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1. Introduction
1.1. Preamble:  The communist regime in the Soviet Union finally collapsed on 27 August 1991 when Mikhail Gorbachev—the General Secretary of the CPSU resigned from the party.  The Soviet Union itself broke up less than four months later.  Although this denouement took most observers by surprise, the USSR had been in crisis for much of the 1980s.  Its demise (and with it, the final collapse of communist regimes in Eastern Europe) can be explained, then, by a combination of economic and political factors.  That is the subject of today’s lecture.
1.2. Lecture Outline:  The lecture addresses the following four topics:

a. Section 2 explains in more detail the nature of the crisis from which the USSR suffered in the 1980s.
b. Section 3 considers how far the causes of this crisis were systemic—were rooted in the organisational structure of the planned economy itself;

c. Section 4, in contrast discusses how far they were political and contingent—that is, were a consequence of the policy choices made by the Soviet government and Party leadership.

d. Section 5, finally, examines the implications of the analysis for post-Soviet transition.

2. The Soviet Crisis of the 1980s
2.1. Crisis, in the sense in which it is being used in this lecture, means that the legitimacy of the Party—and hence of the state which it created—is undermined.

2.2. The legitimacy of the Party rested on the following three claims:

a. That it was capable of ensuring internal and external security:

i. This was based on its record during the second world war;

ii. It was based, also, on the government’s continuing investment in military hardware and personnel.

b. That it was capable of “catching up and overtaking” the advanced industrial powers economically:

i. This was based on reported superior rates of economic growth;

ii. It was also based on the appearance and dissemination of new industrial products and urban services.

c. That it ensured a greater degree of social justice than was possible—or achieved—under capitalism:

i. This was demonstrated by the availability of a range of welfare services;

ii. It was demonstrated, also, by the absence of unemployment or of enormous disparities in income and wealth.

d. Claims (b) and (c) were predicated on the assertion that socialism and central planning were a superior form of economic organisation to the market economy.

2.3. In the 1980s, if not earlier, all of these claims were found to be doubtful or false:

a. The military security of the USSR was called into question

i. By the inadequate performance of the Red Army in Afghanistan;

ii. By the inability of Soviet defence industry to match American production of sophisticated weapons—as shown, inter alia, by the poor performance of Soviet armour in the hands of the Egyptian army, when pitted against American made tanks used by Israelis.
iii. By the inexorable growth of crime at home and a perceived decline of moral standards in public life.

b. The economic performance of the country was shown to be inadequate:

i. By industry’s inability to match the west’s production of new products (for example in IT) or fashionable consumer goods

ii. By persistent and increasing shortages of foodstuffs, housing and so on.

c. The greater social justice of the socialist system was also shown to be false:

i. As Soviet citizens came to learn more about welfare provisions in western Europe:

1. due to improved opportunities for travel, and tourism;

2. due to the spread of television.

ii. As Soviet citizens learnt more about the privileges enjoyed by the political elite in their own country;

iii. As “dissidents” challenged some of the cherished myths of Soviet communism.

2.4. As the economic superiority of socialism was called into question, so was the Party’s right to rule.

3. The Failure of Communism:  systemic causes
3.1. The Classical Socialist Economic System:  As I have argued in previous lectures, the Soviet economic system, as it developed under Stalin and his successors, was characterised by the following three features:

a. Virtually all productive capital was “owned” by the state and enterprises were organised into product-based ministries:

i. Within ministries, economic decision-making authority was highly centralized:

1. Ministries frequently redistributed both orders and profits between enterprises under their control;

2. ministries were usually responsible for decisions about the location of new plants or the adoption of new processes.
ii. Most ministries were located in Moscow and were subordinate to the All-Union authorities; republics enjoyed little economic power—or even autonomy.

b. The activities of ministries were co-ordinated by the economic plan—which was formulated centrally:

i. In principle, the plan specified who produced how much of what and for whom.  It thus answered the so-called economic problem;

ii. Plans were formulated in physical terms in the first instance;

iii. Prices were also determined centrally:

1. price-setters paid little attention to either marginal cost or demand;

2. Soviet prices were thus largely arbitrary and conveyed little information about scarcity or efficiency.

c. Planners and ministries depended upon enterprises for information about production possibilities:

i. The incentive structure facing enterprise managers was such as to reward concealment of reserves or misrepresentation of productive capacity;

ii. As a result, planners were ignorant about many features of the production structure

iii. Consequently, the economy was unplanned in an essential sense;  perhaps it was unplannable!

3.2. The Problem of State Ownership
a. The fact that most enterprises were state owned meant that they could not go bankrupt:

i. This meant that managers were under little pressure to identify and adopt least-cost methods of production;  Soviet enterprises were prone to x-inefficiency;

ii. Similarly, managers were under little pressure to identify “profitable” investment projects—and to complete them quickly; innovation was often sluggish.

b. As a result, productivity was low and productivity growth was slow.

3.3. The Consequences of Central Planning
a. The absence of meaningful (scarcity) prices meant that managers (and planners) were unable to calculate opportunity costs:

i. The allocation of resources was inefficient;

ii. The identification of “profitable” investment projects was often meaningless;

b. Lack of concern for equilibrium (i.e. market-clearing prices) resulted in a so-called sellers’ market

i. This resulted in a relative neglect of consumers’ preferences;

ii. It was thus responsible for reductions in economic welfare.

3.4. There was thus reason to believe that:

a. Socialism was characterised by substantial systemic inefficiency;

b. Systemic problems were getting worse over time.

4. The Failure of Communism:  political and contingent causes
4.1. Although I believe that systemic factors were primarily responsible for the collapse of the communist economy, the position in the USSR was made worse by some of the political choices made by the CPSU leadership.

4.2. The Problem of Military Expenditure
a. The CPSU was committed to a doctrine of military parity with the USA:

i. This imposed a very heavy strain on the smaller Soviet economy;  it was estimated that in the 1980s, military expenditure consumed more than a quarter of GDP—and its share was growing.

ii. Given the nature of American military effort (the development of high-tech weapons systems) this effort absorbed a disproportionate share of high-quality inputs.

b. Ultimately, failures in the economy meant that the USSR was not able to match American innovations:

i. This was the nightmare threat posed by the Star wars programme;

ii. In any case, obsessive and excessive secrecy meant that the civilian economy derived relatively little benefit from space/military R & D (in contrast to the USA:  for example, before the collapse of the USSR there were no domestically produced Teflon coated frying pans!)

4.3. The Problem of Aid
a. The CPSU committed the country to a programme of aid to selected countries in the third world and support for socialist regimes in Eastern Europe;

b. The aid programme to the third world was not particularly large—or effective:

i. Achieved political goals in the 1960s—for example the Aswan High Dam Project;

ii. It failed to further the socialist cause in the 1980s—as witnessed by the so-called Nkomati Accords;

c. Economic Support for Eastern Europe involved the supply of cheap (subsidised) energy and raw materials:

i. Given the importance of these items in Soviet trade with the west, this support had a high opportunity cost;

ii. On the other hand, it was probably not deliberate or calculated;  it was more likely an unintended consequence of the refusal to make use of market prices.

4.4. Privileges and Social Justice
a. At some stage, the CPSU leadership decided to provide the country’s various elites with a range of economic privileges—probably as a means of securing their loyalty;

b. As the gap between west and east widened, these privileges became more extensive:

i. Those at the top of the hierarchy received a wider range of goods and services on special  terms;

ii. More and more strata received some form of privilege;

c. As privileges became more widespread, their existence became more widely known—and resented.

i. The availability of special goods and services encouraged those without access to seek to obtain it.  This resulted in the growth of the so-called second economy (black market) and corruption;

ii. The growth of corruption contributed to the climate of moral decay that was evident in the late 1970s and the 1980s.

4.5. The CPSU leadership contributed to the collapse of the communist economic system through the political choices it made:

a. It imposed an excessive military burden on the economy;

b. The cost of support for eastern Europe was substantial;

c. Providing privileges for the so-called nomenklatura helped to create a climate of moral decay.

5. Lessons for Transition or the Reconstruction of the Russian Economy
5.1. It is important to find an alternative source of legitimacy for the government.  (This has been found in nationalism;  but this poses a different set of threats that cannot be explored here.)

5.2. It is important to alleviate the politically imposed burdens on the economy:

a. The authorities in Moscow began to reduce the share of military expenditure in GDP in 1992;  this process must go further;

b. Some attempt has been made by Russia to avoid underwriting Soviet commitments to the Third World;  this has had a deleterious effect on recipients—but has not contributed much to Russia’s economic recovery.

c. More important, the burden of supporting Eastern Europe—and much of the remainder of the Soviet Union has been reduced.  Subsidised sales of energy and raw materials were cut back almost as soon as the USSR broke up.

5.3. It is important to improve levels of economic efficiency

a. This must involve abandoning the attempt to solve the so-called economic problem through the plan.  A market economy must be introduced.  A market economy would allow the authorities to get rid of various forms of socialist privilege—and thus reduce the scope for corruption

b. It is important, also, to reduce the level of state ownership over the means of production.  A substantial proportion of state enterprises must be privatised.

5.4. How to achieve the reorganisation of the economy will be the subject of the next ten lectures.
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