in kind to be paid to diligent workers.

The result, however, contradicted the intention, which led Trot-
sky to refer to War Communism wage policy as the measure of a

i “beseiged fortress.” In fact, wages were - rationed out to industrial

' workers on a fairly equal basis becau@;&ﬁshortagcs were so sc-

‘ vere that local supply authorities were comtent to keep the working
' force at subsistence and second,it proved too complex to devise a
system of incentive wage 0 be paid in kind.

The result of this equalitarianism was an insufficient pool of
qualified labor in industry. Tnstead of being drawn into factories,
labor was flowing out of factories during War Communism. The

' humber of townspeople declined from 2.6 milw 1.2
~million in 1920.1* Morale was poor, worker sabotage was rampant,
absenteeism was high, and the tenuous loyalty of specialists was
slipping. These developments were especially ominous in view of
the dearth of skilled laborers available in industry during this early
period.&Strikes became quite common during the latter part of

., 1920. Gl s

“The Soviet regime had succeeded in solidifying its position by
the end of 1920. A peace treaty had been signed with Poland, an :
the White Russian army had been driven out of the crucial indus:
trial and agricultural regions that it had earlier occupied. The crisi

» gnder which War Communism had come into existence had been

overcome, and the dangers of cO’g}jggipg"tb,atmeggnmni&policy_wa_

growing more appareﬁf_—_ﬁi?h—edgtﬂl-powcrful trade unions were re:

f] volting against the_c_r*i'p—f)_ling centralization of industry and the con

E! scription of labor, The alienated peasant population called for abo=

lition of the state grain monopoly. Industrial workers were restive,

11 Nove, op. cit., pp. 66-67.
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(he military was in a rebellious mood, and the Soviet regime was in
dunger of falling victim to internal discontent. Factory output had
[allen to less than 15 percent of its prewar level.’* The final blow
was the Kronstadt Uprising of March 1921, when the sailors of the
[<ronstadt naval base revolted in support of the Petrograd workers.
[ he Soviet leadership moved quickly to dispel this discontent by re-
placing War Communism with the New Economic Policy in March
ol 1921. i

', NEW ECONOMIC
FOLICY (1921-1928)

Just as War Communism may have been thrust upon the Soviet
(epime by the civil war in 1918, the New Economic Policy (NEP)
Wils I'ur_c:eE upon the Soviet leadership by the excesses of War Com-
Mmunism. For whalever its reasons, the Soviet leadership at the time
tuok pains to stress the temporary nature of both periods. Lenin
¥ declared that “War Communism was thrust upon us by war and

(uin. It was not, nor could it be, a policy that corresponded to the

ceonomic tasks of the proletariat. It was a temporary measure.”?
i1 (he same vein, Lenin described NEP as a temporary step back-
wird (away from socialism) in order tS Tater take two steps for-
wird. From the viewpoint of the Bolshevik leadership, NEP was a
(ransitional “step_backward” because of the important roles that
Yantisocialist” institutions, such as private ownership, private ini-
| tnlive, and capitalist markets, were allowed. to pléy during this
period,
Ihc most striking feature of NEP was its attempt to combine
ninrkel and socialism: Agriculture remained in the hands of the
pensant, the management of industry (with the exception of the

VAbid., p. 94,

" Ouoted in Dobb, op. cit., p. 130. According to Roberts, op. cit., pp. 36-41
ihis quote is not reflective of Lenin’s true position during War Communismf
Iintend, Lenin tended to view War Communism as a basically correct move-
{ent in the direction of revolutionary socialism, which he was forced to back
ity from by the strikes and civil unrest of 1920, Roberts points out the pains
tuken by Lenin during this period to justify the abandonment of War Com-
imunism on ideological grounds which would have been unnccessary il War

Copmmunism had simply been o temporary wartime measure. 7
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“commanding heights” of industry) was decentralized. Market links
between industry and agriculture and between industry and con-
sumer replaced statc control of production and diqtribution On the
many of the largest enterpnsesﬂthe so-called commandmg helghts
—remained nationalized and encompassed about three-quarters
of industrial output. In this manner, it was thought that the state
e

could provide general guidance by retaining direct control of the
r‘-__,_,___,_._.—;W'—"

of the economy—heavy 1ndust1y, trans-

“commanding heights”
portation, banking, anmelgn tr ade( while allowing the remainder
.of the economy to make its own decisio e

The political basis of NEP was the Sm)chka} collaboration
between the Sowet et regime (representln the urbey]éroletanat) and

the olmcal and economic support of the peasant. Thus the War
Communism policy of requisitioning agricultural surpluses had to
be abandoned, for the peasant would never ally himself with a re-

gime that confiscated his surpluses. Market agriculture had to be re-
its_place, freeing the peasant both to sell his surpluses

. estabhb?
freely afid to buy Yndustrial products freely.

He Smychkalstrategy represented a fairly significant conces-
sion frem the Bolghevik leaders whose freedom of action was accord-
ingly severely restricted’ because they were limited to policies that

L
would not alienate the peasant.)This at times placed them in the

tenuous position of having to choose between the support of the
peasantry and the attainment of basic party objectives. However,

there was even a more fundamental contradiction. The reestablish-
ment of market agriculture would serve to create a commercially

minded peasantry and an environment that would reward success
and penalize failure. The very success of NEP would require in-
creasing economic differentiation among the agricultural popula-
tior@and the emergence of a class of relatively prosperous peas-
ants;"who would produce the critical market surpluses?\’larx had
condemned the wealthy and middle peasant as adamant’opponents
of socialism, but NEP would serve to promote this class. Thus the
ideological concession underlying NEP was apparently very great.'

14 A quote from Stalin on this point (from the late 1920s after he had adopted
his antipeasant stance) : “What is meant by not hindering krlak farming? [The
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NI<P Policies

I he cornerstone of NEP was the proportional agricultural tax in- &

quluced i
of u,qulsltrons Fust p'ud in kind, and by 1924 in money, it was a
ningle tax, based upon a fixed proportion of each pcasant s net pro-
lice abovg his subsistence needs (subsistence being defined pri-¢
mavrily according to the number of dependents). The state now
look a fixed proportion of surplus production, and the peasant now
hid an incentive to aim for as a large a surplus as possible.

The agricultural tax was the first step in reestablishing a market
cconomy that, in turn, necessitated further measures. Unless the
[rensant could dispose profitably of his after-tax surplus, he would
have little incentive to produce above subsistence. FTherefore the

lite granted the peasant commercial autonomy to sell his output
[ the buyer of his chouig:_?_be it to the state, a cooperative, or a pri-
vite dealer. This measure required the legalization of private trade, ¢

which was again permitted to compete with state and cooperative
linde organizations. Now the peasant could market his after-tax
(rplus at terms dictated by market forces, not by a state mono‘t>
ony, T mmﬂ]c%@i?ie provided a further incentive
f0r (he peasant to mar is surplus, for he no longer faced a state
iiply monopoly, rationing out industrial products to him. Finally,
pensants were allowed to lease and to hir IS,
lioth of which had been forbidden under War Communisii. '

Within gne year, private activity dominated Soviet retail trade
il restored the market link beween consumer and producer. In
|022-1923, nine-tenths of all retail trading outlets were private,
il the yMel three- -quarters of the value of all retail trade
ltinover, with state and cooperative outlets handhng the balance:*®
I'lie private trader, or Nepman as he was called, was less, strongly
citienehed in wholesale trade which remained domlmted by state

und cooperative orgamzatlons

et hulak refers to the prosperous peasant.] Tt means setting the kulak free.
Vinl what is meant by setting the kulak free? It means giving him power.”

LNV Btaling Sochiinenia [Collected works] (Moscow: 1946-1951), vol. XI,

i A8 Ounoted in Alexander Erlich, The Soviet Industrialization Debate

1’"'1 1928 t(':unhl'itm Harvard University Press, 1960), pp. 172
™ -

Dabhy, op, cir, p. 143,

]

§
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for the sale of their outputs; whereas during War Communism, the

4

o commandmg heights” of the economy—fuel, metallurgy, war in-

| portant, they were notjobligated to deliver output according to pro-
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NWaboWanges in Soviet 1ndustr¥

The majority of industrial enterprises were permn‘.ted to o make their
own contracts for the purchase of raw materials and supplies and

state had officially performed these functions. Small enterprises
employing twenty persons or less were denationalized, and a small
number of them were returncd to their former owners. Others
were leased to new entrepreneurs, thereby re-creating a class of
small-scale capitalists. The Bolsheviks even granted a limited num:
ber of foreign concessions. DenauonaMwas limited to small-
scale enterprises, and thc overwhelmmg portion on of industrial pro-

duction during NEP was produced by nationalized enterprises. The
industrial census C—'—19\23 showed that private enterprises ac-

counted for only{ 12.5 percent of total employment in “census”
establishments.’¢ Ii-addition only 2 percent of the industrial output
of-large-scale industry was produced by the private sector in 1924—
2547

While much of large-scale industry remained nationalized, de-
cision-making throughout industry was decentralized to a great ex-
tent. Nationalized enterprises were divided 1nto®tategorms the

dustries, transportation, banking, and foreign trade—were not sep-
arated from the state budget and remaimed dependent upon cen-
tralized allocations of state suppii;y//ﬂ{%:' remaining nationalized
enterprises were granted substantiét” financial and commercia] au-
tonomy from the state budget.-ThHe Iafter enterprises werc i
structed to operate commercially, that is, to maximize profits and
to sell to the highest bidder, be it state or private trade. Most im-

duction quotas to the state as under War Communism.

The nationalized enterprises of this second category were al-
lowed mfedcg_m&_q___jgto thh soon_became the dominant
form of industrial organlz‘ltlon duung NEP By 1923, the 478 char-

tered trusts accounted for 75 percent of all workers employed in:
i s -

16 Ibid., p. 142. Census establishments were those employing 16 or more per-
sons along with mechanical power or 30 or more without it. G. W. Nutter,
The Growth of Industrial Production in the Soviet Union (Princeton, N.J.i
Princeton University Press, 1962), pp. 187-188.
17 Nove, op. cit., p. 104,
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nutionalized industry.® These trusts were given the legal authority
[0 enter into independent contracts. They were to be supervised
lbosely either by Vesenkha (the Supreme Council of the National
I'conomy) or by the Gubsovnarkhozy (the provincial economic
vouneils) but their commercial independence was protected in
thit the state was not allowed to acquire the property or prod-
ity of a trust except by contractual agreement. In light industry,
(lie (rusts were largely independent of state control other than the
inual forms of fiscal and monetary intervention. In some key sec-
[iw of heavy industry, Vesenkha exercised much stricter controls
over lrusts in the form of specific production and delivery targets.
Il profits of trusts were subject to-property and income taxation
I the same manner as private enterprises. The monopoly State
Ik controlled trust commercial credit. Although the “command-
inp heights™ enterprises remained within the state budget; they
were instructed to operate as profitably as possible to eliminate re-

linnce on subsidies.

Planning authoritics
which were to

NP _was not a command economy.
pencrally provided trusts with “control figures,”
[ used as forecasts and gu1des for investment decisions, Man-
(hlory output plans were drawn up 951_13/111 the case of a Sew
key sectors in heavy industry. The limited physical planning and
distribution was carried out through the Committee of State Orders
(representing the commissariats), which placed orders through
Ievenkha that in tum negotiated the order With the producer
LN R R

Fininee (Narkomﬁn), which exelted its mﬁuenoe 1hrmwh_1he |
B pet .md credit system (the so-called dictatorship of ﬁnance)g
"Cining Eﬁirmg ‘the NEP period was carried out by a variety of or-
pninzations—Vesenkha, the State Planning Committee (Gosplan,
citublished in 1921), the commissariats, and local authorities.

Lntil the late 1920s, planners primarily limited themselves to fore- <

canling rends as dictated by market conditions. Also there was a
notnhle Tack of coordination among the various planning agencies
unlil Gospian established itself as the dominant coordinating plan-

g body il|'l_q.:.|v'_u|922 i

Y Dobb, op, cit, p. 135,
"Cam and Davies, op, cit., pp. 787-836,
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Use of money had been virtually eliminated during War Com-~
munism as a result of hyperinflation, and had been replaced by a
system of barter and physical allocation. Such a system, however,
would have been too clumsy for the new market system of NEP.
To avoid this obstacle, the Soviets reintroduced the use of money
with the reopening of the State Bank in 1921 for the expressed pur-
pose of aiding the development of the economy. Both public and |
private enterprises were encouraged to deposit their savings in the
State Bank: limitations on private bank deposits were removed
and safeguards were established to protect such deposits from state
confiscation. A new stabilized currency, the chervonets, was issued
by the State Bank in 1921, a balanced budget was achieved in 1923~
1924, a surplus in 1924—-1925, and the old depreciated paper ruble
was withdrawn from circulation in the currency reform of May 1924,
) Thereby a stable Soviet currency was created, which, for a time,
was even quoted on international exchanges. Money transactions|

between state enterprises replaced earlier barter transactions.
T

The Economic Recovery of NEP

Just as War Communism provided the means for waging the civil
war, NEP provided the means for recovery from the war, and in
this sense, it was an important stra?tégic success for the Sovie
leadership. The economic recovery during NEP was impressiv
(Table 7).

In 1920, production statistics (Table 7) indicate the low leve
of economic activity that existed at the end of War Communism. In-
dustrial production and transportation were both only one-fifth o
the prewar level. The shortage of fuel threatened to paralyze in-

Table 7 Production Indexes, USSR: 1913, 1920, 1928 (1913 = 100);

Industry Agriculture Transportatlon
1913= 100 100 100
1920 20 64 22
1928 102 118 106

a The 1913 figures refer to interwar territory of the USSR.

SOURCES: G. W. Nutter, “The Soviet Economy: Retrospect and Prospect,” in
David Abshire and Richard V. Allen, National Security: Political, Milirary,
and Economic Strategies in the Decade Ahead, (New York: Pracger, 1963),
p. 165.

-~
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dustry and transportation, and industry was living on dwindling re-
serves of pig-iron. The food shortage led to exhaustion and demor-
ilization of the labor force. Agricultural production was 64 percent
ol the prewar level,

In 1928—at the eve of the First Five Year Plan and the end of
NIiP—the statistics provide a striking contrast: both industry and
lransportation had moderately surpassed their prcwa1 levels, while

-m.u]tum was almost 20 percent above its prewar 1uel Although
the NEP recovery was impressive, one should note that high rates
ol growth during recovery periods are to be expected once a suit-
itble economic environment is established. The NEP policies pro-

vided this suitable framework for recovery.
1

Hhe End of NEP

(e high level of NEP is usually dated to 1926 when prewar pro-
duction levels were generally surpassed, according to Soviet sta-
linlics.20 The absolute growth of the nonagricultural firivate/sector
topped i in 1926.9 At this time all scemed to be gbmﬁéﬂ' yet two
years later NEP was abandoned in in favor of a radically different Sys-
[ of state central planmnullecuwzatlon of agriculture, “and
i dmn.nllmtmn of industry and trade. This radical turn of events
cems puzzhng in view of the impressive NEP successes. Why was
NI .|f3i1_ndoned‘? Several considerations stimulated the decision.

(F u.s@./a large number of party members viewed NEP as a tem-
[y and unwelcome compromise with class enemies. Now that
e stale was stronger, they argued, the offensive against class ene-
iy could be resumcd.“@;m/d\ the Soviet authorities feared
(it cconomic policy might become dominated by the growing
niimbers of prosperous peasants and Nepmen. Increasingly, poli-
lew were being dictated to suit the needs of the peasants, not the
vlijectives of the state. A pﬁ;ne example of this was the “Scissors
ol 1923, which forced the Soviet regime into the paradoxical

"
LTINS

Muove, op.cit,, p. 94. Recent recalculation of the Soviet figures for the 1913
0 1071928 period show that these oflicial figures may overstate the speed
ol recovery during the NEP period. See on this M. E. Falkus, “Russia’s Na-
Uonal Income, 1913: A Revaluation,” Economica, vol. 35, no, 137 (February
196N ), 61,
Nove, op, eit,, . 137,
"Bl . 138,
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| stance of favoring private agriculture over socialist industry. The
i Scissors Crisis merits a slight digression at this point.

According to Sovict figures, the total marketed surplus of agri-
culture in 1923 was 60 percent of the prewar level with grain mar-
ketings fal]mg even below this figure. On the other hand, industrial
production was onl percent of the prewar level.*® The more
rapid recovery of agrictilture placed upward pressure on industrial
prices relative to agricultural prices. The different sectoral recovery

rates were not the so sole determinants of f relative price movements, A
portion of the already y limited output of industry was bemg Wlthhe!

; M{;_m_a_ﬂcwjhe industrial trusts, who were using their mo-
nopoly power to restrict trust sales to raise prices. The net result
| was an even more rapid rise of industrial prices relative to agricul-
tural prices. The relative price movements between early 1922 and
late 1923 (Figure 1) take on the shape of an open pair of scissors,
from whence came the term ““Scissors Crisis.”

The Soviet authorities viewed the opening price scissors with
alarm, for they expected the peasant to react by refusing to market
his surpluses as his terms of trade with the city fell. During the pre-
war period, the Russian peasant marketed (outside of the village)

Figure 1 The Scissors Crisis

Index of industrial prices

Overall price index

100

Index of agricultural prices

| Overall price index

I___ - - L | s
1922 1923 1924 /

SOURCE: Maurice Dobb, Soviet Economic Development Since 1917 (London:
Routledge & Kegan Paul, 1960), p. 164. Based on figures of S. Strj 1milin, in
Na khoziastvenniom fronte [On the economic front].

/

3 Cited in Dobb, op. cit., pp. 161-162.
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on the average 30 percent of his output. In early 1923 before the
price scissors had opened sharply, he marketed about 25 percent,
i Soviet authorities feared a further drop.®* It is uncertain what
(i happen to peasant marketings as the scissors opened, since sta-
(isticy for this early period are difficult to find. A student of the scis-
wors crisis, James Millar, suggests that the Bolsheviks mistakenly

(\pected peasant marketmgs to decline as agricultural prices fell in

relative terms.? In fact, Millar argues, the Russian peasant had ;o
(rnditionally responded to a decline in the terms of trade with the
vily by selling more to the city in order to maintain his standard of
living, Grain marketmg statistics for the Ukraine do, however, sug-
pent o reduction in peasant marketings between 1923 and 1925, but
wich evidence is quite fragmentary, and it is difficult to determine
whether Millar's or the Soviets” perception of peasant behavior is
torrect,

Rightly or wrongly, the Soviet government viewed this develop-
fient as a threat to the NEP recovery, for the industrial worker
lind to be fed. The regime’s reaction to a similar problem in 1918
hid been to requisition agricultural surpluses, which resulted in-a
contly reduction of agricultural output; a return to requisitioning
would jeopardize the progress made by NEP between 1920 and
|U23, Further, the government feared (probably irrationally) an
nullicient aggregate demand if the Scissors Crisis continued: if the
pensint refused to market his output, peasant demand for indus-
(rinl commodities would shrink, thereby causing an eventual g]utsof
(dustrial commodities, which would also threaten the industrial re-
pavery.,

« In cssechrcWﬂp to
thoose between( two _gdlterna o abandon NEP and return to
Ieuisitioning, or to retain NEP and to favor agriculture over indus-
(1y (0 preserve the tenuous peace with the peasantry. More on this
helow,

z\klllit'g}!source of dissatisfaction with NEP was the conviction

W ibld,, p. 162,

lames R, Millar, “A Reformulation of A. V. Chayanov's Theory of Peasant
L conomy,” Economic Development and Ciultural Change, vol, 18, no., 2 (Jan-
flry 1970), 225-227,

W erzy Karez, “Thoughts on the Grain Problem,” Soviet Studies, vol. 18,
i o [»’\|lli| |‘)f)7), 407,
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at that time that economic recovery had reached its limits, and that
further advances could be achieved only by expanding the capacit

of the economy, that is, by accumulating capital, NEP statistics re-
vealed that much capacity had been lost as a result of World War I
and the civil war: the capital stock of heavy industry as of 1924
was estimated to be 23 percent below 1ts 1917 peak, and this capi-
tmaﬁ:ﬁ'ﬁ{éﬁf"@as on the whole, old and outmoded. In 1924 the
output of steel, a principal component of investment equipment,
wag 23 percent of 1913 output.*” Thus industrial capacity had been
lost%etween 1917 and 1924 and little had been done to replace it,
although the building of socialism in the Soviet Union and expan-
sion of military capacity were priority objectives of the Soviet
state. After eight years of Soviet rule, investment and military
commodities accounted for the same proportlon of industrial out-

= put as they had prior to the revoTTon For example 28 percent t of

manufacturing net output was devoted to heavy industry in 1912,
and this share had only risen to 29 percent by 1926. 281

In spite of their dissatisfaction with the course of industrial de-
velopment during the 1920s, the Soviet leadership viewed its hands
as tied as long as NEP was retained. They feared that a drive to in-
crease industrial capacity, that is, to increase the share of heavy

industry, would reduce the availability of and consequently raise the

| prices of manufactured goods in the short run, and would further

turn the terms of trade against agriculture, thus creating a further

agricultural supply crisis that would impede industrialization.
@the NEP period demonstrated to the Soviet leadership

its inability to make policy in a market environment.  The handling of

% the Scissors Crisis described above is a classic case in point. Al-

though the scissors probably would have closed by themselves- when
(and if) the peasant reduced his marketings, the Soviet govern-

ment actively intervened directly to improve the peasant’s terms

of trade: first, maximum seclling prices were set for industrial pro-
ducts and price cuts for selected products were ordered. Second,
imports of cheaper industrial commodities were allowed to enter
the country. Third, the State Bank restricted the credit of the in-
dustrial trusts to force them to unload excess stocks. The substan-

27 Brlich, op. cit., pp. 105-106.
28 paul Gregory, Socialist and Nonsocialist Industrialization Patterns (New
York: Praeger, 1970), p. 28.
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tinl closing of the scissors (Figure 1) by 1925 indicates the appar-
¢nt success of these measures.

However, the settmg of maximum industrial sclling prices in a
period of risi come had an important side effect: an ex-
tess demand for ] mduqtrtal ial products was soon created, which could
ot be eliminated through price increases as ceilings had been set.
Iespite this excess demand and its resulting shortages mo formal
fitloning system was in effect, which meant that Tucrative profits
tould be made by the Nepmen by selling at prices in excess of ceil-
ing prices. This general shortage of industrial commodities has
lieen called thg_‘,“_gbods famine,” and the peasant—because of his
iolation from the market—was hit especially hard.?* Despite the
tllorts of the Peoples’ Commissariat for Trade to sell in the vil-
lipe at the established ceiling prices, the peasant had to buy pri-
iiiily from the Nepman, who sold at much higher prices. JThus the
peasant, despite the nominal closing of the scissors, still lacked in-
tentive to market his surplus. In fact, there is some evidence to sug-~
pest that grain marketing falling as the scisso Qri-és—
lg " The net marketings of grain in 1926-1927 were between 50
nid 57 percent of prewar levels although grain output was close to
the prewar level 3t

I'he state’s pricing. E_ohcy had another serious side effect that

eV ulu.llly destroyed the market orientation f NEP. Imt1ally two
¢In of indystrial prices coexisted side by side: the higher prices of
the(Ne pmgn who sold to a great extent in the villages, and the of-
fivinl state ceiling price. The Nepman soon came to be regarded as a
Wlick -marketeer and enemy of the state. Beginning in Tale 1923,
policies were adopted to systematically drive out the Nepmen and
willen the state’s control over (zade. This objective was pursued
thiough the control of industrial raw atcmis’gll_gl_gggds,pmdnc,ed
hy atnte |ndust|_¥, surcharges on the rail transport of private goods,
A taxes on profits of Nepmen. In 1926, it became a crime punish-

alile by imprisonment and confiscation of property to make “evil-

YWnrer, op, cit,, 419,

“lhie markeled share of grain for the Ukraine between 1923-1924 and
1051026 was: 1923-1924 = 26%, 1924-1925 = 15%, 1925-1926 = 21%.
TOLW. Davies, “A Note on Grain Statistics,” Soviet Studies, vol. 21, no. 3
Clantnry 1970), 328, The controversy over grain marketings during the late
10 will be discussed in Chapter Seven,
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intentioned™ increases in prices through speculation 82 Finally in
of speculation. Similaf
phenomena can be noted in m After 1926-1927, the state
lowered grain procurement prices {which eventually caused peas-

ants to divert production to higher priced crops and livestock), and

a gap betwcen state procurement prices and private purchase

prices developed. Again the private purchaser was systematically

. forced out of the agricultural market by the state. (This trend cul-

A

minated in 1929 when _compulsory delivery quotas replaced the
agricultural market system.

Such actions, Rowever, effectively signaled the end of NEP, for
the market upon which NEP primarily depended for direction was
no longer functioning. Prices were set by the state and no Jonger
reflected supply and demand. The economy was without direction,
either from market or plan—a situation that was not to be tolerated

A final source of dissatisfaction with NEP relates to national

ize that rapid industrialization would be required to meet the se-
curity needs of the Soviet Union and that NEP was not well suited
| LSS

to generate such rapld industrialization.®

THE PRECEDENTS
OF THE 1920s

During the 1920s, the economic problem of resource allocation was:
dealt with using two radically different economic systems. The first
'—War Communism—relied heavily upon command elements,

whereas the second—NEP—attempted to combine market and
command methods. The experiences of this early period tended to
establish precedents that had a visible and lasting impact upon the
eventual organizational structure of the Soviet planned economy,
These precedents are introduced at this point as recurring themes
throughout the ensuing chapters.

32 Nove, op. cit., pp. 137-138.
83 Ibid., pp. 121-122.

gcurity problems, The fear of imperialist conspiracies, Engla nd’s
breaking off of diplomatic relations in 1927, and concern over Jap-
anese activities in the Far East prompted the Soviet leaders to real-
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/\F@ve emphasize the Sovict expetiences with central planning
du(i-ng the 1920s, War Communism indicated that the market can-
ot be eliminated by fiat, for, unless an enforceable plan is intro-
duced in its place, the economy will be without direction other than
(hat provided by the “sleepless, leather-jacketed commissars work-
g round the clock in vain effort to replace the market.”** 11_1,9
“paper” planning of War Communism was shown to be vir-
il };7 no plan at all, and unless planners have detailed and coordi-
niled information from the enterprise level and up, and the political
and cconomic muscle to ensure compliance, planning will be in-
cllective, A further precedent in the area of planning was the im-
portance of “shock™ tactics in a world of deficient information and

Impe rfect control. Thus the ntration of resources on priority

é-—-—;

projects to eliminate bottlénecks was seen as a way to give guidance ‘,&q &

(0 (he planned economy in accordance with politically determined
priorities. It was also noted that the success of “shock” tactics de-
pended upon their limited application. This precedent can be seen
i the “storming” tactics and the practice of singling out a_few

key branches for preferential treatment that persist until today.

I'he 1920s also introduced the issue of central versus regional di-

| 1o tion, which was to become a recurring theme throughout later

peitods, The friction between central and regional planning au-

(thoritics (the Glavki and the Gubsovnarkhozy) throughout the

|020s revealed an imperfect harmony ‘of national and regicnal

inlerests that persists to the present period. Thus the vacillation

hielween ministerial and regional planning, a particularly important
e llllllﬂ.& the Khrushchev years, had its roots in the 1920s.

( Second; 1d,) the Soviet leadership’s expenences . with peasant agri-
cullure dmmg the 1920s also set important precedents. It was
widely feared that peasant agriculture could be a thorn in the side
ul rapid industrialization, for the success of industrialization was
cen s being dependent upon peasant marketings. It was thought
(hit attempts on the part of the state to extract surpluses from the
pensaniry without offering economic incentives in return would be
el by reductions in agricultural output and/or marketings. The
Soviel leaders” apprehension was the impetus for the introduction
al foree into the countryside with the collectivization of agriculture

Ui p. T4,

ﬁ:c.éw—, 24

e
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111 1929 and provides an explanation for the continuing reluctance

of the leadershlp to reinstate individual peasant farmmg (other t than
the small household plot) despite the often disappointing perform-

opment of an_ingrained mistrust of the market that persists to the
present. Most of the experiences with the market during the late
NEP period were negative. The predominant trusts utilized their
monopoly positions (o res__tuct output and withhold stacks. The '

Nepmen sold at high market prices desplte the efforts of state pric-
ing authorities to set limits on industrial prices. The peasant with-
held his output whenever he deemed market incentives insufficient.
For these and other reasons, the market was virtually abolished
after 1929 with only minor exceptions such as the collective farm
market and, in part, the labor market. It is in this context that one
can better understand the Sov1et-1gadcrsh1p s inbred opposition to
fluctuating prices, output and input decisions based on profit maxi-
mization, and other market phenomena that persists to the present.

Viewing this antimarket bias in perspective, one could perhaps!
argue that it was irrational and stemmed from an insufficient under-
standing of the forces of supply and demand. On the other hand,
the bias might be viewed as a rather keen perception of a develop-
ment problem not always realized: Often during periods of rapid
industrialization the interests of the state may conflict with the in-
terests of individual consumers and producers—especially if the
state lacks the means and expertise to manipulate the market; the
individual wishes to consume, while the state wishes to save, for
example. Could one not then argue that the most rational course of
action is t(f?:Tfme minimun, substantially modify the

market etaring early phases of development?
w precedent, which can be related directly to the expe-
riences ar Communism labor policies, was the evident neces-
sity of freedom of choice of occupation. If the worker is to be pro-
diictive, he must be allowed to choose his occupation on the basis
of economic incentives, (_The militarization of labor that was at-
tempted under War Communism proved to be an ineffective tool
for allocating labor. Not only mustmmhc
resultant money income must have meaning in terms of real pur-
chasing power; i.e., @ consumer goods market must exist, The labor

—— ————®
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cxperiences of War Communism set an _important precedent in

lavor of free occupational choice—a precedent followed in subse-
(uent periods cxcept ﬁﬁen _temporarily abandoned during the late

1930s and 1940s in response to the tremendous turnover of the
ine .\plge;cic_(f factory labor force and wartime emergency.

The year 1928 found the Soviet Union on the eve of the Five
Year Plan period—about to embark on an ambitious program of
forced industrialization. It was during this period that the Soviet
command system evolved in large part to its present form. The pe-
riod that we have just discussed—from the Revolution to the First
I'ive Year Plan—is important because of its impact on this Soviet
command system. One might in fact argue that War Communism
and NEP represented a practical learning experience for the Soviet
lendership. The next chapter describes another (more theoretical)
lenrning experience that also had a significant impact on the evolu-
tlon of the Soviet command system—the Soviet Industrialization
Iebate,
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| questions concerning de
‘growth versus unbalanced growtly; agrictltural savings, the proper

CHAPTER THREE

The Soviet Industrialization
Debate (1924 -1928)'

An extraordinary debate on how to initiate economic development
took place in the Soviet Union between 1924 and 1928 that antici-
pated Western discussion on_the same topic by some twenty—ﬁve

yeats. Its participants ranged from leading party thcoreticians to
nonparty economists, and its audience included almost everyone of
political and intellectual importance in the Soviet Union. The most
remarkable feature of this debate was that it raised a multitude of

scope of planning, taxation, and inflation to promote development
—which are still widely debated among Western students of cco-
nomic development.? The debate focused upon the alternative devel-
opment strategies open to the Soviet economy in the late 1920s. An

! Our discussion of the Soviet Industrialization Debate is drawn primarily
from the following sources: Alexander Erlich, The Soviet Industrialization
Debate, 1924-1928 (Cambridge,Mass.T Harvard Utiiversity Press, 1960),
Nicohas—Spulter=Soviet Strategy for Economic Growth (Bloomington: In-
diana University Press, 1964); Nicolas Spulber, ed., Foundations of Soviel
Strategy for Ecomomic Growth (Bloomington: Indiana University Press,
1964); Alexander Erlich, “Stalin’s Views on Economic Development” in
Ernest Simmons, ed., Continuity and Change in Russian and Soviet Thought
(Cambridge, Mass.: Harvard Umversnﬁress, 1955), pp. 8§1-99,

2 Erlich, Soviet Industrialization Debate, op. cit., p. XV,
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lmportant point to note is that Stalin, who actually made the eventual
choices of central planning and collectivization in 1928 and 1929,
respectively, was an observer of and participant in this debate.

In the present chapter, we consider the m:ijor issues of the So-
viet Industrialization Debate, without undue emphasis on details
ind biographical information. The debate on the scope and objec-
lives of planning will be considered in the next chapter. Here, we
limit ourselves to the views of spokesmen for three important fac-
llons: Lev Shanin and N. I. Bukharin representing different views
within Lhe nggt wing of the Bolshevik party, and E. A. Preobraz-
liensky, the economic spokesman of the left wing of the party. We
il mention of significant contributors such as Bazarov, Rykov,
“okolnikov, and many others not because they are unimportant
It because of space limitations and because the three views pre-
inted cover a broad spectrum of thé debate subsuming many of
(e wdeas of other partlc1pants A mathematical appendix at the
viil of the chapter summarizes the three programs and supplements
ihe lextual exposition.

iy SETTING OF
iy SOVIET
INDUSTRIALIZATION
NEBATE

I'he cconomic recovery of NEP reached its peak in 1926. The ex-
(enmive loss of industrial capacity during World War I had not been
recovered by the limited industrial investment during NEP. There-

f fuie, industrial capacity during the late 1920s was probably below
" [ewar levels. The economic instability of the 1920s—the “scissors

“Lrnin and the “goods famine,” the desire for rapid industrializa-
o, and concern with defense all pointed to the need for massive
capitinl accumulation in industry.® Yet could this capital accumula-

"1l growth models developed during this peried by V. A, Bazarov and V.,
LI Ghromn pu.du,tcd a_declining growth rate as the Soviet ecomomy ap-
ponchied its prewar equilibrium, For a discussion of these models, see Leon
Simolineki, “The Origins of Soviet Mathematical Economics,” in Hans
Waupneh et al, eds., Yearbook of IEast-European Economics, Band 2
(Munich: Gunter Olzog Verlag, 1971) p. 144,
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tion occur without ruinous inflation? [This was the inflationary
imbalance dilemma that initially sparked the Soviet Industrialization

’/? Debate.

®

The Soviet inflationary imbalance of the 1920s can be described
in terms of some elementary macroeconomic concepts: the rapid
NEP recovery had brought aggregate demand back close to the ca-
pacity limits of the econony. In fact, given the loss of industrial
capital stock and the Timited net investment of the 1920s; the fact
that industrial output had regained prewar levels indicates that in-

recovery of the mid-1920s in this situation, considerable indus-

| dustrial capacity was pro@ly already being overtaxed by the

trial investment was undertaken to raise industrial capacity, addi-

tlonha}l income would be created through the investment multiplier
theleby generating severe inflationary pressures. This was the So-
viet inflationary imbalance in a nutshell: industrial investment was
reqmred to raisc industrial capacity;. yﬂMly—creat __g

effect of investment would be felt only after a period of time. The

/ ncome-generating effect of investment, however, would be felt al-

most immediately, thus creating an inflationary problem.

If this inflation were to occur, the peasant would again be
alienated by the increasing prices of manufactured goods, which
would rise rapidly as capacity was diverted to producing investment
goods. The terms of trade would again move against agriculture
and another scissors crisis would ensue.
NEP would be jeopardized, and some alternative system would
have to be substituted to feed the industrial workers.

The smychka basis of

A second alternative, a slow rate of capital accumulation, would ‘

/ avoid excessive inflation and preserve the alliance with the peas-

ant. On the other hand, the basic problem-—the low capacity of the

. economy—would not be met,tthereby keeping the economy on the

brink of inflation without achieving long-run objectives.
This inflationary-imbalance dilemma was the spark that ignited

the Sovier Tndustrialization Debate in 1924. The scope of the de-
bate then broadened to incl 1nclude Iar—reachmg dlscussmns of the long-

B o it
fact that the 1elevance of the Tssues raised by the Soviet Industnal-
ization Debate is not limited to the Soviet Union of the 1920s
strengthens our conviction that the problems facing developing
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cconomies are similar irrespective of the nature of the economic
system utilized during the development process.

SINCTOR PRIORITIES AND
MARXIAN DYNAMICS

I'he participants in the Soviet Industrialization Debate addressed
(hemselves to the proper way to industrialize the Soviet economy.
I'lic debate centered to a great extent on sectoral growth_strate-
ples, that is, on whether industry or agriculture should be favored
ol whether sectoral growth should be balanced. This same ques-
lion has been widely discussed by Western economists in the post-
wir period and has been called the “balanced versus unbalanced
growth controversy.” ’ ‘
[n view of the pervasive ideological impact that Marxian eco-
nomics had upon the Soviet Industrialization Debate—all figures
involved were interested in “building socialism,” all agreed that the
tile should own the means of production at least in industry, and
all used a Marxist framework to support their pi programs—We begin
ot discussion of the Soviet debate by considering Marx’s views on
weloral priorities. As it turns out, they are fairly general If one
sildivides the total economy into two broad sectors—the invest-
iment poods sector (which roughly eorresponds to heavy industry)
nid the consumer goods sector (which roughly corresponds to ag-
itculture and handicraft), Marx concludes that the economy will
cxpind (grow) only if the output of investment goods exceeds the
chpial leplftcement needs of both sectors. According to Marx, this
i the minimum _condition that a growing economy must meet. Once
Il v met, growth can occur along a variety of sectoral expansion
pilhs. However, net investment (upon which the economy de-
pends for growth) would depend upon the capacity of the invest-
ment poods sector relative to the overall economy. Thus the hlgher
the relative share of the investment goods sector in overall output,
(i higher the growth rate of the economy.’

"UHenjamin Higging, Eeonomic Development (New York: Norton 1959),
P 6408,
Lokich, Soviet Industrialization Debate, op. cit., pp. 147148,
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PREOBRAZHENSKY —
UNBALANCED GROWTH
OF INDUSTRY

E. A. Preobrazhensky, the vocal spokesman of thetlke“_fa‘gJ wing of the
Bolshevik Party, took up where Marxian dynamics left off and ar-
gued that a discontinuous spurt in the output of investment goods
was required in order to attain rapid industrialization.® Preobra-
zhensky envisioned two possible courses of action at the end of the
1920s: The Soviet economy could either coxltillueugmr
even retrogress to lower levels of capacity, or a “big push” to ex-
pand capacity could be undertaken. In taking this latter step which,
he supported, halfway measures would not be advisable, for a spurt
velow the crucial minimum effort of investment would be self-
it defeating.
Preobrazhensky based this conclusion upon several factors, It
was his opinion that the inflationary i ance had two causes:
W,.ﬂ}wit_l of the industrial sector, and a loss of saving abil-
~ ityﬁthMEE%EMEgtu__tion_al,,,gb_gnggg:in
agriculfure. Prior to the Revolution, the peasant had been forced to
“5ave” in Teal terms a substantial portion of his output, which was
delivered either to the stai_:)e_ﬂgﬁc_)_@gla_nﬁcﬂ_o_;;gé’ This saving limited
his capacity to purchase industrial products; The Revolution, how-
ever, established him as a free proprietor, Rent payments were
climinated and agricultural taxes (in 1924-1925) were less than
one-third of prewar obligations.® The peasant became accustomed
to receiving industrial ‘commodities in return for the sale of his
agricultural surplus. This caused, according to Preobrazhensky, a
«drastic disturbance of the equilibrium between the effective de-
mand of the village and the marketable output of the town.”® That
is, the effective_demand of the peasant had | increased substantially

6 Preobrazhensky’s views are outlined in his famous work: Novaia Eko-

nomika [The new economics], which is available in English translation. See
” E. Preobrazhensky, The New Econorics, Brian Pierce, trans. (Oxford: Ox-

ford University Press, 1964).

7 This view is supported by Gerschenkron’s analysis of the objectives of the

1861 Emancipation Act (see Chapter 1).

8 Brlich, Soviet Industrialization Debate, op. cit., p. 35.

@ Ibid., p. 35,
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without a substantial increase in industrial capacity—thus creating
in inflationary gap.

Preobrazhensky suggested that net investment in industry must
lie raised significantly to close the gap between effective demand
ind capacity and t&t@m effects of this ag:tion.must
be _n'cutrahze’d by altering the structure of cleﬁgﬁaﬂ'éigaﬁgaﬁy
Wity from consumption and toward saving. Once the new indus-
(11al capacity had been created, private consumption could again be
liee to approach its previous position.

As far as the sectoral allocation of this net investment was con-
terned, Preobrazhensky argued for unbalanced growth to favor in-

(lustry in general and heavy industry in particular on the grounds
) 3 ——t

(hat {he short-run benefits of investment in agriculture and light
Lmlm.i‘l"‘y would be well outweighed by the long-run benefits of in-
vestment in capacity-eXpanding heavy industry. Thus he erﬁpha—
sized that investment-goods and consumer-goods industries must
I arranged in “marching combat order” in keeping with the Marx-
inin theory of economic dynamics.®”

I his conclusion follows the Fel'dman growth model of 1928 Employing
Murxiun definitions and accepting Marx’s division into an investment goods
tolor (Department A) and a consumption goods sector (Department B),
ti A, Fel'dman developed a mathematical model for the USSR State Plan-
iy Commission that made a stronger case for unbalanced growth in favor
0l Department A than the original Marxian model of expanded reproduction
pnl lined _;lllwove. Fel'dman made several implicit and explicit assumptions in
teriving his model: (1) that the state had the power to control the division
ol tolnl investment between Department A and Department B; (2) that once
livestment had been made in one sector, this capital could not be shifted later
Tl une _in the other sector; that the economy was closed to trade with
the oulside world; (4) (implicitly) that the state tontrolled aggregale con-
timption and savings rather than individuals (given a particular aggregate
v ‘.mn-‘n[. goal, the state could make saving equal that amount); and (5)

it capital was the sole limiting factor of production, and that labor was
tvernbundant, ¥

Citven these assumptions, Fel’dman concluded that the rate of growth
ul GNP in the long-run depends upon the proportion of output of the invest-
ment poods sector that is ploughed back into that sector. If a substantial
potion of the Department A output Mmmer goods sector,
i the rate of growth of total output will be small, The long-term rate of
fluwih of consumption also depends upon reinvestment in_the_investment
Wiy urrluy.[r‘\ high reinvestment ratio will yield high rates of growth of
constmption in the long-run; whereas a low reinvestment ratio will yield a
felatively high short-term rate and a relatively low long-term rale of growth
sb vonsumption, ‘That is, current consumption must be sacrificed in order to
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In arguing in favor of a “big-push,” Preobrazhensky stressed
that moderate increases in the capacity of the capital goods sector
would be solf-defeating: the technological gap between the USSR
and the advanced capitalist powers had become so wide that it was
now impossible to adopt advanced technology gradually. Second,
he echoed a view widely held at the time that the replacement  ar-
rears of the Soviet economy had become so immense that a signif-

“fcant increase in investment was required just to keep industrial

capacity from falling.

Foreign trade, according to Preobrazhensky could, to some ex-
tent, act as a substitute for domestic capital production by import-
ing foreign capital. However, the Soviets’ capacity to import was
limited by the lack of foreign credits (which would probably not be
offered by the capitalist foes of the USSR) and by the small size of

obtain a maximum rate of growth of both output and consumption in the
long-run. In sum, Fel’dman’s model conciudes that the bulk of investment
st flow into the capital goods sector at the expense of consumer goods
sectors if the growth rate of consumption and GNP is to be maximized in the
long run. The partial derivation of the Fel'dman model is given below:

Symbols: I: total investment
P:  investment allocated to A
C: total consumption
@: portion of I allocated to A
Vi: capital coefficient of A
Ve: capital coefficient of B
¢t; time subscript

Model:
1 = aly (1)
I, — Iy = el 2
1-1 ___—-Vl ( )
112(1+V£) Iia (3)
:IU E—— i (4)
(1 +V1)
Ci —Cis = (17“ a)!‘ﬁ 5
Va W
a -2
Ci—Cia= f"(l*d")(:_"’lﬁ (6)
Vs

See Evsey Domar, “A Soviet Model of Growth,” in Essays in the Theory of
FEconomic Growth (New York: Oxford University Press, 1957), pp. 223-261.

The Soviet Industrialization Debate (1924—1928) 73

the cxportable agricultural surplus. However feasible, he argued
thit a foreign trade monopoly would be essential to insure that ma-
¢hinery and not luxtries would be imported. In any case, consider-

I the massive capital requirements of the Soviet economy in_the

10205, Preobrazhensky felt that the foreign _secmghglg _ley’__pl_ay;
I limiled role in the Soviet capacity build-up.m

The Tong-runpayotl of Precbraziiensky’s policy of one-sided
iclnvestiment in the capital-goods sector would be an enhanced ca-
ity to produce manufactured consumer goods and industrial farm
nnchinery, Yet he recognized that it would take years for this to
linppen:

. adiscontinuous reconstruction of fixed capital involves
it shift of so much means of production towards the production
ol ' means of production, which will yield output only after a
lew years, that thereby the increase of the consumption funds
ol the society will be stopped.’?

I'o dampen the interim inflationary pressures, Preobrazhensky
proposed a system of fgimit'we socialist accumulatiorl,}’ which was
l ieplace the market so as to force the economy to save more for
-:n|u|.|[ illvgsttnent than it would have, had the m@M.
tintend of the market, state trade. mon/opolies would set Qricesf—]gy
fuiichnsing at 1qudelivcry prices and then seniHE“ZFTiEHE}' retaijl
p1ices, the state would be able to-generate a form of profit or forced

i (alfecting a downward shift in the éonsumpton function in
foil terms) that would reduce inflationary pressures. Preobraz-
lienaley Turther suggested that during the period of primitive social-
I8l necumulation, the main burden of industrialization should be
plucedl on the peasantry in the form of low state purchase prices
aiid high |n:|m1'liz_imc_t‘u_r£q‘consumcx ggg@‘pm, thereby cxtracti;g
[ cd savings through a teduced peasant living standard.

In addition to his ideological preference for industry, Preobraz-
lennky chose to burden the peasants because of the high potential
ol their saving capacity as exhibited prior to the Revolution, and
Beviune of peasant agriculture’s ability to be independent of in-
dustry: The overall purpose of primitive socialist accumulation was

CUeted in Ertich, Sovier Industriali zation Debate, op. cit., pp, 56--57.




74 ORIGINS OF THE SOVIET ECONOMY

to let the state, not private individuals, decide how much would be

| saved. In doing so, tWﬂgs (com-

posed of both voluntary and involuntary savings) with the output of

the capital goods sector (real investment).

Preobrazhensky clearly recognized the dangers inherent in

“ primitive socialist accumulation, Given the large volume of savings

~that had to be extracted from agriculture, E:Wicultural

purchase prices would have to be set. The peasant would again be

faced with deteriorating terms of trade and would withdraw from

} the market, alienated from the Soviet regime. This was the weak-

* est point of his program and proved the focus for strong attacks by

J Preobrazhensky’s opponents. How was the industrialization drive
{ | to be sustained if agricultural supplies were not available?'?

SHANIN—UNBALANCED
GROWTH OF
AGRICULTURE

Lev Shanin, a representative of the extreme right wing of the Bol-
shevik Party, favored a program of unbalanced growth emphasiz-
T .
ing agriculture within an essentially free market environment. The
inflationary imbalance of the mid-1920s also provided the point of
departure for Shanin. In view of this imbalance, Shanin thought
that the Soviet eccnomy should adopt a short-term horizon in plan-
ning policy. If massive investments were made in heavy industry
with its long gestation periods, demand-creating income would be
released without a parallel increase in capacity except in the long
run, and %}—‘chat time it _would be too late. Thus, Shanin empha-

12 §¢alin’s solution to this dilemma—collectivization of the peasantry, which

eliminated the peasant’s freedom to Wﬁf‘g ises—did|
Preobrazhensky. Several years after the collectivization decision, Preobrazhen-
sky declared in a speech: “Collectivization—this is the crux of the matter!
Did I have this prognosis of the collectivization? I did not.” Quoted in Erlich,
Soviet Industrialization Debate, op. cit,, p. 177. Erlich adds to this: “He
[Preobrazhensky] was careful not to add that neither did Stalin af the timé
when the industrialization debate was in full swing. And he was wise not to
point out that the decision to collectivize hinged not on superior intellectual
perspicacity but on the incomparably higher degree of resolve to crush the

opponent. . . .”

foccur to!
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r‘l,’l‘ll the income-generating side of capital investment, whereas
| I"ieobrazhensky emphasized its capacity-creating as"f:);z

The difficult transition from NEP recovery to new construc-
lion of capacity could be smoothed, according to Shanin, by adogt—
g an_agriculture-first pé)hrx,y“ There were several reasons for this

ey e o

cunclusion.

( [i@, Shanin argued that the short-term j t in real out-
(it to be derived from an additional ruble of investment (the mar-
uinil output-capital ratio) in agriculture far exceeded that of
udustry, especially in view of agriculture’s surplus population and
iy low capital-intensity. '

("HCEGE y Shanin Delieved that there was a higher propensity to

e inagriculture than in industry. According to this assumptién,

Weiepate savings (a crucial factor in an inflation-prone economy)
would be enhanced by a redistribution of money income in favor of
apncnlture. Using these two assumpﬁﬁ_ﬁs, Shanin derived his agri-
culture-first policy.

Shanin presented his arguments by contrasting two alternative
liivestment programs; one channeling investment into industry, the
alher channeling investment into agriculture. By investing a given
Jount in agriculture, a relatively large increase in capacity would
I pencrated because of agricylture’s low marginal capital-output
(alin, In addition, the increased investment in agriculture would
licrense agricultural incomes, and because of the high marginal
|-|-n|n'||l:il¥ to savﬂagriéﬁltur@, this increase in income would
viele r_gEFiver’Iarge Efrﬁéfﬁfffjaf*incremental saving and inflation-
i1y pressures would be reduced. On the other hand, an equivalent
ot of investment in industry would not only generate a smaller
erense in capacity but would also fail to create as large an in-
Clenne in saving because of the high marginal propensity to con-
e of the industrial worker.1®

I v Shinin, “Questions of the Economic Course,” in Spulber, ed., Founda-
ihof Noviet Strategy, op. cit., p. 219,
AL

ilie nccompanying graphs illustrate Shanin’s argument: Part A shows the

Cotmimption funetion of industrial workers (Cr) with a high marginal and

Wiinge propensity to consume out of personal income. Industrial personal
Weore dn the mid=1920s is represented by 7Y?, which yields a consumption
lvel of 1CY for industry, The consumption function of agricullure (C,) in
Pt 1 I deawn o have a low marginal but high average propensity {0 con-
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sume at the initial agricultural income level (AY?) of the mid-1920s. The
agricultural consumption level is AC°.

The aggregate personal income of the economy in the mid-1920s is ¥ (in
Part C), which is the sum of IY? and AY? (from Parts A and B). Aggregate
consumption is C°, which is the sum of 7C? and AC? (from Parts A and B).
This consumption level is assumed to equal the real output of consumer ggods
of the two sectors operating at full capacn v, which is denoted. L‘;y_Kﬁ
~~~"THe graphs can be used to SUPpOIt £ Shanin’s 1mgnculture policy:
Because of agriculiure’s smaller marginal capital-output ratio, agricultural in-
vestment would tend to raise capacity (K) more than would indu_sL__rirl]__i_nvest—
ment. In this manner, 1_1_1_ﬂgll_mp:cssuws in tllgmﬁmwumpuwb,ﬁktm
would be eased, for the additional investment would raise personal income and
consequently consumption—hence the necessity to raise capacity. Second, be-
cause of the lower marginal propensity to consume within the agricultural sec-
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According to Shanin, two benefits would be derived from in-
vestment in agriculturg! First, the capacity of the economy would be
increased by a larger amount, in a shorter period of time. thereby
nmcliorating the short-term inflationary imbalancd, ec@ the
creation of additional income in agriculture would generate a larger
nmount of incremental saving that could be used to finance addi-
llonal investment without inflation.

IYinally, Shanin emphasized the benefits to be gained from, for-
cipn trade. By trading according to its comparative advantage in
apriculture, the Soviet Union could exchange agricultural products
for industrial capital equipment thereby building up the capital
stock of industry while at the same time avoiding the inflation that
would have occurred had the investment initially been in industry.'®

Shanin envisioned that his policies would have to be carried out

within an essentially free-market-environment.to insu me_ort
of the peasantry and thereby the efficient utilization of investment

;A ngriculture, He was sufficiently realistic o se¢ that his proposals

which would require the short-run enhancement of industrial ca-
picity irrespective of the economic consequences. He also saw that
teitain industrial investments such as in transportation would be re-
fured in 01de1 to carry out. hlS agncultural programs. 11 Thercfore

iidustrial investment could not be neglected entirely. Another cir-
Cumstance mitigating against the full-scale adoption of his agricul-
fure-first program would be the exhaustion of foreign markets for
foviel agricultural products Nevertheless, he minimized the im-
portince of these CXCCptlo?l-g: and did not allow them to materially
alter his main conclusions.

In the long run, after the initial inflationary imbalance had been
climinated, Shanin proposed a shift in emphasis toward industry,

/\hﬂlhl haye {0 be altered in the case of an imminent military lhreat

10, more savings could be generated by investing in agriculture, thereby raising
iwricnltural income. As agricultural income rises, the economy would expand
nlong the € consumption function (which tends towards the marginal propen-
iy (o consuime of agriculture), If investment had been in industry, the econ-
vy would have expanded along C'7, which tends toward the higher marginal
propensity to consume of industry. In this manner, Shanin’s invest-in-agricul-
tie policies allow the economy to expand through additional investment
without inflation,

S lich, Seviet tndustrialization Debate, op, cit., pp. 140141,

Ihid, p, 132,
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a shift toward reinvesting in capital goods that could be now ac-
complished free of inflationary pressures. At this time, the “building
of socialism” could begin in earnest unhindered by short-term
inflationary problems.

BUKHARIN—BALANCED

GROWTH

According to N. I. Bukharin, the official spokesman of the right
wing of the Bolshevik Party, any investment policy that one-sidedly
favors agriculture over industry or vice versa, or one branch of in-
dustry over another, will fail because of the interdependence of
cconomic sectors.{ First,) industry cannot function successfully
without agricultural supplies: the productivity of the industrial
worke%lgﬂlds upon the availability of marketed agricultural food-

stufls. Aurther) industrial capacity will be reduced greatly if agri-
cultural raw materials are not available for sale. Industry requires
sophisticated capital _equipment, which it initially cannot_produce
(domestically, and which cannot be purchased abroad(if dgricultural
surpluses are not exported to finance such imports. Agricultural pro-
ducers, on the other hand, depend upon industry for hand tools
and agricultural machinery and manufactured consumer goods. If
these goods are not forthcoming, the peasants will retaliate by not
supplying agricultural products for industry.

i Bukharin recognized the need for capital accumulation, but ar-

gued that it should be kcpt7_@m?§,gg_§gggplg_groggmgg§; The

Sverextension of one sector or subsector of the economy at the ex-
pense of other sectors would create critical bottlenecks—steel
shortages, deficits of vital agricultural raw materials, insufficient
foreign exchange earnings—that would inevitably retard overall
economic development. According to Bukharin, any formula call-
ing for maximum investment in heavy industry without a corres-
ponding expansion of light ”i"rfc_l—_f_lgtry would not only aggravate the
“$oods Tamine —owing to the channeling of investment resources
info Time-consuming capital goods industries—but would also
threaten to undermine the NEP recovery.

18 1bid., pp. 82-83.
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Because he emphasized economic interrelationships, Bukhar-
iu.‘s economic program called for a gradual expansion of all sectors
-.inllxultaneously. The critical link between agriculture and industry
would be maintained by creating a favorable atmosphere for peas-
int agriculture. Instead of setting low agricultural delivery prices
ind high industrial prices, the state should do the opposite:
to provide an incentive for the peasant to produce and market a
larger output, an, to pressure state enterprises to lower
costs. It would not be necessary to force saving from agriculture as
I'veobrazhensky proposed; instead, only a stable economic envi-
fonment free of the uncertainties of War Communism_and ﬁEP
would be needed. In such a situation, the peasant would return to
his traditional frugality, creating the savings to finance the further
expansion of capacity.!?

To resolve the incongruency between limited industrial capacity
and his call for moderate capital investment spread fairly evenly
nmong economic sectors, Bukharin proposed a series of meas-
fhes .to_e_cgﬂgiize and utilize the available capita_lﬁﬂngp;g__iﬁlfy.
Simall-scale manufacturing and handicraft were tému_ndel'go a tech- .~
nological “rationalization” and be transformed into §gyp}§@ly
more efficient producers’ cooperatives. Large-scale investment )
[lojects were to be made more cfficient by better planning and
more cfficient construction work. Maximum attention was to be
necorded to the speedy completion of investment projects. The
aviilable capital equipment was to be used more exhaustively by
vmploying multiple shifts. Attention was to be given to appropriate
[uctor proportions, that is, capital was not to be invested in areas
where labor could do the job as efficiently, The state pricing policy
lould stimulate cost economies and more efficient use of available
(tonrces by eliminating monopoly profits.*”

In sum, Bukharin favored the balanced expansion of both in-

dustry and agriculture under a general policy of moderate capital ac-
Cumulation financed by the voluntary savings of the peasantry. This

Ll nced growth was to be fostered by an environment that would

chcourape the peasantry to produce and sell their surpluses to the
Cily. Slale pricing policy would be used to gain the favor of the

WAk, pp. 86-87.
L pp. 8486,
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peasants by setting low industrial and high agricultural prices. By
fostering methods to increase the efficiency of capital utilization, a
return to the “goods famine” of the 1920s could be avoided with-
out resorting {o the massive industrialization drive favored by the
superindustrialists of the left wing. The foreign sector would play
an important role in that it would provide the foreign machinery to
sustain the growing capacity of industry.

THE OUTCOME OF
THE SOVIET
INDUSTRIALIZATION
DEBATE

In a series of adroit political maneuvers, Stalin consolidated his
power_within a rather brief period of time after Lenin’s death in
I924®, he allied himself with the right wing of the party (Buk-
harin) to purge the leftist opposition led by Trotsky from positions
of power—a phase completed in late 1927. Then Stalin turned his
attention to the “right deviationist” Bﬁ?harinites, who were de-
nounced by the Central Committee of the Communist Party in
November of 1928. This occurred just one month after Stalin’s
adoption of the more ambitious alternative draft of the Fifé‘t:iii‘ive
Year Plan, which was supportive of the original left-wing indus-
trialization program, i i
" The variant of the First Five Year Plan adopted in 1928 would
have staggered the imaginalion of even the superindustrialists. The
low capacity of the Soviet industrial sector was to be subjected to
an all-out attack: the Soviet fixed capital stock was to double within
five years to provide the industrial base for build'ing socialigﬁT‘The
First Five Year Plan also called for a 70 percenf" expansio% light
industry which was quite unrealistic in view of the limited industrial
éapacity in1928.22

The First Five Year Plan was adopted in October of 1928
amidst a W that was to have a crucial impact

*1 Ibid., chap. 9. It was not until the Stalin purges in the late 1930s that this
political process was complete. Preobrazhensky, Shanin, and Bukharin all
lost their lives in the purges.

“2 [bid., p. 166.
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lpon subsequent events. According to Stalin, the very success of the
industrialization program was clearly jeopardized, for it was depen-
dent upon an increasing supply of food products and agricultural
{uw materials from the countryside. As long as the peasants re-
lused to turn over such deliveries to the city, they held the power to
hall the entire industrialization program.23

Stalin’s answer to the crisis he perceived was to mount a coun-
(eroffensive designed to break once-and-for-all the peasants’ hold
over the pace of industrialization. In the autumn of 1929, he or-
ered the wholesale collectivization of agriculture. Peasant land-
holdings and livestock were forcibly amalgamated into collective
furms, which were obligated to deliver to the state planned quotas of
l[arm products at terms dictated by the state.

 The ensuing turmoil was great not only in the countryside, which
burst into open rebellion, but also in Soviet cities, which received a
vist influx of workers from the countryside and saw a significant
iedistribution of labor among industrial branches as enterprises
nttempted to fulfill their taut production targets,

The actual Soviet industrialization pattern that emerged after
V28 (Panels A, B, and C, Table 8) bears a close reseml;ﬁlgwr{ce to
I"'eobrazhensky’s industrialization program: Soviet economic
prowth between 1928 and 1940 was heavily biased in favor of in-
ustry in general and in favor of heavy industry in particular.

huthWi 11 Percent, whereas
i icultural production grew at an annual rat;{lf_’(gl@@
between 1928 and 1937 (Panels C-3, C—4). The negafive rate of
prowth of livestock graphically indicates the impact of collectiviza-
llon upon agricultural performance. The same trends are apparent

" According to Jerzy Karcz, there was no real agricultural crisis during this
period, The grain collection “crisis” was precipitated by the lowering of :?tate
i!l.lill-PLO_CUI‘Emel'lt prices in 1926-1927, while procuremf_nw
juvducts were rajsed. Peasants shifted their attention to animal products, f.ed
jpriin to livestock, and held grain in stock, waiting for grain prices to be in-
crensed. Total-ageieuttural sales did not-fall during this _period. Thus the
Crisis™ was caused not by the weakness of peasant agriculture but by the
ineptitude of state pricing policy. In addition, Karcz raises the question of
ileliberate falsification of grain statistics by Stalin to gain support for collec-
livization, Jerzy Karcz, “Thoughts on the Grain Problem,” Soviet Studr:e.r,
l vol, |8, no. 4 (April 1967), 399-434, For a different view, see R. W. Davies,
| "A Note on Grain Slalistics,” Soviet Studies, vol. 21, no. 3 (January 1970),
| Y329, This controversy will be discussed in detail in Chapter Four.

|
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Table 8 Outcome of the Soviet Industrialization Debate:
The Industrialization Drive of 1928-1940

1928 1933 1937 1940
A. Changes in manufacturing
1. heavy manufacturing + overall
manufacturing
a. net product share (1928 prices) @ 51 @ —
b. labor force share 28 43 — —_
2. light manufacturing ~+ overall
manufacturing
a. net product share (1928 prices) 47 @ —
b. labor force share 71 56 — —
3, net product per worker in
heavy + net product per worker
in light manufacturing (1928 prices) .94 1.40 — ——
B. Changes in major economic sectors,
structure of output
1. share in net national product
(1937 prices)
agriculture 49 — 31 29
industry 28 — 45 45
services 23 — 24 26
2. share in labor force
agriculture 71 — — 51
industry 18 — — 29
services 12 — — 20
3. net product per worker in industry
+ net product per worker in
agriculture (1937 prices) 2.3 — — 247,
C. Rates of growth (1928-1937) and
capital stock
1. GNP (1937 prices) 4.8%
2. labor force
a. nonagricultural labor force 8.7% .
b. agricultural labor force —2.5%
3. industrial production (1937 prices) 11.3% *
4. agriculture production (19358 prices) 1.1%
a. livestock —1.2%
5. gross industrial capital stock ;
(1937 prices, billion rubles) 348 757 119 170
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luble 8 (Continued)
- 1928 1933 1937 1940
1), Changes in the structure of GNP
by end use (1937 prices)
[. household consumption + GNP 80 — 53 49
annual growth rate (1928-1937) 8%
2. communal services ~ GNP 5 —_ 11 10
annual growth rate (1928-1937) 15.7%
). government administration and
defense -+ GNP 3 — {p =
annual growth rate (1928-1937) 15.6%
. gross capital investment + GNP 13 — 19
annual growth rate (1928-1937) 14.4%
I' l'oreign trade proportions
|, exports + imports + GNP 6% 4% 1% —
I Shares of the socialist sector in
I capital stock 65.7% — 99.6% —
2. pross production of industry 82.4% — 99:8% —
}, pross production of agriculture 3.3% — 985% —
I value of trade turnover 76.4% — 100.0% —
L1 Mrices
I, consumer goods prices (state and
cooperative stores, 1928 = 100) 100 400 700 1000
' uverage realized prices of farm
products (1928 = 100) 100 — 539 —

(U RD]

,-l: i | me(fl A.: Paul Gregory, Socialist and Nonsocialist Industrialization
l-x fei m. (.Ncw'York: Praeger, 1970), pp. 28-29, 36. Heavy manufacturing is
delined according to the International System of Industrial Classification as
(AT "-H. Light manufacturing is defined as ISIC 20-29. Panel B: Simon
| In nels, “A (Eompax'alive Appraisal,” in Abram Bergson and Simon Kuznets,
o Leonomic Trends in the Soviet Union (Cambridge, Mass.: Harvard
University Press, 1963), pp. 342-360. Panel C: Bergson and Kuznets, op.
CEppe M6, 77, 187, 190, 209. Panel D: Abram Bergson, Real Sow’e!,Naﬁ
tonal Income and Product Since 1928 (Cambridge, Mass.: Harvard Uni-
cinity I'ress, 1961), pp. 217, 237. Panel E: Bergson and Kuznets, op. cit
P HR '””.)‘ Panel I7: Narednoe khoziastve SSSR v 1938 g. [The! nationa.i
counamy of the USSR in 1958], p. 57. Panel G: Franklyn Holzman, “Soviet
llationnry Pressures, 1928-57," Quarterly Journal of Economics, vol. 74

a2 U May 1960), 168169, ' o
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in the differential rates of growth of the agricultural and nonagri-
cultural labor forces between 1928 and 1937 (C-2): The former
actually declined, while the latter expanded rapidly at an annual
rate of almost 9 percent.

The structural transformations resulting from these differential
sector growth rates are impressive (Pancl B). Agriculture’s shares
of net national product and labor force declined from 49 percent
and 71 percent, respectively, in 1928 to 29 percent and 51 percent,
respectively, in 1940; whereas the increase in industry’s product and
labor force shares was from 28 percent and 18 percent, respec-
tively, to 45 percent and 29 percent, respectively, during the same
period. & :

The most remarkable feature of the 1930s was the extent to
which the pro-heavy-industry bias asserted itself (as Preobrazhen-
sky said it should). Between 1928 and 1937, hc%wy manufacturing’s
net product share of total manufacturing more than doubled from
31 percent to 63 percent; whereas light manufacturing’s product

| share fell from 68 percent to 36 percent. The sharp increase in out-
" put per worker in heavy manufacturing relative to light manufac-

.

turing, from .94 to 1.40 between 1928 and 1933, indicates the pro-
heavy-industry bias of investment allocation (Panel A).

The impact of this production program upon real consumption
levels in the absence of significant foreign trade (the ratio of im-
ports plus exports to GNP sank to one percent by 1937, Panel E)
had already been foreseen by Preobrazhensky. Between 1928 and
1937 household consumption_scarcely grew (at an annual rate of
.8 peréent), and the share of consumption in GNP (in 1937 prices)
declined markedly from 80 percent to 53 percent, During the
same period, gross capital investment grew at an annual rate of 14
percent and the ratio of gross investment to GNP doubled from 13
percent to 26 percent. If we define total consumption expenditures
to include both private consumption and communal services, and

| nonconsumption expenditures to include investment, government
| administration, and defense, then total consumption fell between

1928 and 1937 from 85 percent of GNP to 64 percent of GNP

' (Panel D).

The changing institutional setting within which these transfors
mations were occurring should also be noted (Panel F): between
1928 and 1937 the share of the socialist sector of total capital

e
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utock, industry, agriculture, and trade expanded sharply so _that-by
1937 the socialist sector totally dominated all economic activity.
Panel G has special relevance to the outcome of the industriali-
/ilion debate. Consumer prices rose by 700 percent between 1928
i 1937 and probably would have risen even faster without the

I'ipure 2 Correlation of State Wholesale Prices for Objects of Mass
Consumption and Purchase Price of Wheat
(USSR 1929 = 100)
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Lherat AL N. Malafeev, Istoriia tsenoobrazovaniia v SSSR, [The history of
P formation in the USSR] (Moscow: 1964), p. 286. These figures are not
Hivetly comparable to those in Fig. 1, which relate an index of agricultural

frleen ooan index of all prices, because of the vast change in agricultural
e nfter 1929 when procurement prices began to diverge significantly from
W reindl prices of agricultural commodities, and because Figure 2 refers only
Bwhient prices, not 1o a more general farm price index.
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extensive formal and informal rationing of the period. Average
realized prices of farm products, which ;'e_welghted averages of
the extremely low state procurement prices, the above-quota state
delivery prices, and collective farm market prices, on the other
hand, rose by 539 percent, which indicates a reopening of the price
scissors against agriculture between 1928 and 1937. An examina-
tion of some partial data (Figure 2) suggests that, in fact, the scis-
sors did reopen amed again until the m_l_d__l [950s, with
a resultant squeeze upon the agrlcultural sector in terms of low
procurement prices,

In sum, the left opposition program was apparently the model
for the Soviet industrialization drive. The pro-industry and pro-
heavy industry bias of the first two Five Year Plans is clearly shown

. in Table 8 and was implemented at the expense of the agricultural
sector and the consumer. The expected deterioration in the agri-
cultural fetms of trade occurred, but did not halt the industrialization
drive possibly owing to the forced collectivization of agmculturc

In retrospect, the Soviet industrialization drive must be seen as

a remarkable and rapid Shlft of thL Sov1et GCOIlOII]lC structure

come even more apparent that the “Soviet developmcnt model,”
like any approach to economic development, is not without cost.
Thus, the costs and benefits of alternative development models
must always be carefully considered. We shall return to this issue
in Chapter Twelve.

Appendix 3

Mathematical Models of the

Soviet Industrialization Debate

Introduction. The models of Preobrazhensky, Shanin, and
Bukharin, which have been described verbally in the text, can also be
shown in terms of a fairly basic mathematical growth model. Such
1 model is developed in this appendix, which shows how, by varying
the assumptions, the policy conclusions of all three were derived.

In keeping with the original debate, the model consists of two
sectors—industry and agriculture—and allows for differences in
scctoral capital-output ratios and savings functions. The allocation
of investment between industry and agriculture is treated as the
principal policy variable of the model. The initial assumptions are:
(a) the economy is closed; (b) capital is the sole limiting factor of
production in both sectors; and (c) all variables are in real terms.
Other less crucial assumptions arc: (d) the average and marginal
capital-output ratios are equal; () the average and marginal pro-
pensities to save are equal; (f) the initial allocation of investment
does not change over the planning period; and (g) the initial sector
capital ratio is equal to the constant investment allocation factor.

List of Symbols:

m  marginal capital-output ratio of agriculture (assumed equal to
the average capital-output ratio), e.g., m=dka/dYa=Ka/Ya

bm marginal capital-output ratio of industry (assumed equal to the
average capital-output ratio), e.g., bm=dKi/dYi=Ki/Yi

s marginal propensity to save of agriculture (assumed equal to
the average propensity), e.g., s=dSa/dYa=Sa/Ya

s—e marginal propensity to save of industry (assumed equal to the
average propensity), e.g., s—e=dS8i/dYi=Si/Yi

S savings (real)

f investment (real)

Y real income (output)

K capital stock (real)

¢ ratio of income allocated to industry

| — g ratio of income allocated to agriculture
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a  subscripts refer to agriculture

i subscripts refer to industry

f ratio of investment allocated to agriculture
1 — f ratio of investment allocated to industry
DY = dY/dt

Derivation of the Model. The derivation of the model begins
with the allocation of investment between industry and agriculture,
from which an investment equation is developed. The equilibrium
condition requires equality of savings and investment. The savings
equation is derived by starting with a particular allocation of income
between industry and agriculture (how this allocation is determined
will be considered later). In the familiar Harrod—Domar manner,
the savings equation is set equal to the investment equation, and
then solved for the growth rate of the economy. The steps are as
follows.

Investment is allocated by the state between agriculture and
industry:

Ve doi=if = L
2. =1~ DI
Investment sector

3. DY = fl/m+ (1 —{) I/bm
4, I =[bm/(bf —f+1)]1DY

Savings sector
5- Yﬂ. = (1 == g) :

6. Y, = gY
7.85=s(1—2)Y -+ (s—e)gY¥
= (s —eg)Y

Equilibrium of savings and invesiment
8. §=1I
9. bm/(bf —f+1)=(s—eg)Y
10. DY/Y = (bf — -+ 1) (s — eg)/bm
It is now necessary to determine how the allocation of income
between industry and agriculture (the factor g) relates to the allocas
tion of investment between industry and agriculture (the factor ).
Because capital is the sole scarce factor of production, one would
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vxpeet intujtively that the allocation of investment between sectors
will determine the allocation of income between sectors, By equat-
iy the income of each sector with the output of that sector (as de-
[trmined by the sector capital stock and the average sector capital-
oulput ratio), the model can be completed with the following steps:

Determination of g
11, Y¥o=(1—g)Y
12, Y, =K,/m
=fK/m
3. (1 —2)Y =fK/m
4. g=1—(f/m) (K/Y)
I5. K/Y = m/f+bm/(1 —f)
16, g = —fb/(1 —f)

This new expression of g (equation #16) is then substituted
fiiter the growth equation (#£10):

7. DY/Y = (s/m) [J‘(b ~1)-F1 o [ (h—1) +11]

b ' (Ll—=1)
"Thus the growth rate of the economy has been related to the
ltuctural parameters (s, b, m, e) which are taken as given, and to
the policy variable f. As one might expect, the growth equation
(0 17) reduces to the familiar Harrod—Domar equation (DY/Y
/i) if the sector capital-output ratios and savings propensities

it i||llil| (l') = 1,6 = 0)
Policy Implications. Shanin’s policy conclusions can be de-
tived casily from equation # 17. His crucial assumptions were: (a)

the industry capital-output ratio was larger than in agriculture
(/i 1), and (b) the marginal propensity to save in agriculture was
prenter than in industry (e>0). Differentiating the growth equation
© I/ with respect to the policy variable f, we get:

a(DY/Y) _

18, of = (s/m)(1 — 1/b)

' (m — fm)*
Lder Shanin's two assumptions, the expression (££18) is posi-
die nnd the higher the allocation of investment Lo agriculture, the
liplier the growth rate ol the cconomy,
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To derive Preobrazhensky’s policy conclusions from the above
model, we follow his assumptions that (a) the state can control
the aggregate real saving rate by “primitive socialist accumulation”
and that (b) the industry capital-output ratio (after a big push) is
smaller than in agriculture (b<1). Thus a different savings equa-
tion must be substituted:

19. § =wY

for equations #5-#7, where w is the state controlled saving rate.
The growth equation now becomes:

20. DY/Y = (w/bm) (bf — -+ 1)

Taking the partial derivative of the growth rate with respect to f,
one gets:

aDY/Y)

21. o =w/m— w/bm

which is negative under Preobrazhensky’s assumptions, and the
higher the allocation of investment to agriculture, the lower the
growth rate of the economy. Thus Preobrazhensky’s conclusions.

Bukharin’s policy conclusions are even easier to derive from
the model. If one accepts Bukharin’s assumption that, owing to the
rigid interrelationships between industry and agriculture, invest-
ment must be allocated between them in roughly fixed proportions,
f is no longer a policy variable but is, instead, a constant deter-
mined by technology. The growth rate of the economy can now be
raised either (a) by more efficient utilization of sector capital (re-
ducing ) or (b) by raising the marginal propensity to save (rais-
ing 5), which is exactly what Bukharin proposed: to create a stable
environment in agriculture, to promote peasant saving, and to
lower capital-output ratios in industry by amalgamation, multi-
shift operations, and industrial price setting.

Further Evaluation of the Soviet Industrialization Debate,
To the extent that the models of Shanin, Preobrazhensky, and
Bukharin are logically consistent yet arrive at different policy con-
clusions, we are led to examine the different assumptions upon
which each model is based. The logical consistency of the three
models has been demonstrated above; let us now turn (o the assump-
tions of each to further evaluate the Soviet debate,

The Soviet Industrialization Debate (1924-1925) 91

Wreobrdzhcnskv s model requires that the state, not in-
(lividuals and enterprises, determine _the portion of output saved.
e S

I'he substitution of the state’s time preferences for those of indi--

viduals was, in fact, the objective of his system of primitive socialist
iccumulation. Preobrazhensky was thus able to assume away the
sivings constraint that played such an important role in Shanin’s
nnd Bukharin’s models. )
Preobrazhensky’s plan to place the savings decision in the

ulite’s hands illustrates the dangers of ignoring omitted variables in.

the growth equation. For inherent in his scheme is the assumption

¥

that those variables will not be affected by manipulation of the sav- -

inps rate—a rather tenuous assumption in view of the disincentive
¢lleets that would follow. Both Shanin and Bukharin paid more
iltention to secondary impacts upon incentives, especially in agri-
tullure, which caused them to favor lower rates of capital accumu-
[nlionwithin a market context.

Second) many of the differences between Shanin, Bukharin,
lind Preo fazhensky can be explained by variations in planning time
Norizons. The Fel’dman model (p. 71 above), which Preobrazhen-
iky nnpllcnly accepted by stressing the long gestation period of
the capital goods sector, clearly indicates that if planners have a
uhort planning horizon they should invest in light industry and agri-
tulture. A long time horizon, however, would require them to in-
voul in heavy industry.

I'ven Shanin’s model might favor investment in industry if the
{ime horizon were changed. If we define sector marginal capital-
dillpul ratios as the ratios of the present discounted values of the
piresent and future increments in output attributable to current net
(nvestments, the sector marginal capital-output ratios would then
depend on the social discount rate. A high rate (Shanin and Buk-
I would yield low marginal capital-output ratios in consumer
poods \LLI.OI% (b>1 in the rﬁodel) and a low dlSCount 1&&?@}50—
hinzhe nsky) would yield a low rat1o in the mdustry sector (b<1 in
e model).

I'he general model outlined above assumes a closed economy.
Onee the economy is opened to the world market, the policy dif-
ferences can be explained more fully. Ihuq@ thrc?}la]or difference
I assumplions concerned the exhaustibility “of foreign demand.
icobrazhensky was skeptical about the Soviet Union's ability to

.
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transform indefinitely agricultural exports into machinery imports
at fairly constant terms of trade. Not only was the USSR sur-
rounded by belligerent capitalist countries in his view, but also the
foreign demand for Soviet agriculture was in danger of imminent
exhaustion (which did occur during the 1930s). Thus he proposed
a rapid build-up of domestic heavy industry in spite of compar atlve
adwmagmﬁgme Shanin and Bukharin held more sanguine
views of the worlﬁarket which seemed to them to offer almost
unlimited expansion possibilities at constant terms of trade. They
stressed the obvious point that the USSR could “have its cake”
(build industrial capacity) and “eat it too” (produce consumer
goods) by investing in agriculturc and exporting its surplus for

_machmery

|
g

A( fourtﬁ‘ difference concerned the question of shifting fixed

vV icapuaﬁﬁ:,ve‘en sectors Preobrazhensky’s model (in its strict fmm)

requires that once Cdpltal is invested in one sector it cannot be
shifted to another sector. If a factory is built to mill wheat, it cannot
be used later to produce cement. If fixed capital could be shifted,
however, then one might first invest in low marginal capital-
output ratio consumer goods sectors for the short-run return and then
shift this fixed capital to heavy industry for the long-run return. In
this manner, the degree to which fixed capital is shiftable between
various sectors has a profound fmpact upon proper investment allo-
cation. o~

A(fifth difference concerned sector interrelationships. Of the
three parficipants, only Bukharin emphasized sectoral interdepen-
dence. By proposing the one-sided expansion of either agriculture
or mdustry, Preobrazhensky and Shanin were assuming a decom-
posable economy, that is, an economy in which one sector can ex-
pand independently of others without negative effects. Of the two,
Shanin better recognized that in certain obvious cases, such as
transportation, the expansion of agriculture would be limited by the
lack of investment in nonagricultural sectors, Shanin failed, how-

_ever, to realize that such cases are not isolated and that many in-
| dustrial products not obtainable through trade—clectricity, gas and

construction—are crucial to the long-run development of agricul-
ture. Yet if one were to invest according to capital-output ratios,
such products would not be developed. Preobrazhensky, on the
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olher hand, thought that agriculture could subsist (as it did before
(e Revolution) independent of mduery, but 1 not vice versa. H]S
piogram therefore called for investment in t in heavy ‘industry Wwithout)
i '.nnultaneous expansmn of agnculture extmctmg suﬁ"lc1ent sur-

e lII]lLlldllOl’l) to finance this investment.

Bukharin emphasized the interdependence of economic sectors &
and thus disavowed ‘unbalanced growth. The weakness of Buk-
liniin's model is the weakness of all balanced growth models: given
the limited amount of resources that will be available, to @pread it
¢venly among sectors means that it will be diluted and in effective.
While the concept of balanced growth is sound, it requires “more re-
uiirees than will be available. Instead Bukharin unrealistically
villed for spontaneous increases in the efficiency of factor utiliza-
lon to surmount this problem.

1 cliective constraint -Qn—eee!ze.r}?!&gﬂmlh-becau_sie OEth_e_swu_,p_lys
lihor in Soviet agriculture. This assumption can bémauestioned on
Iwo counts. First, the overwhelming portion of the Russian rural
population was illiterate during the 1920s. Thus the number of
Lilled industrial workers that could be drawn immediately from
(hin vast reservoir of rural manpower was limited. Preobrazhensky’s
une sided concern with the expansion of heavy industry via mas-
IV Investment in that sector was perhaps misplaced and should
by have been directed toward investment in human capital.
[ie wame conclusion holds for Shanin’s model. Shanin assumed
that the cconomy would encounter no structural difficulties in
lanlorming savings into real investment either via domestic pro-
dhiction or foreign trade. He therefore concluded that investment
hoold be allocated to maximize voluntary savings, On the other
I, Western development economists’ have concluded that a

Ll constraint”™ limits the investment capacity of the economy

eiwith an unllmlted savmgs cdi)_ziglmtg'_&mf—gr_é"rgﬁ—ga_ Thus the
fiowih rate of skill ed labor must also be ¢ included in the planning
tdel,

I Chienery and A, Stroud, “Foreign Assistance and Economic Develop-

it Amertean Eeonomic Review, vol, 56, no. 4 (September 1966), 679-
11

o
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(HAPTER FOUR

The Foundation of the Soviet
Planned Economy: Planning and
Colllectivization (1928-1940)

We have already described the precedents of the 1920s and the
Impact of the Soviet Industrialization Debate upon the course of
Soviet industrialization during the 1930s. Our_focus_of attention
W turns to thehlst,gmal_.cy.o.lutmnmaf,,th.e Soviet command eco-
e \}\lLHl during the early plan era, spcmﬁcally to the develop-
el of a coordinated central planning apparatus and to the intro-
diction of forced collectivization into the countryside. This brief
Jipler concludes our historical survey of the Soviet economy.
I'4i1 T'wo will describe in detail how the Soviet command economic
syalem allocates resources. N
['ie [920s witnessed two significant struggles over the nature
Al cconomic planning in the Soviet Union. The first was the debate O
uver the theory of planning in a socialist economy—the debate be-
Wween (he so-called genetic and teleoiogzcal schools of planning.
Il second was the struggle among the various planning bodies in
Calntence during the 1920s for ascendancy in the planning hier- .
Weliya battle eventually won by Gesplan (the State Planning (2
L ommittee), Let us first turn to the planning debate, /
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THE PLANNING DEBATE:
THE GENETICISTS
VERSUS THE
TELEOLOGISTS?

During NEP, an important controversy arose in the course of the
industrialization debate concerning the proper role of economic
planning in the Soviet Union. The debate centered largely around

ft the issue of whether planning was to be directed (and llmlied) by

i

market forces or molded by the will of planners, unconstralned by

market forces and limitgd Orty-hy, the physical constramts of the

economy. The so-called\geneticistsPadvocated the first qpproach to
f)lanning, the most notable being N. D. Kondratiev (the prominent
Russian authority on business cycles), V. A, Baiarov, and V. G.
Groman, the lattter two being Gésplan economists. The geneticists
basically argued that economic planning should be directed by con-
sumer demand, which would dictate to planners _the needed direc-
tion of change in the economy. Thus, the principal function of the
planner would be to forecast and project market trends to aid cen-
tral and local administrators_in. ecision-making; i.e., the ge-
neticists envisioned a form &f mdzcanv Nlanmng-, as it is called
today. In drawing up such plafrs; ties should always make
sure of their internal consistency, for the geneticists viewed the
economy as a vast complex of interrclated scctors (a geneﬁf
equilibrium system), the balance of which would be severely dis-
turbed if planners neglected sectoral 111ter1eldt10nsh1ps For ex-
ample, to expand the heavy industry sector without concéin for the
resulting impact on the general equilibrium of other interrelated
sectors would create serious disproportions that would impede
overall development. Thus the geneticists advocated a form of plan-
ning that was largely Consistent with the precepts of NEP in view of
the dominant role that market forces would be allowed to play in
the planning process.

! Qur discussion of the planning debate of the 1920s is based on the following
sources: E. H. Carr and R. W. Davies, Foundations of a Planned Economy,
1926-1929, vol. I, part 2 (London: Macmillan, 1969), pp. 787-801; Nicolas
Spulber, Soviet Strategy for Economic Growth (Bloominglon: Indiana Uni-
versity Press, 1964), pp. 101-111,
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roach to planning, as advocated by S.

. EPyatakov, V. V., Kuibyshev, and P. A. Fel'dman,
stated that the economic plan should be consciously formulated by
social engineers and shaped by national goals established by the state.
Such planning should seek to over comé market forces, rather than
he directed by them as “the geneticists argued. The market and
linance, according to the teleologists, should follow the plan rather

than dictate the plan. Planning should begin only after national eco-
———

nomic goals have been set_by the political authorities. Then the
plinners should form economic strategy, largely in terms of bind-
iy largets for basic 111dustr1e&imi.t_§_d_gll_ly_b¥,thgm’ai]ability of in-
vestment, and such investment should be allocated to meet the
ieeds of industry independently of market forces. /

[n drawing up output and investment plans, the teleologists ar-
jpued that planners need not be constrained by the nf:_ﬁigi_ to preserve
(he peneral equlle of the economy, Tor to do so would be to
tbject the growth of the economy to the spontaneous forces of the
nirket. Instead, the concept of equilibrium should be denounced
A an unnecessarily severe constraint on the flexibility of planners.

f \u stated by one teleologist, to accept the direction of the market
l meint acceptance of the “genetical inheritance”
(ninrism,?

of 300 years of

According to the teleologists, the actual process of plan con-
liiction should proceed according to a system of “successive ap-
[rroximations,” that is, first plans for the leading branches ( ﬁéz;lely,
lienvy industry) were to be drawn up; then the plans for other sec-
foin (light industry, agriculture, trade, etc.) would have to be
nnlded into the framework of the first set of plans. [n this manner,

| the plans of lower priority sectors would be predetermined by the

\plin for heavy industry, not by the market.

I'he late 1920s witnessed the conclusive victory of the teleologi-

I viewpoint. As the NEP system was gradually abandoned, the
ilvocates of the genetic approach, tied as it was to a market-
Cirected system of planning, saw their support within the party de-
(erorate. From the summer of 1927, actual planning paid litte
Lillention [d'n};u'kctrcquilib@;_@ gr_lﬁljiﬁggg_ig_l___s__t_z_l_l_)‘i_l_i‘t"yjsv advocated

datement of P, Vaishurg in Planovee Khoziaseve | The planned economy],
e d 1928, pe 167, Quoted in Care and Davies, op, cff., p. 793,
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by the gencticists. Instead, .attention turned to physical planning
involving a *“ferocious straining of effort,” the outcome of which
would be “decided by struggle.”” Eventually, the geneticists came
fo be accused of counterrevolution and right-wing Menshevism.
The advocates of the teleological approach, namely Strumilin and
Krzhizhanovsky and others remained prominent in the Gosplan
apparatus during the 1930s and played a guiding role in the plan-
ning for rapid industrialization,

THE EVOLUTION OF
THE PLANNING
STRUCTURE*"

A variety of agencies dealt with planning problems throughout the
1920s—Vesenkha (the Supreme Council of the National Econ-
omy), the Peoples Commissariat of Finance, the Peoples Com-
missariat of Transportation, Gosplan USSR (State Planning Com-
mittee of the USSR), the regional Gosplans, local authorities, and
many others. However, of these agencies only Gosplan was explic-
itly and exclusively concerned with economic planning. Gosplan’s
duties (according to a 1922 decree) were “the preparation not only
of a long-range plan but also of an operational plan for the current

From modest beginnings in February of 1921 (in 1925, Gos-
plan employed only around 50 economists and statisticians®), Gos-
plan gradually came to be accepted by the late 1920s as the planning
agency in charge of coordinating economic planning for the entire
cconomy. Much of this recognition emerged as a consequence of
Gosplan’s work on the annual conirol figures or lentative output

targets for t arious branches of the CCOD&__H‘IY. The first control

& Pravda, September 14, 1927. Quoted in Carr and Davies, op, cit,, p. 818.

* Qur discussion is based on the following sources: Carr and Davies, op. cit.,
chaps. 33-35; Alec Nove, An Economic History of the USSR (London;
Penguin, 1969), pp. 212-215, 263-267; Maurice Dobb, Soviet Economic
Development Since 1917, 5th ed. (London: Routledge & Kegan Paul, 1960),
chap. 13; Eugene Zaleski, Planning for Economic Growth in the Soviet Union
(Chapel Hill: University of North Carolina Press, 1971), pp. 40-73.

5 Zaleski, op. cit., p. 41.

S Carr and Davxes, op. cit., p. 802,
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lijures were prepared covering the year 1925-1926, and while they
Qi not initially prove important in directing economic activity, the
I1V25-1926 figures were used to establish the prmmpleithi'it eco-
nomic policy should be guided on an annual b ba51g75) control
lipures prepared by Gosplan. In this manner, Gosplan came to play
A supervisory role in the preparation of plans by other administra-
five bodies. The growing importance of Gosplan’s control figures is
vlear: by 1926 the control figures were the first order of business of
tie Central Committee meeting of the party.
While Gosplan’s role as the coordinator of all planning was de-
Vi In|ung it had little to do with the actual operational plannmg of
(e cconomy, especially at the enterprise and trust level. Such work
an primarily performed by the central planning staff of Vesenkha
il by the Glavki planning offices of Vesenkha_. In this manE;',
sl plansiacluding production and financial targets, known as
vgem drawn up. Gradually, the promfinplans drawn

j n.'rufmplcy_?_al,,

.’np by Vesenkha were merged into the control figures compiled by
1 Ciosplan, Beginning in 1925, Vesenkha was instructed to prepare its

|

{rinfinplans on the basis of Gosplan’s 1925-1926 control figures.
Hy 1926-1927 Vesenkha was in the habit of compiling a compre-
Wensive promfinplan for all industry, to be scrutinized by Gosplan
aiiil the Peoples Commissariat of Finance, and it was established
Wil the promfinplan was clearly dependent upon the control figures.
% During this period, the machinery for physical planning was
10 being dcveloped——t}ﬁ'stem of material balances. As certain
Bivie industrial commadities grew scarce as early as 1925 and the
slhinimistrative allocation of commodities increased, planning bodies
I compiling balances for critical industrial materials. In 1925,
i hulimee for the production and uses of iron and steel was com-
[ledandin 1927 an energy balance of fuel and power consump-
I was drawn up. The balance system was extended to building
malerials in 1928.7 In charge of coordinating these balances
Hirauph the promfinplan and control figure system were Vesenkha
A Grosplan, but initially this coordination proved too complex in
Ui nbsence of detailed statistical information, and most of these

cutly material balances were poorly prepared.
I'us the plan period began with the adoption of the First Five

Lt nnd Davies, op, cit., pp. 830-831,

4



————> This period also witnessed the evolution of a centralized ad-'
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Yearngjén in 1928 with the following planning principles estab-
lishe: osplan Was to be the Central 0001d1n@Img‘p anni ngbody to

econd the annual control ﬂg_res prepared by Gosplan ‘were to
provxde the general direction for the economy on an annual basm

lnrd the actual detailed operatlonal plans for industries “and for
" enterprises (the promfinp were to conform to the control
ﬁgures prepared by Gosp oufth materials were to be allocated
through a system of balances compiled from the control figures
and promfinplans, which would elaborate the supplies and uses of
basic industrial materials. .
Gosplan's elevation to full planning authority came in | 1932
with the development of the ministerial system. Between 1928 and
1932, the functions of Vesenkha had grown increasingly complex
and confused, and in 1932, Vesenkha was in effect dissolved as a
central coordinaling agency for industry. Its chief departments,
“the g%%ﬁmmies. were allowed to take di-
rect power over planning and administering their enterprises. Ear-
lier, Vesenkha had served to coordinate the activities of the indus-
trial departments—a role that Gosplan now inherited.

ministration for the setting of prices. “Extensive centrahzed prtce
“setting and regulation, introduced during the early plan era, proved
to be a complex task involving issues well beyond the setting
of prices per se and requiring the expansion of administrative
arrangements.® Although the setting of prices was largely decen-
tralized during the NEP period (typically reflecting cost- price
relauonshlps of the pre-Soviet period), the Commission for In-
ternal Trade and Vesenkha gained increasing authority toward
ihe end of NEP. This tendency towards the centralization of price
formation and related functions was greatly enhanced after the
introduction of comprehensive central planning in 1928. Not only
were internal prices subsequently shielded from world prices
through the creation of a state monopoly in foreign trade, but also,
a serics of decrees in the late 1920s and early 1930s harnessed the
price system toward the achievement of state goals; price diss

8 The discussion here is based upon Raymond Hutchings, “The Origin of the
Soviet Industrial Price System,” Soviet Studics, vol. 13, no, | (July 1961),
1-22
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(limination_in state purchases (buying the same product at dif-
ferent prices determined by factory costs of production and then
clling at one set price) was introduced, as was the system of mul-
liple pricing (charging different retail prices for the same product),
profit margin controls, and differentiated sales taxes (the so-called
fumover tax), the latter serving as a primary mechanism for gen-
‘inting state revenues.

As might be expected, the early 1930s witnessed a significant
¢xpunsion of the number of a admlmstratw:: orgdns ,_concerned di-

ieetly or indireetly with price formation, although during the 1930s

lie1e was a measure of consolidation with Vesenkha and later the
iiinistrics becoming the main price setting bodies.”

Our foregoing discussion of the evolution of the Soviet planning
(iicture stressed the growing role of Gosplan and its emergence
fiom the confusing maze of local, regional, and national agencies
cipiping in planning and economic coordination during the late
10204 and early 1930s to become the dominant figure in Soviet
fLonomic planning.

11 DECISION TO
{DLLECTIVIZE

ih velopments in agricultural sector during the late 1920s were as
lgnificant in the evolution of the Soviet “planned economy as the
[nition of the centralized planning structure. Our examination
A Wik Communism and NEP pointed, above all, to the crucial na-
e of the relationship between the peasant and the state. This
‘clationship, the subject of continuing discussion in the 1920s, was
(uptly formalized by the Communist Party under Stalin’s leader-
Il when the historic collectivization movement (the introduction
I e collective farm, the kolkhoz, into the countryside) was begun
i Y2 S
Our purpose here is to examine the decision to collectivize (i.e.,
e decision o introduce a significant command element into the
Suviel countryside) and in particular to understand the reasons for
Collechivization as puuuvui by the SnwuL lcadcrshlp at that time.

Por detidly of the organizational nrcangements, see (bid,, 1314,
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In addition, it is important that we examine the process of collec-
tivization as it was in fact carried out, and finally, the impact of
this process upon immediate postcollectivization agricultural per-
formance. With this background, we will be in a position to con-
sider long-run agricultural organization and the nature of the kol-
khoz and its performance in Chapter Seven and finally, in Chapter
Twelve, the role of agriculture in the Soviet development model.

The reader should be aware that the collectivization decision
and the forces underlying that decision have only recently been the
subject of in-depth research. A full understanding, therefore, must
await further investigation when, hopefully, our presently limited
picture can be significantly expanded.’?

UNDERPINNINGS OF
THE COLLECTIVIZATION
DECISION

It will be recalled that the focus of the Soviet Industrialization De-
bate of the 1920s was the strategy of Industuah?ation the desire
to industrialize not bemg a matter of contention among the par-
ticipants. From this discussion and the fact that the Soviet Union

~was in the 1920s primarily an agricultural economy, it is not sur-

prising that alternative roles for the agricultural sector in the de-
velopment process would be a point of focus for the participants.
Recall that Preobrazhensky had argued that the rate of saving

10 In the present section, we rely heavily upon the following sources: Jerzy
F. Karcz, “From Stalin to Brezhnev: Soviet Agricultural Policy in Historical
Perspective,” in James R. Millar, ed., T/e Soviet Rural Community (Urbana:
University of Illinois Press, 1971), pp. 36-70; Jerzy F. Karcz, “Thoughts on
the Grain Problem,” Soviet Studies, vol. 18, no. 4 (April 1967), 399-434;
M. Lewin, Russian Peasants and Soviet Power (London: Allen & Unwin,
1968); James R. Millar and Corinne A. Guntzel, “The Economics and Poli-
tics of Mass Collectivization Reconsidered: A Review Article,” Explorations
in Economic History, vol. 8, no. 1 (Fall 1970), 103-116; Alec Nove, “The
Decision to Collectivize,” in W. A. Douglas Jackson, ed., Agrarian Policies
and Problems in Communist and Non-Communist Countries (Seattle: Uni-
versity of Washington Press, 1971), pp. 69-97; Erich Strauss, Soviet Agricul-
ture in Perspective (London: Allen & Unwin, 1969), chaps, 5-6; Lazar Volin,
A Century of Russian Agriculture (Cambridge, Mass.: Harvard University
Press, 1970), chaps. 10-11; R. W. Davies, “A Note on Grain Slatistics,"
Soviet Studies, vol. 21, no. 3 (January [970), 314-329,
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I to be increased as industrial investment rose. The peasant,
iccording to Preobrazhensky. should bear the burden of this in-
Lrease in the savings rate through the system of primitive so%hs}
-u_‘ "”E‘_l.?ll.?...n: whereby savings would be ex d from the coun-
liyside by setting low agricultural prices. ,!m insure the criti-
Lilly needed peasant marketings under such a system was a ques-
flon (hat Preobrazhensky was unable to answer. Bukharin, on the
u-1ln'r‘huﬁﬁ?ﬁ?éﬁ?&ithat any sygtem designed to extract involuntary

jvings from the peasants would destroy any positive relationship
litween peasant and state and lead to active peasant resistance in
(he form of reduced peasant marketings. Instead, Bukharin argued,
it would be better to adopt a slower rate of economic growth and

¢l prices to favor the peasant.
peinants during the Scissors Crisis was thought to underscore this
vicw —that is, the falling trend in peasant marketings as relative
apricullural prices dropped.

Against this background, it should be pointed out that Lenin
lindl long stressed the need to take advantage of economies of scale
i npricultural prodﬁ:tion Although theré'was some experimentation

ious forn re-plan era,
iliese \»_ulc largely‘ Esuccessfu[,“ At the same tlme, and under the
jueviiling institutional —arrangements, improvements in the per-
[urmance of NEP peasant agriculture must have appeared ideologi-
vally unpalatable to the regime insofar as the NEP arrangements
would imply the use of market forces and the enrichment of cer-
luiin wegments of the peasant population.*®

(‘ollectivization of agriculture, therefore, to the extent that it

\n wis pointed out above (footnote 25, Chapter Two), there is some con-
Hivery surrounding the Scissors Crisis and the traditional interpretation of
the Mossinn peasant’s response to falling agricultural prices.

Ihe reader interested in the agricultural collectives of the 1920s should
dunnlt 1,1, Male, Russian Peasant Organization Bejore Collectivization
(Cambridpe: Cambridge University Press, 1971); and Robert G. Wesson,

Vel Connmnunes (New Brunswick, NJ.: Rutgers University Press, 1963).

Ul wiratification played an important role in the thinking about collec-
Heiation and its actual lmplcmcntatlon Although census data from the the 1920s
W peatn that the \H.dllhy peasanls (Mr!nkv.) were a very small proportlon of
e talal peasant population, 1Iu_y wer
celiabile at best and enemics of the S ﬁ:ﬁ mlu.mon plmt WOrSt,
Por naetiled discission of the prosiems of class stratification in this case, see
Lowin, op. eft, chaps, 2 nnd 3,

The perceived behavior of the |
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might provide a mechanism for effective control of the country-
side, might have appeared both ideologically and practically a
| rather ingenious solution to the complex problem of Soviet agri-
| culture, yet more difficulties were to arise.
To what extent Stalin was personally responsible for the collec-
tivization decision and all its ramifications is-uncleas-and to some
o el

[ extent uninteresting.'* He did, however] use as a major 'ustiﬁca—

i 1928, a matter that merits further ate

tion for instigating collectivization

< gmm [)FOCLH‘EWMH[/CHSIS of

{rn.

Although the output of the Soviet 'lgmcultural sector had de-
clined sharply during the Revolution and World War 1, mrﬂm/hi;
Honary output levels were generally met or exceeded by 1928, als
though yields remained poor and fluctuations from year to year in
major crops made agricultural performance uncertain (see Table
9). Indeed by 1928, gross agricultural production had reached 124

e et

Table 9 Gross Production of Major Agricultural Products, 1913-1929
(millions of metric tons)

Raw Sugar Sunflower

Year Grain Cotton Beets Seeds Flax Potatoes Meatb Milk Eggse

19132 76,5 0.74 10.9 0.74 0.33 233 41

24.8 10.2
1923 56.9 0.14 2.6 — 0.22 — — e A —
1924 51.8 0.36 3.4 —_ 0.30 —_— —_ — ==
1925 72.5 0.54 9.1 222 030 386 — —, e
1926 76.8 0.54 6.4 1.54 0.27 43.0 — —_ —
1927 723 0.72 104 2.13 024 412 — — -
1928 733 . 0.82 . 10.1 213 032 464 49 31.0 10.8
1929 71.7 0.86 6.3 1.76  0.36 45.6 58 29.8 10.1

1930 83.5 1.11 14.0 1.63 044 494 43 27.0 8.0
1931 69.5 1.29 12.0 251 055 44.8 39 234 67
1932 69.9 1.27 6.6 227 050 431 2.8 206 44
1933 89.8 1.32 9.0 — 0.56 — 23 19.2 3.3

* All data apply to pre-1939 boundaries.
® Meat and milk production in millions of tons,
° Eggs in billion units.

SOURCE: Erich Strauss, Soviet Agriculture in Perspective (London: Allen &
Unwin, 1969), pp. 304-303,

14 Millar and Guntzel, op. cit., 112.

;Wi the definition of marketings.
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(1913 = 100) while crop production had reached 117 and hve—
slock products 13715 o
Stalin, however, in a now-famous presentation made in May
1028 put forward data to suggest that grain output (considered a
viitical indicator by the Soviet leadership) had declined between
(913 W but most important, that the marketed share
il prain had declined much more rapidly.'® According to the data

| presented by Stalin, between 1913 and 1926-1927 gross output of

uriin declined slightly but the marketed share declined by roughly
20 pereent. In addition, while grain productwn “and marketmgs by
e Aulaks fell back sharply (both had declined to less than one-
(hird of prewar levels), output and marketings of the middle and
poor peasants had both expanded. For Stalin, this was evidence of
e need for a move against the kulaks. s
There are, however, two 1mp0rtant consu:lcratlons! First, f

leivy Karez has pointed out, Stalin’s grain data was “. . . compi€tel
imisleading and presents an exceedingly distorted plcture of the rela-
Hon hetween 1913 and 1926-1927 grain marketings.”*" According
i Iivez, these data, when appropriately reconstructed as grain
bnlunces for these years, suggest that in fact gross grain output
I, by 1928, all but recovered prewar levels and that the problem
fThus in the data brought forth by
Sl (;msgmarken ngs were presented for 1913 while @nar
Fetings were given for 1926-1927.'% With two sets of data, quite
Hiconmpar able, Stalin’s case for collectivization as the answer to the

it keting problem appeared to be strong.
A @ and related factor, according to Karcz, was the role of

povernment policy in bringing about the grain procurement “crisis.”
li the few years immediately prcce(ii_ﬁg collectivization, net grain
mutketings did decline precisely because the state lowered grain
poctrement prices in 1926- 1927 naturally encouraging pea§g_r£§
b ket thu grain through nther than state channgls where prices

Vore e I.ll:vc]y more. attractive. At the same time, peaseint taxes

s, op. cit, . 303,

For details of Stalin’s argument and related data, see Karcz, “Thoughts on
e Litnin Problem,” op. c¢it., 399-402,

{hiif., 403,
S bil, 403409,
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were lowered as were the prices of manufactured goods, thus stim-
ulating peasant demand. Also, in the face of lower state grain pro-
curement prices, peasants were encouraged to shift into the pro-
duction of meat and related products, the prices of which were
generally rising. Thus, although peasant marketings of grain were
falling, output and mar]ie—tirlgi@ farm products were rising in
response to the more favorable prices and offsetting the declining
grain marketings. T
" The immediate justification for collectivization may, therefore,
have been based upon inadequate statistical information and
adverse state policy against the peasants, in addition to ideological
underpinnings and the drive for large-scale production units.”

THE COLLECTIVIZATION
PROCESS

While the discussion of collectivization and Stalin’s arguments on
its behalf were well underway in 1928, it was not until mid-1929
that central control over existing coopmﬁgﬁm
strengthened, and the system of grain procurements changed—in
short, the beginning of the process of mass collectivization.”® By
the latter part of 1929 an all-out drive for collectivization had been
initiated by the Communist Party, becoming in large measure an
| organized movement against the kulaks. §

There were, of course, significant regional differences in the
speed of collectivization and also a continuing debate over the pre-
cise organizational form to be utilized. The data in Table 10 suggest,
however, that the overall speed of collectivization was rapid. Be-
tween July 1, 1929, and March 1, 1930, for example, the number of
peasant households in collective farms mcreased from 4 to 56

percent.?

19 Karcz’s analysis of grain marketings and agricultural performance during
the late 1920s @MMM&S. Thus we cannot know for
sure whether Stalin's analysis of the agricultural “crisis” was erroneous. For
example, Davies estimates that the 1926-1927 net grain marketings wer¢
slightly more than one half of prewar marketings—a figure close Lo the Stalin
figure. See Davies, op. cit., 328.

20 Lewin, op. cit., p. 409,

2t Volin, op, cit., p. 222.
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Although Stalin, in a famous speech in March 1930, warned
fpiinst proceeding too rapidly and blamed local party leaders for
(e excesses that had occurred—in fact the pace of collectivization
|.-|1l;my the mid-1930s the collectivization process was

[hnsically completed.®? The role of the Communist Party in the
countryside was formally strengthened when in 1933 political de-~
puriments (Politotdely) were established in the—machi actor
lntions. The machine tractor stations (MTS) had themselves
lieen established earlier, and in addition to serving as a mecha-
nism for supplying machinery and equipment to the collective
lnims (for which payment in kind would be made to the state),
they were to_play a significant role in the management of collec-
five Ii__-_’nmi”’ Informal party \control in the countryside had also
wen strengthened considerably by collectivization through the
purly’s placing of “reliable” men in the posts of collective farm
lnirman,

[uble 10 Expansion of the Collective Farm Sector, 1918-1938
(selected years)

Peasant
Yol Collective Households in Households
Farms Collectives Collectivized
(in thousands) (in thousands) (percentage)
1VIK 1.6 16.4 0.1
{U2K 33.3 416.7 1.7
LAY 57.0 1,007.7 3.9 -
110 85.9 5,998.1 23.6 -
1941 211.1 13,033.2 52.7
{912 211.1 14,918.7 61.5
1915 245.4 17,334.9 83.2
1U1H 242.4 18,847.6 93.5

ubmi s Lazar Volin, A Century of Russian Agriculture (Cambridge, Mass.:
Fiarvind University Press, 1970), p. 211.

il pp. 228-229,

Clor i detailed account of the history and functions of the MTS, see Robert
b Niller, One Hundred Thousand Tractors (Cambridge, Mass.: Harvard
Fitvernity Press, 1970), especially chap, 2,



0

108 ORIGINS OF THE SOVIET ECONOMY

THE IMMEDIATE TMPACT
OF COLLECTIVIZATION

In Chapter Twelve we will examine the role of collectivization and
the collective farm system in the Soviet development model. At this
juncture, our interest is in the immediate impact of the collectivi-
zation process upon agricultural output, human lives in the rural
sector, and the agricultural capital stock.

The most immediate result of collectivization was a decline in
agricultural output, Although there were year to year fluctuations,
the general decline is unmistakable (see Table 9). The index of
gross agricultural production (1913 = 100) declined from a pre-
collectivization high of 124 in 1928 to an immediate postcollectivi-
zation low of 101 in 1933.3{1 n large part this can be accounted for
by a sharp decline in gross production of livestock products from
137 in 1928 (1913 = 100) to 65 in 1933.% Elthough grain output
declined in the initial years of collectivization (1928 through 1932,
with the exception of 1930}, both gross and net marketings of grain’
increased between 1928-1929 and 1931-1932, to some extent due
to a sharp decline in the number of cattle for which grains would
now not be necessary as fodder.2® The worsening of agricultural
performance during the First Five Year Plan (1928-1932) plus the
losses from state reserves were major factors contributing to the
famine that reached a peak in 1932-1933.

The loss of lives (especially severe in grain-producing regions)
from both the collectivization process per se and the famine there-
after (the famine being the major factor) has been the sub]cct of
conmderable discussion, but very little hard data is available by
which to assess its severity. The most frequently quoted estimate
of Tives lost is 5 million, although the reader should be cautioned
that other estimates vary from M_w

In addition to the loss of [ife and the decline in agricultural pro=

24 Strauss, op. cit,, p. 303.

25 Ihid.

26 Jerzy F, Karcz, “From Stalin to Brezhnev: Soviet Agricultural Policy il
Historical Perspective,” op. cit., p. 42.

27 For detailed discussion of various estimates, see Dana G. Dalrymple, “The
Soviet Famine of 1932-1934,” Soviet Studies, vol, 15, no. 3 (January 1964);
250-284,
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tuction, there was a sharp decline in agricultural capital stock,
imost notably caused by the mass destruction of animal herds as the
jeasants vented their hostility toward the colectivization process
hy slaughtering their livestock rather than bringing them into the
tollective farms. The impact of this development can be observed
I lable 11. In addition, Naum Jasny, one of the research pioneers
i this area, has indicated that other forms of capital stock—not-
ably buildings and machinery, simply disappeared during the tur-
ol (nf collectivization.?® The impact of collectivization upon ﬁcr
tipita incomes of the farm population was predictable: they fell
[inrply.2

Collectivization was indeed a unique “solution” to what Soviet
lenders apparently viewed as an intractable problem. In Chapter
! we shall examine the organizational structure of the collective
Firm and the means by which it was to extract a “surplus” from the

fuble 11 Numbers of Livestock in the Soviet Union, 1928-1935
(in millions of head)

Cattle
Y oui (total) Cows Pigs Sheep Goats  Horses
AR 60.1 29.3 22.0 97.3 9.7 32.1
019 58.2 29.2 19.4 97.4 91 32.6
ATY 50.6 28.5 14.2 85.5 7.8 31.0
101 42.5 24.5 11.7 62.5 5.6 27.0
i 38.3 22.3 10.9 43.8 3.8 21.7
i 33.5 19.4 9.9 34.0 3.3 17.3

(AAY 335 19.0 11.5 32.9 3.6 15.4
101s 38.9 19.0 17.1 36.4 4.4 14.9

Horders of the Soviet Union as of 1939,

tnens lirich Strauss, Soviet Agriculture in Perspective (London: Allen &
Liwin, 1969), p. 307.

Haum Jasny, The Socialized Agriculture of the USSR (Stanford, Calif.:
Fod Research Institute, 1949), p. 323,
Houm Jasny, Essays on the Soviet Economy (New York: Praeger, 1962),
o 107 Tasny's figures on per capita income of the Soviet farm population in
wistant prices reveal the following picture:
1928 100

11233 53
(LRI 60
1937 B
1VAR Hl
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countryside. It did, of course, have both costs and benefits, and a
proper evaluation of collectivization can only be cast in a long-term
framework with due consideration for potential alternatives. These
matters we leave for further discussion in Chapter Twelve.

CONCLUSIONS:
SOVIET ECONOMIC
HISTORY TO 1940

We have outlined in capsule form the events between the Revolu-
tion and World War 11 that played an influencing role in the evolu-
tion of the Soviet command economic system. Beginning with the
economic heritage that the Bolsheviks inherited from the tsars, to
the War Communism and NEP periods preceding the plan era, and
finally to the evolution of the Soviet planning structure and collec-
tivization during the early plan era, we sought to relate the early
economic history of the Soviet Union to the broad issues of Soviet

resource allocation and Soviet economic development dealt with in:
this work. OF course, certain events that likely had a large impact

upon the contemporary Soviet economic structure, such as World

War I, have not been dealt with. In this instance, the amount of in-

dependent Western research of the Soviet economy during World
War 11 was deemed insufficient to warrant its inclusion. Also other

events, such as labor policy during the 1930s and the evolution of

investment allocation rules during the same period, will be dealt
with in Part Two.
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