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1. Introduction

1.1. Preamble:  Perhaps the most significant development of the second half of the twentieth century was the collapse of communism in the USSR and Eastern Europe.  This course is concerned with the policies adopted in these countries during their transition from planned to market economies.
a. It seeks to;
i. Identify the problems faced by post-socialist governments;
ii. To set out the theoretical analysis underlying the policies adopted to deal with them;
iii. To assess the impact of these policies on economic performance and the welfare of the population.
b. The course is divided into three sections:
i. The first section describes the pre-existing socialist planned economy and suggests reasons for the collapse of communism at the end of the 1980s;
ii. The second section focuses upon the process of transition;
iii. The third section attempts to provide an assessment of the state of the economies of the region at the beginning of the twenty-first century on the eve of the accession of some of them into the European Union.
1.2. Lecture Outline: Today’s lecture focuses upon the Soviet Union—and primarily upon Russia.    It is organised as follows:

a. Section 2 provides a brief description of the geo-political position of the Soviet Union;

b. Section 3 is concerned with the revolution and its legacy.  It also analyses the achievements of Stalinism—and their cost.

c. Section 4 concentrates upon Khrushchev and the first attempts to reform the so-called Stalinist system of economic planning.

d. Section 5 continues with the theme of reform as it evolved under Kosygin and Brezhnev.

e. Section 6 provides a brief assessment of the achievements of seventy years of Soviet socialism.

2. The USSR:  economic geography
2.1. Map shows the location of Russia and the USSR;  railway network shows, implicitly, the density of settlement:

a. impact of precipitation on agricultural yields—and  even types of farming;

b. location of major deposits of raw materials;  Russia and other republics;

c. problems of distance and economic integration;  role of the railways;

2.2. Population:  200 million in 1959;  location of major urban centres.  Note that very few of them contain more than 2 million inhabitants

2.3. strategic and military issues:

a. Impact of Nazi occupation on the industrial capacity of the economy;

b. strategic importance of the East European glacis.

3. Socialist Revolution and Stalinist Development
3.1. The October Revolution and NEP
a. In 1917, the Bolsheviks seized power in what was at best a semi‑industrialised country;  the economy suffered further damage during the civil war of 1918‑1921.

b. NEP abandoned attempts at the immediate realisation of a socialist economy;

i. allowed the peasants to return to an essentially private market economy for agriculture and handicraft;

ii. retained the so‑called commanding heights of the economy in state control.

c. the country suffered from a sequence of economic crises—perhaps  magnified in the political controversies between Bukharin, Trotsky and Stalin;

d. Stalin emerges as the dominant political leader by 1926 or 1927.

i. he is committed to the priority development of heavy industry and military capacity;

ii. he has serious doubts about both the ideological validity and the controllability of the NEP economy.

3.2. Stalin and the First Five-Year Plan:
a. In 1928 Stalin launches the ambitious first five‑year plan:

i. at a formal level, the plan constitutes a blueprint for the big push:

1. it focuses upon a limited number of major investment projects—located  for the most part on green field sites;

2. these projects use most modern technology in their basic processes;  but use labour intensive methods in auxiliary roles;

3. this approach destabilises the economy;  need for institutions to ensure mobilisation and concentration of resources.

ii. The market component of NEP is tacitly abandoned.

1. ministerial hierarchies instituted, governed by the command principle

a. based on the so-called Kriegswirtschaft developed by the German social democrats during WWI;

b. also reflected bolshevik leadership’s experience with military command and control during civil war.

2. Control over inputs in natura—the  so‑called zaiavka‑nariad system.

3. rationing, shortages and hence falling living standards;

4. the collectivisation of agriculture q.v.
iii. The attack on vested interests pursued through growing intolerance in political life:

1. persecution of political opponents;

2. growing censorship of public discussion;

3. development of secret police power:

a. liquidation of the kulaks;

b. use of forced labour in development;
c. purges of the mid‑1930s.

3.3. The Collectivisation of Agriculture
a. Formally intended to facilitate the mechanisation of agriculture—and the employment of modern techniques; this was to raise yields—and hence off‑farm sales.

b. in fact, designed to deprive peasants of control over both input decisions and decisions over the disposition of the harvest;  this was supposed to facilitate the transfer of the agricultural surplus to the state—to be used for industrialisation.

c. Economic historians disagree about whether or not it succeeded in this allocational goal.

d. but the policy had disastrous social and economic consequences:

i. resulted in the large‑scale destruction of capital stock—and  draft‑power;

ii. was associated with substantial loss of life—both through razkulachivanie and the policy‑induced famine of 1932‑33;
iii. led to stagnant or declining yields over the next twenty years—and a backward low‑productivity agricultural sector for the rest of the Soviet period.

3.4. The War and Post-war Reconstruction:
a. The USSR entered the war in 1941; the traditional planning system did not permit the rapid re‑allocation of resources to the war effort; it was largely superseded.

b. military and political error led to the loss of substantial territory to the Germans in the early years of the war;

i. many "captive peoples" collaborated with the Nazi occupiers.

ii. Herculean efforts and much suffering meant that the line was held at Stalingrad.  The Nazi war machine, based on the concept of blitzkrieg was incapable of re-supply;

iii. the economy supported the drive on Berlin.

c. In the final years of Stalin's life, much of the destruction of the economy was repaired; living standards had to wait.

4. Khrushchev and the Re-orientation of the Economy:
4.1. The Stalinist Legacy
a. when Stalin died, in 1953, the Soviet economy—and Soviet society:

i. were seen to be militarily strong;  in this respect, the USSR had caught up with the economies of western Europe;

ii. but agriculture was backward;  yields were often lower than they had been in 1913;  the Soviet population was worse fed than it had been in 1927—or 1913;

iii. civilian industry was backward;  the Soviet economy had not come to terms with the internal combustion engine—so that automotive industries were under‑developed;  the same was true of chemicals and electronics—despite  the fact that sputnik was to be launched only three years later.

iv. Soviet society suffered from numerous problems—broken families, high rates of divorce, poverty, high rates of infant mortality and so on.

b. This set of problems constituted the political agenda that confronted Khrushchev—and other contenders for supreme power—after Stalin’s death.  The policy innovations of the next decade can be seen as attempts to grapple with them:

4.2. Khrushchev’s Response
a. there was an attempt to change the climate of international relations with the doctrines of peaceful coexistence and polycentrism or separate roads to socialism;  but this attempt was derailed:

i. events in Poland and, more seriously, the Hungarian uprising threatened Soviet control over the East European glacis.

ii. the U2 incident and, more seriously the Cuban Missile Crisis showed that the USA was not prepared to forego its claims to Pax Americana despite Soviet military progress;

iii. US obduracy—and suspicion of Soviet bona fides—increased as America became mired down in Vietnam.

b. there was an attempt to change the incentives facing agricultural producers and to increase the resources committed to the agricultural sector:

i. state procurement prices were raised substantially and continually throughout the Khrushchev period;

ii. the MTS were abolished and farms given more control over production decisions;

iii. the so‑called Virgin Lands campaign was intended to bring about a discontinuous increase in sown areas—and output.

iv. Although output increased significantly under Khrushchev, agriculture continued to be the Achilles‘ heel of the economy.

c. Khrushchev initiated a number of campaigns designed to modernise the performance of Soviet industry:

i. the publication of referativnye zhurnaly to inform managers of innovation in the west;  failed because it did not change incentives to innovate;

ii. the so‑called chemicalisation campaign:  were the central authorities sought to change techniques and the composition of output:  failed (at least partially) because it did not change production incentives;

iii. the so‑called sovnarkhoz reform—where the principle of sectoral subordination was replaced by that of regional control;  failed because the resulting system was incoherent.

iv. Khrushchev was replaced by Brezhnev and Kosygin in a palace coup in October 1964.
5. The Soviet Economy under Brezhnev and his Successors
5.1. The Kosygin Reform
a. the increasingly erratic (hare-brained was the term used subsequently by Party propagandists) nature of the policies advocated or adopted by Khrushchev persuaded his colleagues to replace him.  At the same time, however, they recognised the nature of the economic problems with which he had been grappling:

i. agricultural failure--leading to the import of grain;

ii. slow-down in the rate of growth

1. conflict between civilian investment and military procurement--aggravated by growing US involvement in Vietnam;

2. difficulty of transferring fruits of military R&D to civilian sector;

3. difficulty in moving from research to mass production of high-tech products.

b. Khrushchev's replacement was accompanied by what was intended to be a far-reaching reform of the economy:

i. in line with the ideas of Evsei Liberman, the intention was to reorganise the planning system so that what was good for the country was "profitable" for the enterprise.

ii. the sovnarkhoz structure was replaced by a system of industrial ministries but enterprises were to be given much more autonomy:

1. the amount of detailed intervention in managerial decisions by planners was reduced;

2. enterprises were to determine investment plans by calculating a pseudo "rate of return"--the recoupment period;

3. managerial incentives—and enterprise social expenditures—were  linked to enterprise profitability.
iii. The procurement prices for a range of agricultural products were increased sharply.

5.2. Brezhnev and zastoi
a. The Kosygin reform failed.  It was doomed, I think, because of its internal contradictions;  but it also suffered from changes in political circumstances--and from what one may call contingent bad luck.

i. the decentralisation--and increased autonomy for enterprises were largely illusory:

1. planners continued to set prices--arbitrarily;  so-called economic calculations were meaningless--if not positively misleading;

2. the so-called zaiavka-nariad system was retained in its essentials;  enterprises were still not free to obtain the inputs they wanted;  nor did they have to worry about selling what they had produced.  As a consequence both innovation and quality suffered;

3. in the face of patently irrational decisions on the part of enterprises--often no more than a reflection of managerial ignorance about economy-wide scarcity--ministries intervened more and more in the day-to-day management of enterprises;

4. lack of market-clearing prices blunted the effect of monetary incentives;  the economy suffered from queues, black markets and corruption.

ii. It appears that even in 1965, Brezhnev was not particularly enthusiastic about the so-called Kosygin reform:  it undermined the central planning system and risked challenging the authority of the party.  These doubts were reinforced by the deteriorating political situation of the late 1960s:

1. events in Eastern Europe culminating in the Prague Spring--and the August invasion!

2. intensification of the Vietnam war--and thus of the US-Soviet rivalry.

iii. Finally, Kosygin was a sick man--he was suffering from cancer--and was not able to defend his policies;  the reform was largely a dead letter by 1968-70.

b. The failure of the Kosygin reform was followed by a long period in which the Party continued to make small changes to institutions and the way that they operated--what Gertrude Schroeder called the "treadmill of reform" and what Gorbachev subsequently referred to as stagnation, zastoi.
i. the planning system--and the regime--was probably prolonged b y windfall gains from the OPEC crises of the 1970s;

ii. Brezhnev also invested heavily in agriculture--to no avail:  food shortages and the need to import grain continued to plague his government.

c. The ultimate failure of Brezhnev's policies set the scene for Andropov, Gorbachev and perestroika.  This will be discussed further in Lecture 4.
6. The Strengths and Weaknesses of the Planned Economy
6.1. Achievements:  the mobilisation of resources
a. in its early years at least, the Soviet economy grew rapidly.  Stalin succeeded in establishing or expanding the heavy industrial base of the economy in a relatively short period of time;

b. this allowed him to build up the country's military capacity--and thus was crucial in the defeat of Hitler;
c. Subsequently, the USSR made a valuable contribution to the development of space technology.

6.2. Achievements:  socialist equity
a. the regime also achieved certain social goals—in particular, for most of the period it was able to guarantee full employment;  that is, it ensured that there was a job available for anyone who was willing to work;
b. it also provided access to education and culture for large numbers of Russians—and others—whose parents had been largely illiterate;  there were problems about the content of the culture—socialist realism was not particularly thrilling and censorship in various guises restricted access to many artistic works.

6.3. Shortcomings:  enterprise and innovation
a. collectivisation of agriculture was an almost unmitigated disaster;  agriculture remained the "Achilles' heel" of the socialist economy;

b. central planning was unable to ensure that technical progress occurred at a sufficient rate to offset the increasing real cost of raw materials;  as a result, the rate of growth fell.  The Party was faced with increasingly acute dilemmas of choice:

i. between military security and civilian living standards;

ii. between domestic demands and the pursuit of a socialist foreign policy;

iii. the system was unable to resolve them satisfactorily:  it was unable to stimulate sufficient enterprise or to manage innovation.
c. The central planning system was unable to take full advantage of the opportunities offered by international trade.

6.4. Shortcomings:  freedom and social justice
a. It is possible to argue that the economic achievements of the Stalin period were "bought" at too high a personal cost:  we all know of the liquidation of the kulaks as a class and the gulag system.

b. Equally if not more corrosive in the long run was the fact that Soviet-style socialism undermined the personal autonomy of virtually the whole population--creating a massive dependency culture.

c. It also failed to resolve an array of social problems, ranging from alcoholism to the decay of the family and poverty.  But that is another story.

d. Finally, in the 1980s at least, it witnessed an enormous increase in petty—and not such small-scale—corruption which eroded the moral fibre of the state.  This was a response to continuing scarcity and the irrationality of planners’ prices 
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