1 The Bases of the Socialist

Economic System

We have chosen to call the former socialist countries as they usually called themselves, rather than 'Soviet-type', `centrally planned', or `command' economies, or other designations sometimes preferred by scholars. This is not just a matter of semantics. Using the wording `socialist' may involve the writer into conflictual issues. As does Kornai (1992, p. 10), we have decided to keep the phrase by which the system referred to itself. In this sense we deal with `really existing', or `real', socialism (a wording coined by dissidents in the 1970s, such as Rudolf Bahro), as opposed to `ideal'. Our aim is `to empirically examine actual economies and their behaviour' (Pryor, 1985, p. 3). Why then keep the word `socialist' which has been extensively used in a normative sense? Because it is impossible to describe this system without stating its ideological and normative foundations. The task is not an easy one. There has never been an economic theory of really existing socialism, though some definitions have been offered (Sutela, 1994).

Is it possible to define features common to all the countries which belonged to the `socialist economic system', from the 1930s in the USSR up to the collapse of the system in 1989-90, from Eastern Europe to China and Cuba? Three criteria are usually quoted. First, in such a system, economic life was under the control of a single party, whether or not the party was called communist. Second, the economic institutions were based upon collective, or state, ownership of the basic means of production. Third, compulsory central planning was the main coordinating mechanism, with an increasing but still subsidiary role devoted to market instruments.

From this it is sometimes inferred that the party ruled everything, that people did not own anything, and that the plan commanded all economic decisions. Even in a science-fiction novel, such mechanics are inconceivable. The principles define the foundations of the system, not its real operation. They are intimately linked with an ideology, Marxism-Leninism, which was revised and adapted in each country by the individuals and elites in power. This intimate linkage explains why these principles have been totally rejected by the new governments in all countries where a political `revolution' occurred at the inception of transition.

THE PARTY CONTROL OF THE ECONOMY

In all socialist countries the party controlled the economy. For historical reasons the party sometimes appeared as the dominant element in an `alliance' or `front' of parties. It often called itself communist, but in about
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half of the socialist countries other denominations were used, such as the Socialist Workers' Party in Hungary, the Polish United Workers' Party, the Party of Labour in Albania and North Korea. In Yugoslavia, to distance itself from the Soviet regime, the party had chosen to call itself a `league' of communists. These variations made really no substantial difference in the basic concept of the leading role of the party.

The Ideology

Some differences existed, however, in the interpretation of the Marxist​Leninist doctrine, even beyond the Soviet-Yugoslav rift in 1948, or the Sino​Soviet schism in 1961. In fact, the ideology of the `really existing socialism' had little to do with Marx or Lenin, from which only a few standard quotations were borrowed. It was a set of norms and codes of speech and conduct, which were defined by the leaders, and were not subject to discussion or critique. Any person entitled with some authority or responsibility had to comply with the codes and to refer to the official doctrine. Thus the smallest divergence from the code was significant, and generations of Western 'kremlinologists' became very apt at deciphering the meaning of these variations. Actually, while `socialism' was still an ideal for the Western left, nobody believed in the ideology of `real socialism' in the East; moreover, nobody was supposed to believe, as long as the official behaviour conformed to the party standard. Breaches were tolerated as long as they remained hidden, but always remained subject to penal liability. In the economic field, parallel to the `official economy' described in textbooks, a `shadow' economy developed, as a safety valve to the official system, but was never officially acknowledged.

Such a status of the dominant ideology helps us to understand what occurred in this field immediately after the transition. There was a massive rejection of the words 'communism' and `socialism', and of anything associated with these words, such as social democracy (and probably even `social' security, which is an oblique reference to socialist values: the reluctance to consider it a priority is not only due to the lack of resources to finance it). In some countries not only the communist party but also the communist regime was formally outlawed (as was the case, for instance, in the Czech Republic, by a law of July 1993). The communist parties had to find a new denomination to remain legal; none of them had a clear doctrine other than the opposition to the new majorities - not excluding tactical alliances once back in power.

The Nomenklatura

The leadership of the party was often associated with the nomenklatura, a Russian word which became internationally the symbol of communist privileges. In fact the institution allowed the party to control all the high-

level appointments. For instance, all executive positions in the economic sphere, from the government members to the enterprise managers, were mentioned on special lists (hence the word nomenklatura, coded list). Any appointment on a listed position had to be approved by the relevant party organ, for instance the Central Committee for a minister, the city committee in the case of the director of a local enterprise. The word nomenklatura ultimately qualified all the party cadres entitled with political power and economic responsibility, and benefiting from privileges such as the right to shop in special stores.

The party itself was a hierarchy. At the lowest level, in the enterprises, the collective farms, and more generally in all local economic units, the party cells had to ensure that the management was complying with the political instructions from above. The local or regional party authorities had often to settle disputes that occurred between the enterprises, or those that occurred between the enterprise and the state administration, for example a ministry. On each decision level, the party was above all other authority and ruled in last resort. This system was particularly sophisticated in the Soviet Union, due to the immensity of the country and the federal structure of the state. This explains the disastrous disorganisation which occurred there once the party system collapsed. No other authority could any longer keep the economy together. The seemingly powerful state bureaucracy derived its legitimacy from the party alone, and revealed itself helpless once the party was outlawed in the economy.

At the level of the state, the party organs had pre-eminence over the governments and the parliaments in fixing the main lines of economic policy, approving the macro-economic plans, determining the regional or sectoral policy, deciding upon the share of consumption and investment within the domestic product. They have also launched all the economic reforms. However, the party usually had no specific apparatus to deal with economic questions. The only exceptions were the party administration in the USSR under Khrushchev, in Romania under Ceausescu, and the Asian communist parties. The overall party control usually operated indirectly, through political intervention in other bodies.

The Economic Administration

The communist regime is indeed often equalled with a pervasive state bureaucracy. The Soviet model was imposed after the Second World War in Eastern Europe. A large number of sectoral and functional agencies were set up. Functional agencies, such as the Planning office, the office of Prices, the Investment Bank, the Labour office, had to implement the kind of coordination tasks which the market realises spontaneously in capitalist economies. For instance, the offices of Prices were fixing wholesale and retail prices. In market economies, whenever price agencies exist, they do
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not fix prices; they just have to check that prices are determined by the market in conditions of fair competition. Most typical were the agencies for `material and technical supplies', which performed the task of linking together buyers and sellers in the production and distribution process. When there is no free inter-enterprise market, the state has to bring together the suppliers of means of production and the users of these goods, and to ensure that the contracts comply with the provisions of the plan, by issuing selling and purchase state orders for machinery, intermediate goods and spare parts. In the USSR, this agency was called Gossnab (state supply administration) and employed about one million workers by the end of the regime. Its collapse severed inter-enterprise links before new ones could be established through the market.

Along with these coordination tasks, the state bureaucracy was also managing the enterprises, often exerting a `petty tutelage' on them. This was done through branch ministries, more or less numerous according to the countries. In the USSR there were about sixty of them in the beginning of the 1980s. In some Eastern European countries the state bureaucracy had been revamped and simplified along with the reforms in planning and management. However, party control remained, in a modified form, as we shall see in Chapter 3.

Local Government

Is a communist system compatible with strong local governments? In principle this should be the case. The USSR was born as the Republic of Soviets, i.e. of elected councils of people's representatives. In fact, the local soviets have always had only limited economic and political power. The big enterprises were managed directly from Moscow, through federal ministries and central party organs. The lack of a genuine economic base in the regions is also an explanation for the chaos in the former Soviet Union. Once the system collapsed, the republics and regions were left with huge unmanage​able industrial giants on their territories, which were meant to supply a large range of customers or users all over the country, and operated often with `imported' labour from other republics, mainly from Russia.

There was a brief attempt at reviving local authorities in the economic field. In the USSR and elsewhere in Eastern Europe, in the beginning of the 1960s, regional economic agencies (called sovnarkhozy in the USSR) were set up to break the power of the branch ministries. This was an initiative by Khrushchev to get rid of the Stalinist administration; the outcome was to substitute the `parochial spirit' of the local administration to the `petty tutelage' of the ministries, and the experiment was dropped everywhere. In China, however, the provinces had always had extensive economic rights, which were only occasionally cut during recentralisation campaigns in the 1960s and the 1970s.

The Bases of the Socialist Economic System
7 Self-Management

One should expect a socialist regime to grant large management rights to the workers, who are the collective owners of the means of production. According to the communist ideology, the party itself is merely the vanguard of the workers' class. Actually only Yugoslavia organised all economic activity on the basis of direct self-management since 1950. In other socialist countries formal arrangements for worker participation in management have operated through various institutions and mainly through the official trade unions, which were considered as the 'transmis​sion belts' of the party. This worker participation always remained very indirect. More politically active workers' councils emerged occasionally during periods of crisis, such as 1918 in Russia, 1956 in Poland and Hungary, 1968 in Czechoslovakia, and 1980 in Poland (where they were supported by the unofficial trade union Solidarnosc). They have been crushed or rendered ineffective.

The official trade unions had quite significant functions, but not in the sphere of management. They were mass organisations encompassing almost all the workers, unlike the party, which always remained an elite organisation with a membership amounting to a share of the total population comprising between 6-7 and 12-15 per cent. The trade unions were active in guaranteeing job security, and effectively opposing redundancies. In most countries they were also managing social security at large, and hence were perceived as welfare organisations providing, along with social security benefits proper, also free vacations, semi-free housing, gardening plots, etc. In the transition process they were discarded as supporters of the communist party; they have yet to be replaced in their social functions.

Self-management has collapsed as a form of economic operation and as a doctrine. Its weaknesses were patent in Yugoslavia, where it remained in force until the end of the regime (Uvalic, 1992, p. 207). The system led to inefficiencies and corruption, fuelled inflation, and generated disguised private ownership and inequality. In the other post-socialist countries, self​management ideals were soon identified with hidden communism, and workers' participation schemes were rejected as inefficient compared with genuine capitalism. Employee ownership was often banned from privatisa​tion blueprints. The failure of self-management in the East is probably in turn jeopardising any attempts to implement it in the West beyond the existing scattered and imperfect experiences.

COLLECTIVE OWNERSHIP OF THE MEANS OF PRODUCTION

In all socialist countries except Yugoslavia, `socialist' ownership of means of production was established. Consumer goods have never been socialised,
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and could even be transmitted by heritage. However, the ownership of consumer goods was called `personal', as `private property' was considered a capitalist concept. In addition the access to consumer goods, especially durables, was rationed for economic-systemic reasons, because demand was always in excess of supply, and through administrative regulations.

Socialist Ownership

As a rule in all socialist countries, large-scale productive assets were state property, in industry, domestic trade, and services (transportation, banks, insurance companies), following waves of nationalisation in the wake of the revolutions that had established the new regimes. In Yugoslavia the concept of `social' ownership was introduced in 1950 as a distinctive feature of the self-managed system. The assets did not belong to the state, nor to the workers, but they were the property of the nation as a whole. This fuzzy concept was never clearly specified and only generated confusion in the legal definition and economic management of property rights in Yugoslavia.

In agriculture, socialisation mainly took the form of collectivisation through the compulsory establishment of cooperative farms. Land itself was seldom nationalised: the USSR and Mongolia were exceptions. In most Eastern European countries only large landowners were expropriated, and their property distributed to the peasants in the early stages of the land reform (see Chapter 2). Land was later turned to cooperatives for an indefinite use period: this emerged as a big problem when transition began and it became obvious that many, if not most, of the potential claimants on land had either left the country or become city-dwellers.

In the USSR the collectivisation was conducted through terror during the period 1928-36 and led to the constitution of kolkhozy (from the Russian kollektivnoe khozjajstvo, i.e. collective farming), while a part of the agricultural sector was organised in sovkhozy or state farms (from the Russian sovetskoe khozjajstvo, or Soviet farming). There were differences in principle between these two types. Legally the kolkhozy were cooperatives, managed by an elected chairman and a general assembly of members endowed with decision-making and income-sharing rights. The sovkhozy were state farms managed like state industrial enterprises, by an appointed director. Whereas the kolkhozniki were members of the cooperative and were supposed to divide among themselves the revenue of the farm once all costs were covered and all obligations toward the state met, the sovkhozniki were wage-earners like industrial workers. The sovkhozy were originally established as technically more advanced, specialised farms, and also as the model of a more socialist type of farming. It was expected that in the long run the kolkhozy would transform into sovkhozy. This never happened, but the differences between the two types of farming became gradually smaller,
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especially when both types were merged into large-scale agro-industrial complexes, managed on the model of the big state enterprises.

In Eastern Europe state farming never gained great extension, and large​scale cooperatives were the dominant format. However, like those in the USSR, these cooperatives also evolved toward a state-like management. They were very large units; they farmed between 3000 and 25,000 hectares of land, and they were increasingly involved in industrial activities.

Non-Socialist Ownership

Non-socialist ownership in the production sector was to be found mostly in agriculture. In two countries, i.e. Yugoslavia and Poland, cooperative farms were abolished almost from the outset, in 1953 in Yugoslavia in the wake of abandoning the Soviet model, in 1956 in Poland due to the strong political protest of the peasants. In these two countries private agriculture was conducted on over 80 per cent of the arable land. However it was considered as ideologically inferior to a socialist type of farming. For this reason private farms were discriminated against in terms of severe limits on total acreage farmed and supplies of equipment or materials; they were indirectly controlled by the distribution network. Private farming was managed on a family, non-capitalist type, with backward organisation and low perfor​mance.

In all other countries, peasants were allowed to farm a family plot for their own use, and to sell their produce, at free prices, on the city markets which were called in the USSR 'kolkhoz markets'. They had specific property rights including the ownership of the house and the use of a narrow strip of adjacent land, plus the right to a limited number of cattle, all of which was subject to administrative regulation and political control, and could not hence be likened to genuine `private' property. The family plot had three basic functions: to alleviate the political resistance to collectivisa​tion; to provide fresh produce and meat to the cities and thus to supplement the deficient state supplies; and to serve as an excuse for the state not to guarantee that people employed in the cooperative sector would actually be paid for their work. In some countries and especially in Hungary the family plot system evolved into a genuine quasi-private system within the cooperative, with extended rights to the peasants based on contracts with the cooperative.

Outside agriculture there remained sometimes a small private sector in the form of small retail trade and handicrafts, for instance in the German Democratic Republic.

Within the state sector, a semi-legal or illegal `parallel' or `shadow' economy developed in all socialist countries. This is one of the most harmful legacies of the past, which is heavily constraining the transition process. The shadow economy was based on corruption and pilfering or large-scale
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stealing of state property. Its operation implied a close cooperation between the 'mafia' and the party nomenklatura. It did not encounter social disapproval, first because everybody tried to benefit from its spillovers be it on any small scale, second because despite the ideology, ordinary citizens never really cared for the state property which was rather perceived as belonging to nobody. Sometimes this `second' economy is now assessed as a valuable experience of the market, and the only one successful, in the former centrally planned economies. In fact it had quite disastrous consequences. It contributed in shaping an image of successful business as linked with crime. It helped the former members of the nomenklatura to initiate very early privatisation to their sole benefit. It provided organised crime with power, financial and material means, and networks which established it as one of the main social forces following the transition. Thus, it may be seen as the most damaging outcome of the state ownership based on the political monopoly of the party.

CENTRAL PLANNING

When one does not wish to label `socialist' economies as such, one generally calls them CPEs, centrally planned economies. The plan is a coordination mechanism opposed to the market. Strictly speaking, a plan is a set of techniques for determining what future action should be taken to achieve given objectives with a maximum coherence and efficiency. In a socialist economy, the plan is mandatory and not indicative. It encompasses the economic activity overall. The decision-makers are political authorities (such as the party hierarchy, and the state administration subordinate to the party). Its implementation is controlled and subject to legal and political sanction; the plan is imposed on a large number of executive bodies such as ministries and departments, enterprises, local agencies.

Defined as a `mechanism', or as a set of `techniques', the central plan was considered as an instrument enabling the management of everything under socialist ownership and party control. In the 1960s, when the performance of the planned economy seemed to falter, the party authorities tried to reform the mechanism through introducing some elements of the market. This reforming approach overlooked the point that the market and the plan were not compatible, not just because of their mechanisms, but because of the system of which central planning was a part, based upon the power monopoly of the party.

Planning Techniques

The planning procedures covered different time-spans (five years, one year, one quarter, one month). The most important plan from the point of view of
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its binding nature was the yearly plan. The planning process went through several stages. Technically the core of it was the drafting of `material balances'. The method has been developed under Stalinist planning and used in all socialist countries. A balance is a table identifying sources of supply and uses for individual products or product groups. It shows domestic internal production on the supply side, and its domestic uses (intermediate outputs, investment, consumption) on the uses side. As the two sides of this table can only be made equal fortuitously, the balance is achieved through internal iterative adjustments (increase in production, cuts in intermediate or final uses), and only then through foreign trade (imports increase resources on the supply side; exports provide a use for excess production). Table 1.1 gives an example of a simplified scheme of balance. The balances were drafted first for the material inputs (raw materials, fuels, agricultural goods, semi-manufactured intermediate goods), then for machinery and equipment, and finally for manufactured consumer goods.

Table 1.1 Simplified scheme of material balance

	
	Resources
	
	
	Uses
	

	1.
	Domestic production
	1,000
	1.
	Inputs used for production
	500

	2.
	Imports
	200
	2.
	Investment
	250

	
	
	
	3.
	Consumption
	150

	
	
	
	4.
	Exports
	300

	Total
	1,200
	Total
	1,200


These figures are conventional. Data are measures in kind, in physical units such as tonnes, metric metres, etc.

For example, let us suppose that this balance deals with coal. The units would then be (thousands of) tonnes. On the left side, domestic production is calculated on the basis of the capacities of production, such as the number of fields and pits already operated or to be put into operation during the planned period, minus the capacities to be closed during that period. The planner uses technological coefficients to determine how much a given pit may produce during the planned period (year, month, five-year period, etc.). These coefficients are always estimated for optimal conditions of operation, i.e. the plan is `taut'. Hence, if the possible production has been overestimated, the planned uses cannot be covered, which has in turn consequences on the whole production chain. On the right side, the various uses of coal are estimated for the whole planned period. One may need coal as an input (as fuel for power stations, as material for the chemical industry, etc.); one may use it for final consumption, both collective (to heat hospitals, schools, state buildings) and individual (when coal is bought by the people for heating purposes); one may want to replenish the state reserves in coal. Once this process is completed the balance is adjusted through foreign trade. Here coal is both exported and imported, with a net export position.

In the Soviet Union during the Stalinist period their number exceeded 18,000. The procedure was iterative. Once the planner had finished a first `round' he had to redraft the whole set of balances, because unexpected users' needs in the manufacturing process led to a reformulation of the balances ahead. The process was never convergent, for many reasons: first, one never had time enough to refine the calculations; second, the methodology was crude; and third, the initial data were always biased.

The last reason is crucial. As long as economic data (such as physical output, capacity of production, initial stocks) are used at a same time as initial information for the planner and as the basis for assigning tasks to an enterprise and for evaluating it, the enterprise, which is the initial information giver, will cheat on the figures. And thus, there will be a cumulative process by which initial biases will propagate; corrections made on the spot will not restore a true picture. In fact, plan orders are largely determined and written by those who are to implement them, but not according to a deliberate process of decision-making sharing. Cheating is a built-in feature of the system.

A Non-Reformable System

Are there conditions under which a central planning system may function efficiently? The answer is probably yes: in a situation of war or similar circumstances. There have to be few key priorities, strictly defined, and the plan has to be implemented under a quasi-military discipline. Western democracies have briefly experienced such situations. The USSR was a comparable case from the beginning of central planning in the early 1930s, until 1945. Even then the planning process did not operate efficiently: not all goals were met, except for a few priority sectors, and the achievements went along with a huge waste of human and material resources.

Later on, when the Soviet economy became more diversified, as the Eastern European economies did after the war, the amount of planned items increased, and controlling of plan implementation became increasingly difficult. The first wave of reforms in the planning and management system followed in the 1960s, so as to improve the declining growth performance of the planned economies. All these reforms failed, because the basic principle of planning remained untouched: the units and agents subject to the planning process had to prove that they had successfully implemented the plan, for which they had provided the data embodied into the compulsory indicators to be fulfilled.

Only after the collapse of the system was it clearly understood that the system was not reformable. It was not a question of decentralising the planning process, as long as there remained a controlling political authority to whom one had to report. Nor was it a question of refining the planning methods. Restoring mathematical methods applied to planning, rediscover-
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ing linear programming for the drafting of an optimal plan (i.e. maximising an objective function under constraints) could not improve the outcome because, however loosened, the plan remained a binding order based on political priorities.

This is not to say that the plan could effectively regulate the economic activity overall. Even under totalitarian regimes, the plan was unable to control it in every detail; later on, when most of the centrally planned economies shifted into a bargaining-type, or manipulated, economy, with decentralised units trying to influence the political authorities, central control was less and less effective. However the voluntarist ideology remained. The party still claimed to ultimately keep the economy in tutelage. The combination between such an ideology, and the increasing complexity of economic life, leading to contradictions among multiple target and performance indicators, gradually became unsustainable.

Here again there is a negative legacy. The plan was linked with the party to such an extent that the transition governments rejected any concept of a plan, even indicative, even strategic, even drafted and implemented within decentralised and really autonomous enterprises. `Plan' will be a dirty word for a long time.

Plan versus Money

In the beginning of the Soviet regime money was considered as an anachronism and a symbol of capitalism. Later, when planning was introduced, the targets or `indicators' were set in kind. The metric tonne became the most used unit, not only for commodities such as coal, steel, wheat, etc., but also for manufactured goods such as machinery. Money was used when it came to aggregate the material balances into a global macro​economic balance, but only as a unit of account.

Attempts to reconcile money and plan emerged within the reforms aiming at introducing 'market-and-money instruments', to use the Soviet parlance, so as to enable a better fulfilment of the plan. However, though 'market​like' notions such as prices, profit, monetary policy, credit, etc. were increasingly used, the wording was misleading. Money was not playing an active role in the economy: prices were administered, plan targets still privileged the volume of output, the survival of the enterprise did not depend on its profits but on its aptitude to negotiate the plan targets with the political authority. The Central Bank which issued money and which also was the single credit institution - the so-called `monobank' - performed mainly accounting functions. Its extended network of branches surveyed the implementation of the plan at the enterprise level. Each enterprise had an account in the local branch and had to use it for all its payments. Conversely, individuals could only have a savings account and had to use only cash in banknotes or coins for their payments. Separate circulation of
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cash and non-cash money allowed for a separate control of enterprise and consumer spending, the ultimate aim being the strict implementation of the plan. Thus, though planning procedures are not technically incompatible with money, the Soviet-type centrally planned system excluded money from any significant influence on the economy. This too has a strong impact on the transition: though there were currencies and banks, the operation of money categories was by and large a terra incognita for the new leaders in the transition countries.
