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1. Introduction

1.1. Preamble:  Between  1928 and 1953 the Soviet authorities carried out an enormous programme of modernisation:  in a quarter of a century, a backward agrarian state was transformed into an industrial economy with the capacity  to produce the full range of modern machines and weaponry.  This was achieved, as I have argued, by the mobilisation of human and material resources and their concentration on a limited number of high-priority projects and sectors.  The institutional arrangements that facilitated this mobilisation and concentration form the subject of today’s lecture.
1.2. Lecture Outline:  the structure of the lecture is as follows:
a. Section 2-5 describe in some detail the administrative arrangements that constitute what has become known as the Stalin model:
i. Five-year plans that identify the government’s primary objectives for capacity expansion;
ii. The ministerial system, which ensured allocation in the absence of markets;
iii. Financial control and the short term planning of supply which jointly ensured that primary objectives received the requisite priority.
b. Section 6 shows how some of these features proved impossible to eliminate—and how their presence contributed to declining efficiency of resource allocation and, ultimately, the economic collapse of the system.
2. The Stalin Model and Five-year Plans

2.1. Perhaps the best-known feature of economic administration under Stalin is the sequence of five-year plans that were adopted.  But there are widespread misconceptions about their nature and role.

a. Their formulation certainly did not imply that the authorities had acquired the ability to foresee the course of economic activity for as much as five years into the future.

b. Nor did it imply that the authorities were able to regulate economic life in all its aspects and in every detail

c. Rather, five-year plans should be seen as statements of government objectives, primarily in the area of capacity expansion (five years being chosen as the likely gestation period for major investment projects)

2.2. The core of early five-year plans is to be found in the specific major development projects that they contain—although some attempt is made to spell out implications for remaining sectors of the economy—and for macro-economic aggregates:

a. For the most part, capacity expansion was to be achieved by the construction of a limited number of large plants on green field sites;

b. These plants would usually adopt—or imitate—imported best-practice US or German technology, at least in their basic processes (although in other areas they were designed to make use of abundant unskilled labour.)

2.3. This approach had a number of implications:

a. The fact that only a small number of projects were contained in any plan simplified the problem of supervision and control;

b. By building large plants, the authorities were able to reap the benefits of economies of scale;

c. The choice of green field sites:

i.  simplified design and integration problems and the borrowing of technology reduced the R & D cost of a given investment programme;

ii. but green-field construction probably increased the difficulties of integration with existing capacity and put a strain on the transport system.  Similarly, the adoption of foreign technologies may well have posed integration problems.

d. But “gigantomania” may have resulted in a situation in which the return on marginal investments was lower than could have been achieved by a policy of modernising existing plants.  It certainly led to the ”freezing” of investment resources for longer periods than under the alternative policy.

2.4. The plans had the effect of establishing the government’s priorities, of providing guidance to lower-level institutions about which objects and projects should take precedence.

a. Because they were ambitious (taut) they encouraged managers to “seek out reserves”  (i.e. encouraged mobilisation)

b. but because the were inadequately articulated t hey often led to bottlenecks and underfulfillment.

2.5. Thus, the five-year plans constitute a “blueprint for development”.  The task of ensuring that the blueprint was realised, of ensuring that resources were in fact concentrated on the plan projects fell to other components of the Stalin model.

3. The Ministerial System
3.1. Under the “New Economic Policy”  (NEP) industrial enterprises, although publicly owned, operated in the market alongside private firms.  After experimenting with a variety of different hierarchical systems of subordination, the ministerial system was introduced in 1932-1933 and, with the exception of the period 1957-65, was preserved until 1991—or even later.

3.2. Formally, the ministerial system displays the following features:

a. In principle, all enterprises producing a particular product are subordinated to the same ministry;

b. The ministry exercises certain planning and development functions in a centralised manner;

c. It is responsible for relations with Gosplan (the central planning authority) and with other ministries—that is, it restricts horizontal links between enterprises;

d. It has the power to redistribute inventories, accumulated profits, depreciation reserves and production tasks between its subordinates.

3.3. On a political level:

a. the adoption of the ministerial system increased the likelihood that individual projects would be completed by giving them the “clout” of the minister in charge of the industry/ministry.

b.  It  also identified the institution or individual  who could be held responsible for non-fulfillment.

c. This was achieved at the expense of a considerable increase in the centralisation of decision-making authority.

d. At the same time, the creation of relatively self-contained production hierarchies created—or at least increased—the need for co-ordination between them.  That is, it greatly enhanced the role of Gosplan’s short-run planning function.

4. The Short-term Planning of Supply
4.1. The need to ensure that specific projects received the resources they required led to the emergence of a number of politically controlled, centralised production hierarchies.  In consequence, the rest of the economy was organised on similar lines.  Hierarchical subordination precluded horizontal (market) links between subordinates.  Some other mechanism had, therefore, to be introduced to ensure co-ordination.  This was achieved by Gosplan’s planning of supply.  Analytically, one can identify two components to this:

a. The system of material balances by means of which the authorities attempt to ensure that their plans are consistent;

b. The zayavka-naryad system by means of which the authorities attempt to ensure that specific production units obtain the resources they require to fulfil their plans.

4.2. The System of Material Balances:  Gosplan attempted to ensure that plains were consistent by maintaining a system of material balances.  These are effectively sources-and-uses tables calculated in physical units for major raw materials and intermediate products:

a. To make this system administratively feasible, only the most important materials were dealt with by Gosplan USSR.  Less important materials were dealt with at republican level or by individual ministries.  The number of balances maintained by Gosplan varied over time.  In 1953, it was 2390.  At all levels of the system some 40,000 balances were maintained.

b. The information needed for constructing the balances came from the zayavka-naryad system described below.

i. For reasons that are spelled out later, initial drafts seldom balanced:  this resulted in the adjustment of components;

ii. Gosplan was frequently unwilling to adjust the sources side of the table (stocks, imports and output) as this implied the risk of disturbing other balances;

iii. Rather, it preferred to reduce uses (industrial consumption, final demand, exports and additions to stocks) on the grounds that demands are usually exaggerated.

c. The result of this approach had the effect of sometimes (or often) making plans infeasible—or at least more taut.

4.3. The Zayavka-Naryad  System:  The information requiresd for constructing material balances was collected through an extensive system of indent-aggregation.  This also served as the basis for priority allocation (input rationing.)  The timetable for this programme was, schematically as follows:

a. April:  Gosplan was informed by the political authorities of priorities and objectives for the following year.  On the basis of these and the current five-year plan, Gosplan worked out a consistent set of output targets—the control figures for the next year.

b. May-June;  ministries are informed by Gosplan of the relevant output targets and likely input allocations; ministries distribute these to their subordinate enterprises;  enterprises work out their implications and calculate more precise input requirements;  after more or less protracted negotiations with ministries enterprises submit indents, zayavki, for necessary supplies.
c. July:  Gosplan checked consistency of allocation;  balances are struck.
d. September:  the Council of Ministers approved Gosplan’s global supply plan (or adjusted it);  quotas were assigned to ministries.
e. October-November:  ministries assigned revised targets to enterprises; enterprises submitted revised zayavki.  Ministries aggregated these indents and submitted them to Gosplan.  Inter-republican and inter-ministerial shipments were agreed.
f. December:  enterprises received their allocation certificates, naryady; on the basis of these, they negotiated contracts and delivery dates with suppliers.
g. (A naryad constitutes a certificate which authorises an enterprise to acquire a specified amount of a particular (so-called funded) material from a named supplier.  Without a naryad enterprises were not entitled to acquire funded materials.)
h. This system of short-term supply planning was bureaucratic and time-consuming.  It guaranteed neither consistency (equilibrium) nor efficiency.  But it did mean that high-priority objectives received the inputs necessary for their attainment.  It was a crucial element of the Stalin model.
5. The System of Financial Control
5.1. The system of short-term planning described above operated largely in physical terms.  Prices and monetary magnitudes were largely irrelevant.  But it did not prove possible to do without a system of financial control.
a. The central authorities required some synthetic indicator of overall ministerial performance;
b. Ministries, equally, required some synthetic indicator of enterprise performance;
c. Wages—and hence prices—were used to obviate the need for the rationing of consumer goods and the direction of labour.
5.2. The objectives of financial control, as spelled out above, are best served by cost-based “constant” prices.  These were centerally set, changed at infrequent intervals and cannot be said to have corresponded to relative scarcities, marginal productivity or opportunity costs.  As such they did not provide a basis for efficiency calculations.
6. Evaluation and Assessment
6.1. The system of economic administration that I have described gives rise to a number of observations:
a. Because objectives were ambitious and the task of co-ordination enormous, plans were often inconsistent or infeasible.  Because of the way in which Gosplan attempted to reconcile its inconsistencies, this appeared as shortages of inputs;
i. Pervasive shortages led enterprises to over-bid for materials.  This reduced the quality of information about production possibilities received by Gosplan—and hence its ability to produce realistic plans;
ii. It also induced both ministries and enterprises to set up their own production facilities for funded materials:
1. insofar as these were of other than optimal size, this raised costs/reduced efficiency;
2. insofar as it allowed ministries (and enterprises) a degree of autonomy from the constraints of the central naryad system, it reduced Gosplan’s (and hence the central authorities’) ability to control the system.  The planned economy became partially unplanned!!
b. The specification of targets in physical terms led to various distortions—for example the so-called nails in tons syndrome:
i. These distortions tended to aggravate the problem of shortages and surpluses;
ii. The response was to increase the number—and range—of central controls;
iii. Increases in the number of plan-indicators, however, increased the risk of inconsistencies between them.
c. The difficulty of obtaining accurate and up-to-date information about enterprise production possibilities and the difficulty of analysing the information that was collected, led to the implicit adoption of the so-called ratchet principle:  this year’s target equals last year’s achievement plus x percent.  This encouraged enterprises to conceal capacity.
d. To make the system work, the authorities were obliged to tolerate a variety of semi-legal or illegal practices—blat and tolkachi for example.
6.2. In all of these ways, the Stalin system led to “undesirable” behaviour at the enterprise level.  To prevent ochkovtiraratel’stvo (misreporting) and other practices from getting out of hand, ministries tended to move managers between plants at fairly frequent intervals.  This militated against “learning by doing” and tended to encourage the adoption of very short enterprise-level planning horizons (i.e. it discouraged investment in long-term projects.)

6.3. It was not only enterprise behaviour that was affected by the planning system.  That of ministries also responded to the compulsions of the so-called shortage economy:

a. Since rewards at the ministerial level also depended to a large extent on economic performance, ministries favoured their own plants in the distribution of inputs over which they exercised control—in spite of the requirements of the inter-republican and inter-ministerial supply plan.

b. To protect their organisations against the chronic uncertainty of supplies, ministries built up networks of “captive” suppliers—plants producing key intermediate inputs under their direct control.

c. As I have already pointed out, these ministerial empires and the way that they were run in the long term reduced the control over resource allocation exercised by Gosplan—as exemplified by Khrushchev’s railing against “metal-eaters.”

6.4. Finally, at the macro-economic level, one can conclude that the system suffered from certain weaknesses:

a. Emphasis on the rationing of physical inputs to a large extent was incompatible with cost-conscious calculation—and hence with static allocative efficiency.

i. This implied that the opportunity cost of the government’s investment programmes was often larger than it need have been;

ii. This accentuated the conflict between the goals of economic growth, military security and raising popular living standards.  This conflict became increasingly acute in the 1960s, 1970s and 1980s

b. Centralisation and bureaucratic control tended to stifle managerial initiative and, hence, militated against innovation or the diffusuion of new products and processes.

6.5. Thus neither at the centre nor at the periphery was the system geared to the identification and utilisation of new and more efficient ways of doing things.  Rather, the emphasis was on the mobilisation of identifiable resources and their priority commitment to specified projects.  As long as the priorities were few and easily identifiable and as long as there were ample supplies of under-utilised resources to be mobilised, the system was effective.  But its very success meant that it was bound to run into problems sooner or later:

a. As the economy grew in both scale and complexity it became more difficult to apply the priority principle;

b. Resources are necessarily limited and the more effective is mobilisation, the more difficult it proves to mobilise marginal units;

c. By the 1950s, the limits had been reached in both these directions.  As our overview of recent Soviet economic history demonstrated, the last thirty or forty years of Soviet planning were devoted to more and more desperate attempts to break out from the straitjacket imposed by the Stalin system.

d. We will see in the next lecture that this model was inappropriate for the specific economic conditions of the countries of Eastern Europe.

e. Ultimately—in 1989-1991—it was abandoned by both.
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