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THE ROAD TO NOWHERE

The cause of the Party’s defectiveness must be found. All our
principles were zight, but our results werc wrong. This is @
Jiseased century. We diagnased the disease and its causes w‘xth
microscopic exactness, but wherever we applied the healing
%pife 2 new sore appeared. Our will was haed and pure, we
should have been loved by the people. But they hate us, Why are
we so odious and detested? We brought you truth, and in our
mouth it sounded a lie. We brought the living life, and where
our vuiLe 15 heard e tiees wither acd dere i the rastling nf
dry leaves. We brought you the promise of the future, but our
tongue stammered and barked . . .

Arthur Kocstler'

INTRODUCTION

During the 1990 May Day celebrations Mikhail Gerb:achcv was jeered
by the crowd. Some of the signs of protest r.eald: Workers of the
World We're Sorry,” Freedom instead of Socialism, and chants of
‘Resign’ and ‘Shame’ were heard from the crowd direc‘ted at Gorba-
chev. Perhaps the most telling i}Jmm:r simply read: ‘Seventy-Two
Years on the Road to Nowhere! '

On 7 November 1990 the celebration of the seventy-third annivers-
ary of the Russian Revolution proved to be a similar experience tor
the Soviet leader. Gavriil Popov, the mayor of Moscow, had sugpested
that the celebration be suspended. But Gorbachev insisted that che
historic choice of the October Revolution was the correct onc_and that
the spirit of October still remained a great inspiration for his people
ad the world. So a celebration proceeded
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The seventy-third anniversary parade, however, met with jeering
crowds and even a lone gunman who fired two shots but did not harm
anyone. The more peaceful demonstrators conveyed their frustrations
with the Soviet regime with banners and slogans calling for the
resignation of the Communist government. But Anna Pechetkina
stole the show by displaying a sickly plucked chicken high above the
crowd on a stick. One woman pointed t the bony chicken and said:
“That is what Gorbachev got the Nobel Prize for.” Another man
simply hoped he could find the chicken's litcle brother to eat. The
butden of mundane economic survival - characterized by long lines
and poor products in the official sector ~ grew moere severe and
unbearable under Gorbachev's regimc.’
At the same time, the historical awakening that represented one of
the cornerstenes of Gorbachev's policy of glarnost increasingly

questioncd whether the Revolution should be a cause for politcal
celebration at all. Rather, a public mourning would be more appropri-
ate. The movement to erect a menument to political victims of the
Stalin era in Moscow by the Memorial Society represented the
beginning of a necessary historical clo::a:*lsing.'|I

Much of the history written by Soviet scholars in the age of
glasnost does not support the research of the ‘respected’ voices in
& Western scholarsmip on the mistory ol soczusim. it facl, Western
scholars such as Robert Conquest and G. Warren Nutter, who were
dismissed by some as reactionaries because they recorded the political
horrors of Stalinism or challenged the economic claims of socialist
planning, were continually vindicated,” whercas the historical
research of many respected Western scholars of the Soviet system
became continually suspect. The work of political historians such as
Roy Medvedev and Alexander Tsipko during the age of glasnost
confirmed the scholarly findings of Conquest, and economic writers
such as Vasily Selyunin and Nikolai Shmelev agreed with Nutter that
" the growth rates of the Sovier economy were systematically over-
& cated.’ The regime had lost its battle to retain the historical lie of
¥ schievement born of great sacrifice. The sacrifice was real, but what
B¢ gchievement could this system possibly claim for its people?
7 November 1991 came and went without any official celebration.’
The Revolution Day holiday was suspended by the ruling govern-
ment. The atrempted coup of August 1991 had destroyed any
B kegitimacy the communist government had retained during the
Gorbachev era. Gorbachev's message on his return from house arrest
;‘:hnt the Communist Party could still be democratically restructured,
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Lo that the socialist choice of 1017 was still the historically correct
one, fell on deaf ears and scaled his political fate. He, lke the
Communist Party he represented, Was simply a dying dinosaur. On

Christmas day 1991, Mikhail Gorbachev formally resigned and the

. . . .- . B
Sgviet Union ceased to exist 454 political entity. Thus ended one of

the most closely watched and studied peacetime political eras of the
twentieth century.

The Gorbachey period captured the attention of the world.
'Gorbymania’ characterized most of the Western press coverage of the
unfolding events. All our previous preconceptions of the world were
challenged. As the socialist system collapsed, the Cold War was
brought to a glorious end. As the iron curtain fell, the horrible
economic and social realities could no longer be igpored or apologized
for. Reports of ecanomic, cavironmental 2nd sucial deprivation were
no longer limited to émigré interviews beyond the control of state
censors, and Western anti-communist scholars and intellectuals.
Soviet bloc officials themselves admitted the failuzes of the existing
system. The socialist realicy could be viewed on Western television
and Western newspapers carried reports almost daily about some
fallen icon of the socialist age OT SOME new historical revelation about

the imperfections of the Soviet past.

Unturtulidtely, s astelicuiad prega e [t rwentioth centnry had
poorly prepared Western scholars and intellectuals for the sk of
understanding and interpreting the events of the late 1980s. These
prejudices distorted their basic understanding of history, politics and
economics, and as result, fundamenta} questions of social organization
Jay outside of their grasp- Theorists in both the East and West were at 2
loss in offering sound analysis of the system that collapsed before their

eyes. While the warld was swamped wich journalistic coverage of the

events, there was a lack of deep reflection on the nature of the problem
ly that the

confronting these societies. One reason for this was simp

speed of the changes from 1989 on were so fast as w0 aot affard such
ereain false

ceflection. Another reason, though, was the persistence of ¢
prejudices which prevented comMMENLators from understanding.

All historical intcrpremtion

passage of time, in fact, is that it affords sc
great opportunity in the assessment of which preju
which enable interpretation. Obviously, in attempting (o un

the unfolding of the Gorbachev and the post-Gorbachev era we do not
nave the benefit of temporal distance that we do with say the |
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. 'American, French or even the Russian revolution. But, understanding
B the reason for the Gurbachey seforms in the hirst puce prowides the
key to establishing a criteria from which to assess the problems with
the Gorbachev reforms and offer advice on how to move forward ina
more positive direction in the post-Gorbachev era. But in order to
understand the reforms it is necessary to understand the Soviet
gystem and its historical operation. In order to accomplish this task
we must view the grand story of Soviet history through the right pai;
5. of theoretical lenses. 'Our understanding of the past,” Douglas North
us, 'is no better than the theory we use and that theory has been
B woctully deficient.”

£

, THE POOR PREPARATION FOR UNDERSTANDING

,'O-ur ab:lity to ur}dcrs(and the Sovier experience has been distorted
grocax‘ly by thc.m(-cllL‘Ctu:ll trends of the twentieth century. The
‘mm'anr t!)concs in both politics and economics conspired to warp
humr':cal interpretations of capiralistic processes and socialist
ice. In addicion, as the century progressed interest groups
. developed which served as the guardian of these misunderstandings.
3 Ideas came E{orh to create, and then to serve, the purposes of vested
interests which wonld nar allow dissenring opinion to challenee the
establishment.
= This is not meant o imply that no debate was allowed. Certainly
there was debate, but the parameters of the debate were fiemly
: esu‘bli.shcd and unquestioned. For much of the twentieth century the
consensus on either side of the dispute concerning the grand
f questions of social organization was that capitalism had failed in
. pm.v:ds'ng cquity and h%nanc social conditions which progressive
kgulanon must correct.’ Moreover, the Great Depression of the
;9505 supposedly demonstrated that capicalism was not only unjust,
Ellso snstable as an economic system. Capitalism, if it was to
ive ar_all, must be subject to democratic forces of control to tame
operations and protect the populace from unscrupulous business
nd irresponsible speculation. Socialism, in fact, was viewed as a great
ghreat to those who favored capitalism precisely because it was
perc ived as offering a viable alternative,
generzl intellectual climate was reinforced by the theoretical
lopments in economics. As academic economic theory became
technically sophisticaced and rarified in its presentation of its
theorems, an appreciative or intuitive understanding of the
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nature of marker institutions and their operation became scientifically
suspect.” The flip-side of the development of the idea of perfect
competition, and the strict conditions established for its attainment,
was the development of the theory of market failure. Marker failures
were said to exist whenever capitalist reality did not meer the
conditions of the frictionless textbook model of perfect competition.”’
The concepts of externalities, public goods, monopoly and imperfect
competition and macroeconomic instzbility were developed and used
by professional economists t0 explain why markets may fail to
allocate resources in a socially desirable manner. Real existing
competitive capitalism generared negative externalities in the form of
poilution and other undesirable third-party effects, possessed an
inherent tendency toward monopolization and waste, could not
provide many basic services such as roads and education and suffered
from recurring business cycles. That was the theoretical picture of
competitive capitalism that dominated the inzellectual landscape for
most of the twentieth century.

Obviously, this theoretical perspective colored historical interpre-
tation. The rise of industrial capitalism in the late nineteenth-century
United States was viewed as simply a process by which the "Robber
Barons” acquired monopoly power. The banking panics of 1893 and
19U/ wert viewed s (he cesasl ol e aahereGl anuiability of capitaast
industrial processes. The solution to these problems, if one was
conservative, was to bring capitalism under the contro! of democratic
forces (preferably dominated by leaders of industry themselves). To
eliminate monopoly, the Sherman (1890), Clayton {1914) and Federal
Trade Commission {1914) Acts were passed. To eliminate bank
panics and regulate business cycles, the Federal Reserve System
(1913) was established. Radicals, on the other hand, argued that such
reformist measures would not rid society of the ills of capitalism -
which possessed inherent contradictions - and that only a cransition
ta a socialist society would accomplish chac goal.

The Great Depression shook an entire gencration’s faith in the
efficacy of capitalist markets. Rational planning of the economy came
to be viewed not only as the most viable alternative, but the only
alternative. The parameters of the debate had shifted drastically by
the 1930s. Lairsez-faire was no longer considered as any kind of
option in the economic policy debate. Classical liberal economic policy
simply reflected the beliefs of the naive and simple minded. The
modern world had become too complex for an eighteenth-century
idea to offer anything of value.
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¢ John Maynard Keynes went so far as to argue that the great social
fr. experiments ot the ume 1o Germany (fasasm) and Russia (comimu-
. pism) would point the way to the future of economic poiicy. Country
after country had abandoned the old presuppositions of classical
% political economy. Russia, Italy and Germany had moved towards
. establishing a new political economy, Keynes argued, and their
;J experience must be watched closely. No one could tell which of the
new systems would prove itself best, but they nevertheless success-
& fully persuaded thinking men and women in Great Britain and the

United States to strive after 2 new economic plan of their own. Some
B2 may still cling to the old ideas of /aissez-faire capitalism, ‘bur in no
I, country of the world to-day can they be reckoned as a serious force."
¢ Keynes considered himself, and was viewed by others, asa realistin
B the classical liberal tradicion. The Keynesian idea was for government
,. officials to intervene rationaliy in order to Improve the workings and

the socialization of the capital market with the nineteenth-century
¥ political traditions of Great Dritain. While he saw that the socializa-
£ tion of investment was the only way of securing an approximation of
 full employment, this change did not require a break with the general
B¢, traditions of bourgeois sociery. Moreover, Keynes merely conceived of
G - his theury ws sl eattiiiei Wb cdssinal pualia tuolin iy st assal
% liberalism, nct a rejection of those systems of thought. Keynes's
% advocacy of a greater role of government in planning the economy
B¢ was, in his mind, a practical actempt to save individualism and avoid
: r the destruction of the existing economic 5ystcm.” Keynes's artitude
o, toward laissez-faire reflected the general consensus of the times

tintcllccmal leader of classical liberalism, Frank Knighe, publicly to
g declare the virtues of communism.”® It seemed as if everyone

B planning in principle. Contemporary proposals for planning may be
- faulty, he argued, especially since many disregard the important
g insights of price theory, but they nevertheless represented the firse
& ‘pamphlet’ stage of addressing the problems of stability and full
g employment. Homan pointed out that modern industrial complexity
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could curiously be employed both as a reason of why we murt plan the
cconomy, and why we cannot But the idea that industrial relations are
to0 complex to be brought under direct control, though shared by
some economists, was the view of an intelligent businessman.
Businessmen, however, did not understand the essential character-
istics of the problem of economic instability. Their education, accord-
ing to Homan, was defective with respect to the economics of
financial markets, and the fields of money, credit and investment.
This businessman's perspective was colored by the American tradi-
tion of private enterprise and non-governmental interference. The
responsible question of the day was simply which was the best way
forward for economic planning, not whether or not the government
should eagage in planning the economy. The profitable cultivation of
the ideas of economic planning will lead to more coherent and
comprelgaensive proposals to solve the problems of stability and
equity.

The July 1932 issue of the prestigious Annals of the American
Academy of Political and Social Science was entirely devated to
national and world economic planning. Not a single criticism of
economic planning was voiced in that volume. Instead, planning was
lauded as the method by which ‘individual and corporate economic
activity' could be molded :nto group-aetined spheies vl actioll wich
are rationaily mapped out and firted, as parts of a mosaic, into a
coordinated whole, for the purpose of achieving certain rationally
conceived and socially comprehensive ,go:lls."B

Laissez-faire as a policy was held in disrepute by scholars,
iatellectuals and politicians. Franklin D. Roosevelt even chose to
attack classical economists in his third fireside chat on 24 July 1933.°1
have no sympathy,’ he stated, ‘for the professional economists who
insist that things must run their course and that human agencics can
have no influence on economic ilis.” On 19 December 1936, Roosevelt
expressed his complete agnosticism with regard to the cruth of any
tenet of political economy in a letter to Joseph Schumpeter. He had
studied economics for thicty-six years, Schumpeter was informed, but
Roosevelt was ‘compelied to admit - or boast — whichever way you
care to put, that I know nothing of economics and that nobody else
does either!"”

In a 1934 book by Rexford Tugwell {a professor of economics at
Columbia University and the assistant secretary of the Treasury under
Franklin D. Roosevelt) and Howard Hill, the argument against

8

~

RO S o

THE ROAD TO NOWHERE

gL Soviet experience. They argued that

the challenge of Russia to America does nor lie in the merits of
the Sovict system, although they may prove to be considerable.
The challenge lies rather in the idea of planning, of purposeful,
intelligent control over economic affairs. This, it seems, we
must accept a5 a guide to our economic life to replace the
decadent notions of a laissez-faire philosoph).r.m

Julian Huxley, the noted scientist, argued that the Soviet five-year

planning system was simply the 'spirit of science introduced into

- .- . 21
25 politics and industry.

The intellectual gestalt of the time could neither appreciate nor
wlerate the challenge to economic planning offered by its Critics,
namely Ludwig von Mises and F. A Hayek. But without an under-
standing of even the potential difficulties that economic planning may
confront in practice, it would be impossible to make sensc out of any
real world experiment with economic planning. It should not be 2
surprise that wirthin such a climate of opinion that Sovict practice
could not be properly understood. It was not just a matter of

. communist apologetics - though, of course, there was some of that -

Gt Leal piobicile ol sOitipieliyg SUviel practies Sreere blind

- 22 .
spot on the part of scholars and intellectuals.” It just could not be that

" economic planning would not work as envisaged. It seemed so

rational, so scientific, and it had the great potential of providing
economic stability and guaranteeing a more equitable distributicn of

2. the social pie,

Not only did this intcilectual bias fail to appreciate the economic
problems of planning, it failed miserably to grasp the political

;. problems inherent with planning. 1n the West, this was due to an

utterly naive view of the operation of democracy thar dominated

. political science by the early rwentieth century.”’ The textbook model

v, of democracy portrayed the political system as one in which

individual citizens could effectively determine the rules by which they

“would live. The vote process unambiguously conveyed the necessary

information concerning the array of public goods and services
demanded and the level of taxes that must be paid. Democracy was an
ideal model of self-rule. Faced with market failure, democrartic

k5. governments could easily set the matter straight. If government

action failed, it was not due to any structural weakness in the
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democratic system - political actors would just have to gather more
wafurmanon and oy harder vext time

Such a view of democratic processes, however, was woelully
deficient. And, it possessed a deleterious affect on interpretations of
he institutions of socialist policy. The political problems of Stalinism,
which were recognized by many early on, were not artributed to the
nature of planning per se, but rather to the lack of 2 democratic
tradition in Russian history. Planning, as such, was not seen to
possess any threat to political freedom whatsoever. Economic plan-
ning, under democracy, would not face any of the problems associated
with Stalinism. Keynes, for example, in reacting (0 Hayek's The Road
to Serfdom, wrote that

I should say that what we want is not no planning, or even less
planning, indeed I should say that we almost certainly want
more. But planning should take place ina community in which
as many people as possible, both feaders and followers, wholly
share your own moral position. Moderate planning will be safe
if those carrying it out are rightly oriented m their own minds
and hearts to the moral issues.”

So as long as ‘good’ people were in charge, nothing was objectionable
with Couniuilae padlacdig. di fac o pend planning was e e

Herman Finer was not as kind to Hayek as Keynes. Finer accused
Hayek's The Road to Serfdom cf being ‘the most sinister offensive
agains: democracy to emerge from a democratic country for many
decades”” The true alternative to dictatorship, Finer assured his
audience, was not economic individualism and competition, but a
democratic government fully responsible to the people. Hayck's
world, according to Finer, would leave individuals under the control of
aristoerats or the moneyed bourgeoisie. Bur, free people can govern
themselves without such masters. Economic planning was simply
democracy in action, and it proved itself every time there was a
successful government action.

The level of Finer's misunderstanding of Hayek’s basic argument
was astonishing viewed from our vantage peint today, bur at the time
it was not. The Mises—Hayek analytical criticism of socialist planning
was hardly understood by any professional economist and in many
respects has not been fully appreciated even to this day.”® Moreover,
the naive view of democracy that Finer defended in his book only
came to be seriously challenged as the theoty of public choice
developed in the post-Second World War era. The mainstream of
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® thought simply did not appreciate, let alone incorporate, the import-
¥ ant insights concerning informatinn and incentives in economic and
¥ political processes that only became evident with the turther develop-
% ment of modern political economy.

g Why should ic be surprising, therefore, that Sovietologists were ill-
X prepared to understand their subject matcer? They possessed neither
R 4 sound economic or political theory from which to interpret the
¥ unique Soviet facts. The intellectual spirit of the age applauded what
P the Sovier Union was attempting even il there existed normative
" disagreements about how it was going abour it. Economic failures of
the Soviet system were attributed to its backwardness, just as the
& political problems of the system were atcributed to the lack of
B democratic traditions. What was essentially missing from Sovietology
B> was a chorough examination of the structural weakness of socialist

N
- insututions.

THE MALPRACTICE OF ECONOMIC
MEASUREMENT

® The degree of poor preparation was not just limited to a failure to
E. recognize that the problems that plagued the Soviet system were nat
in the wyreny b ber were the systemn Several other develop-
i ments also conspired thac prevented many from even recognizing
¥ hat there were problems at all. The emerging hegemony of
¢ macroeconomics in the economic profession and in the public mind
P: was perhaps the most fateful rurn of intellectual events in blinding
g observers of the Soviet economy to the reality of the systemic failure
& of socialism.

E”  The development of techniques in aggregate cconomics in the wake
& of the Keynesian victory in economic thought drew economists’
k- accention away from the structural make-up of a system and instead
B focused their attention on aggregate figures such as gross naticnal
E product (GNP). Beside the conceptual problem of how one aggregates
€. the data in a werld where prices are meaningless, the approach was 2
. fundamentally flawed one for understanding the industrial structure
b, of any society. Aggregate concepts, such as price level, national
: product, savings rate and levels of public investment, da not allow the
& cconomist to examine how complex production plans in an industrial
& cconomy are continually adjusted to match with consumer demands
£ through time. But the mutual adjustment of intertemporal decisions
§ by cconomic actors to coordinate the plans of producers with
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K. Tablc 2.0 Alleinaty measurs of Soviet cconumic growth (average anaual

consumption preferences of buyers makes up the unique caputal X
P P y P q P growth in %)

structure of any induscrial economy. It is the mutual accommodation
of suppliers and demanders through = process of comperitive bids and

Official Soviet Selyunin-Khanin CIA estimates

offers that economics must explain, and the techniques of aggregate stafistics estimates
economics simply drew economists’ attention away from this task. As (Vo) (%o) (%)
aggregate economics came to dominate the profession in the 1940s, '
1950s and 1960s, the probiem became even more acute. Not only did i igg}‘gg Igg Zi 2;
economists not pay much professional attention to the dynamics of 1966:70 738 41 50
capitalist processes of production, they ignored them completely.” 1971-75 5.7 32 31
An example may illuscrate the fundamental problem of aggregate 1976-80 43 1.0 22
- 1981-85 3.6 0.6 1.8

economics in assessing economic systems. Consider the case of a far
man and a muscular man. They may both weigh 2251bs, but the
composition of each of their bodies is radically different. One is
flabby, the other is fit. To understand the health of either individual it
does not much matter what the aggregate weight is, the important
point is to examine the struciural compasition.

The Soviet economy was similar to the fat man in my story above.
Aggregate growth statistics concealed the flabby and faulty capiral
structure chat was born in Stalin’s industrialization. But cconomists
preoccupied with such figures did not appreciace the distinction
LCiweeh sustantabie Jovelupinent aod non sustusable dovelopent
of an economy. Western Sovietologists knew of the dangers associated
with working with the falsified official statistics on the Sovier
economy. But the techniques the United States Central Intefligence
Agency (CIA) developed still focused on gaining some aggregate or
macroeconomic measure of performance, rather than encouraging
detailed microeconomic analysis of the industrial structure of the
Soviet Union.

Not only did the CIA develop techniques which were misleading
even in the abstract, but they tended systematically to overstate the
capability of the Soviet economy on their own grounds. A comparison
of alternative measures of Soviet economic growth is found in Table
2.1, and shows that in the late 1970s and 1980s the C1A overstated the
growth of the Soviet economy as compared to the estimates of Vasily
Selyunin and Grigory Khanin.

Butr the CIA's performance was actually much worse than these
figures would suggest. Whereas the official TsSU figure for the
average annual rate of growth of national income in the Soviet
economy from 1928 to 1985 was 8.8 per cent, the CIA’s estimate was
4.3 per cent, and Khanin's estimate was 3.33 per cent. But this
conceals the Soviet decline of the 1970s and beyond. In the 1970s,

22

Source: Revisiting Soviel Economic Performance under Glasnost; Implications for
CIA Estimates {Washington, DC: SOV B8-10068, 1988): II.

¥ Selyunin and Khanin estimate that Soviet GNP grew at about 2 per
2" cent annual rate of growth, whereas the CIA estimate was 3.7 per
cent. For the eleventh five-year plan (1981-5), Selyunin and Khanin
estimate a growth rate of 0.59 per ceat, whereas the CIA estimates 2
per cent average annual growth of Sovier GNP
; Mutcover, Sriyutun and Khamn date dic sipative declae o the
k- Soviet economy not to the mid-1970s, but rather fifteen years earlier
to the beginning of the 1960s. Even if alternative calculations of the
K. Soviet economy may show sigaificant growth, they do not examine
B the meaning of that growth in terms of the industrial structure
created and the employment of scarce resources. As Selyunin and
Khanin pointed out, Sovier growth was achieved through

inordinate resource expenditures. 1n almost all periods of our
history, the use of material resources and fixed assets grew more
rapidly than did national income. From 1928 through 1983,
material-intensiveness increased by 60% and return on assets

fell 30%.

Labor productivity grew only modestly throughout this period. The
Soviet method of economic management, they argued, was made
. possible only because of the abundance of resources at the regime’s
. disposal. '‘But the price was high: living standards fell for decades.”

. This point, however, does not square well with CIA estimates that
Soviet per capita GNP converted at US purchasing power equivalents
amounted o $8,370 in 1986 or about 49 per cent of the US.” More
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recent alternative estimates of Soviet per capita GNP challenge the
CLA tigures sigruficantiy by placing the Soviet eeonuing i somewhere
around 25 per cent of the Us.” If the CIA figures were accurate the
Soviet economy would have been a maturing industrialized economy,
but the reality was that the former Soviet economy provided a
standard of living equivalent o a well-developed Thicd World
cconomy at best. Morcover, if the CIA statistics were corcect, then
there would not have been any need for a radical economic reform and
Gorbachev's rthetoric would have been incomprehensible and
unfounded.

Even wich revised data international comparisons of per capita
GNP systematically overstate the well-being of Soviec citizens. One
ceason for this bias was that the low quality of Soviet products was aot
considered. Another reason was that the persistent shortages of goods
and the corresponding queuing for even those poods that were
available was not reflected in the statistics. And, finally, the per capita
GNP statistics do not reveal the low percentage of GNP that went to
househeld consumption in the former Soviet Union. Oaly abour 50
per cent of GNP in the former Soviet Union went to household
production.}z Soviet consumers were far worse off than even revised
estimates indicated.

st wpifieant Cseguers [l mivmeasuremens nroblems
was chat the military capabilities of the Soviet Union were grossly
distorted. If the national income of the former Soviet Union was
actually less than a third of the US, the military burden of the empire
was much greater than ever estimated by Western Sovietologists.
Correcting for these alternative calculations of Soviet GNP, and
incorporating information from the glasnost cza, it is estimated that
the military burden represented about 25 per cent of GNP in the
former Soviet Union.” As a result, most Western cstimates of Soviet
military strength were seriously mistaken because the military burden
tin terms of the explicit and implicit rax on the population) was
understated at the same time that the long-term visbility of the Soviet
economy was overstated. Correcting the figures challenges previous
perceptions concerning the capability of the former Soviet system to
engage in a sustained milicary conflict with the West.

These distortions, chough, were not simply the product of poor
information and inadequate measurement techniques. The distortions
served a very important ideological and interest group function. On
the one hand, conservative anti-communists supported the bias
toward overestimating Soviet economic and military strength because
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Bis reinforced their fears of the impending encroachment of commu-
aism thzoughout 1he werkl The sraristics justified large military
‘éxpcnditurcs to fight the advent of global communism. If the Soviet
& cconomy was structurally weak, then the threat of communism would
By ave been rather shallow and would not have justified the military
P conflict of the Cold War. Only a developing industrial power could
& supply the economic base and rechnological innovations that would
E. pose a sustainable threat to Western powers. On the other hand,
Endical intellectuals, even if they despised the Soviet regime, believed
xin the basic ability of the system of centzalized economic planning to
' promote development. If Soviet economic planning was a failure, then
B socialism may have been a questionable policy goal to advocate even
k7 in more democratic situarions. Scholars, intellectuals and politicians cof
# both ‘left’ and ‘right’ persuasion, therefore, possessed an ideological
¥ gtake in the ability of the Sovier economy to develop and prosper.
> These ideas about the efficacy of Soviet economic planning also
W: created an extremely powerful interesc group, namely the military-
k: industrial establishment in the West. The military-industrial estab-
- Jishment benefited directly from the overestimation of Soviet
"_'t‘.a’pabilities.]5 Right-wing and left-wing beliefs about the developing

‘Soviet economy provided the needed justification for lacge appropria-

N e hoand

tiols towald alibidiniCing piuduciens i by
dcvclopmcm.m Thus, an iron-trizngle was forged of ideas and
B~ interests that simply could not, and would rot, allow znalysis that
B scriously challenged the Soviet myth of economic success. But, as we
B« have seen, the Soviet system was far from an economic success. More
to the point, the Soviet economy may well be the ultimate political
cconomy tragedy of this century.

A SHORT HISTORY OF SOVIET ECONOMIC

FAILURE

 Lenin came to power in Russia promising the emancipation of man
from the domination of other men and nature. His utopian vision wis
ki inspiring and his will to power was resolute. Lenin and the Bolsheviks
- possessed a concrete vision of the path to z better future. Their plan of
. ocial construction after the revolution was not a by-product of
/ imprOVision, they knew what they wanted to accomplish and how
they were supposed to accomplish that goal. Of course, the civil war
influenced the way that policies were implemented, but war had liule
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ar nothing to do with the motivation behind the policies. If anything,
the Russian Revolution of 1917 was an wdeological revoiution.”

Between 1917 and 1921 the Bolsheviks tried to substitute a unified
economic plan for the ‘znarchy’ of the market. Production for
exchange, which characterized the commodity mode of production,
would be replaced by production for direct use. The irrationality of the
capitalist mode of production would be overcome in strict accordance
to Marxian principles.

In economic life the Marxian project entailed eliminating the
constant struggle between competing autonomous private interests
on the economic scene by bringing economic iife under conscious
public contral. It was this process of bringing all of economic life
under conscious centrol that pre-occupied the Bolsheviks upon com-
ing o power in 1917.

At Lenin's first appearance before the Party after the October
revolution in 1917, he gripped 'the edge of the reading stand, letting
his litzle winking eyes trave!l over the crowd as he stood there waiting,
apparently oblivious to the long-rolling ovation, which lasted several
minutes. When it finished, he said simply, "We shall now proceed to
construct the Socialist order!” ™

And proceed they did. Between 1917 and 1921 the Bolsheviks
aticmpied tu biing ail ceotivitie aeivity aided e woliboi s dizection
of the Supreme Economic Council. The attempt to abolish money
relations znd monetary calculation was pursued with a passion. This
was quite natural given their ideological program.

The Bolshevik project of rationalization and emancipation was
spelled out in the program adopred at the Eighth Congress in March
1919, In the realm of economic affairs, the Party program called for
expropriating the expropriators, increasing the productive forces of
society by eliminating the contradictions of capitalism, mobilizing
labor, organizing the trade unions, educating the workers and,
basically, sewrin)% 'the maximum solidarisation of the whole econ-
omic apparatus.” In order 1o accomplish this goal the Bolsheviks
established the Supreme Economic Council to bring economic
existence under rational control, i.e., substitute production for direct
use for the chaotic system of praduction for exchange that character-
ized the commodity mode of production, and seized the banks aad
merged them into a single state bank. The bank would become an
apparatus of unified book-keeping for society. The bank was to
become, to use Lenin's terminology, ‘the nodal point of public
accounting.”® Following Lenin, the Party program of the Eighth

26

THE ROAD TO NOWHERE

Congress stated thar 'Upon the basis of the nationalisation of banking,
the Russian Communist Party endeavours to promote a series of
measures favouring a moneyless system of account keeping, and

. paving the way for the abelition of money.”"

The rationalization of economic life under communism would
eliminate the waste of capitalist production and lead to increased
productivity. This burst of productivity would free individuals from
the ‘chains imposed upon them by nature.” The utopian promise of
the project was that ‘concurrently with the disappearance of man’s
tyranny over man, the tyranny of nature over man will likewise
vanish. Men and women will for the first time be able to lead a life
worthy of thinking beings instead of a life worthy of brute beasts."

The utopian aspiration, however, resulted in a nightmare by early
spring of 1921. In all arcas economic output fell far below pre-war
levels. [n 1921 the Soviet Union, as Stephen Cohen has pointed our,
lay

_in ruins, its national income one-thitd of the 1913 leve],
industrial production a fifth {output in some branches being
virtually zero), its transportation system sharrered, and

agricultural production so meager that a majority of the
mapalarian Barely cohsisred and millinps of arhers failed even

The Bolsheviks were forced to retreat from their attempt to
implement Marx's utopia and instead re-introduced market relations
of exchange and production with the New Economic Policy (NEP) in
the Spring of 1921, 'In atrempting to go over straight to communism,
Lenin wrote on 17 Qcrober 1921,

we, in the spring of 1921, sustained a more serious defear on the
economic front than any defeat inflicced upon us by Kelchak,
Deniken or Pilsudski. This defeat was much more serious,
significant and dangerous. It was expressed in the (solation of
the higher administrators of our economic policy from the
lower and their failure to produce that development of the
productive forces which the Programme of our Party regards as
vital and urgent.”

Whiie the NEP saw a modicum of the rule of law restored within the
Soviet Unicen this period was not without ambiguitics.u At the same
time that Lenin re-introduced marker mechanisms he outlawed all
political factions within Soviet politics, including factions within the
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Party. While denationalizing the majosiey ol industis the Bulsheviks
maintained control over the ‘tommanding heights’, eg., major
manufacturing and banking. At the height of the NEP, for example,
while only about 8 per ceat of industrial enterprises remained state
owned, that 8 per cent employed about 8% per cent of the industrial
labor force.

The NEP saw a great recovery from the cataclysm of the commu-
nist experiment with economic planning, but the system itself was a
massive interventionist system possessing its own dynamic, The NEP
had its own unintended and undesirable consequences. As Lerin
would write of the NEP system in the spring of 1922:

The machine refused to obey the hand thac guided it. It was like
a car that was going not in the direction the driver desired, but
in the direction someone else desired; as if it were being driven
by some mysterious, lawless hand, God knows whaose, perhaps
of a profiteer, or of a private capitalist, or of borh. Be that as it
may, the car is not going quite in the direction that the man ac
the wheel imagines, and often it goes in an altogether different
direction.”

Nar ~olv 4id the NEP fail ro produee rhe results the Bolsheviks had
intended, but the system evolved into a bureaucratic embarrassment.
No structural changes were introduced to the economic institutions
that were the legacy of war communism. The tasks of economic
insticutions were re-arranged but they were not dismantled. The
problem of bureaucracy in the Soviet Union led Lenin to declare that
the ‘state apparatus [had become] so deplorable, not to say wret-
ched.”” Buc with Lenin’s health failing throughout 1922 and his final
stroke on 10 March 1923, which ended his political activity for good,
the Soviet regime was left without a leader,

On 21 January 1924 V. L Lenin died and with him so did the public
ideology of Bolshevism. The resulting ambiguity and despair toward
socialist construction was the legacy of Lenin, Lenin had criticized
political bureaucracy, yet he established a political monopoly for the
Party. He argued for concessions to capitalism, but his legirimating
ideology demanded an assault on any hint of emerging capitalist
relations. Lenin ended his life staring at a stark contradiction.
Socialism rather than emancipating man by rationalizing social
existence delivered man into a new serfdom characterized by political
and economic irrationality.

The revolutionary cadre was caught in despair ‘Lenin had led his
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foliowe:s o the widerness only o die before he could ‘ead them
Pout.™® Despair and confusion plagued the Old Bolsheviks from the
Flime of the NEP until their demise at the hands of Stalin in the purges
Nof the 1930s. The Old Bolsheviks thoughe they had diagnosed the
disease thar plagued capitalist society, but wherever they applied the
Ebealing knife of socialist policy a new sore appeared. They believed
Fthat they had brought the truth to the Russian people and the world,
¥but in their mouth it sounded a lie. They promised to bring the living
B lifc to the masses, and where their voice was heard the trees withered
Kind died. By the late 1930s, the entire ruling cadre of the Old
'Boisheviks - Lenin, Bukharin, Trotsky, Zinoviev, Kamenev, Rykov,
B etc. - had been eliminated from the political scene by either fate or
B Sualin’s political maneuvering.” It was already by this time question-
able whethier the revolution was warth the suffering it wroughe
;'In addition to the ideological confusion that permeated the NEP
B period, the cconomy was plapued by recurring crises as a result of the
B government’s economic policies. Arbitrary government intervention
¥ destroyed the economic incentive to invest and produce in the official
marker sector, Because of the government’s agricultural policy at the
End of the NEP, peasants no longer had any incentive to marker their
% grzju Sul s LCdidilig L Lot aain O i e e TOTT TR Ne
marketings of grain in 1926 and 1927 were only 50 and 57 per cent of
the pre-war level although grain ourput at that time was almost
f equivalent to the pre-war level. The grain procurement crisis pro-
B vided the final justification for Stalin to begin his military assault on
W he Soviet economy. It was the ‘Grain Crisis’ that gave rise 10 the
B therorical justification for the 'de-kulakization” drive that brought an
B end o the NEP.

The paor cconomic results and the uncomfortable ideology of the
Bk NEP, along with fear of foreign intervention, led to Stalin's revolu-
i from above. Stalin with political power firmly in hand by 1927/
828 began his military sicge of economic life.

Soviet style socialism came o maturity under Stalin. It is import-
fant, however, to keep in mind that even at the height of collectiviza-
fition Stalin never again tried to abolish post-haste and completely
®/commodity relations of production and monetary calculation as the
. Bolsheviks had sought to do from 1917 to 1921.” Marxism became
Brander Stalin .merely a mobilizing ideology for power and not a
P-utopian aspiration for man’s emancipation. What emerged out of the
late 19205 was a nomenblatura system whose beneficiaries received
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‘1esingical justification from Marxism. This has been the case ever
since.

The Western textbook image of a rational, hierarchical, planned
economy, that was able to achieve tremendous growth {despite its
terrible costs) and transform the Soviet Union from a backward
peasant economy iAto 2 military and industrial power is an illusion.
The five-year planning system instituted during Stalin’s reign, as
Eugene Zaleski points out, could only be referred to as 'glanning' with
the greatest reserve, and it certainly was not rational.

The Soviet system merely gave the appearance of a centrally
planned system, when in reality the system depended crucially upon
decentralized decision-making processes to achicve any degree of
coordination.” There is no doubt that the historical operation of the
Soviet system was characterized by strong central power, but that did
ot affect its fundamental organizationa! form - at base the Soviet
system remained 2 commodity production economy. The capital
scructure of the Soviet economy Wwas fundamentally affected by central
decisions, particularly those of Stalin, on the direction of industrial
development. But, influencing the path of development is not the
same as organizing society in strict accordance to a cencral plan. The
11 pavernment could decide tomotrow to ban the preduction of steel
and this would radically cnauge i oiluciuic vl oo hmerioan
economy, but it would not abolish the decentralized processes of
market coordination.

The capital market onder conditions of public ownership was
simply replaced by another decentralized system, ane that was more
clumsy and less efficienc. The "plan’ was built up from the competing
requests of the various enterprises and ministries. The political
competiticn among rival pressure groups characterized the supreme’
cconomic decisions. The primary function of the plananing bur-
eauCracy was to serve asa supply agent and avoid the practice of free
price formation and monetary rationing. Capital resources, however,
are scarce and, therefore, must be rationed.

If a decree eliminates price competition as the rationing device to
coordinate econcmic decisions, then aleernarive methods will be relied
on to allocate scarce resources. A rent control, for example, which
fixes the legal price below the market clearing price will not only lead
to shortages of apartments, but also increase the use of non-price
competition to allocate scarce apartments. The price control produces
costs to the buyer, such as waiting in queues, and so forth, that are not
<imultaneously benefits to the seller. If the seller possesses any power
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to transform the deadweighr loss into a benefit for themselves they
will do »o Problems of discrimination, poor upkeep of apartments,
bribing of the landlord, etc., are all common phenomena in areas with
rent control. In the Soviet context, both in the consumer and producer
sectors, bribiog officials, illicic market transactions and special
privilege to polirical elites, emerged as predominant rasioning devices.

In addition, despite legal decrees to the contrary, private property
in the economic sense was never abolished. Those who exercised
control and decisicn-making power over existing resources were de
facto private owners, €.g., Managers of the factory, etc., even if the
daim was made chat they acted in the interest of society. These de
facto private ownership rights of public property, in fact, were the
primary source of private benefit from the Stalinist regime to those
who ‘own’ them.”

The above only concerns how the official ‘planned’ scctor oper-
ates. If we include the unofficial use of the market by planners, then
the image of a central, unified and rational plan becomes even more
questionable. First, Soviet planners carefully study world markets 1©
aid them in their planning decisions. Thus, as Sovict economic
journalist Vasily Selyunin writes, the Soviet planners belie the idea
that they can regulate economic life in strict accordance to the plan
her tee LBl ey wrrld rrends which are determined by
market forces, in otder to plan what we should produce. In doing so
‘they tacitly admit that there is a better means than ours for the
regulation, or rather self-regulation, of the economy.'” Second, the
black market is pervasive in the Soviet economy and the coordina-
tion of production and exchange activity even within the planned
sector, let alone che consumer sector, depends crucially upon its
existence,”

The Soviet economy never conformed to the ideal picture of a
rationally planned communist economy that would abolish com-
pletely comaodity production because that system is a hopeless and
unachievable utopia, as Mises demonstrated in theory in 1920 and
Soviet performance demonstrated in practice in 1921, The only
attempt to achieve that atopia (1917-21) ended in what William
Chamberlin described as ‘one of the greatest and most overwhelming
failures in l‘aistory.'(’T

The mature Sovict system evolved into a vast military bureaucratic
apparatus that yielded profits to those in positions of power.“ The
root of the Stalinist bureaucracy that plagued the Soviet economy,
however, lay in the original Marxian aspiration to plan the economic
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system rationally even if the original goal was unattainable. Stalinism
was, whether intended or not, the Jogical consequenice of Marxiat-
Leninism. The economic consequences of the Stalinist system were to
produce an entirely distocted industrial structure that notoriously
disregarded the consumption demands of the populace. In a very
important sense, the mature Soviet economy was, and continues to be,
a giant mal-invested capital structure where the preponderance of the
population goes to work in the wrang place to do the wrong job to
produce the wrong goads. Such is che legacy of Stalinist industrial
policy. '

It is important to understand the history and nature of the system
in order o grasp the meaning and task of the reforms under
Gorbachev. As Leonid Abalkin, one of Gorbachev's leading advisors,
wrote: 'No small number of difficulties arise in the theory and
practice of restructuring the economic and management system due to
the lack of thoroughly substantiated evaluations of many stages in our
economic construction.” Abalkin centinued by arguing that at a time
when the Sovier government was breaking with existing ‘forms,
methods, and structures,” they must clearly understand the legacy they

were renouncing. It would be ‘impuossible to assimilace the lessons of
Gl pdut b derermmine the satiaral avennes nf cocinaronnmin
development without substantial reform in economic theory, without
the formation of a new type of economic thinking that is radically
different from the past.'m

Perestroika, it must be understood, did not represent a move away
from Marxian central planning ~ that move was made by Lenin in
1921. Rather, perestroika at best represented a supposed improve-
ment of the bureaucratic system of economic management. But
understood at even that level, Gorbachev's reforms did not address the

challenge that lay before him from 1985 ro 1991.

GORBACHEV'S CHALLENGE

Production and distribution are inexorably connected. Though classi-
cal political economists treated production and distribution as analyti-
cally distinct that was a serious flaw in their analysis” Market
processes of production determine the income and functional distribu-
tion of productive factors, such as labor. Within a free-market process
there is no distributional process separate from the processes of
exchange and production. Facrors are paid according to the service
they render, or are perceived to render, to others in the marker. But in
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a system, like the former Soviet Union, where the state takes on the
role of distribution, weslth is transferred from one class ro another
based on political rationales. The ability of the state to transfer wealth
depends upon its ability ro extract economic rents from the productive
system wichout destroying completely the incentive to produce.

The history of the Soviet Union is filled with various ‘inventions’
by the ruling elite to extract rents from the populace; from the forced
grain requisicioning during war communism and the tax-in-kind
during the NEP to the collectivization and labor armies under Stafin.
The various attempts over the years to reform the Soviet system —
Khrushchev's 1957 sovmarkhoz rteforms; the Brezhnev-Kosygin
reforms of 1965 the 1973 industrial reorganization; and the 1979
reforms — were ali atrempts to improve economic efficiency, expand
the productive capability of the economy and enhance the well-being
of the apparatchiks. Perestroika should be viewed as a furcher atrempe
in this Soviet tradition of political economy.

The political distribution of wealth, which necessarily lives off
productive output of economic activity in a parasite-host relationship,
can be relied upon only to a point.m The tax state has its origins in the
private property order of the market system. Taxation is derived from
the revennes appropriated from the wealth created in the market,
Beyond a certain point economic producuvity wiil begin to deciine 101
response to overburdensome taxation, and at that point the economic
system enters a crisis. It is probably no exaggeration to say that the
most important factor determining economic productivity throughaout
the world is the system of rules governing the economy. An economy
lacking natural resources can flourish if the set of rules governing
social intercourse cultivates economic productivity, while an economy
rich in natural resources will decline under an unfavorable set of rules.

The peculiar art of Soviet economic policy was o balance an
ideological hatred of market relations, which justified the Party's
privileged position in society, with the reality of allowing enough
market production and exchange so that the Party's ability to extract
rents was not threatened. Soviet leaders were chosen for their abiliry
to uphold the fiction that the fictional reality of communism was not
fictitious. "The principle that capitalism (meaning reality) has to be
destroyed,” the French Sovietologist Alain Besancon states,

is therefore capped by another principle - enough capiralism
(meaning reality) must be preserved so that the power is not
threatened in its material and political base. The whole econ-
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amic art of the Savier gavernment consists in combining these
two principles so chat the socialist design of destroying
capitalism is achieved while the strength and vitality of the
Party-State on which depends the achievement of this task are
pnrsc:v:zd.ﬁ2

Besancon concludes that Lenin was the master cf this unique
Bolshevik art of economic policy. Gorbachev's reforms were con-
sistently in-line with this Bolshevik practice. It was this peculiar
Soviet economic tight-rope act that Gorbachev was attempting to
master with his zigs and zags between 1985 and 1991

Gorbachev inherited an economic mess when he rose to power in
1985. “The problems in the country’s development,” Gorbachev stated
i his Polstical Report of the CPSU Central Committee to the
Twenty-Seventh Congress of the Communisi Party of the Soviet
Union an 25 February 1986, grew more rapidly than they were being
solved. The inertness and rigidicy of the forms and methods of
management, the decline of dynamism in our work, and increased
bureaucracy — all this was doing no small damage. Signs of stagnation
had begun to surface in the life of society . . . Gorbachev insisted that
the top priority must be to ‘overcome the negative factors in socicty’s
soclo-economic deveiopment as rapidiy as possitie, aceeicrate 1w and
impart to it an essential dynamism, ©© learn from the lessons of the
past to a maximum extent,’ so that the decisions the party adopred for
the future would be absolutely clear and provide a resolute course of
action to remedy Soviet society’s ills.”

In his book, Perestroika, Gorbachev stated that the radical res-
tructuring of the cconomy was ‘an urgent necessity. Any deluy in
introducing perestroika, he argued, could lead 'to an exacerbated
intecnal situation in the near future, which, to put it bluntly, would
have been fraught with serious social, economic and political crises.™
In other words, Gorbachev needed to move 10 introduce enough
economic reality (meaning capitalism) to eliminate the threat to the
power base that had developed during the pre-Gorbachev era.

Gorbachev found himself in charge of an economy in decline. The
Novosibirsk Report by Tatyana Zaslavskaya, which was originally
presented in April 1983 ar a closed seminar organized by the
economics department of Communist Party Central Commirtee, the
USSR Academy of Sciences and Gosplan, argued that the 'social
mechanism of economic development as it fupctions at present in the
USSR does not ensure satisfactory results.” Poor labor habits and
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backward technalopy, she argued, were a ‘result of the degeneration of
the social mechanism of economic development’ which was structured
‘not to stimulate, but to thware the population’s useful economic

. 0% .
1 activity.® The solution to the problem, however, was not to be found
¢ in decentralization of economic activity. Rather the soluticn was to be

sought in perfecting the social mechanism of development, Le.,
improving the institution of planning to accelerate economic growth.
Abel Aganbegyan, Gorbachev's chief economic advisor in the early

. years of perestroika, argued thar the whole purpose of the new
. economic strategy was to reverse the declining trend in the rate of

growth of basic social and economic conditions in the past fifteen
yezars;.66 By the end of the 1960s, Aganbegyan argued in 2nother essay,

* measures of economic growth and social conditions in the health and
. . &
* housing sectors had deteriorated far below acceptable levels,

After over 70 years in power the Sovict system had produced for its
people a standard of living significantly less than atl the major
countries of Western Europe, the United States and Japan. As
mentioned above, the Soviet economy delivered a consumer bundle 1o
its citizens more appropriate o 2 Third World country than to a
world superpower. Consider, for example, datz on motor vehicles per
wdpitd b he Danted i i BUIDCL i pusbCHgUT waio pri GULU
people in 1983 was 540, while in the Soviet Unijon that figure was 36
Perhaps more importantly, the figure in other Sovier bloc nations
during the same year was better than that in the Soviet Union. For
example, passenger cars per 1,000 people in Hungary was 118 and
Poland 87 in 1983, and 1985 data show that in East Germany that
number was 180 and in Czechoslovakia 163. The data on telephones
per capita also provides evidence of the failing Soviet economy. In
1944, telephone units per 100 population was 76 in the United States,
but only 9.8 in the Soviet Union. At the same time, in East Germany
there were 21.1 telephone units per 100 population and 22.6 units in
Czechoslovakia. Also consider the evidence on infant mortality.
Deaths in the first year per 1,000 births for 1985 were 23.1 in the
Soviet Union, 17.% in Poland, 15.3 In Czechoslovakia, 104 in the
United States and 9.2 in East Germany.®

Even consumption of certain basic food items in the Soviet Unton
was lower than its Eastern Bloc neighbors. For example, in 1984, as
Gertrude Schroeder pointed out, ‘per capita consumption of meat in
the USSR was GOkg. compared with 75 in Bulgaria, 78 in Hungary, 94
in the GDR, 84 in Czechoslovakia, and 64 in Poland.” Clearly the
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Soviet economy that Mokbail Gurbadhiev anbented wis, at best,

struggling and, ar worst, teetering on the edge of an abyss.

The former Soviet system simply failed to provide for its citizens.
There was no systemic connection between production and consump-
tion in the economy. The Soviet consumer simply did not matter.
Decent medical care or housing, or even the basic nutritional
necessitics of life, simply could not be had by the average Soviet
citizen through official channels.” Data on health and human services
in the former Soviet Union document this point in gruesome detail.
Since 1964, life expectancy had fallen from 67 10 62 for men and from
26 10 73 for women.” Lack of available birth control led to a situation
where it was estimazed that each woman would have between 8 and
14 abortions i her lifetime.

The housing situation also grew acute. In 1981, 20 per cent of
Moscow's population still lived in communal :q:mrnm:nu;.H The
housing shortage was a direct legacy of Lenin, who had declared that
housing space should be atlorted at 9 square meters per head. In 1979
Pravda reported that there was 12.1 square meters per person
including kitchen and bathroom, one-third the corresponding figure
in the West.!' The system failed at both & microeconomic and
B ﬁ""'.w:w‘.:!'.\.\ Tt"\'[‘!

It was within this economic context that Gorbachev announced his
plans for che radical restructuring of the Sceviet economy. The social
and political context, in addition, was one of a growing Cynicism as the
corruption of the Brezhaev era was too blatant to be ignored. The
economic stagnation and the social cynicism combined to produce a
corrupt situation which, as Konstantin Simis described, infected ‘the
ruling apparatus of the Soviet Union from top tw bottom’ and had
spread through out the whole society 'to all spheres of life.”

This is why Gorbachev argued that he had 'no time to lose.” Speed
was of the essence, he stated, 1o overcome the lag, to get out of the
quagmire of conservatism, and to break the inertia of stagnation.‘m
The bureaucracy would resist change, but this obstacle must be
overcome if there was to be any chance of real restructuring of the
Sovier economy. Perestroika, Gorbachev argued, ‘'means a resolute and
radical elimination of obstacles hindering social and economic
development, of outdated methods of managing the economy and of
dogmatic stereotype mentality.” He understood that perestraika
would affect the interests of many people, in fact, che whole society.
And, as he put i, ‘demolition provokes conflicts and sometimes fierce
clzshes berween the old and the new o
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[Selyunin summed up the problem confronring pereseroika nicely
e existing bureaucratic machine,’ he argued, ‘cannot be incorpor-
ated in restructuring. It can be broken up and eliminated, but not
estructured,” Succumbing to the conservative pressure from the
bureaucracs and the ordinary people who fear independence’ and
tharsh economic realities” and, therefore, argue for gradualism, will
andermine and discredit the whole reform package. "Losing time,
Selyunin argued, ‘'mcans losing everything.” It would be ‘usefess to
g gradually incroduce new rules into the existing system’ since the old
system possesses tremendous inertia and will reject all challenges to
the established order. The only thing that could be accomplished with
-gradualism was a discrediting of reforms. ' “You see, years have been

wasted on talk, and one can't see any changes.” History will not
% forgive us if we miss our chance. An abyss must be crossed in a single
iileap — you can’t make it in two.”?

This was Gorbachev’s challenge. How does one reform a political
economy with such entrenched special interest groups? The planning
bureaucrats did not wish to resign their posts voluntarily. Bur, as
‘Nikolai Shmelev stated, either the Soviet Union would move forward
with real reforms and break with the past method of eccnomic
administrarion or the system would ‘turn into a backward, stagnant
state that | would| be an exampie to the enure worid ul oW Ul W
organize £Lonomic tife” The choice that faced Gorbachev and the
Saviet people was clear, Selyunin stared, ‘either the feeble but absalute
power of administrators and the inevitable collapse of the economy,
r rescructuring with good chances for salvation.”™

Besides fighting a bureaucracy that produced for itself - the
cconomic legacy of the Savier regime — Gorbachev had to fight agatnst
¥ the cultural legacy of the regime.”’ The cultural legacy of Soviet rule
was {)erccivcd 45 one of the biggest impediments o real restructur-
“ing™ Complains ranged from concern about higher prices and lack of
S “ €CONOMIC securicy (o envy over profit making and income im:qualiry.as

This should not have been surprising. The Gorbachev reforms, if they
“had represented a sincere effort at 'marketization, would have
- brought with them, at least temporarily, the so-called three warse sins
" of capitalism: higher pricer as the market adjusted to years of
artificially suppressed prices, anemploymeni as some of the pre-
" viously subsidized firms were forced out of business and income
inequality as entrepreneurs carned profits by satislying consumer
-~ demand.

It -
a

Perestroika, cherefore, confronted both an economic legacy of a
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distorted industrial structure with entendied specal laserests, and a

cultural légacy which resisted change. This is the essence of the
challenge Gorbachev confronted. He tried t0 enlist the Soviet
intellectuals through glasnost to aid him in the endeavor. Bur the
ambiguity and paradoxes within perestroika eventually undermined
the alliance with liberal intellectuals through glasnost. The paradox ia
perestroika, as Gorbachev perceived the reforms, was that he needed
strong cencral control to accomplish a great decentralization of
economic decision-making. If he was successful he would lose cen-
cralized control to forces that could threaten his political authority.
Gorbachey was certainly aware of the risks of his straregy and,
therefore, must have believed that either he could withstand the
pressure or he did not really intend systematic ceform™ If o
systematic reform was forthcoming, though, then he ran the risk of
alienaring his strongest supporeers - Soviet intellectuals who enjoyed
the fruits of glasnost.

Gorbachev's challenge was real. We know from the study of public
choice thar policy formation within democratic regimes tends to
produce policies that possess a bias toward short-term and easily
identifiable benefits at the expense of long-term and largely hidden
i W Gorbachey' o feond pereareniln renmised - if it was o
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be a sincere effort at marketization - was short-term and casily
identifiable costs and long-term and largely hidden benefits. Within a
democratic regime, despite the economic logic of such a program, that
would mean political suicide. Perhaps an examination of the reform
package Gorbachev introduced will give us an indication of how he
intended to confront that logic and why his approach ended in failure.

A AR A

THE GORBACHEV REFORM PACKAGE

The syscem Gorbachev inherited was economically and politicaily
bankrupt, Both internal and external debt were enormous, petsistent
shortages and poor quality products characterized economic life, a
tremendous technological gap existed between the Soviet Union and
the Wes: and the promise of an integrated Luropean Lconomic
Community in 1992 would highlight che Scviet economic failure,
Gorbachev's strategy, decidedly different from the reform path
chosen in China, was to institute political, culeural and economic
reform. Perestroika (restructuring), glasmoss (public frankness),
Noyoe Myshleniye (new thinking) and uskorenie (acceleration)
became the 'buzz-words’ of the Gorbachev era. Beginning with the
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"Principles of Restrneturing: Revolutionary Narure of Thinking and
Acting, Pravda (5 April 1988) the Gorbachev era was derined, at least
in rhetoric if not always in practice, by radical reform in the political
economy of Soviet socialism.

. There was, though, a fundamenta! ambiguity within the reforms
from the beginning. The ambiguity was apparent wichin Gorbachev's
words and deeds. Gorbachev's first policies for renewal were an anti-
- alcohol campaign, and industrial and agricultural ceatralization with
super-ministries, Not exactly an auspicious stare for a liberal

B reformer. Decentralization efforts in economic reform really only

emerped in 1987

Moreover, Gorbachev wanting to reduce the Soviet burden had de
facto repudiated the Brezhnev docerine. In fact, he applauded the
reforms in Eastern Europe of 1989. At the same cime, however, he
acted with hesitation and tregidnrion toward the independence
movement in the Baltic nations.”

In addition, while the rhetoric of perestroika from 1987 o 1991
moved beyond calls for worker discipline and industrial intensifica-
tion, and instead demanded the freeing of econemic life to stimulate
private initiative, Gorbachev continually postponed fundamental
economic reform claiming that the people would not tolerate econ-
omic Ch:lngc.m Ths coustant shiftlig vl pllicy cwil wviaciey Fin
credibility. For all the calk about renewal and restrucruring, Gorba-
chev had nothing to show on the economic front.

The program of perestroika was filled with ambiguities and
inconsistencies and on several levels never did ger ac che real
problems confronting the Soviet economy. Alice Gorlin upen examin-
ing the original Gorbachev strategy concluded that his efforts would
have only a marginal impact because they did not address the real
problems within the s.ystem.uT The basic cconomic institutions would
remain intact. The system would remain much too bureaucratic to
expect any significant change. Second, even though new individuals
have replaced the previous ministers and bureaucrats, they have as
much a vested interest in preserving the current system from which
they benefit as did their predecessors.

The Gorbachey reforms, as represented in some of the crucial
documents and reforms - specifically, the Law on State Enterprises
and the Price Reforms - reveal no coherent strategy for economic
renewal. For example, the Law on State Enterprises, which as
Gorbachev stated, was of ‘primary importance’ to the £CoNOMmIc
reform, was instituted on 1 January 1988." The law was supposed to

|
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grant financial autonomy o enterprises. Firms that could not cover
their expenses were no longer to receive subsidization from the state.
The intent of the law was to transform firms into fully seif-
accounting, seif-financing and self-managed entities. But enterprises
were still subject 1o state control both in their pricing and output
policy. Despite the rhetoric and promise of enterprise autonomy the
Law on State Enterprises did not go nearly far enough to meet the
objectives of real economic reform.

An even bigger ambiguity within the Gorbachev reform process
was probably in the area of price reform. loitially, price reform was to
come in 1989, then 1990, and finally it was postponed with the
disclaimer that the Soviet people would rather wait on line than pay
higher prices.m Every time Gorbachev debated freeing up prices there
was 2 run on the state run stores. This just exacerbated the shortage
problem already plaguing the Soviet system. Shortages of everything
at che state stores became the common condition.” So Gorbachev
promised to bring relief through subsidized basic products and the
whole process of reform was stalled.

Morcover, what was meant by price reform under Gorbachev was
never very clear. Aganbegyatl, fui CAdiipt, Stared bt oandes peres
troika a ‘radical and total reform of price formation is envisaged’ but
this did not include the wholesale adoption of free pricing, Prices

instead of established

in a veluntaristic fashion . .. will be based on social cosrs and
will czke into consideration the cost effectiveness of production
and the level of waorld prices shaped by the relations between
supply and demand. The prices will be reviewed at least once
every five years and will be closely tied 1o the indicators of five-
year plans ... The state wiil set up a certain method for
calculating prices, and the Prices Committee is being invested
with the task of assessing the rationale for contractual and free
prices. In particular, speculative Ericc increases aimed at excess-

ive profic will not be permitted. !

In other words, perestroika did not include a proposal to allow freely
fluctuating prices to guide exchange and production in a complex
economy, but rather it included a call for a better administration of
prices. Such a system of price administration should not have been
expected to produce any significant desirable results in terms of
restructuring the Soviet cconemy

These ambiguities were reflected in the economic policy debates
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Find the speed with which different Ipositions seemed on the rise only
t\o"bc defeated the following week” In October and November 1989,
% for example, it appeared as if Leonid Abalkin would push through a
R redical reform package, including the full adoption of private property
;"' free market priccs.” Abalkin’s program, however, was defeated in
B Decernber 1989 by the more cautious program of Nikolai Ryzhkov.m
B Then again io March 1990 it seemed that Ryzhkov would be removed
from power and that radical economic reforms would be instituted at
& the urging of Abalkin and Gorbachev's personal economic advisos
e Nikolai Petrakov.” Even in early April 1990 Soviet officials were
P arguing chat there was a good chance they would institute radical
economic refo‘rrms similar to the program instituted in Poland as of 1
p January 1990.” But by the end of April 1990 market reforms were
_posrponed indefinitcly.m And, then, in August and September 1990, it

8 was reported that Gorbachev had finally decided decisively for radical
Y market reforms with che adoption of the Shatalin "500-Dazy’ plan.
* However, as with all the other reform packages the 500-day plan was
F rejected in favor of a Gorbachev compromise program with the old
Soviet institutions of economic management which basically
movare! ooooe reformoae 2!

This inconsistency, coupled with the iscoherent reform package,
resulted in lackluster economic results. The economic performance of
the official sector under perestroika was less than desirable. As
Aganbegyan admitred in his book, Inside Perestroika, from 1985 to
1988 policy-makers had not been able to reduce the problem of
shorrages and pent up consumer demand.” Moreover, the 190 plan
sdmitted that ‘of the 178 highly important types of output that are
under state statistical monitoring, the production of 62 was lower in
the first eight months of this year than during the same period of last
ycanm Such basic items as petroleum, coal, gasoline and diesel fuel,

fertilizers, chemical fibers, sawtimber, pulp, cardboard, hosiery, sugar
:nd Hour were all in short supply. The Soviet economy by 1989 was in
Bleven worse shape than it was in 1985. The living standards of the
,pcople had not improved. There were shortages of almost everything
£n the official market, cven in Moscow. The collapse of the official

k' market continved throughout the history of perestroika. By the
summer of 1990, most products were acquired cutside the official state
irc:t:nil distribution system. It was estimated that 42 per cent of meat
! products, 55 per cent of vegetables, 20 per cent of milk, 75 per cent of
“potatoes and 44 per cent of epgs were sold outside the state
distribution system.
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Gurbache's own Lesitazion and in
problems of reform - which would be difficult enough under even the
best of conditions.” Gorbachev and his advisors were prisoners of a
mode of thinking which could not grasp the basic functions of
markets, nor could they appreciate the insticutional

capitalist
for the successful functioning of markets.

preconditions necessary
This inability resulted in conceptual weaknesses in the reform
102

package which wndermined perestroika.

The reforms introduced during the Gorbachey era did not represent
2 radical restructuring of the Soviet cconomic system. More accurately
they represented a radical realignmeat af special interest groups from
those who benefited under Brezhnev 10 those who would benefit
snder Gorbachev.'” One must infer from his efforts that Gorbachev's
intent was simply ‘a revitalization of the old rﬁ‘gime.'lm Nothing in
the reform package would have been able to overcome the basic
strucrural problems faciag the Soviet system. As Marjorie Brady,
deputy director of the Russian Research Foundation in Londen,
Gorbachev neither rejected the socialist system of
planning nor embraced the idea of a free market. Gorbachev
envisaged, instead, 2 ‘law-governed economy’, a ‘corporativist ideal’ if
.o will Gnrbachev, she stated. was 'bent on creating economic
structures of a kind that would scarcely tind tavor with ihe Austin oz
Chicago schools of economic rhought.'w In this assessment she was
quite correct. And, unforrunately for the peoples of the former Soviet
Unicn, not only did the reforms fail to restructure the system, they
actually accelerated the decline of their standard of living as officially

1
measured.

pointed out,

DOES ECONOMICS HAVE A USEFUL PAST?

One of the most common complaints heard concerning the transition
of the economies in East and Central Europe and the former Soviet
Union, is that there does not exist a transitional model. But this
overlooks the several experiences in history in which strong central
governments have been turned back and market cconomies have
flourished.

Yuri Maltsev argues that the models of Spain, Taiwan and Korea
are sugg::stiw.-.m;r Post-Second World War reconstruction also offers
several historical models of cransformation. The West German
‘economic miracle’ of Ludwig Erhard speaks well of the positive effect
sf immediate abolition of price contrals.'™ The Hong Kong 'miracle’
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iy also sugpestive Alvin Rabushka conerasts the economic develop-
ment of the three Chinas - maialand China, Tarwan and Hong Koag
- in the post-Second World War era. By analyzing three jurisdictions
with 2 common cultural heritage, Rabushka demonstrates that pro-
~sperity depends far more upon economic institutions than cultural
craits oc natural resources.” The institutional rules that govern
economic activity either promote or discourage £conamic prosperity.
The economic bencfits of a free market require the underlying
insticutions chat sustain the system: free entry and private property
protected by a rule of law. These are indispensable insights for
drawing up a workable economic and political consticution for the
B post-communist world.

5

Another suggestive approach ta the problem of the transition from
strong central government (o greater economic freedom that has
. jT direct relevance to the economies in Eastern Europe and the Soviet
3‘~: Union is Hernando DeSato’s The Other Path."'® DeSoto documents
" % the vast underground economy in operation in Peru, Peru's economic
problem is not the people’s lack of initiative nor any cultural
resistance to capitalism buc an pver-regulated economic environment,
“Productive activity flees to the underground to escape the regulatory
and taxing power of a bloated bureaucracy. The underground econ-
Comy was absu u otajee part of Che Sonier oy Loas well
representing in scme estimates up to 30 per cent of GNP and
employing over 20 million in the Soviet Union."' Would-be
reformers must provide the incentives 0 economic actors to bring the
vast energies devoted to the underground economy to the legitimate
economy. [a order to do that, firm rights to private praperty have to
be established, consumer and producer subsidies must be climinated,
% prices must be completely deregulated and taxation must be limited.
The characterization of the situation in the East as one of trying to
make an aquarium out of fish soup is not as apt as it is literary.
% Eeonomic life was not destroyed in the former Eastern Bloc, just
channelled in a different direction. The reform rtask is one of
lrcdirecting the economic energy of the population roward productive
sctivity that has something to do with the satisfaction of consumer
‘demand.

R R S O

CONCLUSION

f the disease that plagued the former Soviet economy was mis-
:diagnosed, then that was because the basic anatomy of the Soviet
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systein way bittle waderstood by the Juciors of Savierology Gorha-
chev’s policy of glasnost eliminated the ability to attribute the failure
of the Soviet system to the historical backwardness of the country.
Life under the Czars certainly was not very good, but in many
respects, life under the communist system was even worse. Through-
our its history much of the Soviet population lived in a state of
constant fear brought on by the reality of arbitrary political terror.

On the economic front, Savict citizens did not fare much beteer. Itis
2 mistaken argument to suggest that Soviet citizens traded-off
Western style consumerism for Soviet style security. Sure enough, the
scciety enacted a cradle to the grave security blanket. But that blanket
did no¢ provide much comfort. Sovict consumers were forced to wait
in long queues in order to acquire products of poor quality. Pride in
one's work and the psychological benefits of self-fulfillment were
suppressed by an institutional structure which discouraged an ethic of
workmanship. The social compact in the former Soviet Union was ‘we
pretend o work and you pretend to pay us.

The labor situation in the distorted industrial structure of the Soviet
economy represented an implicit welfare system. Workers received

e wnrk ininhg ar erare run enrerprises that could not survive
a market test. Pavel Bunich, a reform economist 1n the tormer dovict
Union, has remarked that the Soviet Union had the highest unem-
ploymenr in the world. Unfortunartely, he added, the unemployed all
get salaries.? The structural incentives for enterprise managers
rewarded conformity with the gross output targets as opposed to cost
minimization. As a result, the Soviet labor marker was characterized
by an excess demand for labor. Overmanning resulted, bur simulta-
neously so did underemployment of workers as they produced goods
which were not valuable to consumers. With a ncar guarantee of
employment, and the low official pay differentials that existed
between employment grades, Soviet workers simply had no incentive
to exert much effort in their official state jobs.

The official low prices on Sovict products did not offset the low
salaries the state employces received. Low prices for goods that
cannot be bought at that price are economically meaningless. The
failings of the official system to provide gouds and services to Sovier
consumers forced everyone to rely on the illicit market to purchase
basic necessities and augment their paltry official work income.
‘Criminal’ economic behavior in the black market was both 2 normal
way of ife and un albatross scound the average citizen's neck. This

44

THE ROAD TO NOWHERE

Feconomic situation simply reinforced the Kafkaesque environment
thin which the Soviet people tound themselves.

- Gorbachev promised to change both the political and economic
& landscape of Soviet life. To a large extent he did through glasnost. But
B his success was also his failure. The Soviet system was simply not
W eformable. The political and cconomic irrationality that Soviet
Peitizens had to cope with was inherent in the institurional structure of

& The establishment of civil society and the unleashing of the
. uctive capacity of the population required 2 complete break with
& 1he old regime. Such a complete break, however, was not a task which
fthe Gorbachev government was up to, and as a result, the situation
Rmerely grew more acute from 1985 through 1991. Any claim
flegitimacy eroded from che official sector in both politics and
¥ cconomics. The situation of ‘dual power” berween the official stare and
8 the underground socicty that had always existed implicitly throughout
ESovice history emerged explicitly in the late 1980s as dissident
Pintellectuals and politicians vied for intellectual and political power
a new breed of encreprencurs sought their millions in the
fembryonic private market economy. This explicit challenge two the
ruling rier was a arcereary candision far the resurrection of a society
that had followed the ‘road to nowhere’ for over seventy years.
During the Gorbachev era, it seemed that the old order withstood
the challenge. But it turned out that the ruling nomenélatura had won
pscveral small battles only to lose the war as the Communist Party was
e replaced in December 1991 by Yeltsin's democratic Russia. It is not
yet clear whether the Yeltsin government will succeed in its
endeavors. Morcover, we still do nut have a clear picture of the drama
g of the Gorbachev years. The two ‘plays, however, are connccted. We
B nusc understand the moral of the story of the one, before we can
& begin cven to construct the tale of the other.
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1973), Perception, Opportunity and Profit (Chicago: University of
Chicago Press, 1979) and Discovery and the Capitalist Process (Chicago:
University of Chicago Press, 1985). Also see the interview with Kirzner
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John Maynard Keynes, ‘National self-sufficiency, The Yale Review
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the conveational critique of communism was that "We hate Communism
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makers - and an economic problem - where there are multiple ends
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for economic development. Wichout sustainable economic development,
moreover, military power erodes. On the difference between a society
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Ic has become a copybook maxim fo assert that the policy of "War
Communism’ was imposed on the Bolsheviks by the Civil War and
the foreign intervention. This is completely untrue, if only for the
reason that the first decrees on introduciog the “socialist ideal’
exactly ‘according to Marx in Soviet Russia were issued long before
the beginning of the Civil War {the decrees of Jan. 26 and Feb. 14,
1918, on the nationalization of the merchant fleet and of alt banks},
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while the last decree on the socialization of all small handiczaftsmen
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Aleksandras Sheromas, “Russia on the road to polirical and economic
freedom, in Richard Ebeling {ed.) Ausirian Econgmics: Perrpectives on
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