ECONOMIC BACKWARDNESS IN HISTORICAL PERSPECTIVE

lectual, for all those guilty innocents, abroad in the stream of industrializa-
tion, Marxism provided 2 welcome relief. And it also appearcd most
convenient to those who were primarily interested in civilizing the country
through the processes of industrialization as well as to those who desired

industrialization for nationalistic reasons.
I have referred to the fact that, as economic backwardness was being

" diminished in Russia by the process of industrialization, the temporary

reductions in the standard of living gave way to its improvement, and the
use of government finance in industrialization tended to be replaced by the
use of investment banking. In the period preceding the outbreak of World
War I, the results of the gréat upswing of the nmineties began to tell and
Russia was clearly moving to a new stage in its economic development.
It is perhaps not too hazardous to suggest that these gradations of back-
wardness in the economic and institutional spheres were, to some extent,
paralleled by similar processes in the sphere of ideology. '

The appearance of the Vekhi symposium (190g) with its broad at-
tack upon the intelligentsia’s traditional creeds is usually attributed to the
general climate of reaction which followed in the wake of the defeat of
the 1905 Revolution. It is true that the strictures of the symposium were
not directed against Marxism alone; nor could it be said that revision of
attitudes toward industrialization was the primary concern of the seven
contributors. Still it seems reasonable to suggest that Vekhi reflected a
fundamental fact: the sway of Marxism over the minds of the intelligentsia
had been weakened as a result of the progressing industrializa
country. Radkey suggests that Stolypin’s reform imparted 2

to Russian agrarian socialism. 1f the course of the reform hafl [not been
interrupted, the blow might well have been a final one. The prpspects of
Marsxian socialism were much less dim because the continued| growth of

the industrial labor force was bound to strengthen the Social mocratic
Party and the trade unions. But this process was perfectly com tible with
a decline in the appeal of orthodox Marxian ideas to the intelligentsia,
even though the rate of that decline was not hastened by the ynyielding
policies of the autocracy. Thus, from two sides the foundations| vere being
laid for the development of a nonsocialist, bourgeois ideology In Russia.
For the understanding of the significance of the intellectual
that have been discussed here, these processes deserve to b
even though they were, of course, halted and reversed by the|ohtbreak of
war and revolution.

Thus, for 2 number of reasons, the victory of Marxism i
tionary Russia was neither as complete nor as final as is offenr believed.
But what about the reversal just mentioned? Did not the Bolshevik revo-
Jution constitute the second and this time both the complepej and final
victory of Marxism in Russia? “This is claimed by the comnunis opnio
and corroborated by the appearances. It seems to me that | Alexander
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Erlich’s paper performs a valuable service in showwig, ot least indircctly
that the extent of that victory may be easily exagg(‘:‘rli"ﬂ‘ T ey rhie 4
not to deny, of course, the obvious fact that Marxism - -
been t‘:leval.:ed-—-or lowered — to the position of absolutc i+
even in this respect a somewhat more penetrating view would eastly dis-
close that much of what goes in Soviet Russia under the name of the
established doctrine has in reality little, or nothing, to do with Marxism
however gene_rous]y we may conceive the term. That the Sovict govern:
ment can derive considerable political advantages from evoking the image
of an unchanged system of basic beliefs is clear. It should be equall cie%r
that to accept that deliberately misleading image would be to bar ou):'qe]v‘eq
from perceiving important processes of change in Soviet ideology and from
u.n_derstam}mg the relation of that ideology to political and economic de-
cisions which in the course of nearly four decades have hewed and shaped
the economy of the country. e P
‘ Few would disagree that among those decisions the decision taken
in the_: s_ccolnd half of the twenties to embark upon the road oé rapid in-
dustrialization and collectivization of agriculture occupies the centrs(tlp lace
In a general sense, that decision seemed to be broadly consonant witFl)x‘t! '
general tenor of accepted Marxian doctrines. But as soon as we 1;2
tempted to attribute the great change that concluded the NEf; )erind‘t
the influence of Marxism, we are inevitably baffled by a num[‘)ctE of f‘lCl’:
Ehat dc.u not ﬁt‘well into such an interpretation. The debates of the twer:tie"
in Soviet Russia with regard to the basic policies to be pursueld were hv's
gusly not debates between Marxians and non-Marxians. They were Ocm::':'
t(;u:ted l;yr\geop!e wh? from early youth had been bred and steeped in the
nets of Marxism. To suggest that Stalin was a better Marxian than, say,

Bukharin or Preobrazhenski makes good sense within the context of a -

Soviet pllxrge.trial, but is meaningless without it. What Erlich has described
so well in his paper is the great break in Stalin’s thinking on'£11e suhj
of industrialization and his attitude toward the peasants, e
. A'fter having asserted the need to preserve the smychka, after having
;::llilr[lst::‘megf::ath thF rate of growth in agri?u]ture would exceed that of
nd y, after having dragged out of the historical cupboard the populist
skeleton of internal market, and after having accused his o onents of
m;lr.sn}::g plans to c.xpln.it the peasantry, Stalin embarked up(lzaiz a p(;]igy
hw' ic “;as contr.adtc.tmwly opposed to his previous views, What had caused
im to change his mind? Surely not a belated remembrance of the Marxia
prefe-ren-ce for large-scale units in agricuiture, Erlich rightly ment e
the stg'mﬁcan.ce of the disastrously declining volume of grain c{eliveri mtls
the cities. It is not unlikely that toward the end of the NEP period azstl .
prewar capacity of Russian industry was being attained andp consi’de;"ﬂ ;e
mﬂqtlonary pressures developed, the Russian economy was headed t()“;'!)l‘((;
an impasse and that the traditional measures of higher prices or higiier
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“taxes were politically intolerable and could not be used to break the dead-
lock. The bold idea of a large investment effort compressed within the
period of a few years in order to break the deadlock from .the commodity
side — because it could not be broken from the money ade—s@;er_ns: to
have been the original purpose of the First Five Year Plan. Colléctiviza-
tion was to remain within moderate limits and its purpose — not unlike
that of Stolypin — was to buttress the industrial program by creating for
the regime some points d’appui in the villages. When the bitter rdsistance
of the peasantry to collectivization threate.n.ed to develop into|a full-
fledged civil war, the nature of the collectivization policy was ¢ anged.
From an infiltrating operation it evolved into 2 frontal att?c)k upon the
peasantry. And once the great gamble was won, once Russia’s great op-
portunity to rid herself of the dictatorship was lost and the peasantry was
well encased in the strait jacket of the kolkhoz — once the produce of
the land could be appropriated by the government, however .sm.all the
quid pro quo in terms of industrial products — the need for a limited in-
dustrialization program designed to re-establish the monetary equilibrium
in the country was removed. Industrialization could apd did become an
end in itself or, rather, a means for further strengthening of the internal
and external power of the Soviet government. o

There is a certain tendency nowadays to view Soviet intellectual
history from a static point of view. Such a view, probably inadequate at
all times, is particularly unsatisfactory when applied to a period gf very
rapid social change. That an ideology is likely to undergo co siderable
changes as the social movement with which it is associated pass¢s from a
purely intellectual to an organizational and then to a “po'wer sthge has
been impressively shown by R. Mayreder. In this parucuI;}r cgse, the
changes have been momentous indeed. Basic tenets of Marxian| ileology
suffered a radical revision. One may refer alone to such pillays| of the
Marxian edifice as the view on the role of great men in histdry, the
principle of internationalism, the marcescence of the state, and the idea

4tion of

Stalin, the excesses of Soviet Russian chauvinism, the hypertrophy] of the

Soviet state, and the deliberate policy of a far-reaching income diff¢rentia-
tion. To be sure, all these have been incorporated by the Sovigty into a
body of ideology that still goes under the name of Marxism. A tatglitarian

dictatorship which monopolizes the instruments of communicagion need
not fear the charge of inconsistency when it tries to create [tHe false
impression of ideological constancy. Stalin’s clumsy but persistent artempts
in his Economic Problems of Socialism to preserve the Marxiany foncept
of economic law in conditions which are patently unsuitable for thE concept
provide a vivid illustration of the importance which the regime agtributes
to ideological stability. But all this should not prevent scholarly ppinion
from recognizing that the name of Soviet ideology has long becornd Schall
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und Rauch, even though — to continue Goethe’s line — what is thus
shrouded in fog has nothing to do with heavenly fire. No, the October
Revolution did not carry with it a complete victory of Marxism. Quite
the contrary, it is tempting to suggest that in a very real sense the advent
of the Bolsheviks to power spelled the end of Marxian ideology in Russia.

‘Thus one cannot help observing the subsidiary character of the gen-
erally recognized and much advertised ideologies in their relation to eco-
nomic development in Russia, The problem, of course, s not one of meta-
physical choice between “idealistic”” or “materialistic” factors. Also Stalin’s
libido dominandi had an ideology and a value system of its own. Without
it, his reaction to the situation as it developed in the second half of the
1920s may well have been very different. What is so surprising, rather,
is how little the different ideas which have dominated the visible flow of
Russian intellectual history for the last hundred and fifty years can be said
to have exercised a determining influence upon the sequence of economic
events and the course of economic change in the country. Those who dis-
agree with this view might wish to point to the persistent clamor — from
Radishchev to 1861 — for the liberation of the peasantry, In some meas-
ure, the point would be well taken. But its validity does not extend beyond
the significance which, among a large variety of competing factors, can be
imputed to the attitudes of the intelligentsia as one of the forces that
prompted the act of emancipation. And one must beware of overrating that
significance,

Perhaps a few words on the general significance of the Russian intel-
lectual experience may be added in conclusion. In the last section of my
paper I stressed the connection between anti-industrial ideclogies (anti-
industrial socialism in particular) and the general conditions of economic
backwardness and expressed the view that, though in Russia the retarding
effect of such ideologies upon industrial development remained moderate
on the whole, it is likely to be much stronger in the underdeveloped coun-
tries of our day. We can now go one step beyond what was said in the
paper. If the argument in the present review is at all correct and the
intelligentsia’s approval of industrialization assumed the form of Marxism
because of the preceding intellectual history and the specific economic
backwardness of the country, then it is perhaps plausible to expect also
that industrialization of backward countries of our day may similarly pro-
ceed under the auspices of a rather radical ideology. In a broad sense, this
would be only a repetition of what occurred in European countries of the
nineteenth century.

And yet the situation is a rather different one in important respects.
As intimated before, the connection between such a radical ideology and
industrialization tended to characterize just the first phase of the rapid
spurt of modern economic development.” Saint-Simonism was a powerful
force in France of the fifties; it was dead and buried in France a quarter
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of a century later. The influence of Marxism was on the decline in Russia
after the 1905 Revolution and in addition Marxian ideology itself was in
2 state of transformation through infusion of revisionist elements. There
is little doubt that those changes were the effect of the very success of in-
dustrialization. Can we assume that in backward countries, too, the specific
connection between industrialization and Marxian ideology will remain
a temporary one? Can we take it for granted that previous patterns will
faithfully reproduce themselves in contemporary conditions in backward
countries? Again we must point to the differences between the twentieth

and the nineteenth centuries. On the one hand, it is often claimed that the

pressure for rapid increases in the levels of consumption is particularly
strong in underdeveloped countries and some observers ( Ragnar Nurkse, for
instance) speak of the “international demonstration effect,” that is, of
the keen desire of underdeveloped countries to adopt quickly the full con~
sumption pattern of the advanced countries. Considering that any sustained
industrialization effort will presumably require a temporary decline in
consumption levels, the discrepancy between wish and reality is likely to
become as large as it will be painful, This consequence must be particularly
strong in those underdeveloped countries where the pressure of over-
population is very considerable. As an incidental by-product of this discrep-
ancy, a good deal of credence will be lent to the theory of increasing
misery, and the temporary decline in consumers’ welfare will be taken as
flowing irvesistibly from an inevitable law of capitalist industrialization, thus
reinforcing the belief in the validity of Marxian theories.

On the other hand, as has been indicated before, the inte igLentsia in
those countries is in a position of doing things rather than ph opophizing
about them. Whereas in Russia the influence of Marxism may pt length
have caused young men to study engineering rather than ph Iqsophy or
philology, in a modern underdeveloped country ideologies of thejtype dis-
cussed in these papers may at least for some time become mgin deter-
minants of action and, specifically, the influence of Marxism mpy be di-
rectly translated into practical governmental policies. Mordoyer, it is
likely to be an altogether different brand of Marxism, strongly in-
fluenced and distorted by ideological importations from Seyiqt Russia.
Russian Marxism began to evolve very early in a revisionigt direction.
What happened in Russia under the impact of the First World War may
be regarded as a tragic accident brought about by extraneous circymstances.
But developments in present-day backward countries may |fpllow the
Russian path as a result of a much mor¢ continuous play of intgrhal forces.

The situation no doubt is complex and shot through withiirrational
elements. Increase in the levels of consumption of the people seems to be
the primary concern. Slow industrialization or its absence is dbcried be-
cause standards of living are not raised quickly enough. Butlalso very
rapid industrialization leading to a passing reduction in standatdg of living
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is dl.]kell.y to arouse formi_dahle opposition and to result in considerable
:]a ica Izba]":"]:n of both the‘ intelligentsia and the population, And, illogically
k;z es(tla is n;]ent of a dictatorship upon the Soviet pattern, which would’
p down the levels of consumption permanently, may begin to loom
izr: natural solution to those who fail to realize that both their genuine
passion for popular misery and the ideology of Marxism would be
among the first victims of such a dictatorship.
f hThus, no easy l.n_ferences can be drawn from the Russian experience
tor the present conditions in underdeveloped countries. Lessons from his-
};er are precarious at all times, and perhaps never more so than in this case
ut to say this does not mean that the Russia , :
of possibilitics that may be worth considering.
e If. ;]t 1s true th:-.lt both rapid industrialization and its absence are preg-
" ;e w:;1 gfrave 'genlfl, the question should at least be raised whether or n%)t
riod of rapid industrialization, suffici
: y sufficiently long to turn v
2 pe Tapic . pward the
be:w(::eof Pe; capita consumption, may be expected to break the fatal link
“normnl_ m"ustrmifzanc.m and radical ideology. If it is likely at all to
Europg;;,z?ndth: .sr]t.uat{on mdtcrms of the Mhistorical experience of Woest
ustrialization and to eliminate the da itari :
: ' nger of totalitari
:3;?£§hlpsi .thhen the essential problem would be to minimize the burdens
popmat?m:g 0r:tte oi{u;)vestment must impose upon the shoulders of the
concerned by generous injections of jtal l
countries, To follow such a : et a vanced
course no doubt involves g i
and a historian should ised i L oo e T
5 not be surprised if hardened ,
act on the basis of uncertain histori s, Tt is mot suwend
istorical analogies. It i
T ogies. It 1s not suggested that
mu{h ]:;);zld. B]udt Iperhaps they may be reminded of a2 much %ander and
re valid lesson of human history. In a situation where both action

nd Inaction app to l [
a a 0 car threaten sast t

€ dl aster. Ilc Statcsmall s Cll()lce Should ]]e
alIlOllg d]fferEH.t forllls Of action,

n experience is not suggestive

an dic-
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Some Aspects of Industrialization

in Bulgaria, 1878—1939
bty gl s

Un paese dove si verificano’sempre
le cause e non gli effetti. — Italo
Calvino, Il barone rampante

Tuz following discussion of some problems that have emerged
from Bulgarian industrial development before World War Ii) may
not prove directly pertinent to other countries of the Balkan Penin-
sula. It would seem, however, that the Bulgarian case may ¢ t some
additional light on the general patterns of European mldustr aE{zatétlm
in varying conditions of economic backwa{-dness.. It is concpivable,
therefore, that by a detour, as it were, conm‘del ation of the econor?ui
evolution in Bulgaria may yield some questions which may bg usefu
in studying the economic history of the whole peninsula.

The narrow scope of this essay naturally precludes any syste-
matic treatment. It must suffice to show the'refyults of some s.tatlstlcal
computations and then try to place them .thhm a plal'lSlble ipterpre-
tative framework. The essay is divided into two sections. The {?rst

presents the statistics of industrial change and the second 2 h storical

interpretation of that change.

I
The view is often expressed that Bulgarian economic lif¢ between

the country’s liberation from the Turks and its liberation [fom the

Germans was essentially characterized by inestia of men and|stagna-
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tion of things. At the same time, it is the last quarter of the nineteenth
century that is said to encompass the birth of Bulgarian “capitalism.”
Since the early days of Blagoev —the Bulgarian Plekhanov —
Marxian writers in Bulgaria stressed what they kept describing as
a momentous transformation of the country’s economy. They wel-
comed the change as the necessary prerequisite for the establishment
of socialism in Bulgaria. The concept of capitalism may be too big
for any reasonable manipulation, and there will be some opportunity
later on to gauge the predictive or explanatory value of Marxian
concepts in an analysis of Bulgarian industrialization; in addition,
something more will have to be said about Marxism as a specific

industrialization ideology in conditions of economic backwardness,

What matters at this point, however, is to remain undisturbed by easy
generalization or conceptual grandiloquence and to establish a few

appropriate empirical magnitudes through which to approach the
nature of such economic evolution as may have taken place. The area-

of the so-called state-encouraged industry has readily suggested itself
for this purpose. 3

Through a number of legislative measures beginning in 1894
and continuing in 1897, 1905, 1909, and 1928, Bulgaria gave an
especially favored status to the leading segment of her industry
(manufacturing and mining). The benefits conferred were manifold
and comprised snter alia long-term tax exemptions and reductions,
rights of duty-free imports of machinery, raw matertals, and fuel,
reduction of freight rates by the railroads, gratis allocation of land
for factory construction, and assured preference with regard to gov-
ernment contracts. The quantitative importance of these measures will
be touched upon later. The important point is that in this fashion the
government developed a general interest in a number of industrial
enterprises and placed them under obligation to supply an unusually
extensive body of statistical information, including data on such mag-
nitudes as output, cost of raw materials, fuel and power, employment
and capital. The scope of the enterprises which were included in the
governmental scheme of encouragement varied from amendment to
amendment. Yet there seems to have been no major change of policy
with regard to the relative significance of the individual branches of
industry. At any rate, by excluding from consideration one or two
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' esof industrial endeavor (such as mines, sea-.salt production,
."‘ﬁgﬁ;fdf:;air shops), one can obt.ain series which, if n(f?t-abslf-
Jutely uniform over time,' are sufficiently homogeneous for the

< essay.? |

P“rP‘éS)‘;S t;f': ttl::::i: s:f);he data described in the follovying pages, it has
seemed possible to construct an index of .growt.h of 1nc-1ustr1al ou;put.
A more detailed description of the way in which th.e index ha:s eer;?
prepared will be found in Appendix I1, together with t?bulanons 0
basic data and citations of the sources used. A very brief summary
- t:e irtl :vidse;ellzzei:l;.t the data for the years before 1909 were too
inchoa'te and unreliable to warrant their inclusion in the mdex. Penod,
which was confined to the years 1909-1937. The computation v;'as
made for the initial and terminal years o'f the period andlaiso or
1929, all three years being ones of fairly high levels of emp oymegt.
2. Net value of output (at carrent prices) was comPuted by ei
ducting from the value of product the cost of raw materials and f\:llc
and (for 1929 and 1937) also thei cost of power used. Obviously,
the result represents but a.nbz;ppréomm;)hon to value added byjmanu-
i ix 11, Tables 6, 7, 8). .
facml;.n'%h(f c‘i?t:tniere cc;mputcd f’o: ten separate branches of infustry,
as will be seen from some of the tables included in the text. Thelr thl;-,r
scanty Bulgarian price information was scrutnq:zed for. what mig ; ;

termed the one or two strategic prices or price relatives of finishe
commodities or crucially important inputs for each of_the ten gr qu.

As a rule, no prices were available for 1909, and price averag or

1908-1912 had to be taken instead. If more than one prige was

ills i y i tion,
3 The case of the flour mills in 192y is one excep . )
* For information on the legislative measures and particularly on the ghanging

i i i Dneonitsi {Stenografichdsii) na

f state-encouraged industrial output, sce (Stet ; '
:;(:rl::too o;l'knownno Narodno Siubranie, Pirve Redouvna Sessiya, ).{X VI Aanrlr;:la
(Stenographic Records of the Eighth Ordinary People’s Assembly, Fu-st. Re'g Jl:; s(;
jon, 26th Meeting), November 25, 1894 (Sofia, 1895), text of the bill intreduce
l'; I' E. Geshov, p. 636; Christe T. Russeff, Dir Fortschritte der staatlich tmt.;r-
. E. y P wHlic ‘
:tj:mztm Fabriksindustrie in Bulgarien (Halle ad.$, 1.914), pp- 71 76p ﬁr: oa
vheniya kiim Stemografskite Dnevnitsi na XXIT obiknoveni Narodno Subm‘m;, tt':rv”
f i ; irdchenie na mestnata indugtriya

d Sessiva, Zakoni i resheniya, “Zakon na nasirc '
Ze\n::’;ato Sﬂm’ographic Records of he zand Ordtnary People’s Assembly Fnrf;t
Regular Session, Laws and Resolutions, “Law Concerning Encouragement of JYgmestic

Industry”), 11 (Sofia, 1928), 144-149.
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chosen to represent the group, some simple form of averaging was
applied. Because of the nature of price data available, two price indices
were computed for each of the ten groups: one for the period 1909~
1929 and one for the period 1929-1937. The indices for the two
groups were then spliced at their juncture in 1929 {Appendix 11,
Tables 10, 11, 12).

4. The resulting indices were used for deflating the net values of
output at current prices for the respective groups. The deflating op-
eration was threefold, resulting in net values of output at constant
prices of the years 1909, 1929, and 1937. Summation of outputs at
constant prices yielded values of total industrial output, with a price
index for total output implicit in the comparisons of values at
constant prices with those at current prices (Appendix II, Tables 1 3
14, 15). :

5- The manifold shortcomings of the procedure should be obvi-
ous. Variations in scope apart, the quality of the reporting of the basic
data must have varied considerably from branch to branch of industry,
depending énter alia on the prevailing scale of enterprise and espe-
cially on the degree of general “modernity” of the respective firms,
In particular, the mode chosen for deflating output figures at current
prices is far removed from the ideal of price indices in which prices of
all the products within a group appear properly weighted (a) with
their given-year outputs so as to yield an output index erected upon
base-year weights and (b) with their base-year outputs so as to yield
an output index erected upon given-year weights. All that can be said
in defense of the procedure used is that in several cases the prices
chosen seemed to be fairly representative of the general price move-
ment within the group; there is some advantage to a simple and
fairly transparent method as compared with an index based on a

considerable number of unspecified commodities combined by an in-
consistent or inapprepriate system of weights., On the other hand, it
must be noted that for 1929 (though not for 1937), in default of
suitable price information, values of output in four branches had to
be deflated by dint of the general price index. All in all, the index as
computed here cannot lay claim to great precision; yet it should de-

pict the main features of the country’s industrial evolution with
sufficient clarity.
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Table 1. Net induatrial output, state-encouraged industries (at constant prices)

(1909 = 100)

Base-weight year 1909 1929 1937
At prices of 1909 100 115 46o
At prices of 1929 100 324 444

100 138 455

At prices of 1937

Note: see also Appendix II, Tables 14, 15, 16,

Table 1 shows the change in the volume of industrial output
between 1909 and 1937. A glance at that table should suffice to dispel
the idea of any stagnation in Bulgarian industrial output, if stagnation
is to be interpreted as a rate of growth close to zero or at least not
above the rate of growth of population (which was close to 1.4 percent
a year for the period under review).® As can be seen from Table 2,
the rates of growth of output implied in Table 1 were considerably

above the rate at which the population grew.

Table 2. Average annual rates of industrial growth, 1909, 1929, 1937

1929/1909 1937/19%9 1937/1909

Basc-weight year a. b a b

i
At prices of 1909 6.27 7.85 4.08 5.60  6.46
At prices of 1929 6.05 7.63 4.01 5.47 6.451
At prices of 1937 7.0z 8.84 2.01 5.56 6.92

uted on a compound basis, using the first and thejl Igat years
marked ©b,” the Balkan wars of xgﬁ‘z-—x] and
by reducing the length of the period| cgmerned
Imost go percent of the Bulgariar| thies be-
the colore. See Walter Wein-Hageustein,

Note: the rates have been comp
of the respective periods. In the two cstimates
World War I were arbitrarily taken into account
by four years. It may be noted that in rg1z—13 a
tween the ages of twenty and sixty were called to
Bulgarians volkswirtschaftliche Verhaelinisse (Berlin, 1917}, p. 267,

Those rates are fairly high if judged by comparison w th rates
in other countries, particularly if some account is taken of the digorders
and retardations caused by World War I and its aftermath) (to szy

*Gee Glavna Direktsiya na Statistikata, Statisticheski Gedishnik nd [sarsdwve
Bulgariya (Central Statistical Office, Statistical Yearbook for the Tsardofn[of Bul-
garia), XXXI (Sofia, 1939). (Hereafter this publication will be cited as G dishnik,
volume and year.) The rate of growth of population has been computed %rom data

given in Godisknik, XXXI (r939), 21.
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nothing of the Balkan wars) and of the debilitaty,

Great Depression. On the other hand, however, it musté be

!:hat th'e “state-encouraged sector” of Bulgarian’industr whhi;:‘h lone
i1s considered here, represents if not the very top still ay:fer seltj1 t(? ve
group among Bulgaria’s industrial enterprises of the periodYTheF I‘t,e
of progress of leading enterprises is bound to be a good d;zal hi 1: :
than the corresponding rate of industry as a whole, whi g::z

compr Fret
prise a large number of laggiag or FRENAND enverprises. Suroiner

R ST I

wch

more, there !s & certain preésumpdicn that the speed of industrizlizetio -
In a country in its early stages is directly related to the aem.::e ;'5 §
economic l?zl_ckwardtless. This at least'seems to be the case wti’th e . ltci
to the "vmltx‘ai” great spurt of industrialization. There is littlerdcgfgt
that Buigaria at the beginning of the century was one of the )

baclc.ward countrigs on the European continent, If Bulgaria had r';:OSt
passing, between 1909 and 1937, through ke great upsurge of s
lnd.ustrla] development, one could have reasonab'ly exppéctég sg hlts
period to be characterized by rates of growth considerably above tlc :
shown in Table 2; this should have been true for industif as a ;Oie
and paqr::lcularly for the spearhead of industrial ad.vancey u e

{d:ka'must historical concepts, the concept of the initial

spart of industrial development cannot be forced into an grelat
preciss definitional shell. Some of the features of such s umtwr'-y
obse;vcd fm'm nineteenth-century European industrial histF;rr “are
clt:axf!y quantitutive — such as the sudden kink in the curve of iY dare
trial output denoting a considerable acceleration in the rate of r:w:;‘
1f the high rate of growth is maintained undiminished or V%rtua]f};

undiminished throughout a period of international depression, the -

presumptiron .that the phenomenon is a great spurt is further

hanced. ‘Iet it would be inadequate to define a great spurt m e?_
in quantitative terms, From all we know from the ccongmic hi'::j ,
?f oghffr countytes, we must expect very considerable changes n
industrial structure to take place in the course of rapid indis.tr'lrl1
development :}rl'd, in fact, as ap integral part thereof. It is the vari .
complementarities and indivishilities in industrial processes th tarious
pf'e;lgc!e early industrial developments from followin ana l?:en
d:sc|ontmu0us path. But it is the great advantage of sizgableyt \}11 ¥
logical borrowings from othe: countries that makes such ae‘;pzfl;
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possible. This is done by concentrating. upon those l.aran;hes; oidtlr:;
industrial economy where recent technical progress in the Wcafrinno‘
large had been particularly vehement and .wherc 2 rescx:yoir okillful
vations (of the type which d'o not require an exce}scswe gf sunt
labor force) is available for quick adoption llny the bac wzlzr €0 rczi*ty.
The result must be a considerable change in the prevailing sca ang
relations. Commodities previously pr.odfmed in small qfuimntitcs ond
sold at high prices are now produced in increasing quantxges.a F;nno-
which are falling as a result of the app}:?atlon ?E cost-re uc1;:g >
vations. On the other hand, commodlt-xcs which before t e ‘gre !
spurt had been the mainstay of industf'lal output deve110pE ;}t'muin
lower rates while their prices tend to rise (rise and fall of prices
both cases is to be taken in relative rather than absoluite term}f) e i
With the foregoing in mind, let us turn again to tfe a athe
Tables 1 and 2. In both tables each of the three rows re t’.rj1 tot ;
price system of a different year. In other words, the measl;lre nents —o_
output in the first row are based, for a.ll three years, upon the Prlc.cs.thc
and that should mean scarcity relations — prevailing in 19?9,
two other rows refer to the price systems of 1929 a.nd 1937, rcs;;e;
tively. Implied in what has been said in the .precedmg Eara risp -
the expectation that the price system stemming from the|postsp o
period should yield an index connoting n}uf:h lower ra'fcz ¢ grc:;v
than would an index based on prices pertaining to a perio ,[? ece ;r:sg
the beginning of the great spurt or to its ea-rly phasesia oseblem
crepancies in measurements are known as t'h.e index-num er lro v
and are gall and wormwood to the statistician or theoretic ectgrl; -
mist. By contrast, their existence, magnitude, and ch-ang.e oter :v e
are 2 subject of very positive interest to the economic histp 1a}r:.an ‘
regards them as an integral part of the processes of economjiq cha Ogns.
1t is unfortunate, as said before, that the value of such cg:gpa'rts t
has been limited here by some recourse for purposes of de altzor"LiSho
the general price index. This is more than just a beau?da em an:
Still it does not suffice at all to explain the near absence of discrep i
cies among index numbers yielded.by the three .price sys ;mi:ons
great technological progress involving considerable costh Ee utce; o
had taken place in Bulgaria between 1909 and 1937, :) 1 ra e of
growth of output at 1937 prices would have been far belaw
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These percentage changes of the
annual change in percent:

Percentage 24

It is easy to see that the chan
words, the increase in output of about four a
significantly caused by factors other than incr
. «mployed. Broadly speaking, this conclusion,
unreliabilities of the procedure,
formed opinjon: the negligible ch
tion of the Bulgarian industry corresponds well to the virt
among index numbers based on weights which pertain to t
of a fairly long index period.
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based on 1909 prices. A more detailed look at the structure of Bul-

garian industry during the period under review fully confirms this
point.* 2

Table 3 shows changes in the productivity of labor within the

“8till from the height of an aggregative bird?
ets in Bulgaria, yet another illystration of the same point may be offered in passing.
A computation by a Bulgarian economist yielded data on gross investment in fixed
industrial capital for cach year between 31880 and 1939: L. Berov, “Kim viprosa
za tempovite na kapitalisticheskata industrializatsiya na Bilgariya” (On the Ques-
tion of the Rates of Capitalist Industrialization in Bulgaria), Bilgarska Akademiya
na Naukite, fewestiya na Tkonomicheskiya Institut (Bulgarian Academy of Sciences,
Bulletin of the Economic Institute), VITI, nos. 3—4 (Sofia, 1954). These data were
also presented in terms of constant prices of the year 1939. By applying to these
annual investment data a deprecintion rate of 2§ percent per quinquennivm, it was
possible to obtain an estimate for the capital stock in Bulgarian industry first for
1909 and then, continuing the procedure, for 1g¢37. It seemed tempting to relate
these figures to the data for total industrial production and labor in 1937 and to an
estimate of total industrial production and labor in 1909 through the use of pro-
duction functions of the Cobb-Douglas type: output cquals productivity factor times
labor, to the power of £, times capital stock, to the power of 1—&. Choosing a wide
range of alternative magnitudes for £ and solving for what with some obvious ar-
bitrariness has been called the productivity factor, a rather striking result is obtained

which can be summarized in the following tabulation (sce also Appendix II, Tables
18, 19, 20, and the concluding computations).

s eye view of the industrial proc-

Change in the productivity factor (F) between 1909 and 1937

Fior _ outputyy, . outPULipe
Fim | . s
- labor:m capital, labor, .. capual:,:.
-k = .2¢ —k = 35 1~k = .50 t—k = yg
Percentage 6.8% 8.4y t0.90 15,12

period as a whole imply the following average

—k = 25 1k = 35 1-k = .50 1-£ = .75

.29 .37 50

ge in the productivity factor was quite trivial. In other
nd a half times over the period was not
case in the quantity of labor and capital
despite the manifold shortcomings and
may be taken as a confirmation of the previously
ange in the productivity factor in a production fune-
ual absence of discrepancies
he initial and terminal years
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state-encouraged segment of industry by groups of industrial enter-
prises, It is clear that productivity per worker within the sector of

Table . Net industrial output per worker, 1909 and 1937
(at constant prices of 1909)

Industry 1999 1937 {b/a) 100
(®) (b)
Metals 1,378 1,069 77.6
Pottery 1,110 13392 100.0
Chemicals 1,954 2,432 124.5
Flour mills 7172 5,805 %0.9
Other foodstufls 41334 2,408 55.6
Textiles 1,275 1,366 107.1
Woodworking 961 867 90.0
Leather 2,798 4,008 1431
Paper 1,490 2,131 143.0
Energy 47,372 277:290 5853
Total 2,057 2,139 104.0
Total minus energy 1,974 1,867 94.6

Note: computed from Tables 2 and 13 of Appendix JL

the leading industry in Bulgaria remained virtually constant over a
period of almost three decades. It is true that a computition of
productivity per man-hour rather than per worker would have| given
2 somewhat more favorable result, inasmuch as the number of wprking
hours per day was reduced from between ten to twelve in thd early
years of the century to about eight in the interwar period.f This
should have implied for the majority of the labor force a decrgase in
the length of the working day of at least 20 percent. but since
decrease in working hours itself often and very plausibly I'Ims been
presented as a factor leading to increased productivity in the long run,

®In 1909, about 63 percent of workers in state-encouraged industrips|worked
between ten and twelve hours a day; about 29 percent worked longer thay twelve
hours and about 8 percent worked less than ten bours a day. See N. ikhailov,
«Nastrchavanata ot dérzhavata industriya prez 19og” (Industry Encouraged by the
State in 1909), Spisanie na Bilgarskoto lkonomichesko Druzhestvo, XVILL, nos.
g-10 (Sofia, 1914), 586. After World War 1, the eight-hour working day was
introduced (June 24, 1919). See Angelo Fozarile, Bulgaria d'oggi nei suolf aspesti

saciali, economici, commerciali ¢ finanuiari (Milan, 1929), p. 263; also Akademiya
Nauk SSSR, Istoriya Bolgarii (Academy of Sciences of the USSR, Ristory{of Bul-

garia), II (Moscow, 1955), 583.
206
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it is not clear how much allowance, if any, should be made for the ~

reduction in working hours.

_ .For the rest, the data in Table 3 must be interpreted in con-
Junction with data on the participation of the individual industries in
the output of the whole group of state-encouraged industries. Such
data both at the prices of the year 1909 and at the prices of the year
1937 are given in Tables 4 and 5. First, a brief comparison of these

Table 4. T i
4. The structure of state-encouraged industry, 1909 and 1937, percentage share
of net output of industrial branches

{based on prices of 1g0g)

Industry 1900 1937
Metals
Pottery 239: 15‘2;
Chemicals 4.12 :.5
Flour mills 21.08 8.;5
Other foodstufis 19.16 ‘ ;
Textiles 25.27 .
Woodworking 5.31 e
Leather 5.43 l.zg
. 3.
Paper .10 z.20 -
Energy 4.15 14.11
* Total 100.00 100.00

Note: compuulzld from Appendix IT, Table 13,

}

. I
two tables i§ useful to corroborate previously received impressions
One way _Of expressing the economic significance of the index—numbe;
pro?)lem 1s fo say that the application of a later price system (a
agamnst an earlier one) should result in relatively smaller gercenta (:
ihargs of output .of those industries that might be described %s
. specifically new” industries. In terms of an industria} transformation
in a backward country in the first half of this century, one would
assume production and processing of metals as well as p’roduction of
chemicals to .play the role of “new” industries par excellence. It is
therefore quite significant that neither metals nor chemicals ;:onsti—

tutes a I'*ugher percentage of output in the total when expressed in
1909 prices rather than when expressed in, 1937 prices
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“Table 5. The structure of state-encouraged industry, 1909 and 1937, percentage share

of net output of industrial branches
{based on prices of 1937}

Industry 1909 1937
Metals 10.00 8.81
Pottery 4.87 10.47
Chemicals 5.00 §4z
Flour mills 15.85 .1
Other foodstuffs 23.40 11.56
Textiles 25.01 35.22
Woodworking 6.23 1.2
Leather 4.5t i 3.08
Paper 1.60 3.21
Energy 344 11.80 :
Total 100.00 100.00

Nate: computed from Appendix II, Table 15,

It is true, however, that the price bases which underlile our
output indices are rather slender; it is, furthcrm.ore, at least imagi-
nable that “normal” price structure can be so dlst.urbed by uneven
incidence of monopolistic compacts as to c_lisgulse th‘e technical
progress that did take place. But any misgivings on this :sr:ore are
effectively dispelled by a glance at the percentage sha of the
industries concerned. Whether one compares the data for cta_ls anf:l
chemicals within each of the two tables or whether the comparison 1s
at current prices (comparing the first column in Table 4 with the
second column in Table §), the conclusion is inescapable t gt no 9ig-
nificant advance in relation to total output had taken placg in either

17

industry. They were relatively small to start with and |they re-
mained relatively small throughout the period under raview. Tf‘.le
pances in

only two industries which registered very conf»iderab?ﬂ
productivity of labor and certain increase in 'thelr relative mportance
within the total are potteries and production of energy. |At 1937
prices, the two industries together amoun'ted in 1937 to ¢ne quarter
of total output; at 1909 prices their share in the total was ven a little
higher. Yet the significance of this development sho ld not be
overestimated. It would seem that it is entircly oversha qwed by
the evolution of the textile industry. That “speciﬁcall.y ol .m.dus-try
as a rule has played 2 diminishing role in all spurts of indust 1alization
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in backward countries. In fact, one is almost tempted to argue that
the more backward a country, the more appropriate it is to define its
spurt of industrial development as a process during which the textile
industry was divested of its dominant position. If any industry lost
out in the course of Bulgarian industrialization, it was the foodstuff-
producing industry and particularly the flour mills which alone, in
1909, occupied nearly one quarter of total output,®

To complete the picture of Bulgarian industrialization some
data on the average size of industrial enterprises may be adduced.
Table 6 shows the percentage change in the number of workers per
enterprise that occurred between 1909 and 1937. The number of

Table 6. Change in the number of workers per enterprise, 1909—1937

(1909 = 100)

Industry Percentage change
Metals 80.2
Pottery 374
Woodworking 39.7
Textiles 185.3
Leather 103.9
Flour mills 86.8
Other foodstuffs 13001
+ Chemicals 157.9
Paper 479.7
Energy 1611
Total 126.0
Total without energy 130.1

Note: computed from Godishnik, 11 (1910), 253, 2554 Godishnik, XXXI (1939), 3184-
389; eee also Appendix 11, Table 4.

" The original importance of flour mills in Bulgarian industry reveals an in-
teresting aspect of processes of carly industrinlization in backward countrics. It is
usually assumed that capital-output ratios will tend to rise in the early phases. To
the extent that such an industrialization implies transition from n textile age, with
its relatively low capital-output ratios, to a railroad age, with its relatively high
capital-output ratios, such an expectation would seem quite reasonable. In cases, how-
ever, where the mill industry has been allowed to dominate the industrial scene until
the very initiation of modern industrialization, the latter will reduce the weight of
the mill industry and by the same token probably will tend to reduce the average
capital-output for the industry as a whole. For the capital-output ratios in the mill
industry in backward countries are inordinately high, first, beczuse of the inefficiency
of the equipment used and, second, because of the highly seasonal character of the
industry (the mills being inactive for about eight months oot of twelve).
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emPloyed and horsepowers installed. For the purposes of such a com-
parison, the specific criteriz determining the scope of the state-en-
couraged sector in Bulgaria are less appropriate because of the lack | | l
of counterparts in Germany. Accordingly, for both countrics industrial |
Plants (“Betriebe” in Germany, “Zavedeniya” in Bulgaria} employ- . :
Ing more than fifty workers are used. The relevant data are not re- |
 ported year in and year out but are contained in special censuses. The ..
census of 1934 was chosen for Bulgaria and that of 1925 for Ger- o
many. The comparison is embodied in Table 8. ™

enterprises in the paper industry was very small indeed so that the
great increase in the number of workers per enterprise of that industry
hardly affected the total picture. For the rest, such increases as did
take place were quite modest, and it is again significant that, the paper
industry apart, it was the textile industry which showed the strongest
movement with a near doubling of the average number of workers
per enterprise.

A very similar result is obtained from a comparison of the
volume of output per enterprise between 1909 and 1937, in Table 7.

Table 8. Position of texti H PR
. . . . xtile manufs ; : .
Table 7. Change in the volume of net ouput per enterprise, 1¢37, at constant prices ¢ manufacturing within industry in Germany and Bulgaria

of 1909 (in plants with more than 50 workers) ) — i
(1909 = 100) B
Number of workers Horsepowers instatled
Industry Percentage change employed as per- as percentage of horse- !
! Indust c-cntagc of workers power in textile —
Metals 62.2 . 4 . in textile industry industry
Pott, . ' i s
Che;:i);als 1;2 : ‘ Bulgaria Germany Nulgaria Germany -
. ’ 1934 1925 1934 1924
Flour mills 69.8 Metals
Othel: foodstuffs 72.4 Machines and trans- 21.1 70.2 24.9 198.4 |
Textiles . 1984 portation equipment
Wondworking 257 Precision inst 399 109.0 3t 113.2
Leather 148.6 ' rumeants 6 45.5 .2
i Pottery " 41.6 —
Paper 685.6 i Woodworking .7 —_ $4.7 —_— D
Energy 65.1 | % Texsiier ; 59 3.3 3f 113 ..
= - rrr rrr FIT. hal
Total 131.0 l : Leather a2 .6 ‘; ; tro.s
Total without energy 1230 3 Rubber, etc. 5. 6.6 ' 9-2 o
; 5 ) ) 3.2 77 .
i : E" Food, beverages, I
i Note: computed from Appendix 1I, Tables 13 and 1. i P
5 puted from Appendiz 11, €5 13 an | CI:::?‘C;C’ . 535 44.2 6z.2 49.1 i
R . 1 i ng, eic. 8 ¢
Despite some differences between Table 7 and Table 6} what has : Chemicals ;1 :;i ;" 6.7 —
) ; . ; ; ' : .0 . P
been said about the former essentially applies to the latter: the change ‘ Paper 14.2 417 ,;_6 ;; : Lo
| in the scale of enterprise was small on the whole, and it was the tex- f gﬁ:’:g;c“““ 19.0 64.7 7 27.3 T
‘ tile industry — a branch not particularly conspicuous for large size a o e 1332 252 —
.. . . I L 3 . Y o
of plant and enterprise in the economic climate of the twentieth cen- wii“;‘:;l:::‘:gj“‘“ 1",""""’ G'"f’"f"fk» XXXT (r939), 347 (the industry designated in Bul P
. . . o ki 9 A -producing ; H 3 H ' : .o ol
tury — that was the chief beneficiary of such changes as did t#ke place. fuer das Deutsche Reich g)é‘L!Inxsll(pl;‘c;r;:HW::;;)lcc.sgnnd gas for lighting); Statistisches Jahrbuch
. . i » ’ 1 -
It may be useful, in conclusion, to compare the structure of Bul- ]
rian industry towar i 1ew] Wi ! is ti : . 5
garian ind try towa d the end of the period upder review| yith that : It is true that 1934 is not a very appropriate year to use, That i
of German industry after World War I. In view of whafl has been s year marked the rock bottom of the depression in Bulgari ati 1 d
Ve . . : ] / n Bulgaria,
said in the foregoing pages, the comparison may be profitably stated = income, industrial output, and industrFi)al investme 1tg li reache 1
« . . . . \ E g — [
in terms of the relative position of the textile industry b)} workers ‘ ’ all reached \ I
| : 211 g
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their lowest point. As always, producers’ goods suffered morf.'th;rin
consumers’ goods from the slump. But data from more syitable
years are not readily available; and, even though some al.loxlv:znce
for the depressed state of trade must.be made, it seems qulte: (;, ear
that in Bulgaria the textile industry en oyed a position on far-ﬁtl:.:c. ing
supremacy within the body industrial of the country. While in a
developed country, such as Germany, metalmakfng-machln?ry cor;
struction in the aggregate far outstripped produc.tmn of tex‘t1les, an

other “new” industries were substantial in relation to text-xles, such
an evolution was not even adumbrated in Bulgaria. .Thls should
corroborate once more the previously reached .conclus:on, and the
material presented in the descriptive part of this essay may best be

* A comparison between the appropriate German f'igures from Tablfe ] m:}tLB:tl':
garizn figures relating to the statc-encourn.ged sector in 1937 s:uﬁers.d rct)lrln the ab-
sence of a common minimum scale of plant in the two cases, but it avoids ) e dif (:the
ties associated with the choice of a depression year. For the Bulgarian data in
tabulation below, see Appendix II, Table 2,

The position of textile manufacturing within industrial enterprises employing more
than so workers in Germany and within the state-encouraged sector of Bulgarian
indusiry

Horeepowers installed
as percentage of horgepowers

Numbers of workers employed
as percentage of workers in

Industry textite industry in textile indullglr y
. Al
Bulgaria Germany Bulgaria G‘nmany
1937 1925 1937 }.I p25
i
Metals and ; ]
machinery 18.9 179.2 j0.1 }3 h I‘_
Pottery 15.5 — .:.Z; ‘ e
Woodworking 4.7 29.3 . ik
Textiles 1600 100.0 roo.o .2
Leather 3.6 7.6 11.3 .‘ (,\.x
Foodstuffs 11.0 44.2 142.7 \i 49.0
Chemicals 10.8 27.4 2;; ‘. 234
Paper 4.0 41.7 28. 594
E 2.9 11.0 366.3 i 25,
nergy ;‘
Tt seems obvious that the preceding table fully corroborates the inferences er!'“In ‘f;}ot?
Table 8 in the text, as far as the numbers of workers employed are concer peil. }11 ;
regard to horsepowers installed, one must refer to the previously made arg ,mﬂtnt tha

the large horsepower employed in the foedstuff industry should be regarded af a sign

of backwardness rather than progress.
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summarized as follows. Between the carly years of the century and
the end of the interwar period, there was a fair amount of growth of
industrial output in Bulgaria, but that growth did not reveal the
specific qualities that are usually associated with a great spurt of
industrial development in conditions of considerable backwardness.
Thus it is the absence of structural change rather than the absence of
growth that primarily calls for explanation and interpretation,

II
One might begin by denying the existence of the problem. And,
in fact, it would be too optimistic to assume that all the readers of this
essay would be willing to share with its author in the expectation of
specific structural changes as a concomitant factor in processes of
industrial growth. Indeed, the image of a fairly small annual addition
to industrial output, stemming from factories based essentially on

local raw materials, largely supplied by domestic agriculture, has a

considerable suggestive power. It is not only that very high rates of
growth almost invariably impose inordinate sacrifices upon the popu-
lation. There is prima facie something “artificial” about a backward
country which attempts to imitate and even to outdo the industrial
structure of a developed country. On the other hand, there is “natural-
ness” about an evolution during which industry remains rooted in
agricultural produce, while a prosperous agriculture readily absorbs
the wares produced by the new factories, Unfortunately, predilec-
tions and preconceptions arc a poor guide in explaining the course of
events. There are very good reasons why the happy picture of a quiet
industrial evolution proceeding without undue stir and thrust has
been so seldom reproduced in historical reality. As a rule, a high
degree of backwardness in a country is clearly associated with a high
measure of “artificiality” in its industrial development. The case
under review here casts indirectly a curiously refracted light upon
this proposition. The point is that the consumer-goods industries in
Bulgaria which accounted for most of the growth of output that did
take place relied to a surprisingly small extent upon domestic raw
materials, and particularly upon raw materials produced by Bulgarian

agriculture, This is shown with regard to a group of state-encouraged
industries in Table 9,
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Table ¢. Percentage share of imported raw materials and fuel in total consumptio
of selected state-encouraged industries, 1909, 1939 and 1937

1909 1930 1937
Raw
Raw .
fnduty m:’;:::alu Fuel malterials Fuel materials TFuel
.8
Metals 93.1 66.6 86.9 55.2 8;.5 3; :
Pottery 40.9 177 59.0 3.: :0:2 >
Chemicals 76.0 17.9 46.2 7.‘b ° 33
Flour mills .1 §7.2 z.l ::5 2 o
Other foodstufis 31.5 46.4 9. s 5
Textiles 60.3 32.9 go.1 10.9 ;.3, .
Woodworking 31.8 26.3 6.7 25.1 75:° o3
Leather 67.2 46.4 75.8 10.0 : 2
Paper 85.7 —_ 64.2 — 78.9 .

from
Note: data on 1909 from Gedishnik, 1I (1910), 274—2763 data on 1930 and ;rga?ﬁ :,(:.,g
d'ob :k XXXI (1938}, 384—38¢, 388-138g. It would have been much beltef to offer fig e
f" ’llg:; ;alher than 1g¢30, but unfortunately the relevant data for the earlier year are
or

separated by origin of raw materials and fuel used.

This is an instructive table which must be read against t}l:‘e
background of the statistical data supplied in the ﬁrst- sdlectlorcl1 of tt;z
essay. The industries that could be expected to have rf:lle on ohmets c
farms for raw materials are primarily the foodsf.\{.l’r' industry,jthe te
tile industry, and the leather in.dustry. In addition, bnoth1
working industry and the paper industry would b}: na‘tuclia ‘
for the products of domestic :E:lc?rest;y. Flourd‘r:::;lclls g;?aiie ‘

exclusively to grinding home-pro n
tsl;;lrzsgle:)itication of):'ice);g for the rest of the‘f(.)odst.uff mt#‘. skt)ry, {t.hﬁ
share of imported raw materials was not negligible in l19 u}t1 ! ; !
to very small proportions in 1930 and 1937. Neverthe ESS‘ ;s 's.t "
in Tables 3, 4, and 5 above, it was Prec:sely t!xe foodstu n us r); i
which the productivity of labor declined drastically betwee 1909 nd
1937, while the industry’s share in the total output of ;hc grotl;lp s
greatly reduced. The industry’s average annual rate of g o dol\; -
the whole period amounted to 2.0 percent for the flour mi } a.r;h s
than 3.0 percent for the rest of industry, as compare \;’1 . the
average rate of increase of 5.6 percent for the group as a wit )'e.d y ©
in the “spurtless” Bulgarian developmen‘g the foodsts I} in u's],:‘ h);
clearly belonged to a premodern form of industrial endggvor.
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industry which was peculiarly oriented to farm produce was on the
whole 2 vehicle of economic retrogression rather than progress. The
textile and leather industries, on the other hand, present a very
different picture. The weight of imported raw materials in 1909 was
high in both industries and it increased even further over the follow-
ing twenty years, It is true that during the years of the Great De-
pression the government succeeded through extraordinary measures
of balance-of-payments policy to reduce the share of imported raw
materials in textile manufacturing, but even by 1937 that share still
was a good deal more than 50 percent. And no less than three
quarters of the leather industry’s needs in raw materials was supplied
from abroad. The reason for these conditions is not far to seck. It lies
predominantly in the fact that agriculture in a backward country is

much too backward to be able to produce materials suitable for in-.

dustrial processing. The leather industry has little use for hides that
have been damaged by dirt and perforated by warbles because of a
lack of minimum standards of proper care in livestock raising. Sim-
ilarly, the wool provided by the indigenous sheep in a backward

country tends to be much too coarse for many industrial uses. It is -

therefore not surprising at all that in 1909 almost half of the wool
used by the industry was imported from foreign countries® The
corresponding figure for 1912 is even more impressive.® And, finally,
the Bulgarian woodlands (much of them in the hands of the state or
communes) were uncared for and lacked adequate accesses to and
through the forests. It is not surprising that they proved an inadequate
basis for the paper industry. The latter, small but quite modern,
preferred to rely mainly on imported materials. Only the woodwork-
ing industry, whose output grew at a very low rate of 1.58 until 1929
and then suffered a collapse which reduced it, by 1937, below the 1909
level, was able to reduce the share of imported raw materials and to
confine itself almost exclusively to domestic materials.

It is not necessary to think in terms of universally valid
principles. No doubt, a small country very favorably located with
regard to the routes of foreign commerce leading to very absorbent
markets and populated by a fairly educated, enterprising, and mod-

* Godishnik, 11 {1910), 276.
* Godishnik, IV (1912), 138,
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erately prosperous peasantry could concentrate its econor?:xic ldevelop-
ment upon its agriculture, achieving 2 good c_:leal. of qual.1ty improve-
ment in its agricultural exports and at the same time lf:tt:ng its 1ndu§-
try develop gradually on the basis of materials supplied by domestic
agriculture. But it seems altogether unreasomable to expect such a
development in a country which is farther rerr}oved . from large
markets offering alternative selling opportunities; in which, to quote
the Bulgarian figure, in 1910 only 28.5 percent of the rurall popula-
tion was.able to read and write.’® One must remember that in 1913,
that is, thirty-five years after Bulgaria’s liberation, nearly 8o percent
of all the plows used in Bulgarian farming were most primitive
wooden implements.? (Twenty years later, in 1934, the wooden
piows were still more numerous than the iron ones.’?) The hqpe that
industry in a very backward country can unfold fror_n its agrlc.ulture
is hardly, realistic. With an appropriate lag through 1nd1rect. stimula-
tion, agriculture indeed might be expected to have modernized as a
result of a sustained process of industrialization. But first of all this
sequence presupposes a séecco, a disengagement of industry from t}'le
agricultural environment. This conclusion would seem to be valid
for a number of backward countries on the European continent around
the turn of the century. It is at least probable that the econo Jc de-
velopment of Balkan countries other than Bulgaria. might be|grofit-
ably approached in the light of this generalization. s
What has been said in the preceding paragraphs on the Basis of

data given in Table ¢ should do no more than lend further plausibility

to the interpretative problem as formulated at the f;nd of thel first

section. The conventional way of answering the question as tojwhy a

certain structural change failed to materialize is to say th‘at .the ipf:ciﬁc

preconditions or prerequisites for the change were missing. 'I here

is little doubt that much of the discussion of “prerequisites” ofjindus-

trial development is not notable for its methodological soundness and

shrewdness. It is in general very doubtful that a true conc? t of

¥ Godishnik, XXXI1 (1939), 35 ' :
8§ pisanie na Bdlgarskoto Lhonomichesko Druzhestvo, XXV, Apnl—]\Ty 1927

s =

Sofia), 7. o |
¢ Ll’Pawcl Egoroff, “Eigentiimlichkeiten der Organisation des landwi tychaft-
lichen Betriches,” Janaki St. Moloff, ed., Die sowfalkonomische Struktur Jel bul-

garischen Landawirtschaft (Berlin, 1936), p. 165. '
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prerequisite as a necessary and sufficient condition has much meaning
in historical research. Much of what sails under the name of necessary
preconditions of industrial development are not preconditions at all,
but the very thing itself: labor, capital, and entrepreneurs are not
preconditions of industrialization; they are the stuff industrialization
is made of. Tautology apart, what is historical necessity? And what
operations could possibly be performed to establish the inevitability
of a certain connection? How could we possibly isolate and gauge the
sufficiency of a “precondition” which as a rule appears conjoined with
a large number of other factors? What usually appears in the all
too rigorous guise of 2 prerequisite is in reality something much less
stringent: from the study of the economic development of a certain
area, probably the most advanced country, models involving causal se-
quences are constructed and a certain degree of plausibility with regard
to them is established. It is, of course, quite permissible to describe
the.causal factors involved in such models as “prerequisites” in a
very specific sense of the word. Nor is it objectionable to approach
the economic history of less advanced countries with a list of such
prerequisites in mind, looking for the presence — or absence — of
the factors that appear to have acted as causal forces in the advanced
country. On the contrary, this is the normal way in which historical
insights are gained. But the dangers are great. It is easy to transform
a list of questions gleaned from previous study into a bold and conf-

dent expectation that the presence of identical prerequisites must be
discoverable wherever industrialization occurs and that their absence
necessarily precludes industrial development from taking place. This
dogmatic belief in the absolute repetitiveness of history is unfortunate

under any circamstances. It becomes particularly insufferable when

it begins to blur the observer’s eye and makes him falsify obvious

differences into implausible similarities. Marxian analysis of Bul-

garian industrial development supplies plentiful evidence for both

the merits and the perils of the comparative approach.

Marxian literature first emerged in Bulgariz in the early r18gos
under the strong influence of Russian Marxism. As such it was doubly
imitative; it transposed to Bulgaria the Russian Marxians’ insistence
upon the inevitability of capitalist development and at the same time
was willing to assume that the course of industrialization, as described

21%
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by Marx, would essentially repeat itself in Bulgaria. The proplem was
by no means a merely theoretical one or even one of economic po'lx‘cy.
It encompassed the future of socialism in the country. The position
was stated unambiguously: “Whether the spread of socialism in Bul-
geria will be fast or slow depends on how fast or }}ow-slowly our
capitalism will develop.” '® But “the natural law wh:c.h in our time
governs all nations . . . is the modern capitalist production.” * Hence

“the law of natural development of present-day mankind leads us to
‘socialism.” ® In their positive attitude toward industrialization, Bul-

garian Marxians stood close to those relatively small groups of Bul-
garian intelligentsia which, influenced by List, thought in terms of
“national production” and “development of the nation’s produlct'we
forces,” and which published, in the late 1880s, the journal Prosmish-

Ienost (Industry) and somewhat later accepted the leadership tf L.
E. Geshov and his policy of industrial promotion which has Lecn
referred to earlier.’® Yet the latter’s interest in industrial develop-
ment seems pale and puny compared with that of the leading|rep-
resentative of orthodox Marxism. While Blagoev was willing to praise
Geshov highly for what he had done for industry during the three
years of his participation in Stoikov’s cabinet (1894-97), l}e a‘.lso crit-
icized him severely for not going to extremes in protectionism for
refusing to support large-scale industrial enterprises in Bulgaria, and
for expressing concern for the economic conditions of the Bul'g rfan
peasantry.’” In enthusiasm for capitalist development.and. in| the
readiness to use every tool of governmental policy to bring it about,
Geshov, a mere capitalist businessman, trained in the textile millsfof

* DimitGr Blagoev, Shto e sofsialism i ima li toy pochva u nas? ('VYhat Is|Sa-
cialism and Has It Possibilities in Our Country?) (Turnov, 1.891?; originally gub-
lished under the pen name of D, Bratanov. Reprinted in Stickineniya, 1 (n.p., p4l.),
goo.

 Ibid., p. 480.

*® fbid. . .

*See D. Blagoev, Moi wospominaniya {(My Memoirs), (Mos.cow-'[,enngmd,
1928), p. 59; Joseph Rothschild, The Communist Party of Bulgaria (NC‘Y Yhrk,
1939), p. 16; I E. Geshov, Spomeni i studii (Memoirs and Essays), Bilgapska
Akademiya na Naukite (Sofia, 1928), pp. 329-339. o o )

T See D. Blagoev, Tkonomichnoto ragvitic na Bilgariya, industriya ili gengdglie?

(The Economic Development of Bulgariz, Industry or Agriculture? ) (Varna, tfgdz2); -

reprinted in Blagoev, Stichineniya, V11, 425, 655~667, esp. 656—658.
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Lancashire,*® could not hope to rival the socialist Blagoev, who was

a product of the revolutionary movements among Russian university

students and a disciple of Plekhanov. There was much about Russian

Marxism of the 1890s that was well suited to make palatable an un-

popular and burdensome industrialization in a very backward country.
Few things are more apt to enhance men’s willingness to promote a

certain course of events than the firm belief in its inevitability,” The -

natural result of that fundamental attitude was a rather unrestrained

optimism in assessing the chances of, and discussing the ‘prerequisifes | |

for, modern industrial development in Bulgaria. Cove ‘

The point of departure for that development was clearly stated
by Blagoev: “After the Liberation [in 1878] Bulgaria became a
country of exclusively small-scale production: in the towns the arti-
sans became free of craft-guild regulations; in the villages began the

destruction of the zadruge family and of feudal’ large estates :

]

[¢hifiirsi] while the land was parceled out among a very large L

number of small rural producers. 7# this fashion, immediately after
the Liberation, Bulgaria found itself in possession of the necessary
condition for the development of capiralist production.” ®

In his polemics against the adversaries of industrialization poli-
cies in Bulgaria in the early years of the century (among; those adver-

saries, the Chamber of Commerce of the port city of Varna was very :

vocal), Blagoev agreed that cheap and skilled labor, wide markets,
and capital availabilities were also essential for industrialization, but
he remained unperturbed. Was not Bulgarian agriculture an over-

" Sce Balgarska Akademiya na Naukite, fean Fustraticv Geshow, Vegliady i
deynost (Sofin, 1926), p. 15.

™ As Croce once remarked, “the will never feels as Free as wher it is known
to be one with the volitions of God or the necessity of things.” Benedetto Croce,
Storia d’ltalia dal 1871 al 1915 (Bari, 1953), p. 161,

* Blagoev, Sotsialismit i rabotnicheskiyat wiipros o Rilgaripa, Xim obor-
vanfyata na sotsialisma u nas (Socialism and the Workers® Question in Bulgaria, On
the Refutation of Socialism in Our Country) (Plovdiv, rg00); reprinted iri Blagocv,
Stichineniya, VI, 220 (italics added)}. In another study, published a few years later
in 1906, Blagoev expressed this view even more strongly: “After her Liberation
Bulgaria became a country of petty-baurgeois property and production, which is
the point of departure and the necessary condition for the establishment of the
capitalist form of production.” Prinas kim istoriyate ne sotsialisma w Rilgariya
(Contribution to the History of Socialism in Bulgaria) (Sofin, 1906); reprinted in
Blagocev, Sichineniya (19601 ), X1, 73—74.
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flowing reservoir of industrial laborers? Was not industry known to
create its own market in the very process of its development? And
were not Russia and Japan carrying out their industrialization by
recourse to capital markets in the advanced countries? *!

It is still a somewhat undecided question to what extent a vir-
tually independent small peasantry had emerged under the Turkish
rule (inter alia through a Swedish-like “reversion” of the spakhiya
fiefs to the state at the end of the eighteenth century and the reforms of
the 18508 ) and to what extent the appropriation of Turkish-owned
Jands by the Bulgarian peasantry during and particularly immediately
after the Russo-Turkish War was responsible for the final result.®
But the fact that after the Liberation much of the Bulgarian land
belonged to small Bulgarian peasantry is well established. In the early
years of the century, 85.7 percent of all the land under cultivation in
Bulgaria belonged to farms with less than seventy-five acres of land.*

This obviously was a rather un-English situation and a believer
in the uniformity of industrial development might have drawn pes-
simistic conclusions from the absence, on the Bulgarian scene, of any-
thing resembling the enclosure movement in England. This, however,
was not the case. Even now, half a century after Blagoev’s writings
appeared, 2 modern and quite knowledgeable Marxian historian in
Bulgaria in discussing the economic history of his country in th : econd
half of the last century likens the Liberation itself to “the digintegra-
tion of the feudal system in England during the 14th and 15th
centuries” and finds the English enclosures reproduced in the form
of usury credit which, he says, tended to transform the Blilgarian

" Blagoev, Tkonomichnoto razvitie na Bilgariya, Stichinentya, VIII] 4521

# gee Tvan Saknzov, Bulgarische Wirtschaftsgeschichte (Berlin-Leipzig, 1929},

pp. 1721975 also “Zakon za zemite? (Law Concerning the Land), April[z1, 1858,
in Cheisto Gandev and Galab Salabov, eds., Fomtes Turcici Historiae |Bplgariae
(Sofia, 1959), Pp. 1439 :

® There is no doubt that the provision agreed to at the Congress|o Berlin
{Art, 12 of the treaty; see Archives Diplomatiques, deuxitme série, 1B82—1883,
Paris, VI, zg1) and designed to protect Turkish property rights was ldrgely ob-
structed; an orderly state redemption procedure which was instituted ater én| (1880~
1885) affected only a very small part of the land that once was in Tuf
ession. Akademiya Nauk SSSR, Istoriya Bolgarii, 1 {Moscow, 1956), 3j78-379.

™ Biilgarska Akademiya na Naukite, Kirill G. Popov, Stopanska
prex 1971, Statisticheski izsledvaniya (The Economy of Bulgaria in 1911
Explorations) (Sofia, rg16).
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peasants into merely fictional owners of their lands.®® Usury then is

regarded by Natan as the specific Bulgarian form of the original

accumulation of capital as developed by Marx in Chapter 24 of

Volume I of Das Kapital®® Indeed, Blagoev in his time did not fail

to stress what seemed to him the crucial importance of this factor.??

This is not the place to analyze the meaning and usefulness of the
Marxian concept as a tool of historical research.?® It is referred to here

because it undoubtedly was an integral part of a view according to

which after the year 1878 Bulgaria possessed all the important pre-
requisites for an impetuous industrial development. The only thing

that was missing was such a development. Italo Calvine’s whimsical

phr:&sc, which has been chosen as a motto for this essay, appears to be

pertinent indeed: all causes were present, but the effects failed to

materialize,

. It ‘is not surprising that excessive optimism was temptingly re-
flected in exaggerated assessments of the advance of the “capitalistic
system” in Bulgaria. Even before World War 1, Blagoev and Dimi-
trov spoke of 400,000 as the number of hired laborers of #ll categories
(without their dependents).® This would have been impressive
enough in a country with a population of 4.3 million in 1910 But
there is little doubt that the figure was considerably exaggerated and
_that, moreover, the vast majority of that large number was employed
in activities that had little to do with modern industrial development
and? .lcast of all, with the strategically crucial industrizl branches.
Wntlng more than twenty years later, toward the very end of the
interwar period, Oskar Anderson could not put the number of “real
industrial workers in the West European sense of the word” in
Bulgaria much above 40,000 to which “perhaps another 40,000 of

* See Zhak Natan, “Ki G i
) ce Zhr atan, "Kim viprosa za pirvonachal’noto natruprane na kapitala
v }lulganya (On t!u: Question of the Original Accumutation of Capital in Bulgaria},
Bilgarska Aknf]emwa. na Naukite, lzvestiva na lkonemicheskiva Institut (Bulletin
of the”Economm Institute}, nos. 1~2 {(Sofia, 1954), pp. 30-33.
'Zlmk Natan, Stopanska isoteriva na Bilgariya (The Economic History of
Bulga:a) (Sofia, 1957), pp. 259261, )
See, for example, Blagoev, Stchineniya, V11, s33f.
» .
. See Chapters z and 5 of this volume,
. Natan, Stopanska istoriya na Biilgariya, p. 361.
Godishnik, XX (1928), 13.
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seasonal labor engaged in tobacco processing could be added.” 3 The
desire to see the predictions vindicated in reality made it difficult to
discern the progress that actually was being made and in addition
obscured the specific structural problem of Bulgarian industrial
growth, -
For the rest, much of the contemporaneous analysis just de-
scribed proved to be ill founded or exaggerated. Usury in Bulgarian
villages no doubt gave cause for grave concern even before the
Liberation, but particularly in the early years of the century. Certain
forms of loans proved especially pernicious. Harrowing stories were
rife of interest payments which over a very short time vastly exceeded
the amount of the principal and still left an irresistibly rising debt.®?
Nevertheless, even before World War I, through a combined action
of credit cooperatives and government aid, considerable alleviation
was provided and orderly forms of mortgage credit were introduced.
War and postwar inflation reduced the debt burden further. It is
true that the catastrophe of the Great Depression left Bulgarian agri-
culture panting under the load of new indebtedness, and a long
series of special legal measures proved necessary in order to stabilize
the situation. But this was an altogether different historical situation,
and it is interesting that in 1930 the Bulgarian peasants’ debts to
private persons amounted to less than 10 percent of the total bLL;:r den.®
The view that usury would lead to structural changes of ownership
relations comparable to English enclosures was certainly proved
wrong. The character of Bulgarian agriculture remained es entially
unchanged. If anything, the share of small and medium farms iin the
total was even raised somewhat, partly as a result of the agrarian
reform carried out by Stamboliyski and the settling of refugees from
beyond the borders in the early twenties. In 1934 no more than 5.9
percent of the total area under cultivation belonged to farms .gwning
more than 7§ acres of land, as compared with 13 percent in 1$97 and

% Ogkar N. Anderson, Struktur und Konjunktur der bulgarischen WVqlkswirt-
schaft, Andreas Predochl, ed. (Jena, 1938), p. t2. |
" N. Konstantinov, “Likhvarstvoto” (Usury), Spisanie na Bilgarskoiq lkono-
mtichesko Drughestvo, X1V, nos. 3—4 (1910), 161182, !
¥ Assen Tschakaloff, “Die Verschuldung der bulgarischen Lanchwintschaft,”

St. Molofl, ed. (n. 12), p. 184.
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12 percent in 1903.* The small Bulgarian farmer still remained in
undisputed possession of his farm. The expected expropriation had
failed to occur.

Similarly, all the talk about the ruin of Bulgarian artisans —
another much vaunted piece of evidence for original accumulation of
capital in Bulgaria — did not prevent Bulgaria from having, still as
late as 1936, no less than 134,932 persons engaged in 69,232 handi-
craft enterprises.®® There is little doubt that the position of the
Bulgarian artisans in the decades following the Liberation was a
rather difficult one. But it 1s not at all clear that such decline of
handicraft as took place in those years presaged successful industrial
growth or was in any way connected with it. To a very large extent,
the origin of the difficulties experienced by the Bulgarian artisans
must be sought in the very act of the country’s secession from the
Ottoman Empire. It was one of the generally accepted notions of the
nineteenth century that national self-determination and economic
progress must go hand in hand. It took the cconomic catastrophe of
the dismemberment of the Austro-Hungarian statehood to reveal
the fallacious nature of a belief in which processes of unification and
disintegration were unthinkingly commingled. The economic and
social backwardness of the Ottoman Empire could not be doubted.
Still, the importance of Constantinople and of the adjacent area as a
market for the products of Bulgarian handicraft was great indeed
Rarticularly because of deliveries to Turkish civil and military authorif
ties. It was the loss of the latter that affected the economic conditions
of Bulgarian artisans in the post-Liberation period. On the other
hand, to regard that alleged “ruination” of Bulgarian handicraft as
a precondition for industrial advance denotes a failure to understand
the peculiar structural patterns of industrialization in backward areas.

* Slawtscho Zagoroff, “Die Grundesitzverhacltnisse in Bulgarien,” St. Moloff
ed., p. go. Professor Dolinski, an eminent expert on problems of Bulgatian agricul-’
ture, gives an even lower figure of 3.6 per cent for land owned by farms with land-
holdings over and above scventy-five acres. N. V. Dolinski, “Strukturni promeni v
bilgarskoto zemedelie” (Structural Changes in Bulgarian Agriculturc), Spisanie na
];‘:ilgar:kota Tkonomichesko Druzhettoe, XXXVIY, December 1938 (Sofia, 1939),

1.
* Anderson, p. 13; Godishnik, XXXI (1939), 73.
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b

In an advanced country like England, where industrial transformation
came largely as a modernization of the textile industry, the new fac-
tory had to break the competition of both the handicraft and the
merchant-employer systems. But in more backward countries, entre-
preneurs, banks, or governments preferred areas which as a rule had
remained untouched by either handicraft or domestic industry. In this
sense, the weakening of Bulgarian handicraft that did take place
could only deflect the Bulgarian industry from the optimal path of
its development, Uncritical application of English lessons is an enter-
prise involving much risk and uncertainty and yielding little profit.
On the other hand, viewing the story of Bulgarian handicraft within
a framework that is appropriate to the degree of backwardness of the
country does make some — though probably minor — contribution
toward explaining our problem of growth without structural change
in Bulgaria.

From that parenthetical conclusion, one must return to Bulgarian
agriculture in search of further illumination. The fact that the small
farm retained its dominant position in Bulgarian agriculture cannot
be readily taken as an indication that the supply of labor to industry
was small or intermittent. Flowever strong may be an otherwise very
Jegitimate reticence to use the concept of “disguised unemployment,”
it scems to fit the Bulgarian conditions to 2 nicety. Acco ding to the
excellent study of Pawel Egoroff, the total number ()"iﬂ: man-days
actually worked in Bulgarian agriculture (in the narrow sehse of the
word), livestock raising, rose cultivation, fruit orchards, a i‘f] vegetable
gardens, amounted in 1930-34 to 355 million; but thcj‘;‘rumber of
available man-days on the basis of the gainfully employed; population
in Bulgarian agriculture in 1926 was about 564 million. })L'c:ordingly,
about 37 percent of the country’s agricultural population|.was redun-
dant, In EgoroffPs words: “Without disturbing the present| course of
the process of agricultural production and without anf{! efforts to
achieve a more rational utilization of Iabor on farms, at leagt 720,000
men whose labor now lies fallow on Bulgarian farms couﬁ'd be profit-

ably employed in other occupations.” ** Egoroff assumes i} his com-

|

% pawel P. Egoroff, “Die Arbeit in der Landwirtschaft,” St. olpff, ed., pp.
151=153. ‘The author adds that using 1934 (rather than 1926) p phlation data
would raise the number of redundant persens in agriculture above one million. On
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putations a ten-hour working day and it is not quite clear what
allo.wance, if any, he has made for the peaks of demand for labor
gurmg the harvesting season. Nor can one blandly assume that every

superf%uous” laborer would have actually preferred casting aside
the “disguise” and moving openly and lastingly into industrial
employmen.t. The small family farm in Bulgaria, as in other Euro-
pean countries, was much less efficient than a large estate in generating
the Landfiucht of its labor force. Still, when everything is said and
done, the discrepancy between a figure of some 700,000 potential
Laﬂdﬂt-tecﬁtlinge and that of the 40,000 or so actually employed in
lBulganan modern industry is such that it is very difficult to accept the
fdea that labor shortage may have worked as a factor retarding the
industrial development of the country.

.This conclusion, however, should not be taken to mean that the
specific character of the country’s agriculture did not obstruct, let
alone favor, .industrialization. At Jeast two connected considcra;ions
are'relevant in this respect. The general backwardness of Bulgarian
agriculture has been discussed in the foregoing pages. It should be
added that the availability of land per capita of the population en-
gaged in agriculture declined steadily from about 2.6 hectares in 1900
to less than 1.5 hectares in 1934; that the average size of farm by
1934 was below five hectares; that the holdings were not consolidated
but lay (often widely dispersed) in strips of about .37 hectare on an
average; that the yields per hectare of the major cereal crops re-
mained almost unchanged between the beginning of the century and
t_hc 1930s; that when in the thirties it came at length to some expan-
sion of industrial crops, that expansion was obtained primarily not at
the expense of bread cercals (as would have been rational), but
at the expense of fodder crops, thus reducing the basis for the
output of converted products; that, finally, the income per unit of land
!)eg:m f:.llling even before the outbreak of the Great Depression —
in 1926 income per acre was almost 25 percent below what it had been
I 19111915, and the decline continued thercafter. It is clear that

lt)he other hand, that number should be reduced by taking into account the labor spent
y the farm population outside agriculture. The original estimate of more than

700,000 persons whase contribution to the volume of agricultural output is nil may
thercfore remain unaltered, . )

225




ECONOMIC BACKWARDNESS IN HISTORICAL PERSPECTIVE

” éh‘iéﬁéﬁlture of that description not only (as shown before) was
unable to serve as an efficient raw-material basis, but also could. not
exercise much demand pull upon the country’s industrialization either
with respect to consumers’ goods or with respect to agricultural ma-
chinery, fertilizers, and conveyances. '

Even more important is the second consideration. Th_e economic
disabilities of Bulgarian agriculture were conjoined with its political
ability, exercised directly and indirectly, overtly a}nd coyelttly,. to
deflect the government from the policy of supporting industrialization.
This was the case during the three years after World War 1 (between
March 1920 and June 1923) when the government was in -thc hands
of radical populism in the person of Stamboliyski, the chief c?f the
Agricultural Union. But it is no less true that no government in the
country either before or after Stamboliyski could aff9rd to pursue an
economic policy that involved placing, for the sake of industrialization,
major burdens upon the peasant population of the country. It was
not merely the immediate economic interests of the peasantry, but
their whole system of social values — the ethos of equality — that
opposed itself to large-scale enterprise. One need only reca!l the
violent attacks upon the first bill concerning encouragement of indus-
try to get a measure of the intensity of the aversio-n from xindustry,
and particularly from foreign capital. Geshov in his defensg pf the
bill had to tread extremely carefully, pointing out that enterprises of
associated artisans could also participate in the benefits of the law and,
most of all, that the demand of the growing factories for agricdltural
raw materials was bound to raise prices of the products concerned.™

Given this situation, it was also natural for the government to
try to encourage those industries which, at least in princi})l ,| could
be defended as extensions of agricultural production. It is japother
matter that in practice the connection between those indust ids atld
agriculture was much more tenuous than was claimed in| pfficial
pronouncements. The fact remains that the government Was) not 2
really free agent in determining the pattern of s:tate—et‘lcouraged
industry, Any overt discrimination in favor of strategically important
industries was out of the question, and whatever there was by I'ay of
covert discrimination through various administrative actions had to

™ Dnevnitsi (Stenograficheski) na osmote Narod.io Sibranie, pp.| 637643
(See n. 2 for translation).

226

RTRIALIZATION IN BULGARIA

favor industries that were said to be rooted in the soil of the crnntiy's

peasant land. There is little doubt that those specific comr. -
government policy go a long way to explain the pheis- -
growth without structural change which has emerged as such . -
triguing problem from a quantitative review of the period.

In the specific Bulgarian conditions, capital availabilities were
the crucially scarce supply factor. The industries which would have
brought about great structural changes within the body industrial
were specifically those that were characterized by both high capital-
output ratios and a relatively high threshold of initial capital require-
ments. Given the backwardness of the country’s agriculture and the
poverty of its population, voluntary savings could not be expected to
provide the needed capital dispositions. It is true that some mercantile
wealth had been accumulated even prior to the Liberation and con-
tinued growing after it. But the holders of that wealth werc on the
whole opposed to industrialization, as was shown by the strong reac-
tion of some chambers of commerce against Geshov’s policy.® All
talk about processes of primitive or original accumulation of capital
in Bulgaria could not alter the fact that such limited wealth as was
available did not pass into the hands of industrial entrepreneurs. The
task of a modern industrialization in Bulgaria could not be solved by
methods peculiar to very advanced countries. If the story of industrial
development in other backward countries can serve as “lessons” or
at least as guiding beacons in understanding the industrial history
of Bulgaria, the problem may be formulated as follows: the lack in a
backward country of many things that could be reasonably regarded
as “prerequisites” of industrial development in more advanced coun-
tries is an obvious fact. But it is just as obvious that in many important
cases the lack of those prerequisites did not prevent the industrial
development from taking place. For the prerequisites were not pre-
requisites in an absolute sense of the word. In other words, it proved
possible to find substitutions for the missing factors, appropriately
varying them with the degree of backwardness and a number of
special conditions. As a result, as the observer moves from country
to country, whole patterns of substitutions become discernible across
the graduated scale of economic backwardness. The problem of Bul-
garian industrialization, therefore, may be essentially stated as the

* Blagoev, Thonomichnoto ravvitic na Bl gariya, pp. 430f.
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country’s inability to discover patterns of substitutions suitable to its
particular situation. :

When previously accumulated wealth could not be passed on to
industrial entrepreneurs for conversion into claims upon current
national income so that factors of production could be lured away
from consumer-goods industries into producer-goods industries, it
was recourse to foreign loans, to credit-creating activities of specially
organized banks, or to the budgetary mechanism of the state (or a
combination in varying degrees of all three factors) that was used as
a substitute. It is probably correct to say that the more backward a
country was, the more likely it would have been to emphasize the
role of the state as against that of investment banks. In the light of
these generalizations, what the Bulgarian government did and what
it failed to do for the industrialization of the country may be assumed
to have been of fundamenta] importance.

Table 1o. State aid to industry in 1912 in relation to capital stock
(1,000 leva)

State aid

Through tariff
duty and freight  Through tax

Industry Capital reductions reductione Total ; h
(a) (b} () (d) (d/a) 100

Mines 2,600 2% 42 68 2.6
Metals 3,260 11y 82 201 6.2
Pottery 7,600 25 166 191 2.5
Chemicals 4,000 345 88 4313 10.8
Sugar 5,900 206 FI1 317 5.4
Beer 9,000 63 70 133 | 1.5
Textile 16,000 986 323 1,309 8.1
Woodworking 4,200 32 43 78 1.8
Leather 2,750 It 70 381 13.9
Flour mills 16,500 49 430 479 2.9
Other

foodstoffs 5,200 10 j0 40 0.8
Energy 6,500 : —_ 28 z8

Total 85,610 2,209 1,501 1,710 43

Source: D. Kh. Dimov, ‘I‘Kakvo e poluchila mestnata industriya prez 1912 oy ot dir-
thavata i obshtestvennite uchrezhdeniyai® (How Much Did Domestic Industry Rec ive in 1912
from the State and other Institutionn?), Spisanie na Bilgarshoto lhonomickesko |Diushesivo,
XVIIL, nos. 9-10 (Sofia, 1914), 547-
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The Bul.garian program of government encouragement to indus-
try, as 'descnbcd in section one of this essay, taking its leaf from
Rumanian and Hungarian statute books, was no doubt a very re-
spectable attempt to deal with a very difficult problem. But thz:, aid
actually provided to industry was more notable for the multifarious-
ness of the ways in which it was proffered than for its magnitude. A
Bulggr:an economist once computed the total value of state aid
supplied under the pertinent act in 1912 and related it to the capital
stock of ‘the industries concerned. His results are shown in Tableplo
The capital-stock data are admittedly uncertain; yet a very similat:
result obtains if the benefits received are related to the value of
product of industrial enterprises. This is shown in Table 1. It is

Table 11. State aid to industry in relation to the valee of product, 1912

(1,000 leva)

Industry Value of product Total state aid
= {a) (h) {b/a) 100
ines 1,667 68
i 4.1
;*I':tah H399 201 5.9
C']J tery 4139 191 4.6
: hemicals 1,416 4313 12.6
B:far 3149 Y 10:0
T l" 51429 113 2.4
extile 22,767 1,390
Woodworking 1,292 ’ 75 o
II;eathcr 6,238 381 g?
F:Lper . 772 36 : 7-2
lour mills 49,226 479 :
Other foodstuffs 2249 49 it
: 1.
Lnergy 1,377 28 2 Z
Total 106,1
17
Total without ' p7 e
flour mills 56,911 3,232 5.7

Source: Godishnik, 1V (1912), 187-188.

clear that tpe'volu.me of state aid extended to Bulgarian industry
was held within fairly modest limits. In particular, the benefits en-

joyed by the industry producing and processing metals were small
indeed.
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It would exceed the scope of this essay to enter into a full dis-
cussion of the Bulgarian tariff policy. Suffice it to note that it took
the country almost three decades before it could pass from the original
restraints of Article 8 of the Berlin Treaty * via uniform ad valorem
duties first of 8 and then of 14 percent to the right to produce specific

“import duties, which was finally obtained through the treaties of
‘ commerce concluded in 1905, Yet one would search the Bulgarian

tariff in vain for any indication that its structure was influenced by the

" desire to achieve major changes within the sphere of protected in-
dustry. The contrary was true. Increased protection for the foodstuff,

textile, and leather industries was paralleled by decreased protection
for machinery production,*® Thus the contribution of the Bulgarian
state to the country’s industrialization was modest, to say the least.
The very considerable task of constructing, before the outbreak of
the Balkan wars, a railroad network of almost 2,000 kilometers at
the cost of more than a quarter of a billion leva,'* and of acquiring a
rolling stock worth some 36 million leva,*? was accomplished by the
government without utilizing the period of railroad construction for
the specific promotion of industrial activities. The amount of foreign
loans (in terms of net proceeds) received by the Bulgarian govern-
ment over the same period exceeded the cost of railroad congtruction
by about two and a half times.*® The amounts actually us ‘ ] for in-
dustrial encouragement are quite trivial by comparison, asjmay be
scen from another glance at Table 11. There is little douby
centration wpon foreign and military policy effectively ‘ structed
serious preoccupation with the industrial development of the kountry.

The sector of state-encouraged industry was not altogether un-
successful in attracting foreign capital. Data which are available for
the initial year of our index period show that, in 1909, ﬁ)Te capital
invested in those industrial branches amounted to 64.4 million leva.**

If working capital is included, the total amount may be es imated at
|

® drchives Diplomatiques, p. 291. l
# Walter Weiss-Bartenstein, Bulgariens volkswirtschaftliche Verhaeltpise (Ber-
lin, 1917), pp. 168—202; see esp. the table on p. 591, ;
“ Popov, p. 376. |
*Ibid., p. 377 ‘
Yo Pazvolsky, Bulgaria’s Economic Position (Washington, 1939)4 p. 36.
“ Godishnik, 11 {1910). :
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about 72 million leva.*® Of this amount, 14.6 million leva, or one
fifth, was supplied from abroad. Belgian capital dominated t}:c scene

amounting to 70 percent of foreign direct investment. Perhaps moreJ
tmportant than the total magnitude of that investment is its distribu-
tion. In those years, Belgian capital and Belgian engineers were con-
structing public-utility plants over wide areas of eastern and south-
eastern E}urope, and most of their investment in Bulgaria had been
engaged in the production of electric energy. For the rest, it was the
fOOfistuFf industry and — at a much lower level — the texti,le industr

which received most of the foreign capital® Twelve years Iatcg{
when the smoke of World War I began to clear away, it was thé'
.foodstuﬂ:-producing industries in which %3 percent of fo’reign direct -
investment (not including energy production) was placed.*” Foreign
c:jlpltal’s interest in the other branches of Bulgarian inc.lustr wg'tsA
either ‘ne.glig‘ible or nonexistent. There is no indication thatythe;'e
was arly s:gmﬁc.amt change in this situation in the immediately follow-
ing years. Foreign banks had appeared on the Bulgarian scene fairly
early. In 1905-06 three important institutions were established -by
Gern.]an, French, and Austrian banks, respectively. Among them th}é
Credit Bank, which stood under the leadership of the Disc:(;nto—
_Gcsells'chaft, may have seemed fairly promising for the country’s
industrial development. After World War 1 the establishment );f
the Sofia branch of the Deutsche Bank ( 1922) should be mentioned
Over t'he same period, there was undoubted growth in indi enous.
'Bulganap banking. Both foreign and domestic banks showedg some
interest in industrial enterprises, but the promise came to nought
Neither the‘onc group nor the other betrayed any trace of gtht;
entrepreneurial vigor and financial broadmindedness which, for in.
stance, the Ga?rman banks had so conspicuously displayed in ;)re-1914
Italy, In particular, the > traditional interest of the latter in new indus-

“* . . .
0" (/S\::ordmgbto I\)I Mikhailov, “Naslirchavanata ot dirzhavata industriya prez
n. 5 above)}, p. 589, working capital 1 ‘ :
s mpihl ot apital amounted to about 12,7 percent of
apital, ay be noted, however, that Mikhailov’s ab
. : 2 k absolute fi i
check :;mh those given in the text above, Fures do ot quite
Godishnik, 11 (1910), 261.
47 H . '
Luiven Georgiev, “Pronikvaneto na chuzhdiya finansov kapital v Balgariya”

(Penetration of Foreign T ital i
4 gn Iinance Capital into Bulgaria), Bolp: i
Naukite, Tkonomicheska Misil, 1, no. 2 {Sofia, 1956), 1:.2:’.' Polfareka Mademiya na

231




ECONOMIC BACKWARDNESS IN HISTORICAL PERSPECTIVE

tries offering a wide field for technological change did not manifest

itself 1n Bulgaria. o ‘

By way of summary of what has been said in the preceding pages
and partly by way of amplification, one may try to state a few tenta-
tive answers to the question posed at the end of section one of this

- essay.

1. The poverty and economic backwardness of the country effec-
tively precluded its industrial development upon the pattern of more
advanced countries.

2. For this reason, the discussion of factors such as the process
of the so<alled original accumulation of capital in Bulgaria was
hardly realistic. . _ ‘

3. In the specific Bulgarian conditions, such decline of handicraft

' as took place in the last quarter of the nineteenth century, instead of

freeing the road for the factory system, may well have tende_d_ to
deflect industrial endeavor from entering into the most promising
channels. .

4- Despite all predictions to the contrary, over the pt?r:od under
review the small-family-farm character of Bulgarian agriculture be-
came even more pronounced. Being poor, stagnant, anc! ineHiFlent,
agriculture could serve neither as an adequate raw-material bhsis for
industry nor as a source of effective and growing demsl.n.d f?r industrial
products, although, given the very low degree of utxl}zanfm‘ !
on the farms, industry could rely on agriculture to satisfy its i‘:
manpower, I

5. In such conditions the problem of capital supp}y and the
problem of a sustained and growing demand for industrial p oducts
became the crucial problems in launching a great spurt of ing
development. i .

6. Banks, organized as “investment banks” and- ?0“"°9ﬁed with
corresponding institutions abroad, may well have part|c1Rateq t 1‘roug.h
attracting foreign loans and through processes of credit cre ation in
the provision of capital to Bulgarian industry, It was in llkfaly,
however, that in conditions of extreme backwardness such as BF bvailed
in Bulgaria they would have been able to raise the needed capitpl and,
above all, to find investment opportunities that would prove pl:j fitable
within a reasonable period of time. ;

7. It was the state, therefore, which should have shouldered the
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twin task of covering the balance of capital needs and providing, for
a number of years, the demand for the products of the new industries.
On the other hand, because of the specific all-or-nothing (or, at least,
all-or-much-less) nature of industrial spurts in backward countries,
absence of sufficient state aid made the banks very reticent to do their
part in industrial engagements.

8. It is very likely that the turn of the century was a most pro-
pitions moment for launching a policy of rapid industrialization on 2
considerable scale. Railroad building was still far from completed and
the needs of railroad construction would have provided a widely
ramified network of persistent demand for the products of the new
industries. The capital markets abroad were plentifully supplied and
the risk premiums astonishingly low. At the very same time, the
German banks found the area of their activities in Germany curtailed
by the growing independence of German industry and were ready to
export their accumulated expericnce in promoting industrial enter-
prises to other areas.

9. The Bulgarian government let that opportunity pass unused.
The curious combination of economic backwardness with a rather
advanced system of constitutional government; the peasants’ aversion
to industry and capital, most notably to foreign capital; the ideology
of militant nationalism amplified by the clamors of a violent irredenta
in Macedonia and Thrace; greed, anxieties, the rivalries of govern-
ments and populace, as well as the ambition of a shrewd but irrespon-
sible ruler to imitate and to reproduce within the confines of the
peninsula the game of grand diplomacy; the pressures of similar mo-
tivations on the part of other Balkan nations — all these, in varying
degrees, may have conspired to determine the actual political choices
of the Bulgarian government. In the light of the record, those choices
do not seem to have been particularly felicitous. A historical accident
happened to place them within a sharp personal focus. It was a tragic
fate that caused Geshov, once a great advocate and effective enginecr
of the country’s economic development, to lay during his premiership
the groundwork for the military attack upon the Turks in 1912; he
felt, in his own words, “responsible to History for the conclusion of
the Balkan Alliance.” *% But all this is somewhat beside the point. It

“ Geshov, or Gueshoff in the accepted transliteration of the period, resigned,
however, in May 1913 so as to dissociate himself from the “criminal insanity” of
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is important to understand the decisions that have been taken against
the background of foregone choices. There is, however, no intention
to explain what the Bulgarians should have done. It is useful indeed
to think of industrial development in terms of graduated patterns of
substitution for “missing prerequisites.” It is useful to delineate the
contours of such a substitution that might plausibly have taken place
in Bulgaria. Yet it is one thing to expect that, had a great spurt of
industrial development occurred in Bulgaria, it would have in all
likelihood proceeded under the strong tutelage of the state. It is quite
another to assume that the great spurt was “bound” to occur. The case
of Bulgarian industrialization should not only cast some additional
light upon the concept of the great spurt; it may also serve as a salu-
tary reminder of the very conditional nature of our insights into the
processes of economic change.

Its illuminating aspects apart, the story of Bulgarian industri-
alization is not a happy one. Instead of bending upon a relatively
brief concerted effort, the little country on the Danube preferred,
like the great Danubian Monarchy in the words of its poet,

auf halben Wegen und zu halber Tat,
mit halben Mitteln zauderhaft zu streben.**

Thereby, Bulgarian statesmanship left the task of economic devs
ment to a much less favorable situation and to a regime whic}
perturbed by such changes as may have taken place in techno ofyical
determinants, was willing to do the job without counting the pfice or
weighing the burden it imposed upon the people and without er
ing an end to the years of sacrifice and deprivation; as th
desirous of illustrating Voltaire’s melancholy conclusion that
vient trop tard.™ ‘

the impending Bulgarian aggression against Serbia. See I. E. Gueshoff, T'e|’
League (London, 1951}, pp- 91, 943 also, . E. Geshov, Prestupnoto bezumie

@ Franz Grillparzer, Ein Brudergwist in Habsburg, Act 1, lines 922—ga{.
® Voltaire, Histoire de P Empire de Russie sous Pierre le Grand (Londony 18 30},

p- 378. i
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Soviet Heavy Industry: A Dollar Index
of Output, 1927—1937

T purpose of this essay is to communicate in summary form

the results of an attempt to measure the growth of output in Soviet

heavy industry.! The study has been conducted at Harvard in ‘the

years 1949—54 under the auspices of the RAND Corporation of Santa.

Monica, California. While the title chosen for this summary appeals
to the author’s ego, it is somewhat misleading. The underlyiﬂg’ re-
search did oz cover the whole range of Soviet heavy industry. Most
notably, production of heavy chemicals and of nonferrous métals has
been entirely omitted. The investigation in its present form embraces
Fhe following five branches of industry: (1) machine building, (2)
iron and steel, (3) petroleum, (4) coal, and (5) electric power.

_ Granted these limitations, it should be clear that the indus-
tries just mentioned, during the period under review, must have
accounted for most of the heavy industrial output in Soviet Russia. It
should be remembered in particular that the concept of machinery
used here is comprehensive indeed. In addition to industrial machinery
proper, it includes railroad rolling stock, autometive production, and
agricultural and road-building machinery.

'T am indebted to Joseph A. Kershaw and Norman Kaplan for valuable com-
ments and suggestions. I should like to thank Alexander Erlich, Nancy Nimitz, and
Elizabeth Marbury for theic participation in this project,
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I

The initial motivation for the construction of a series of dollar
indices of Soviet industrial output was provided by the grave short-
.. comings of the official Soviet index, which was weighted by the al-

“legedly constant prices of the harvest year 1926/27. During the past
" decade, the deficiencies of that index have been widely discussed in

‘Western literature.2 The main trouble was with respect to commodi-
ties not produced in the base year 1926/27. In brief, the Soviet proce-
dure was as follows: those commodities were introduced into the index
.~ at prices which prevailed during the first year of large-scale production.
' Since a considerable price inflation occurred during the period of the
1930s, this procedure of necessity imparted an upward bias to the
index. As the share of “new” commodities in total industrial output
grew, the bias of the index kept increasing. In this way, the index was
affected both by past and current inflation and failed to satisfy the
elementary requirement of any index of physical output, that is to
say, imperviousness to changes in the value of money.

‘It might be added that Soviet writers themselves stressed the
inadequacy of the index, although they took care not to state explicitly
that the resulting bias was in an upward direction. As 2 n#"x e, they
argued that the direction of the bias was a moot question.| In the
mid-thirties, the Soviet government introduced some impro:vemcnts,
which, however, failed to alter the nature of the index in afiy radical
way.! |

The official Soviet yardstick of industrial growth was 1._hLJs quite
unreliable. At the same time, it was realized that the rapidjdlevelop-
ment of Russian industry in the 1930s was of focal significarjc¢ for the
understanding of the Soviet economic history of the pariod and,
furthermore, that any appraisal of present and future retardations —
or accelerations, as the case may be — of Soviet industrial grpwth must
be based almost inevitably on comparisons with the economic develop-
ment in the 1930s. For these and other reasons, constructign] of inde-

* Among many others, the present writer commented on the prob l‘cm in “The
Soviet Indices of Industrial Production,” Review of Economics and Stalistics, XXIX
{November 1947). i

*For an account of this, see Alexander Gerschenkron, assisted by Alexander
Erlich, 4 Dollar Index of Svviet Machinery Qutput {Santa Monica, 195K)b pp. 1-12.
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pendent gauges of Russian industrial growth over the period con-
cerned appeared most desirable.

Such attempts have been undertaken and carried out by Naum
Jasny and Donald R. Hodgman. Jasny constructed Soviet price indices
by which he deflated computed values of industrial output at current
prices. Hodgman’s contribution was an index of Soviet industrial
output, weighted by payroll data in the individual branches and sub-
branches of Soviet industry in 1934.*

The approach adopted in the present study follows a different
method. The common feature of Jasny’s and Hodgman’s indices was
the use of indigenous magnitudes for weights in the respective
indices. In this study, on the other hand, U.S. dollar prices of the
year 1939 were used. It is not necessary to examine in detail these
two approaches. Suffice it to say that the advantage of a recomputation
of Soviet industrial output in dollar prices is twofold. First, it makes
it possible to cut the Gordian knot of the Soviet price system. The
best that can be said for that price system is that it tends to reflect
changes in average cost of production. For this reason, output indices
weighted by Soviet prices seem to respond fairly well to certain prag-
matic index-number tests involving changes in weighting base years.?
Beyond this, however, the meaning of the price system is far from
clear. Accordingly, an index based on Soviet weights must remain an
uncertain proposition, at least to some degree. It is not suggested
that the American prices of 1939 in each individual case are a faithful
reflection of opportunity cost. Of course they are not. But there is
little doubt that there is an immense difference between the two price
systems in this respect.

The second advantage of computing Soviet output in terms of
dollars is that it makes possible direct comparisons of Soviet and
American outputs. But to mention the advantages is not in the least
to disguise the very real shortcomings of a dollar index of Soviet
output. The use of dollar weights means choosing a very remote

*N. Jasny, The Soviet Economy During the Plan Era; The Soviet Price Sys-
temn; Sowist Prices of Producery’ Goods (Stanford, rggt and 1952); Donald R,
Hodgr:mn, Sowviet Industrial Production, rg28—i95: (Cambridge, Mass., 1954),

See G. Grossman, “National Income,” and “Comments” by Alexander Ger-

schenkron in Sowviet Ecomomic Growth, ed. A. Bergson (Evanston, 1953}, pp. 69,
2324,
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vantage point from which to view Soviet industrial devealopmel?ts.
Something more will be said on the subject in the cc?ncludmg section
of this essay. All that need be mentioned at this point is that the rf.:sults
of the present study are not directly comparable, let alone inter-
changeable, with those obtained by either Jasny or Hodgman.

At the same time, it may be noted that the remoteness of the
vantage point is at least to some extent compensated for by the a-.vaxl-
ability of statistics in the United States. Whatever extraneous weight-
ing system is chosen, ideally it should be from a country as simtlar
as possible to Russia in its stage of economic developmenF and one
with a comparable range of measurable output. The choice of the
dollar system fully satisfies the second requirement, but it do?s so at
the expense of the first. o

It is very likely that experimentation with other price s‘yste.ms
might lead to more meaningful results, For examp‘lr?, expressing
Soviet output in Japanese prices would seem very promising. F|urther-
more, by shedding light on the significance of the mdex-x?.umber
problem in different historical industrializations, such expefiments
would contribute to better understanding of the measurement prob-
lem in economic development and thereby to better understanding of

economic development itself. Be that as it may, the highl L‘elative
character of the present investigation must be clearly under, i.Jod
I
I1 i
In principle, the way in which the present index has been pre-

pared is exceedingly simple. For each of the five industries corjcerned,
the first task was to obtain as complete a breakdown as pgssible of
data on physical quantities of output for the years 1927-37 1 In prac-
tice, this was not simple at all. Because of the fragmentary pature of
Soviet information and its tendency to decline in volume jafter the
mid-thirties, the tabulations showed many gaps. All these gaps had

b

r

rate of growth in the preceding years was applied; some imes.t.he
rate of growth of related and, if possible, complementary commodities
was selected. Wherever feasible, general information on qutput of
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the commodities concerned was utilized. In this fashion, complete
quantitative tabulations for all the years of the decade were obtained.

The next task consisted in ascertaining the appropriate American
ptice prevailing in 1939 for each item in these tabulations. Clearly, to
obtain such a price it was necessary first to match the individual Soviet
product with an identical or similar American product. This done, the
U.S. 1939 price of the Soviet product was estimated, taking account
of such differences as existed between the two products. Here lay the
real core of the study. Neither the matching process nor the price
determination could have been carried out without extensive recourse
to those members of the American business community who had ac-

quired an extensive knowledge of the relevant Soviet products either-

through their business activities or their personal experience (as ex-
perts, technical assistants, and so on). Wherever possible, the con-
sultants were given the specifications or even photographic reproduc-
tions of the Soviet models. Even so, the matching process presented
considerable difficulties, which were greatest in the field of machinery.

The foregoing, however, is a somewhat idealized picture of the

process. In a number of cases, the consultants were unable to provide.

the price information, and the computed unit values of the 1939 U.S.
Census of Manufactures had to be used instead, an obviously crude
and unreliable procedure. Nevertheless, it is fair to say that the vast
majority of prices was determined through the consultation process,
It is only with regard to electric power that prices obtained from the
Census prevailed. All prices arrived at by consultation were estimates
of the 1939 dealer’s cash price f.0.b. factory and thus conceptually
comparable with unit values derived from the Census.

In the case of machinery, it proved impossible either through
consultation or recourse to the Cesmsus to assign prices to all the items
for which data on physical quantities were available. Out of a total
of 315 commodities, for which data on quantity of output were on
hand at least for some portions of the index period, only 128 items
could be priced. For the remaining 187 jtems, available specifications
were insufficient for price assignments. In many cases the matching
process also involved considerable readjustments of the original physi-
cal data. Thus, where such data were given in terms of units of output
but a meaningful price could not be stated except in terms of power
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capacity, some method for the conversion of the original data had to
be devised. In many instances, the ratio of horsepower per unit was
given for only a few years of the period, and the ratios for the re-
maining years had to be interpolated or extrapolated. If a justifiable
conversion method could not be found, the commodity had to be
omitted from the index.®
All this means that the index of machinery output does not
comprise all the subgroups of this branch of Soviet heavy industry,
and this raises a problem in aggregating the individual indices. Some
adjustments for differential rates of growth in the omitted subgroups
will be mentioned later. At present, it is important to point out that
7o similar problem of coverage existed for the remaining four indus-
tries. The output of all (or virtually all) the products of these was
obtained and valued in dollars. This is not to say, of course, that no
problems were encountered in the work on the four industries other
than machinery. Many gaps of information had to be filled by esti-
mates of various kinds, As was also true of many machinery items,
there were numerous cases of conflicting information that had to be
reconciled, Considerable difficulties were encountered in the matching
process for coal, iron'and steel, and petroleum products. In all such
instances, the official Soviet standards were used for th 'asic identi-
fication of the individual products. Consultations with displaced
persons who had served in one or another of the Sovlep industries
concerned were necessary in order to obtain some irjmediate im-
pression of the degree of likely deviations between the gtandards and
the actual products. As was true for machinery, expert advice on
prices was of crucial importance. Thus, for petroleum products, the
- American prices selected were based on the O#l Price FHandbook™ and
referred to the major American export market, the Gulf Coast
market; but without the aid of expert information it wogld have been
impossible to adjust these prices to allow for the differefices in quality
between the American and the Soviet products. And least of all
“would it have been possible to establish a reasonable prite for those

.. *For a more complete description, see Gerschenkron, 4 Dollaf Index of Soviet
Machinery Outpus.

* National Petroleum Publishing Company, Oil Price Handbook for 1939
{Cleveland, 1940).
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Soviet products for which comparable American products could not
be located.

" It is not within the scope of this essay to do more than indicate
the general nature of the problems that had to be faced. For remarks
on certain specific aspects, such as the effects of the basing-point
system on pricing Soviet steel products or the effect of regional varia-
tion in American coal prices on selecting the “correct” dollar price
for Soviet coal, the interested reader must consult the individual
studies, He will also find there full discussion of the innumerable
minute problems of estimation and selection which so often had to be
resc_alved by arbitrary decisions. It was felt that, in a field where the
basic data are scarce and unreliable and so many adjustments are
necessary for obtaining a set of consistent figures, the reader must be
gh.refl full opportunity to check every step and to form his own
opipion s to the worth and validity of the results. Accordingly, in
cach of the five studies, it is the detailed appendices that constitute
the heart of the inquiry. In a sense, the text, containing the results and
the general conclusions, is appended to the mass of detailed tabulation
and comment in the appendices rather than the other way round.®

I

The dollar values of output yielded by the five studies are
presented in Table 1. The corresponding indices are shown in Table 2.

The problem of aggrepating the foregoing tabulations is not
an easy one. The trouble with simply adding up the rows in Table 1
is .twofold: first, as mentioned before, the dollar value of the ma-
chinery output refers only to a portion of total machinery output.
Thus a simple addition gives too low a weight to that branch of Soviet
heavy industry. An even more serious difficulty stems from the fact
that the data in Table 1 are based on gross values of output, corres-

* In addition to the previously cited study on machinery output, the references -
ere as follows: Alexander Gerschenkron and Nancy Nimitz, 4 Dollar Index of Soviet
Petroleum Qutput (Santa Monica, 1952) Nancy Nimitz (under the supervision of
Alexander Gerschenkron), 4 Dollar Index of Soviet Coal Output (Santa Monica,

" 1951); Alexander Gerschenkron and Nancy Nimitz, 4 Dollar Index of Soviet Iron

and Steel Outpue (Santa Monica, 1953) 3 Alexander Gerschenkron, assisted by Eliza-
beth )Mnrbury, A4 Dollar Index of Soviet Electrical Power Output (Santa Monica,
1954).

’
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" Table 1. Value of Soviet output, 1927/28-1937
(in millions of U.S. dollars at 1939 prices)

]

!

Iron Petroleum Electric
’ ‘, feu Machinery and steel Conl products power
“1929/28 203 184 87 119 69
1928/29 288 218 100 14§ 35
1929/30 427 263 119 199 111
1931 532 268 141 247 137
1932 535 308 161 237 171
1933 603 353 188 251 207
1934 734 489 230 290 259
193§ - 926 632 264 jo1 316
S 1936 0 L 993 B2z 302 336 195
1937 1065 269 304 385 441
Table z. Indices of value of Soviet output, 1927/28—1937
(weighted by U.S. dollars at 193¢ prices; 1927/28 = 100)
Iron Petroleum Electric
Year Machinery and steel Coal products power
1929/28 100 100 100 100 100
1928/29 142 118 115 - 122 123
1929/30 211 143 137 167 ERL
1931 263 146 162 207 i 197
1032 264 167 185 200 246
1933 298 192 216 211 | 298
1934 361 266 264 244 374
1935 457 343 303 253 456
1936 490 447 347 282 i1 569
1937 52§ 472 349 298 [| 635

ponding in a general way to the “value of products” i
Census statistics, Each figure is the sum of the products
and price. These values of output include, therefore, t
raw materials, semifabricates, power, and fuel consumed
produced by the branch of industry for which the comput

been made. What is needed ideally is the reduction of

values to value added by manufacturing of the products cg

Some adjustments have been made to take accopnt ]
difficulties just described, but they are so rough and inco
the reader may prefer the unadjusted results. They are g
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Let us first see how far it is possible to move in the direction of value
added.

In an earlier study of Soviet machinery output, a set of value-
added data at 1939 dollars was obtained by applying to the gross
value figures for each individual item the ratio of value added to
gross value as given for the commodity group to which the item
belonged in the 1939 U.S. Census of Manufactures.® It is clear that
such a procedure involved rather drastic assumptions. This is not
simply because of the implied acceptance of American ratios of value-
added components to the other components of gross value. Such an
acceptance is quite consistent with, and in fact derives from, the basic
decision to use American prices as weights in an index of Soviet output.
What renders application of American ratios so questionable are rather
the great differences in the respective structures (such as differences
in the degree of vertical integration) of the American and the Russian
industries, What appears as value added in a given American industry
need not appear as such in its Russian counterpart, and vice versa.
Still it might have been useful to pursue this method throughout the
five industries under review if practical difficulties had not stood in
the way. Unfortunately, when it comes to branches of industry other
than machinery, the U.S. Cenmsus provides either an inadequate num-
ber of subgroups or only ome over-all ratio for the industry as a
whole rather than for the individual products or subgroups of prod-
ucts. Obviously, application of such an over-all ratio, say for the
petroleum industry, cannot change the index for that particular
industry, although it would affect the aggregate index. In addition,
differences in the composition of output in any given industry (as
distinguished from subgroups) in the United States and Russia make
the application of such an over-all ratio altogether too crude a device.

It might be possible to estimate and to apply Soviet rates of value
added to gross value in the individual industries concerned, but clearly
the introduction of Soviet weights into a study the very purpose of
which is to break away from Soviet valuations could not be considered.

For these reasons, a different method has been adopted here for
aggrepating the five indices. It consists essentially of an attempt to

* See Gerschenkron, 4 Dollar Index of Soviet Mackhinery Quiput, table 38, pp.
80—84.
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climinate some of the double counting which results from the fact
that products of one industry (such as steel) are used as inputs in the
production process of another industry (such as machinery).
. The adjustments made can be summarized as follqws: _
., 1. The dollar value of coal consumed by the steel industry in

. "the:form of coke has been deducted from the gross dollar value of
" the iron and steel output.

- 2. The dollar value of steel products and foundry iron con-
sumed by the machinery industry has been deducted from the gross

dollar value of machinery output.

3. The gross dollar value of output of four industries (machinery,

~ iron and steel, coal, and petroleum) has been diminished by the ag-

gregate value of electric power consumed by these industries. It may
be added that the amount deducted was somewhat excessive because
the available data on power consumption referred to the metalworking

" industry as a whole rather than to the machinery industry proper.

Since the latter is a huge segment of the former and undfmbtediy
consumes much more power per dollar of output, the error involved
must be assumed to be small.

i No similar adjustments could be made for the values of cc:)al and
petroleum consumed by the other industries, nor for the vglue of
steéel consumed by.industries other than machinery. At. the sajejtime,
it-is believed that the amount of double counting within each jidustry
is.confined within rather narrow limits. The error stemming I:'from
that :particular.:source cannot be very large.within the maghinery
. group; ‘The 1128 items of that group, for which the dollar vialue of
“output hasibeen computed, are essentially in the nature of ished
goods,. Theréfore, hardly any of these commodities enters the value
of oiitput of any other commodity within the group. Since what was
valied in -the other industries was likewise the final prod th and
" since the values of crude oil, conversion iron, and raw stegl were
excluded from the computations, the error of double coupting is

unlikely to be very large in those industries.

2. "It cannot, of course, be claimed that these adjustments have

- resulted in-an.unambiguous concept of net value. Only the most

" obvious cases of double counting have been eliminated. But pra zanto
L . . . i

some approximation to net values has been attained. Nor have the
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deductions been quantitatively insignificant, In the case of machinery,
the more than one quarter of gross value eliminated may amount to
as much as 50 percent of what ideally should be deducted, 1t is true
that some further adjustments may have been possible. But they
would have introduced still greater uncertainties and might well have
detracted from, rather than added to, the reliability and meaningful-
ness of the results,

As mentioned before, another problem to be faced in the agpre-
gation process derived from the incompleteness of the coverage of
machinery output. Giving too low a weight to machinery output in
turn would have imparted a downward bias to the series as a whole,
first, because the computed output of the machinery group developed
at a relatively high rate and, second, because the output of machinery
items not included in the compyted output must be presumed to have
developed at a faster rate than the output of the computed group.
Taking into account inter aliz the estimated value of electric-power
equipment (which had been computed indirectly and was not included
in the total of the computed machinery output 1) as well as crude
estimates of the aggregate dollar value of output of about one hundred
of those machinery items also excluded from the computed series, it
seemed reasonable to assume that in 1928/29 the computed machinery
output comprised 75 percent of total machinery output and that by
1937 this ratio had fallen to 65 percent,*

It will be noticed that the first of the years just mentioned is
1928/29 rather than 1927/28, the first year of the dollar-index period.
This change is unfortunate, but it was unavoidable because the ma-
terial needed for adjustment purposes, in particular the data on steel
consumption by the machinery industry, was not available for the
years preceding 1928/29.

The results of the aggregation process are given in Tables 3-8,
They are in three stages: (1) summation of unadjusted output values,
(2) summation of output values adjusted for the incomplete coverage
of machinery output, and (3) summation of output values adjusted

*® Gesschenkron, 4 Dollar Index of Machinery Cutput, appendix g.
" Accordingly, the unadjusted values of machinery output for 1928/29 were

divided by 75 and multiplicd by 1004 the unadjusted values for 1937 were divided
by 65 and multiplied by roo.
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Table 3. Dollar value of oﬁtput of Soviet heavy industry, 1928/29 and 1937
(unadjusted gross values, millions of 1939 dollars)

Iron Petroteumn Electric ol
Year Machinery and ateel Coal products power ota
836
1928/29 288 218 100 145 85 034
1937 1065 869 304 355 441 303

Table 4. Index of dollar value of output of Soviet heavy industry, 1928/29 and 1937
(based on unadjusted gross values, millions of 1939 dollars)

Iren Petroleum Electric \

Year Machinery  and steel Coal products power Tota

100

1923/29 100 100 100 100 100 3:3
1937 370 399 304 245 519

Table 5. Dollar value of output of Soviet heavy industl.‘y, 1928/2¢ and‘lrl.ggj.v f
(gross values adjusted for incomplete coverage of machinery output, millions o
1919 dollars}

Iron Petroleum Electric |

Year Machinery  and steel Coal products power Tota
1928/29 184 218 100 145 85 ‘ zgz
1937 1638 69 304 155 441 1, 3607

%;'
‘Table 6. Index of dollar value of output of Seviet heavy industr?r, 1928/29 ?nd.[;?”
(based an gross values adjusted for incomplete coverage of machinery outpuf; millions
of 1939 dollars) i
Iron Petreleun Electric :

Year Machinery  and steel Coal producta power | Total
1928/29 100 100 roo 100 100 | 1;0
1937 428 399 304 245 519 387

Hi
Table 7. Dollar value of output of Soviet heavy industry, 1928/29 anq 1937

(gross values adjusted as in Table 5 and for double-counting, millions of 1¢ 19 dollars)

Iron Petroleum Electric |; |
Year Machinery  and steel Coal products power || ‘Tota
142 85 |/ fo3

1928/29 286 197 95 |
l237 1138 768 283 345 441 ) 297§

i Vi
Note: for the computations on which this table is based, see A Pal!ar Index o ;I.Snuer Irau
and Steel Output, appendix 11, and 4 Dollar Index of Soviet Electric Power Outpul,
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Table 8. Index of dollar value of output of Soviet heavy industry, 1928/29 and 1937
(bascd on gross valyes adjusted as in ‘Table 5 and for double counting, millions of
1939 dollars)

Tron ’ Petroleum Electric
Year Machinery  and steel Coal products power Fotal
1928/2¢ 100 100 100 100 100 100
1937 398 389 298 243 519 i7o

Note: for the computations on which this table iz b

nsed, sec A Dollar Fndex of Sovier Irom
and Steel Qutput, appendix 11y and A Dollar Index of

Sovier Electric Power Output,

both for the incomplete coverage of machinery output and double
counting as described in the preceding paragraphs.

The annual average rates of growth which are implied in Tables
7 and 8 are shown in Table 9.

Table g. Average annual rates of growth in Soviet heavy industry, 1928/29 to 1937

Iron Petroleun Electric
Machinery and steel Coal products power Total
18.9 18.5 14.6 1.y z22.8 17.8

The rate of growth of total heavy industry output based on
unadjusted figures (Tables 3 and 4) amounted to 17.5 percent; the
rate of growth of total heavy . industry output based on partially
adjusted figures (Tables 5 and 6) amounted to 18.4 percent, Thus
the adjustments do not radically affect the order of magnitude of
the rate of growth, This is so partly because the two adjustments tend
to offset each other. As far as it goes, this is a comforting result from
the point of view of an index study based on gross values of output,

v
The five industries discussed stood at the very center of the
Soviet industrialization effort to the relative neglect of all or nearly
all other branches of the Soviet economy. Consumer-goods industries,
agriculture, railroads, housing — all were the stepchildren of Soviet
economic policies. Their output at best was maintained and allowed
to grow only to an extent compatible with, or required by, the inter-
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Table 13,
3. Average annual rates of growth of output of machinery, iron and steel,

] [ ests of the favorite children. Even so, few would deny that an annual Table 12. Dollar and ruble indices of output of machinery, iron, steel, and '
T average rate of growth of nearly 18 percent sustained over a period power, 1928/49 and 1oy ¥, iron, steel, and electric
of nine years must be considered very high indeed. This seems to be (weighted with 1926/27 rubles (R) and 1939 dollars (4))
- the first conclusion that emerges from the aggregation of the five M —— .
L indices. . Year n ; 'J:" an ";ﬂ m}:nr.c power Total
On the other hand, it would seem equally clear that the official 1928/29 Y i R §
£ Soviet index grossly exaggerated the course of actual attainments. It 1937 1056 308 ’:?‘6’ 3';: 00 100 100 too
B is true that comparisons are not easy. Values of output in rubles for e 51 872 413
- the terminal year of the index period (1937) are scarce. Still, with a The corresponding dollar figures as extracted f
Lo good deal of estimation, it has been possible to obtain roughly com- are given in Table 11, Put in i|g1 dex { € fa}(;te rom Tabl_e 7 above
30 parable figures for three of the five industries studied: machinery, (10 and 11) are compared in Table r2or;\n, the two preceding tables
iron and steel, and electric power. The results of the comparison are growth implied in Table 12 follows i T blCOmpanson of the rates of
2 - summarized in Tables 1o, 11, and 12, | owsin lable 13.
c o

E’ o ‘ and electric power, Soviet index and dolfar index, 1928/29 to 1937
i Table 10. Output of machinery, iron and steel, and electric power, 1928/29 and 1937
B in millions of 1926/27 rubles . . Iron Electrie
( 926/27 ) Inde . Machinery and steel Power Total
Iron Electric Soviet 34.0 1
Year Machinery and steel power Total Dollar 18.9 : “9 -; ::g 3.0
' . 19.0
1928/29 2,412 go1 2413 1,556
1937 25,473 1750 1,800 31,023 The differences kine | . ) .
cars. the Sovier i are striking indeed. Over a period of just nine
Note: Machinery. Data on output in 1928/29 and 1937 at 1926/27 ruble prices jane avail- 3 years, the Soviet index has reached a point more than twice as higl
able for farge-scale industry only. In order to obtain data for “all industry” the figure| for the ! as that shown b}" the dollar inde (r-I- bl € “\‘:\_1
a o carlier year (2,193 million rubles) hias been increased by 10 percent, and the figufe |for the the evaluati £ R X able 12). The cruy, of course, 13
§i i later year (24,260 million rubles) has been increased by § percent. : . lallon o] machmcry output. The share of machincry output
gl Power. The 1938/29 figure for the value of output at 1926/27 rubles has beet: dbtained : i the total output of the three | : : . .
gi . by adding 26 percent of the figure for 1928 {181 million rubles) to 75 percent ofjtHe figure q the two com Utp 6 I e industries is altogcther different in
Q : for 1929 (263 million rubles); the 1937 figure for the value of output at :9_16/27 rubles has . bl . putations, In 1937, the value of machinery output in
i‘;t LJ been interpolated between the values of output in 1936 (1,485.3 million rubles) [and 1938 I rubles constituted 82 percent of the thFCC-iﬂdustry total. The co
k] T . : - rres-
H (2,262 millien rubles}. ' onding fiour . !
?f'l Steel. The figure for the value of output in 1937 at 1926/27 rubles has been interpolated ; a’el htg f gure ’fOI‘ tl‘fc dollar values is 48 percent. The exorbitant
!fﬁ { ! between the values of output in 1936 (3,482 million rubles) and 1938 (4,023 millign|rubles}. gnt o machlncry in the Soviet index is primarily l‘eSpOnSible for

B f::s rate t‘f 81'0Wthh‘ of 31 percent per year shown by that index. Since it
m the machinery indust : € .
Table 11. Output of machinery, iron and steel, and electric power, 1928/29 land 1937 : concentrated, this Stﬁpcndou:yr.:r;t Of;lcg netv;,r‘l comm];)dttles “:re
oo doll 3 . IS 1z rowth must be regarded
{in millions of 1939 dollars) essentially as the result of price inflation, which was allowed tf affect
large portions of the index,

Iron Electric
i d 1 Totpl H . qa
= Year Machinery and stee power otp The comparison of the two indices, however, must not be pushed
‘ . 1928/29 286 197 85 568 too far. With regard to such a comparison — and far beyond it —
':!? 1937 L1 768 i 53T no useful purpose can be served in disregarding the index-number
1 248 249
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problem implicit in the use of varying weights. Up to a point, the
index-number problem is not dissimilar to problems encountered in
descriptive geometry, In either case, the attempt is to define an object
by its projection; in either case, the result varies with the direction of
the projection or the position of the observer. ‘What is seen as a square
in one perspective appears as a triangle in another. Index numbers of
output are essentially projections of changes in physical quantities
against the screens of weights. Beyond this, however, the geometric
analogy fails. Unlike the case in geometry, the individual projections
cannot be meaningfully combined to reveal the “true” shape of the

‘object of study. Nor can we walk around the pyramid of output and

measure its base and sides directly. This is so because the aggregation
of output has no independent existence except in terms of the individ-
ual projections. Moreover, we are not even free to erect our own
screens wherever we please, We must take them as we find them,
even though we may be able to choose among those we find.
Translated into more concrete terms and applied to the problem
at hand, this means that in using American prices as weights a specific
basic question is raised. Assuming constant cost in the sense that
differences in the size of output of individual commodities as between
Russiz and the United States would not have affected the structiire of
relative prices in the United States, what would have been the iggre-
gate value of output in five important branches of Soviet heavy findus-
try if the commodities concerned had been produced not in Russia but
in the United States in 19397 What has been called in the pre eding
pages “value of Soviet output in U.S. dollars of 1939 purchiasing
power” is an answer to that specific question and must be judged solely
in its terms.
But what is the presumable effect of projecting the output of a
relatively backward country across a continent and an ocean ypon a
screen erected in the economically most advanced country fn, the
world? To repeat briefly what has been said at some length! else-
where,'? the effect is likely to be a rate of growth lower thap ‘that
resulting from the use of indigenous weights of the backward country.
Industrialization may be defined as a process of changing starcity
relations. The quantity of highly fabricated goods is likely to irjtrease

M Gerschenkron, 4 Dollar Index of Soviet Mackinery Qutput. '
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more rapidly than that of goods of low fabrication, and the former
tend continually to become cheaper in terms of the latter. This im-
p%ies that, in using the weights of 2 less advanced country, a relatively
high weight is imputed to the more rapidly expanding component of
total output, Conversely, using the weights of a more advanced
country means imputing a relatively low weight to the more rapidly
expanding component of total output.

' An attempt was made in the study on machinery output to test
this @ypothesis by gauging the effect of varying weights in U.S.
machinery output over a considerable period of time, This was done
on the assumption that the spatial aspect of the index-number prob-
lem'was akin to its temporal aspect. The result of pricing selected
portions of the American machinery output alternatively at prices of
the years 1899 and 1939, 1899 and 1923, 1909 and 1939, and 1909 and
1923 revealed a very consistent pattern: at all times the Zigher rates
of growth were associated with the use of weights pertaining to earlier
per'iods of industrialization. In addition, the magnitude of the differ-
ent1al§ was surprisingly high. Thus, the index of output in 1923 of
American machinery (sclected items) weighted by prices of 1909 was
no less than 2.3 times higher than the index of output of the same
items weighted by prices of 1923. The corresponding figure for the
years 1899 and 1923 was 3.6. The comparison of 1909 and 1939
‘ylelded a coeflicient of 3.8. Finally, when American machinery output
in 1899 and 1939 —the forty-year period — was alternatively
weighted by prices of the two years, the index weighted by prices of
1899 stood in 1939 at a point 7.8 times higher than the index over
the same period weighted by prices of 1939.

The size of these differentials makes it quite impossible to shrug
off the index-number problem as is so often done. It must be assumed
that to some extent the differences between the official Soviet index
and the dollar index are due in part to a choice of weights that reflect
very different stages of economic development in the two countries
and not simply to the upward bias inherent in the Soviet index. If we
assume a continuous development, the size of the differentials due
to varying weights is 2 function of both the length of the index period
and the rate of growth achieved during its course. Although a period
of nine years is relatively short, the high rates of growth during
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those years must have led to a considerable discrepancy betwgen the
two indices.

On the other hand, however, it must be mentioned that the actual
seat of such differentials in periods of modern industrialization tends
to be confined to the machinery industry in the broad sense of the
word. Scott’s study showed that in the United States temporal
changes in weighting systems did not at all affect indices of output of
a wide range of industrial consumer goods (other Fhan. automo-
biles},*® Perhaps more important in the present connection is the fact
that a similar study undertaken for the indices of petroleum plroducts
in the United States over the period 1899 to 1939 (and three sub-
periods) revealed but trifling differentials result:mg from the| use of
varying weights.* The introduction of the cracking process ra‘dlcally
changed the composition of the industry’s output, and yet the use of
different weights did not affect the index in any percel.mb.le way. It
is not likely that coal, iron and steel, or electric-power indice woulFl
react violently to changes in weights. The conclusion we may draw is
that such index-number effect as is undoubtedly present in the d.ollar
index of Soviet heavy industry is essentially confined to its r‘nachmery
component and must appear rather diffused in the aggregatio i| of the
five indices. f .

This, however, is far from being an unambiguous answ T It is
impossible to state clearly to what extent the diﬁerence.s betwgen the
Soviet and the dollar indices are due to the inadequacies of Russian
statistica] methods and to what cxtent they are due to disparate
weights, It would seem more useful to consider the dollar ipdex as
something sus gemeris, as one special way of measuring Soviet|qutput.
Even when so regarded, the dollar index has obvious shortcomings.
Arying
ice of
these
inder-

degrees of reliability is undoubtedly considerable. The ch
prices has not always been a happy one. No one can realiz
deficiencies better than the writer himself, and the reader of th
lying studies will find them unconcealed. . :

But, at the same time, the merits of the dollar index o ight not
to be overlooked. The distinguishing characteristic of the dol % index

“1ra O. Scott, Jr., “The Gerschenkron Hypothesis of Index Nu _eL‘ Rias,”

Review of Economics and Statistics, XXXIV {November 1952), 386~387
W See 4 Dollar Index of Soviet Petroleum Output,
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is that a serious and sustained effort has been made to obtain appro-
priate dollar prices for a long list of machinery items and for all -— or
nearly all — the products of the four other industries and that pains-
taking adjustments have been made in order to match the Soviet
product with its American counterpart. While there is nothing sensa-
tional about the methods used, the formidable amount of detailed
work that went into the preparation of the index may justify some
claim to novelty. And it may be added that the mass of specific infor-
mation assembled may prove usable for purposes other than the one
directly pursued. In particular, these materials are likely to be, and to
some extent zlready have been, of some service in comparative studies
of the productivity of Soviet labor. The comprehensive tabulations of
output jn physical terms are likely to stand on their own feet in any
case.

. Finally, the work on the dollar index may provide some stimulus
to research transcending the narrow field of the Soviet economy,
particularly for the much neglected empirical study of the index-
number problem. What is needed is a better understanding of the
behavior of output indices in different historical situations. It may
throw light on some important problems of economic development:
the changes in relative price structure, the type and role of the domi-
nant industry at various stages of economic progress, and particularly
the time-space relationship, that is, the relationship between the
economic process over time in one area and the economic sitnation at
a given moment in different areas. The bland assumption made about
this problem in the foregoing pages and in the underlying studies
can bear further investigation. The assumed affinity between the
temporal and spatial aspects of the index-number problem implies that
backward countries follow in their development the course charted by
the more advanced countries. This is only a half truth at best. It is
but halfheartedly asserted here because it is certainly at variance with
this writer’s general approach to modern industrial history where at-
tention is focused upon diversity rather than similarities in the
processes of economic development in individual countries. Thus,
further study of the index-number problem may prove to be of con-
siderable importance for a better grasp of the problem of industri-
alization under diverse conditions and at varying levels of economic
backwardness.
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Notes on the Rate of Industrial Growth

in Soviet Russia

Tue speed at which industrial output increases is an essential
characteristic in the process of industrialization because it appears to
be correlated — positively or negatively, as the case may be — with
a number of other important economic elements of that process. It
offers a natural avenue of approach to the understanding of Soviet

economic history. It is obv:ous, furthermore, that the rate of indu

growth in Soviet Russia is, at the same tlme, a burning p
problem. Within and without the country, it is presented not

measure of Soviet economic attainments, but also as 2 gaugd
Soviet power position in a bipolar world.® It should be 1?1
therefore to review briefly the relevant statistical data and th

accelerating and decelerating factors whose play and interp

astrial

fitical
yasa
f the
order
main
y has

determined the rate of industrial growth in the past and is Ij

continue to do so in the future,

I

Table 1 shows the index of industrial output between 1
1960 as given in recent Soviet statistics. The rates of growth

1t is another matter that after the Twenty-second Congress olel

munist Party in Moscow (196t} the transformation of a bipolar wo
“tripolar” world begins to look like a practical possibility. The reference,
is not to the so-called uncommitted nations,
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Table 1. An official index of Soviet industrial output, 1928-1960

Year All industry Producers’ goods Consumers’ goods
1928 84 76 3]
1929 100 100 100
1932 169 212 136
1937 353 so7 272
1939 483 677 338
1940 519 777 363
1946 413 64% 244
1947 - 503 783 296
1948 614 1,010 358
1949 761 1,265 388
1950 934 1,592 447
resT 1,087 . 1,857 519
1952 1,213 2,083 573
1953 1,356 2,323 644
1954 1,537 2,639 727
1955 L727 ho27 787
1956 1,910 3,369 861
1957 2,101 ' 3,739 931
1958 2,317 4,166 1,006
1959 2,582 4,673 1,106
1960 2,848 571350 1,168

Source: Narodnoye khozyaystvo S8SR v 1960 godu, Statisticheshii yezhegodnuik (The Econ-
omy of the USSR, A Statistical Yearbook) (Moscow, 1961), p. 219. Base year changed to
199,

in Table 1 are shown in Table 2 for four s:gmﬁcant subperiods of the
time span 1928-1960.

Table 2. Average annual rates of growth of Soviet industrial output, 1928~1960

Period All industry Producers’ goods Consumers® goods
1928-1940 18.41 23.53 13.76
1946—1050 22.01 25.49 16.31
19501955 13.06 13.19 11.97
1955—1960 10,52 11,72 8.22

Note: the rates have been computed frem data in Tahle 1 on the assumption of an cven
geometric growth between the initial and terminal years of the periods concerned.

The figures in Table 2 scem to tell a clear and stimple story: the
war years apart, 1950 appears to have been the great dividing line,
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ECONOMIC BACKWARDNESS IN HISTORICAL PERSPE(QTIVE

' rﬁdi‘l&iﬁ‘é the beginning of a very considerable slowing dowh in the
speed of Soviet industrialization. This conclusion may seem |obvious,
but it must not be drawn, For, as has often been explained,? the official
Soviet index of industrial output before 1951 contained a strong
upward bias, because 2 large and steadily growing part of that output
was valued not at allegedly “constant 192627 prices,” but at the
inappropriately high current prices. It is true, of course, that any
rapid economic change, involving aggregations, creates difficult prob-
lems of measurement. But in Russia those difficulties were com-
pounded by the stubborn use —and shameless exploitation for
propaganda purposes —of an altogether untrue yardstick. It was
only in 1951, almost a quarter of a century after its initiation, that
the index was finally abandoned. Even then its fatal shortcomings
remained unadmitted in Soviet Russia, except for an uncommented-
upon small downward adjustment of the index for the thirties. The
index number for 1939 (with 1929 equal to roo) used to stand at
§52; ® now, as can be seen from Table 1, it has been reduced to 483,
which implies a diminution in the claimed average annual rate of
growth for the period by about 1.5 percent.?

The new official index was uniformly based on prices which were
in effect on January 1, 1952, and were wholesale prices, f.0 F
and net of turnover tax, The exclusion from the prices of the|tax, im-
posed on consumers’ goods, was natural because otherwise thq wei
of those goods in total output would have been greatly |
This in turn would have caused a relative understatement

of growth in the years to come. At the same time, quite c'*, sonable

provisions were made for valuation and subsequent readjustinent of

new commodities for which no 1952 prices were availablg) |as well

as for new shifts of the weighting year to be carried out ht later
|

* See Chapter ¢ of this volume. ‘

* See, for example, Malenkov’s speech at the Nineteenth Congress: G. &Vf Malen-
kov, “Otchetny Doklad XIX #ezdu Partii o rabote Tsentral’nogo Kohifeta VKP
()" (Report to the Nineteenth Party Congress Concerning the Work of the Central
Committee of the All-Union Communist Party), Bol'shevik no. 19 (Octgbsr 1952),
p- 6. |

*The change was carried out sometime in the second half of the 1519503. See
Promyshlennos? SSSR, Statisticheskii sbornik (The Industry of the USSK, \Collected
Statistics) (Moscow, 1957}, P. 9. ;
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dates.” In fact, after the index was based on the 1952 prices during
the years 1951-1955, it was again revised, the prices of July 1, 1955,
being used as weights for the years 1956 to date.®

There is little doubt that the new index is a great improvement.
It is free from the hybrid elements which had vitiated its predecessor.
To be sure, many a problem still remains. There is the perennial
question as to the meaningfulness of the Soviet price system and con-
sequently of any measure that is built upon it.” No fully satisfactory
answer .to that question is possible. But it may be said that it is the
Soviet index itself and the broadly predictable way in which it reacts
to changes in weights that offers some assurance: the index does seem
to reflect the specific changes in scarcity relations which are engendered
by industrialization,

On the other hand, it must be satd that the new index does not
respond much better than did the old one to certain tests of internal
consistency. The Soviet statistics now provide data on the share of
producers’ goods and consumers’ goods in total output. It is interesting
to confront those data with the shares of the two groups as they can
be calculated from the index data in Table 1 by constructing an
equation with two unknowns.® This is done in Table 3 for a number
of selected years,

. Except for 1940, the discrepancies are considerable and, if any-
thing, they are larger for the new index than for the old one. While
there is a large number of conceivable causes for the discrepancy,? the
most likely seems to be that the index series for consumers’ goods has
been tampered with in order to indicate a rise in output faster than
what actually occurred. This is suggested by the constant direction of

*For a description of the new index, see S. Genin, “Ob otsenke valovoy pro-
duktsii v sopostavimykh optovykh tsenakh? (On Valuation of Gross Output at Com-
parable Wholesale Prices}, Vestnik statistiki, no. 2 {1g952), pp. 31f.

*See Narodnoye khoxyaystve, 1960, p. 877.

" This is one of the reasans for which construction of an index hased on dollar
prices was undertaken. See Chapter g of this volume.

* To give an example, the index numbers for 1955 (1950 = 100) were as fol-
lows: all industry = 185; producers” goods (A) = 190; consumers’ goods (B) =
176. Hence: 190A 4 1768 = 185 ( A + B) and B (in 1950) = 5/9 A.

"It should be noted, however, that a change in the weighting system, such as
occurred in 1956, in all Jikelihood has nothing to do with the discrepancy as is
evidenced by the respective 1955/1952 and 1959/1956 comparisons.
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Table 3. Percentage share of producers’ and consumers’ goods in total industrial output

Year Total industry Producers’ goods Consumery’ goods
as as a "
given computed given computed
1928 100.0 39-5 .0 6o-5 680
(comP“‘::;;" r932) 100.0 334 520 +6.6 430
(compm::;:- 1940) 100.0 61.2 61.7 18.8 38.2
(comput::;:- 1950) rcoro 65.8 64.3 s | 3se
(COmP“t:;l;:‘ 1955) 100.0 69.2 63.7 308 36:3 a
(comput::;:- 1955) oo 70,8 65.7 292 342

(computed vs. 1959)

Note: for data on percentage shares, see Narednoye kkoryaystve, 1960, p. 224

the discrepancy and is quite plausible in terms of Soviet propagandistic
ambitions. ' .
Moreover, the new index is still based on simple aggregations
of values of product of the individual industrial enterprise - As a
result, the index is affected by changes in the enterprise stru t[lre of
the economy which are irrelevant for the task of. measurement of
output. In addition, the fact that outputs of faarher stages PE pro-
duction are counted several times over will influence the |rate of
growth, except in the historically quite unlikely case of even|growth
of output at all stages of production. If one assumes thay n the
advanced process of industrialization the value of output of ﬁ1':shed
goods grows faster than that of intermediate goods, then 2 grois md.ex
of the Soviet type will show a lower rate of growth as compaged with
an index based on value added of output — provided, howe‘:jer, that
due care has been taken in constructing the latter index to makp proper
allowance for the increase over time in the share of value gdfed in

total output.'®

r

" 1f such an allowance was not made, as is unfortunat-.ely true of mt:):t of our
indices of output in which quantity relatives are weighte_d \ivnh constant Jmpunts of
value added, then a gross index of the Soviet type in all likelihood will shojv p ligher
rate of growth as compared with a net value index.
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Finally, there is the problem of the effects upon the reliability
of Soviet statistics of the decentralization of industrial organization.!!
It is most likely that after 1957 the ability of the central authorities
to secure trustworthy data on industrial output and related matters has
been diminished to some extent. It is a moot question whether as a
result an upward or downward bias has been imparted to the data,'®
even though on balance an overstatement would seem more probable.

Thus, for a number of reasons, even the new index is far from
being an ideal measure of industrial growth. Still, this writer feels
that insofar as total output is concerned (as distinguished from the
subgroups) the new index can be taken as a fair picture of the changes
in the volume of output. This conclusion would seem reinforced by
comparisons of the index of industrial output with the changes in
output of 2 number of basic industrial commodities, taking into account
the fact that in the present stage of Soviet economic development
aggregate output may be expected to develop faster than its basic
components.'?

By contrast, it is clear that the old pre-1951 official index of
industrial output cannot be accepted at all, Fortunately, there is no
need to do so, Thanks to the work of American scholars over the past
fifteen years or so, there is now available a number of independent
constructions of Soviet industrial output in the 1930s. For the purposes
at hand, it should be sufficient to select those of Jasny and Hodgman.
Jasny comes to the conclusion that the average annual rate of change
of Soviet industrial output between 1928 and 1937 amounted to about
12.5 percent. Hodgman’s careful and significant computations result

™ See Chapter 11 of this volume,
™8ee Alexander Gerschenkron, “Reliability of Sovict Industrial and National
Income Statistics,” T'he dnterican Statistician, V11, no. 2.

* Thus, for example, for 19501955 the average annual rates of growth (in
percent) would compare as follows:

Total industrial output 13.1
Pig iron 12.0
Steel 10.1
Coal 7.4
il 12.9
Electric power 12.§

Computed from Table 1 above; Economic Commission for Europe, Economic Survey
of Europe in ro5r, pp. 52533 Narednoye khozyaystvo, 1960, p. 2335.
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in a figure that is one or two percentage points highel:r. On the
other hand, the computations of Kaplan and Moorsteen yield for the
same period a lower rate of growth of only 10.6 percent.* It would

" seem on the whole that one cannot go far wrong in assuming that
 over a large part of the thirties the rate of increase of industrial
. output was somewhere in the vicinity of 12 to 13 percent per year.

With the help of this conclusion, one can proceed now to a discussion
of some of the problems inherent in a comparison of the rate of
industrial growth in Russia in the 1930s and the 1950s.

| §1 :

On the basis of the old (and unadjusted) official index, the
Soviet government claimed an average annual rate of growth of some
19 percent. Those claims did not stand up under investigation. There
is no doubt, however, that an annual increase of some 12 to 13 percent,
maintained for a considerable number of years, must be regarded as
a very unusual achievement. Whether previous history of Russia
herself is taken as a rtertium comparationis, or whether one hf:ls
recourse to the industrial history of other countries, simil::zr speeds in
the growth of industrial output for any significant period are not
easily discovered. W

The record-breaking result was achieved because a J}ruthless
dictatorial -government succeeded in placing the Russian peasants,
then the great majority of the Russian people, into the straif jacket
of collective farms. Once this was done, it became -posmbl@ (1)' to
obtain agricultural produce for the growing pop}llatxon of ‘;Slﬂe cities
at a minimum of guid pro guo in terms of industrial consumers’ goods
while at the same time enforcing the transfer of large numbers of
peasants to urban occupations; and (2) to dedicate all effo }!ts to jche
goal of rapid growth of heavy industry, uqdfaterred by the Fc:s‘ultmg
formidable pressures upon the standard of living .of the popyigtion.

Such no doubt was the quintessence of Soviet economie po!lmf.s
from the end of the 1920s until the German invasion of Russia. in

i

“ N, Jasny, The Soviet Economy during the Plan Era (Stanford, 1 9 1), p. 223
Donald Hodgman, Sowiet Industrial Production, rga8—rg st (Cambn' ilﬁe, Mass;;
1954)s N. M. Kaplan and R, Moorsteen, “An Index of Soviet Industri .1 Qutput,

American Economic Review, no. 3 (1460), p. 301
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1941. As the Second World War was drawing to its close, there was
a good deal of speculation in the United States and elsewhere in the
world regarding the shape of Russia’s postwar economic policies. It
may be instructive to review some of the thoughts expressed in those
days, to restate the conclusion reached, and to compare it with the
actual course of the development,

The problem at issue was twofold: first, whether, after the war,
Russia would resume its prewar policies and, second, whether com-
parably high rates of growth would be achieved.’® For some time
there was hesitation to answer the first question in the affirmative.
The possibility could not be excluded that, with the danger of
German aggression gone, Russia might settle down to a policy of
favoring rapid improvements in standards of living with concomitant
substantial increases in the volume of its international trade.’® The
minds of those who entertained such ideas were, however, soon dis-
abused.”When Stalin, in February 1946, introduced the Fourth Five
Year Plan, it became clear that the commitment to the policy of
rapid industrialization with the implied priorities to heavy industry
was to continue unabated.

But the second question still remained. Granting the Russian
government’s willingness to return to the status quo — or rather to
the motio quo ante bellum — it was still not clear that it would have
the ability to do so. In other words, comparing the period of the
thirties with the prospective postwar period, could one assume that
the forces favoring the high rate of growth in the earlier period
would still be at work, their vigor and effectiveness unreduced? As
one considered one after the other some of the relevant factors, it
seemed difficult to answer the question in the affirmative.

First of all, there was the rechnological factor. In those pre-
Sputnik days there was a certain tendency to infer from the existence
of a dictatorial system the impossibility of any independent technologi-
cal inventiveness in Soviet Russia. Syllogistic exercises of this sort
were no less absurd than is the post-Sputnik belief in the absolute

* It may be noted that by the middle of the 19405 the deficiencies of the Soviet
index of industrinl output had become clear, but the extent of the upward bias was
somewhat underrated,

™S§ee Alexander Gerschenkron, Economic Relations with the U.S.5.R. {New
York, t945).
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.. superiority of Ruissian téthfology. But even those who .fully ch§chd
" for Soviet Russia the historical lesson that in any industrializing
~ country the imitative technology gradually merges with, a-.nd finally
.~ gives way to, autochthonous innovations felt that the specific advan-
tages which Russia had enjoyed in the years bef?re 1941 coulc! not l?e
expected to recur after the war. Indeed, the situation prevailing in
the thirties when numerous new industries were being created and
equipped with the latest Western technology had 'r-Jeen a u'n‘ique phe-
nomenon. It could not be reproduced even if Soviet hostility to the
West had not impaired Soviet access to Western technology. It see::ned
clear that technology must be put down as 2 retarding factor, making,
that s, for conditions that were less favorable than had been the case
before the war. .
Second, one had to consider the contingency of diminishing
returns in certain basic industries. When engaged in general theoriz-
ing, Soviet economists like to view diminishing returns as a mallicious
bourgeois invention. The concept in every form is at variance with the
Soviet ethos of continuous economic development. Nevertheless, the
Soviets did not hesitate to attack oversized plants under the label of
“gigantomania.” Nor have they been unwil!ing in concrete cases to
discuss problems of depletion and deterioration of natmal_}r!\c;sourccs,
such as the diminution of the iron content of iron ores."” Production of
basic industrial materials being a relatively small and} eclining
portion of the total industrial establishment, the aggregate jeffect of
diminishing returns in those branches could not be expected to bullk
very large. Still, higher cost of extraction, investment in ¢
plants, the cost of operating those plants, and similar outfays meant
that some resources otherwise available for the expansion|
would have to be used for maintaining previously reachedt fevels of
output. Again, it was clear that also in this respect the situafipn would
be less favorable than in the thirties. !
Third, one had to consider the impact of investments|in other
than industrial branches of the economy. Just as the Soviet govern-
ment in the thirties derived great benefits from borrowing echnology
from abroad, it also enjoyed the advantage of having inhgrited from

1y Pp. Bardin and N. P. Banny, Chernaya metailurgiya © ﬁOQ-TOJ.

E pyatilethe
|
(Ferrous Metals in the New Five Year Plan) (Moscow, 1947), PP 351"53-

262 3

THE RATE OF INDUSTRIAL GROWTH IN SOVIET RUSSIA

the prerevolutionary period considerable unutilized capacities 1n
capital-intensive areas, such as railroads and housing. This meant that
in the thirties less capital had to be invested in railroad lines and
urban housing. But those advantages were exhausted by the end of
the period. In particular, the crowding of the urban population into
narrow “living space” had reached an absolute maximum, which was
hardly compatible with proper health standards, to say nothing of

human dignity and elementary comforts. Even in the absence of war -

destruction, capital needs for housing would have competed effec-
tively with the claims of the expanding industry; and the same was
true of the demand for capital on the part of transportation enter-
prises. It was difficult not to conclude that in time a smaller share of
total net investment would be available for placement in industry and
that thereby the prospects for industrial growth would be further
limited.

Finally, along with the problem of capital availabilities, there was
that of labor supply. Again, the end of the twenties and the thirties
was an exceptional period in this respect. During the TFirst Five Year
Plan (1928-1932) the annual movement of labor into heavy industry
amounted to no less than 20 percent. The rate of growth of the total
industrial labor force in the Second Five Year Plan (1933-1937)
amounted to 4.8 percent per year, the heavy industry doubtless
showing a somewhat higher rate. The comparable rate of growth for
the labor force in all industry during the Third Five Year Plan
(1938-1942) was scheduled to amount to 3.3 percent.!® Thus con-
siderable reduction in the flow of labor to industry had taken place in
the thirties. But the average annual increase between 1928 and 1940
amounted to about 10 percent, and there could be no doubt that the
initial powerful injection of manpower into industry influenced the
character of the whole period. It seemed extremely unlikely that any
similar accretions to the labor force could be expected after the war

* The rates of increase of labor force have been computed from the following
sources: Sotsialisticheskoye siroitel’stvo, Statisticheskii yezhegodnik (Socialist Con-
struction, A Statistical Yearbook) (Moscow, 1936), p. s508; Sotsialisticheshope
stroitel’stvo Soyuza SSR (Socialist Construction of the USSR), 1933—-1938 (Moscow-
Leningrad, 1939), p. 1385 Gosplan 8SSR, Treti pyatiletni plan rawvitiya narodnogo
khozyaystva Soyuza SSR (The Third Five Year Plan of the USSR), 19318-1942
(Moscow, 1939}, p- 199.
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4 “because thenceforth for any man taken out of agriculture some
" mechanical substitution had to be provided, while. for. any man
brought into urban industry an increased accommodating investment
“-. in housing and in some municipal services was necessary. It was felt
"+ therefore that after the war the flow of labor to industry j.vould not
" be very much in excess of the natural increase of population of the
o riate age groups. '
- aPPrOIF: was c%eag at l:dl times that the four factors discussed in the
.+ preceding pages did not tell the whole story. Al.ong_.with the deccle‘r-
" .ating forces, forces working in the opposite dl'rCCtIOIl co;uld be dis-
" cerned. Yet the aggregate effect of the “retarding block’ seen"fed to
" be so overwhelming as to justify the prediction that the rate of indus-
. trial growth in Russia would decline very considerably after the war.
As we know now, that prediction has not been borne out by the
facts. To be sure, it was not meant to apply to the years of recon-
struction after the war. Very high rates naturally could be expected
then. But a rate of 12 or even 13 percent for the first half of the 1950s
is clearly at variance with the prediction: referring once more to the
calculations of Hodgman and Jasny, one must conclude that the level
. of the Soviet rate of industrial growth experienced no change at all
. between the thirties and the first half of the fifties. It is trueﬁthat. the
' rate was somewhat lower in the second half of that deca.de. .,i:nsnder-
ing, however, that the reorganization of industry fell into |the later
period and that the Sixth Five Year Plan was abandoned in| favor of
the Seven Year Plan, no longterm factors need be cal‘ied upon to
explain the decline. At any rate, it is fair to say that.lf this writer had
been asked, in 1945 or 1946, to guess the rate of industridl jgrowth
in Russia in the last years of the century’s sixth decade, he! almost
certainly would have named a figure considerably below [the 10.§
percent that was actually attained.

111 |

Why did the prediction fail to materializle? It is likely| that Ol"lly
part of the fault lay in the selection or overestimation of'the retarding
factors. Thus the increases in the numbers of industrial fnanpower
were far from negligible and were significantly in excess df jthe rate
of growth of population. But even the high average rate pf growth
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of the industrial labor force of 5.4 percent per year which was regis-
tered between 1955 and 1960 ** remained almost 50 percent below
the average level of the thirties. A serious study of the economic
aspects of Soviet technology is still searching for its author or authors,
but it is very plausible to assume that the technological progress of the
fifties did not rival that of the thirties. Nor had it heen wrong to
assume that investment in railroads or housing would deflect capital
from industry, although it is probably true that for some time and to
some extent investment in housing was increased at the expense of
other investments in the municipal budgets. It is more reasonable to
assume that much more weight should have been attributed to accel-
erating factors of which at least two deserve to be mentioned here.

First, it was obviously insufficient to consider prospective changes
in the quantity of labor without paying proper attention to changes in
its guality. The masses of laborers who in the thirties were transferred
from the farms to the factories were either used as unskilled labor and
occupied in multifarious auxiliary operations or else they were given
a brief training designed to enable them to perform certain recurring
operations on a given machine without providing any broader instruc-
tion. The result was a force of specialists in a distressingly narrow
sense of the word. In particular, the individual worker’s inability to
understand his machine and to take care of simple repairs no doubt
was responsible for many a hitch and snag in Soviet factories of which
the thirties offer such a rich record.

In the second half of the forties, the Soviet government made a
sustained effort to remedy the sitvation, In fact, the first steps were
taken before the war, in the fall of 1940, when a compulsory “labor
reserve” was established designed to equip Soviet youth with the
rudiments of technical training through attendance of special schools
and apprenticeship in factories. After the war the system of labor
reserves was reinforced by adoption of special measures for profes-
sional training of young workers on the job and most notably for
increasing the skills of the older members of the labor force. Under
the provisions of the Fourth Five Year Plan no less than 13.9 million
workers were supposed to benefit from such additional training.?® The

* Computed from Narodnoye khoxyaystvo, 1960, p. 217.
® G. R. Barker, “Soviet Labor,” Bulletins on Soviet Economic Development
{Birmingham, June 1951), p. 16.
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deliberate purpose was to impart to the Russian industrial laborer
some general technical education and to make him more mechanically
minded. The program was pushed with great energy and appears to
have provoked a good deal of resistance, some traces of which even
enctrated into Soviet belles-lettres.?* The old workers seem to have
stressed the dangers of raising a generation of jacks of all trades and
masters of none. But the protests remained unheeded, and there can
be little doubt that the program of retraining had a considerable
positive impact upon the pature of the Soviet labor force. In par-
ticular, it greatly increased its flexibility and adaptability to new
conditions. It must be considered to have had a major accelerating
effect upon the rate of industrial growth. Naturally, the quality of
the labor force will continue rising in the future. But the big dis-
continuous leap ahead implied in the delayed retraining of millions
must remain a once-over affair.

The other accelerating factor is likely to be of even greater
importance. Growth of output at all times creates the problem of the
utilization of the increments of goods produced. Roughly speaking,
those goods can be either consumed or invested — the investment
being either unproductive, such as stock piling, or productive, such as
machinery in plants. If the rates of consumption and investment in
national jncome remain constant over time, the increment ifwill be
always divided in the same proportion. It is possible, howeyer, to
pursue a different policy. One could, for instance, try to keep the
consumption per capita of the population constant and deyote the
rest of the increment to investment, To give an arbitrary exa nple, let
us assume that Soviet national income increased at, say, 6 pe :cent per
year, while the annual rate of growth of population amount d to 1.5
percent and the rate of consumption and investment to 8¢ and 20
percent per year respectively. It would be possible then a|the end
of the first year to take out one fifth (1.2) of the increment| (80 X
1.015=81.2) in order to safeguard the consumption of thg |current
additions to the population, while the rest of 4.8 percent (6-1.2)
would be added to investment, the rate of which would theteby in-
crease from 20 to almost 23.§ percent: [(20+4.8) /1061 X 1p0=23.5.
Such a policy could be continued year in, year out.

5 See, for example, the novel by Vera Ketlinskaya, “Dni nashey zhigni” (The
Days of Our Life}, Znamya, no. 5 (1952), p. B2.
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A simple arithmetic illustration does not ‘purport to reproduce

clomplex historical reality. Still, if one looks at Soviet economic history
since thle initiation of the five-year plans until, say, the middle of the
'ﬁft:es, it would be difficult to deny that an increase in the rate of
investment and a corresponding decrease in the rate of consumption
con_stltuted perhaps the most significant feature of the period under
review. This meant, however, that a good many relative disabilitics
of the Soviet economy, such as were described earlier, could be com-
pensated for by the increased availabilities of capital, large portions
of which; d.espite the increase in military expenditures, were devoted
to productive investment. This policy provides perhaps the most
important explanation for the Soviet success in keeping the rate of
industrial growth after the war at a level altogether comparable to
that of the thirties,

v

But what about the immediate past and what about the future?
As %ms been shown here, the record of former predictions is no.t
particularly encouraging.: Still, remembering Cournot’s observation
that the function of prediction is not to foretell the future b:at t':.lth(.’.t'
to cast a sharper light upon the present,? a few general re,m'lrks ma
be ventured. ' ‘ v

It wonld seem to follow from the discussion in the precedin
p'a%e_s that the continuous increase in the rate of investment is of Crl‘lg-
cial importance in maintaining a hj i ¥
should rl))e clear. that within !thgi: -ISO}:.:ige]: izastt?tStﬁoTﬁu;:;ﬁl o there
: ' ework there
is no economic reason why the policy of a rising rate of investment
could not be pursued ad infinitum, despite the phantasmagoric
results such a policy would produce in the end. The Soviet cconomy
cou-ld go on turning out stee! in order to produce machinery with
which to produce more steel in order to produce still more machinery;
the economic reality offers, of \cpurse, a large variety of possible Gir-
cuits. It shquld be remembered that by the early fifties industrial out-
put in Russia may have increased;sixfold since 1928, while wages still
lagged miserably behind the level of 1928, That was the very cssence
of Stalin’s policy of industrialization. It is noteworthy that éovict
leaders still proclaim, and Soviet.economists still write books to assert,

28 .
A. Cournot, Souvenirs, ry6e—ri6o (Paris, 1913), p. 251
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the existence of 2 “law of economic development” according to which
economic growth is said to be impossible unless output of producers’
goods grows faster than output of consumers’ goods.*

Taken as analytical propositions, assertions of this sort are of
course nonsensical. Because of technological progress that can be in-
troduced into the processes of replacement of worn-out machinery,
a zero rate, or even a negative rate, of net investment can be perfectly

compatible with economic growth, quite apart from the fact that

positive growth rates are also a function of increased labor skills and
of other factors which have little to do with the supply of investment
goods. '

Yet analytical absurdities can make very good political sense. For
there is an intimate connection between the totalitarian dictatorship in
Russia and an economic policy of investment for the sake of invest-
ment, It is a truism that a policy of high and rising investment rates
could not be pursued in Russia unless by a ruthless and all-powerful
dictatorship. But the obverse may also be true: such a policy provides
a dictatorial government with a social function and a justification for
its existence. It satisfies well its specific needs for dynamism, At the
same time, a policy of rapid increases in the levels of co ‘:s‘ mption
may, in the short run, bridge the political difficulties, but i} the long
run it is likely to create troublesome problems. Plentiful sppplies of
consumers’ goods produce a climate of relaxation among the populace
which is not congenial to dictatorships. Once the stress and sfigin have
been reduced, the problem of political liberty is almost bounH fto arise.

Russia has traveled a good deal since the year of Stalin’s death.
Caught in the throes of a prolonged succession crisis, the gcwtI rnment
accorded not inconsiderable increases in the supplies of cprisumers’
goods. The rates of growth of industrial producers’ and c:ulsumers’

goods do not appear any longer to be separated by a very wide c.!ma.rgin.
And yet the average rate of industrial growth which Khruspchev has

envisaged for the decade of the sixties is — at 10.2 percenté éer year
— only negligibly below the r955-1960 rate of 10.5 percént.? It

® A. I, Pashkov, Ekonomicheskii wakon preimushchestvennogo rosta fraizvodsiva
sredstw projzvodstva (The Economic Law Concerning the Faster Growth ?f Output
of Producers’ Goods) (Moscow, 1958). " \
™ See Pravda, October 19, 1961, . 3. P

\

268

THE RATE OF INDUSTRIAL GROWTH IN SOVIET RUSSTA

is true that for the decade of the seventies a lower average rate of 9.2
percent per year is projected, which may mean that the Soviet govern-
ment 18 not unaware of the existence of the retarding factors. But the
decade of the seventies is still too far off and no one will belicve in
the precision of a twenty-year projection. As far as the foresecable
future goes, the Soviet government is not prepared to acquiesce in
any real retardation of the country’s industrial growth, It is, therefore,
not surprising that Khrushchev, in his speech to the Twenty-second
Congress, declared that heavy industry would retain its leading pos-
tion in the country’s economic development.* The rate of growth of
producer-goods output continues to exceed that of consumer-goods
output, True, the differential between the two rates has become small,
but, as has been mentioned before, it is a moot question to what extent
the index for consumers’ goods and the rate of growth it implies can
be accepted at face value. It is, in fact, possible to surmise that the high
pr'ojected rate of growth for total industrial output may not be at-
tained unless the rate of growth of producer-goods output will be
increased at the expense of the rate of growth of consumers’ goods.
The Twenty-second Congress held in October 1961 devoted

much of its time to the demoting and demonumenting of Stalin and
some of his associates. One cannot help feeling, however, that behind
the screen of the socalled de-Stalinization vigorous attempts were
made in several important directions to return to the “normaley” of
the past. Whether one looks at the reversal of the decentralization

movement in industrial organization; or at the attitudes displayed

at the congress toward the “advent of communism”; or at the attacks

launched against some timid libertarian tendencies in Soviet literature,

one invariably gets the strong impression of forces at work struggling

hard to restore the stability conditions of dictatorial power exercise.

Those forces may be thwarted in the end. But if they are not, still
another stability condition is likely to be successfully re-established.
Then the plans for the output of consumers’ goods will again remain
systematically underfulfilled, as they were in the days of Stalin, while
the aggregate rate of Soviet industrial growth may continue undimin-
ished for a long time to come.

* Ibid,
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Industrial Enterprise in Soviet Russia

iy,

Sovier Russia describes itself as a socialist country .and its
economy as 2 socialist economy. Those claims are .scldom. dlsputec}.
And yet, on reflection, they may well appear less valid than is general -
ly assumed. In casting doubt upon them, our purpose is not merely
to accuse the Russians of conceptual perversion and to defend some
“correct” concept of socialism against Soviet encroachments. Th_erc::
may be indeed much need for, and justification of, t1dlxer serrllaq:;cs,
but what primarily matters within the present context 1s to eluct ate
some aspects of industrial enterprise and industrial management in
Soviet Russia, and one way to approach the proble’rr}s 1f1v01vcd is to
look briefly for the ideological antecedents of pol.lcms in the |course
of which the industrial organization in Soviet Russia has beefi shaped
and reshaped. _ '

To do this, let us have recourse to an expository devic
tractiveness of which s attested by long centuries of use an
Imagine an average Russian intellt.:ctual in the very e:arly
this century, preferably a university .student, wh?, like 3
fictional figure of another age and continent, most llke,l’y wo "
“an insuperable aversion to all kinci!s of proﬁta_ble labor. Or::l the other
hand, he would be passionately mterestf':d in Polmcs and| ol

debates and speculations and would consider himself an im kaca he
enemy of the Russian autocracy. Imagine further that, like the

1 i imms’ fai like St. Vladimir’s knig
princess in the Grimms fairy tale., or ;
Russizn ballad, or like the hero in Edward Bellam)f s nove
put to sleep, say in 1902, and slept sev.eral decades in pieaa}h f Jso
tion from highly unpleasant world history, dreaming happily the

the at-
abuse.
bars of

T —-*{-—ﬂ__—“———"’—‘ﬂ
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dream of a future Russia, free from the stupors of starvation, drunken-
ness, and illiteracy. True to our patterns, let him awaken as the Krem-
lin chimes strike the first hours of the century’s second half. Let us
agree that time had stood still with him and that, unlike the Catskill
villager who had taken such a deep draught out of the mysterious
flagon, he found his youthful vigor undiminished. We can therefore
at once dispatch him upon an extensive journey through the highways
and byways of the Soviet industrial landscape. Finally, let us posit —
making the most fantastic assumption of them all — that he is allowed
to give free vent to his observations, comparisons, and reactions.
Our traveler’s first impressions are general but very exciting.
He quickly discovers that private property in capital goods has been
abolished. He feels that this is indeed a negative but very convincing
proof that the previous “system of capitalism” has been replaced by
the “system of socialism.” In forming this view he feels corroborated
by what he remembers from his perusal not only of socialist books
and pamphlets but also from very scholarly and quite nonsocialistic
treatises of the subject.’ They all regarded the question of ownership
over the means of production as the separating line between the two
economic systems, the great watershed clearly and firmly drawn on
the maps of social geology. Our explorer not only fails to be shocked
by the change but tends to welcome it. His previous political views

- are not ascertainable in great detail. It is clear, however, that despite

his dreams he was not connected with any of the then existing socialist
groups; a fact which tends to set him somewhat apart, since in those
days the average Russian intellectual liked to view the world through
socialist spectacles with a better than fifty-fifty chance that the precise
hue of his glasses had a Marxian rather than an agrarian or populist
tinge. Yet, although not a socialist, he tended to contemplate soctalism in
its different connotations with a good deal of sympathy. In this, no
doubt, he was very Russian and very un-American. He never felt the
average American’s aversion to the term which Bellamy once

expressed so well and so forcefully, inviting the inevitable a minori
ad maius inference.?

'V. Pareto, Les Systdmes socialistes (Paris, 1902), I, 1oy; Karl Diehl, Uéer
Sozialismus, Kommunismus und Anarchismus, znd ed. (Jena, 1911), p. 7.

*#The word sacialist is one T never could well stomach. In the first place, it ja
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“On the eontrary, for our man socialism always has been a per-
fectly respectable and much respected term. He never doubted that
socialist ideas contained considerable ethical values. He felt ‘that the
socialist movement tried to satisfy age-old yearnings for justice and
goodness. He had heard others use and was himself not past using
the sacral phrase: “In a sense, of course, we are all socialists.” At the
same time, perhaps paradoxically and inconsistently, he was also
attracted by the anethical tenets of Marxism which stressed the
inevitable rise of Russian society from the barbarous depths of 2
primitive agrarian economy to the heights of a civilized industrial
community. It was pleasant to have the certainty of economic progress
assured by what he, along with many members of the intelligentsia,
was glad to regard as the “last word of modern science.” * But neither
respect for socialist values nor the thesis that Russia “was bound to
pass through the stage of capitalism,” to use the parlance of the time,
had led him to a complete espousal of the socialist cause. What kept
him from joining one of the many clandestine socialist groups, his
strong individualism aside, were grave doubts as to the practicability
and feasibility of the socialist system, particularly with regard to its
ability to discipline and to organize,

Let us inject here that our man’s surprise in seeing, socialist
system established and working in his country is not par{:{dleled by
similar astonishment at the extent of industrialization which had
taken place in the interval. He remembers well Count Wittt’s policy
of rapid industrialization in the 1890s and his own conviction derived
both from Witte’s exploits and Marxian expositions th t| by mid-
century Russia would become an industrialized country. [hen it is

a foreign word in itself and equally foreign in all its suggestions. Tt}s nells to the
average American of petroleum, suggests the red flag, with all mamnar of sexual
novelties, and an abusive tone about God and religion.” Joseph Schifffagn, “Mutual
Indebtedness: Unpublished Letters of Edward Bellamy to William Dgap Howells,”
Harvard Library Bulletin, X11 (Autumn 1958), 370. F

*«Later on, as a university professor, 1 had frequent opportunity
nars to argue against the theories of Karl Marx who at that time wzs the students’
highest authority, Time and again, a freshman would tell me with afcondescending
smile: ‘But, professor, Marx is the last word of science’; to which T ysually replied:
“How do you know it to be the vltimate and not the penultimate word f science?’
Prince Evgeni Nikolayevich Trubetskoy, Vosporminaniya (Memoirs) (.., nd.}, pp.
46—47. The period referred to is the turn of the century. ‘
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explained to him that the process of industrial growth had been in-
terrupted by great wars, both foreign and civil, which left cruel
destruction in their wake and presented vast and difficult problems
fo‘r rccon.struction, our traveler manages to requite this intelligence
with a critique of a Russian statesmanship that did not know how to
stay out of two world wars. Faithful to traditions of his youth, he is
al_ways willing to criticize the government. Yet his interests li’e in a
different direction. It is not the magnitude of the industrialization
eﬁort,l w.hich he persists in taking for granted, but the specific
organization of Soviet industry that arouses his curiosity. Here he
quickly discovers much reason for surprise,

As a young man, he used to read in many a treatise on political
economy an expression of doubt that a socialist society would be able
to increase or even to maintain its capital stock. Such a society, it was
argued persuasively, would not be able to control its desires and
would'tend to squander its resources in excesses of consumption: “Men
first feel necessity, then look for utility, next attend to comfo-rt still
later amuse themselves with pleasure, thence grow dissolu;e in
ll:lxu:"y, and finally, go mad and waste their substance.” * This side
crcuit of Vico’s corsi e ricorsi was felt to foretell the nature, and
to spell the doom, of a socialist socicty. Indeed, the socialist liter)ature
had seemed to place all weight of emphasis on redistribution of
weal.th and greater equality of income. Its interest in growth of pro-
duction seemed quite overshadowed by its interest in distribution
But the Soviet society seems never to have been in danger of over:
con_sumption. The traveler learns with amazement that, over the
period .ol.: ftlmost a quarter of a century, industrial outpu; increased
abm}t six times, whereas the real wages of industrial workers actually
declfned absolutely, even though statistics for the magnitude of the
dech.ne would vary depending on the system of valuations used in
making the comparison. Some preliminary conclusions begin to
form themselves, though vaguely, in the traveler’s mind. He begins
to think that possibly his concept of socialism requires some readjust-
ment if it is to be made to fit Soviet reality.

As he wanders from factory to factory and gathers his impressions

*G. Vico, The New Sci : .
p. 70. ) w Science, tr. T. G. Bergin and M. H. Fisch (Ithaca, 1948),
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of the way in which the Soviet industrial enterprises are organized
and managed, this need for conceptual reassessment becomes stronger
and stronger. He finds out that the enterprises are managed by indi-
viduals called “directors,” as they had been in presocialist times. He
sees those directors arrive at the factories in large chauffeured auto-
mobiles. He hears them in their conversations with their subordinates
employ the old feudal zy (thou) while they are being addressed
with the respectful vy (you). His confusion grows as he hears them
speak of “profits,” a category he had thought quite alien to socialist
economy and for a long time a central target for socialis’jic attacks
upon capitalism. Fle is astonished to hear occasional references to
“trusts,” an organizational form which he was wont to associate with
monopolistic exploitation of both workers and consumers by an
aggressive capitalist enterprise. |
e discovers that the director wields what in theory at least
appears an undivided power within the plant. In explaining the
directot’s position to him people use the term yedinonachaliye, and our
explorer cannot help reflecting that, while the Russian language has
a different word reserved for a rendition of the Greek word “autoc-
racy” (that is, samoderzhaviye), the Greek version of the term
actually employed to characterize the director’s statug fwould be
monocracy and, whatever the difference is between asgdcracy and
monocracy, both seem sufficiently removed from democracy. [ et before
he has absorbed the idea of a director of a socialist enterprise who acts
so fully the part of master in his own house, our trave 14r is again
jolted by hearing that the power of the director essentiallylconsists in
acting under orders and that his main function lies in being Yesponsible
for the exact execution of those orders. That, he is tald, is the
essence of socialist planning and the natural opposite jof capitalist
chaos. After having watched directors of huge enterprpsts upbraid
their subordinates in a thunderous bass and immediately | thereafter
conduct a telephone conversation with their superiors inf 4 softly in-
gratiating tenor, the tourist is ready to accept the fact of duality in
the director’s social role. But while he marvels at the ¢xibility of
human nature and the range potentiality of 2 man’s voicg, the finds it
more and more difficult to bring his impressions into hdrjnony with
his admittedly preconceived ideas about the nature of [the socialist
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system. In fact, he finds he has reached a point at which he must try
to reread what the socialist literature had to say of the problems of
management and entreprencurship and to see how it may have
influenced the creation of the enterprise system in Soviet Russia.
Accordingly, he interrupts his industrial tour and betakes himself to
a library, anxious to spend some time buried in volumes of ancient
and not-so-ancient lore.

Unfortunately, the very next day as he tries to order Oskar
Lange’s brilliant pamphlet On the Economic Theory of Socialism
he finds himself questioned about his interest in counterrevolutionary
literature in general and bourgeois theories of socialism in particular.
The interrogation is stern and menacing, and at its close the disen-
chanted explorer quickly resumes his enchanted sleep, expecting to
reawaken in more civil and less bewildering times.

Even so, he has been able to arrive at some helpful though
negative conclusions. It appears that the great figures of socialist
lltera.tture had paid very little attention to the problems of enterprise
and its management. To the extent that they did, the chief purpose
was to separate “administrative wages” from “entrepreneurial
profit” (that is, Verwaltungslohn from Unternehmergewinn).® The
latter was seen as flowing from ownership over capital; the former
included both managerial and entrepreneurial rewards and did not
seem to constitute much of a problem. Marx may have praised in
passing the “shrewd expert eye” of the capitalist selecting and com-
bining the factors of production.® But the emergence of both the
workers’ producer cooperative and the joint-stock company made it
perfectly clear to him that the exercise of the managerial guidance
(Oberleitung) by the capitalist had become superfluous.”

Karl Hilferding, writing a generation after Marx’s death,
naturally had a great deal more to say on the joint-stock companies.
He stressed their powerful role in the process of concentration of
capital. They created, he said, a financial basis which was much
broader than that usually available to unincorporated enterprise. He

® Karl Marx, Das Kapital, Volksausgabe, ITIT (Moscow-Leningrad, 1933), part
1, 425.
:Marx, Das Kapital, Volksausgabe, 1 {Moscow-Leningrad, 1912, 193.
Marx, Das Kapital, Volksausgabe, III, part 1, 422—323.
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did not confine himself to stressing the “superfluity” of the capitalist
within the jointstock company, but went on to suggest that the
corporate form opened far more fertile ficlds to entrepreneurial and
managerial activity, permitting a greater degree of rationality, a
faster discarding of obsolescent equipment, and a much more aggres-
sive policy in widening the firm’s market areas. According to Hil-
ferding, 2 man who administered an enterprise that was not his could
be presumed to act more vigorously, more boldly, and more rationally
than an individual owner-entrepreneur, whom Hilferding believed
to be restrained by anxieties and personal considerations of all kinds.?
The political implication of this appraisal for the future socialist
economy was fairly clear. If the joint-stock enterprise had facilitated
s0 much of the task of entrepreneurship and management, the socialist
economy could have been expected to simplify it further. Despite all
the differences in fundamentals and approach, Hilferding’s conclusion
came close to Schumpeter’s view of the process. Schumpeter believed
that the entrepreneurial function was losing its importance because
generations of innovating entrepreneurs had firmly embedded the
desirability of innovations within the social value system. As innova-
tions became routine, special personal qualities and special efforts were
no longer needed to overcome the resistances to changeji” Uhlike
Schumpeter, the socialist writers did not treat entreprenelrs and
innovations as independent variables in the process of | dconomic
growth, For them the process did not have to “become |deperson-
alized and automatized”; 1* it always had been viewed in those terms.
But the final conclusion was the same: entrepreneurship and manage-
ment could be taken for granted. As in so many other |afeas the
problems of soctalist management were assumed to be presplved, in
the course of the capitalist development. The Marxian litegature was
reluctant to indulge in detailed descriptions of the socialist] system,
but the general contours of the picture emerged with sufficidnt clarity:
socialism meant organization of production not indeed byjthe state,
which was to “wither away,” but by the free collectives of ¢ agsociated

* Karl Hilferding, Das Finanskapital (Vienna, 1910), pp. 1374
* Joseph A. Schumpeter, Capitalism, Socialism, and Democracy (Ndw| York and

London, 1942), pp. 132-133.
" Fbid.
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proc%uc.ers,” the tasks of management being discharged by salaried
specialists. It was this image of the economy which inspired Lenin in
1917 as he stood at the threshold of power.'

'These basic attitudes would well serve as an ideological intro-
d}lctlon to the views expressed by Oskar Lange in his celebrated
piece.’* The tenor of the former is in perfect harmony with the spirit
of the latter. Also for Lange the managerial problem was simple
in.decd. The Central Planning Board is to tell the managers to mini-
mize average cost and to produce as much of each commodity as will
equalize the price of product and its marginal cost. The managers
are to bid for labor in the market; similarly, consumers’ preferences
are to determine prices of consumers’ goods, while all other prices and
the rate of interest is set by the Planning Board, as far as possible so
as to equalize demand and supply of producers’ goods and of loanable
funclls. Finally, the Planning Board determines arbitrarily the rate of
net wnvestment from planning period to planning period.®

. 'Thls scheme for the organization of the socialist economy has one
guldmg principle and one basic aim: “to satisfy consumers’ preferences
m‘the best way possible.” "* There is every implication that, in deter-
{mning “arbitrarily” the rate of net investment, the Planning Board
is expected to be gutded primarily by the welfare of the consumers
and to operate with reasonable time-hortzons.

It is, of course, not clear at all in the Lange scheme how it is
assured that the manager will in fact observe the two fundamental
rules with regard to methods of production and the composition of
output. Neither a system of supervision of managerial activity nor a
system of possible incentives to induce the managers to comply with
the rules is included in the scheme. This omission, however re-
grettable, is perhaps not altogether incomprehensible. The point is
not only that the market in consumers’ goods, together with the
emergence of surpluses and deficits in producers’ goods and loanable
funds, is thought to provide objective checks for the correct function-

" . . :

(wor}ff)v,. 411.1‘Leegjneng:;;:;t:sts;lé):eq]fh;txa)‘m (State and Revolution), Sockineniva
(Minne::,ﬁ?; f‘::é{;_a“d Fred M. Taylor, On the Economic Theory of Socialism

* Ibid., pp. 77-85.
W Ibid., p. 75.
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ing of the system; no Jess important is the im
in a system based on consumers’ preferences t
o control the activities of the managers and to
ules; similarly, there is the further

find ways and means t
enforce compliance with the T
supposition that consumers will know

Board not to substitute its own preference
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phied supposition that
he consumers should

how to force the Planning
s for those of the consumers.

And above it all hovers the feeling that an economy of this type

would generate 2 socizl environment within w

rules that are socially so desirable will
spontaneously. Le socialisme c'est la bo
Anatole France’s heroes.

hich compliance with
be forthcoming readily and
nté et la justice, says one of

It should not be difficult for such a society

to find “just” and ood?” managers to administer its economic enter-
i g g

prises. This has been the traditional vi
And even Lenin, who envisaged the
«control of the armed proletariaty
transitory measure. Lange’s sys

ew of socialism by socialists.
managers as standing under

» considered such control quite 2
tem #s a socialist system in terms of the

ideological history of the socialist movement and must be read and

appraised in the context of that history.

stress on popular welfare, the question
ownership of means of production wou

But if the Lange system of socialist economy can ’j:l
considered the consummate model of socialism, by the s ’

impedes rather than furthers our comprehension of the Spwi
a general hazard of so¢i

to view it as 2 socialist system. It is

that the objects of our study time and again tend to confus
arly observer by making statements about themselves.
monopolistic dominance ov

cation media on the part of a powerful dictatorial gover]

statements are supported by

persuasive power js further enhanced
Soviet Russia may introduce

inating to consider Soviet Russ
economy which by the will of
been kept in the process ofav
late, accumulate! This is Moses and t

Compared with the basic
of collective versus individual

1d seem altogether ancillary.
im to be

the schol-
hen those
communi-
ent, their
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. Nevertheless, h

itself to the world as a sociplist country,
the fact remains that the social scientist may find it much
‘2 not as a socialist econgiyy but as an
o ruthless totalitarian goygrnment has
ery rapid industrializatipn. “Accurmnu-

he Prophets!” ' [[hose are the

words in which Karl Marx tried to describe the qiu htessence of

® Marx, Das Kapital, Volksausgabe, 1, 624-
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capitalism. There is every reason to dount tive.
economy on modern historical record to which these words we..
apply with greater justification than to the economy of the Union of
the so-called Socialist Soviet Republics.

e ) -

Predictions are precarious. Still, so firmly has the Soviet political

- system been wedded to the policy of a high and growing rate of
_investment that at least this observer of its evolution has felt tempted

to conclude that no other cconomic policy would be easily compatible
with .the maintenance of the Sovict dictatorship; in other words, that
a policy of rapid increases of consumers’ welfare either would re’main
unacceptable to the dictators or, if accepted, would in all likelihood
lead to the disintegration of the dictatorship. It matters little in this
connection whether future history will verify or falsify this hypothe-
sis. It is referred to here in order to throw into relief the antagonistic
nature of an allegedly classless economy in which the investment
interest (th the government has been continually opposed by the
consumption interest of the population.

‘ ':['o return to the problem of management and enterprise: the
socialist literature could afford to pay scant attention to the problem
of management because it operated with the vision — or illusion — of
2 harmonious saciety unrent by.any serious cleavage of interest. The
antagonistic Soviet society was forced to pursue a different policy. Far
from being able to ignore or to take lightly the problem of manage-
ment, the leaders of the Soviet government came to regard the seaih
for' the appropriate degree of managerial dependence as focal to
the{r economic policy. The position. of the manager proved to be the
allimportant nucleus of the broader problem of the appropriate
degree of centralization within the Soviet economy. So far thepv;r
nature of that economy has precluded a clear and lasting s’olution t)(:
either problem. Thence came the uneasy compromise between the
prea-ched principle and the tolerated practice; thence came also the
continual wavering to and fro in organizational structure in the
course of which the lines of command were alternatively len,gthened
and shortened, loosened and tightened. Quite recently, the Soviet
government has embarked upon a far-reaching scheme of organiza-
tl})flal reform, thus making dramatically apparent the inhercnt insta-
bility of the previously existing arrangements. The remainder of tLhis
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essay will be devoted to 2 ske.tch of those arrangements 'a?d an
appraisal of the probable motivations ar.ld eﬂ:ct-:ts of the recent re orrrills.

The attempt is constantly made in Soviet writings to view t ;
evolution of management and enterprise over the whole Soviet ;:ler_m
as determined by one unvarying .and unerring purpose. Suc:h1 aims
do not stand up under investigation. After the Oc.:tober Revolution,
the institution of workers’ control over economic enterpmseszas
established by a rather perplexed and bewildercd govcx-'nmlelrilt. lveg
today the workers’ control of those days (1918-1919) is still praise
in Soviet literature as an important step on the road ?f Soviet mar:—
gerial progress.'® In reality wo.rkeria’ control very quickly ied to the
diffusion of syndicalist tendencies; it served to hasten the 1s1nteg1;1a-
tion of the country’s economy and, probably even more than the
simultaneous resistance of factory owners, forc<?d the government,
then in the throes of the civil war, to proceed. with an otherwise un-
intended nationalization of industrial enterprises. .

On the other hand, during the New Economic Policy of the
twenties, the centralized grip on indu:stry was considerably relaxed,
even though large-scale industry remained in the ha-nds of Fhe state.
“Trusts” which combined a number of connect.ed industrial enter-
prises assumed some managerial decisions, while at tht? vel of
individual enterprises managerial activit){ was largely exercige b)f( tie
so<alled triangle or trio (¢royka), consisting of the-dlrec of © Tth.e
enterprise, the local party cell, and the local trade-union g 0 F:i 18
tripartite organization of factory management no doubt re T e sor}xe
general socialist ideas concerning democratization of manags rn_ent.d n
the West, such ideas were mildly artlcula-ted in the §oc1all aﬁon e-
bates after World War I and affected various legislative acts{'” They
continued to play 2 considerable part in thc. literature of the mt!;rwa)l;
period, in which “extension of democracy into the economcisphere

“ Gee, for example, Ekonomika sotsialisticheskikh promyshlennykh predprivatii
(Economics of Socialist Enterprises in Industry) (Mosc?w, 1956}, p. zf;}. e

110 Austria and in Germany, for instance, such ideas b«{can:(e re ect; t u}re“d
institution of work councils or shop stewards-—see, for Austria, “Gesefz X c r:rﬁde
die Errichtung von Betriebsriiten,” May 15, 1919, Stant:gem.zila.?, no._iz) 3,md »
11, and, for Germany, the law of February 4, 1920 (Betf:e frateics! 'z,,; and o
February 5, 1921 (Bilanzgesetz). A, Shuchman, Codetermination, Lajyo

Way in Germany (Washington, D.C., 1957), pp 79-81.
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was advocated.’ After the last war, those modest beginnings were
further amplified in the various codetermination or cooperation
schemes which were designed to give the workers some sense of
participation in the conduct of the enterprise.'?

In Soviet Russia, this legacy of socialistic ideas did not survive
the end of the NEP. It was clearly at variance with the policy of
superindustrialization. “The year of the great change” was Stalin’s
apt description of the year 1929. It was in 1929 that the thorough
purge of the Central Trade Union Council took place. The emascula-
tion of the unions as a representation of labor’s interests was the
result. Thereafter, Soviet industrial labor appeared reduced to the
passive role of a “factor of production” and the unions were trans-
formed into an arm of management, designed — to use Marxian
terms — to extract from labor the greatest possible amount of surplus
value. The readjustment of the unions was swift and far-reaching, and
neglect of the interests of labor quite unhesitating. It was left to
Stalin 2 few years later to follow his usual practice and to shift the
blame onto subordinate shoulders by stressing the forgotten connec-
tion between incentives and output. Tt was only then that the unions
began to proclaim some concern for the workers’ living needs,
although dealing with them “chiefly if not exclusively in terms of
production needs.” 2

It was the same year, 1929, in which the “triangle” was loudly
denounced and the aforementioned principle of director’s monocracy
proclaimed. Henceforth neither the trade union nor the party cell was
to interfere with the decisions of the manager. This “strengthening™
of local authority naturally was not an act of decentralization but,
on the contrary, an important precondition for a greatly enhanced
centralization in the management of Soviet industry. Within the
triangle the responsibility had been divided and was hence diffuse and
elusive. Management was to become a stable, more easily supervised,
and more readily apprehended recipient and executor of the orders

™ Cf. Fritz Naphtali, ed., Wirtschaftsdemolkratie, lhr Wesen, Weg und Ziel
(Berlin, 1929).
** Shuchman, chaps. g, ro.

* J. V. Stalin, Speech, June 23, 1911, in Sochineniya (Works) (Moscow, 1951),
XII, 55~60. G. Bienstock, S. M. Schwarz, and A, Yugow, Management in Russian
Indusiry and A griculture (London, New York, Toronto, 1944), P. 17,
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i
that came froni the center. The intention no doubt was a fully
centralized organization in' which the factory manager was no more
than 2 transmission belt in the formidable industrialization machine
whose prime movers and control levers were concentrated in Moscow.
It was in this spirit therefore that, in 1929, the individual enterprise
was both solemnly pronounced an “independent productive and
commercial unit,” and made fully dependent upon the decisions in

" the administrative center. At the same time, the “center” was appro-

priately reorganized so as to establish the closest possible connection
with the individual enterprises. As a part of this process, the Supreme
Fconomic Council was split into three People’s Commissariats (much
later, in 1946, renamed Ministries) with a rapid proliferation in the
following years of special commissariats for every important branch
of Soviet industry. In 1934, the previously existing intervening links
were abolished and, at least in the rapidly growing heavy industry,
the enterprise became directly subordinate to the respective com-
missariats in Moscow, thus consummating the centralization of the
industrial structure®

The formidable effort at centralization is a historical fact. Nor
is there any doubt that a complete subjugation of the manager of the
individual enterprise was the aim. And yet, even for an omnjpotent
and ruthless dictatorship, the coefficient of “will enforcement”|irarely
equals unity. What is so striking about the outcome of this pricgss is
that dictatorial order and resistance inherent in men and things lcom-
bined to produce an organizational structure whose lines pogsessed
neither the charming simplicity of Oskar Lange’s pair of rules nor
the uncharming straightforwardness of an absolute “I order, you
obey” economy. To understand the position of the managef las it
was pressed into shape in Stalin’s organizational rolling mill,| it is
advisable to present first an image of Soviet industrial management
as seen through the wishful spectacles of the official theory pfi that

;
% 1} is not necessary for the purposes of this presentation to go into detgiled de-
scription of the administrative structure and to dwell on the different types of|PRople’s
Commissariats beyond saying that for the bulk of the heavy industry the comiigsariats
were of the “all-union” type which allowed of no intermediary organs in the con-
stituent republics of the USSR, Light industries were controlled by the so-caligd {Union
Republican Commissariats, for which, at least in theory, the relations with the|enter-
prises were channeled through People’s Commissariats in the individual repulftics,
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pericd. One may proceed then to compare the image with a more *

concrete presentation of Soviet reality.

In the ofhcial view, the manager’s activity in his enterprise was
regulated hy a linguistic monstrosity known as the annual T'ekkprom-
ﬁnjilcm, which was a complex of targets for the prospective plan
period, comprising quantitics and values of output, utilization of
workerslof different categories, use of different types of raw materials
and fuels, magnitudes of gross and net investment, data on cost, prices
a-nd prloﬁts, and finally a description of technological and orjganiza-
tional innovations. That plan, prepared within the enterprise upon
central directives and then approved by the central authority, was
regarded as an integral part of the annual over-all plan fo:' the

development of the Soviet cconomy. For the manager it possessed !

the force of law,

‘ An appropriate avenue Iead_ing to an understanding of the —
plan and the manager’s official position within its framework may be

fou.nc! ir.l the concept of profits, an obvious curiosity within an allegedly
socialistic system, which caused so much surprise to the errant intel-
-lectual who haunted the introductory pages of this essay. Originally
1ntr0d‘uced for reasons of imitative respectability as a symbol of
American businesslike matter-of-factness (delovitoss’), the category
of profits has become a carrying pillar of the system of economic
accounting {khozraschet), which in turn s identified with the afore-
mentioned “independence” of the enterprise. Having been supplied

from‘ the state budget with fixed capital, receiving a modicum of
working capital from the state budget, and covering the balance of its !

needs in working capital through credits from the state bank, the

manager of the Soviet enterprise as a rule is expected to husband his o

resources in such a way as to produce the planned quantity of output
W|tl'10ut exceeding the prescribed planned cost of that output; since,
again as a rule, unit prices exceed unit cost and sales are assured, the

enterprise is expected to achieve a certain planned profit. If, in addi- :

tion, the enterprise should succeed in achieving some “unplanned”
profit, so much the better and this achievement is appropriately re-
warded. In this way, even though every industrial enterprise in
Soviet Russia is owned by the state, its accounts are kept discrete from
the state budget; the revenues and the expenditures of the firm do
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ithe budget;except for the investment funds (and subsidies)
ed fromiand for taxes (on turnover and profits) paid into the
at, then; is"the function of profits within this system? A
ihswer:distilled ‘from: the official writings may be formulated
How Just'as the main function of prices for producers’ goods in
So conidmy'~ prices for consumers’ goods are a different
said to'lie in*their role in planning output and in super-
égree to ‘which plans have been fulfilled, so the role of
stinguished “from : taxes on turnover-—lies in their
ngids an'index of the degree to which resources have been used
sordarnce withrthe ‘plan, Needless to add, the indicator is a very
Je’onei Very different combinations of the individual cost factors
cotirse;. compatible with a given level of P::oﬁts, and the
lanners* point of iview: of the desirability of the individual combina-
night differ very widely. Yet, such as it is, the category of planned
‘has-provided the central authorities with a simple global check
thetuseiof Tésolirces by the individual enterprises.
gangs an indvistrial manager’s freedom of decision, it is useful
viritfor:a moment: from planned profits to unplanned proﬁt§. Ob-
Iy ini:order ito overfulfill: the plan —be it in the quanfity of
i thé 'sum of iprofits <~ the'manager must be able to
ixtive: outside ‘the area circumscribed by the p
¢ But how:can.the maniger increase profits
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5 ‘those: magnitudes 'as' might his c.m.mterpart—the
nager: ‘,pér;ating-‘within?a.-:frcex; competitive structure..As 1
Jéoutpuit is held constant, the only way open to a F?ovnet m
ishes to: achieve unplanned profits is through introduc
stioris which reduce cost while costing nothing, A more r
: "g'ei‘r‘ie'iit':“fiof;‘;rhcn-é;nd-‘machincry'within a plant, less wi
d f materidls :and machines, insistence on greater di
parﬁ“df-i"‘t'}i_ejﬁwdrkers”-—-thosc are the primary m’ethcfds
unplanned ‘profits at the disposal of a Soviet in
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manager, as pictured by official writings. It is difficult to avoid the
conclusion that his range of freedom is severely limited,

It is true, of course, that output need not be considered constant.
No Soviet manager in his right senses will contemplate an increase
of profits by reduction of output below the planned level. On the
other hand, overfulfillment of the plan is not only permissible; it is
enthusiastically encouraged by multifarious rewards. An increase in
output may increase or decrease profits, but it is fair to say that in all
probability a Soviet manager will be willing to swap some decrease in
profits for some increase in output; if an increase in output would
bring the enterprise across the magic line that separates underfulfill-
ment from overfulfillment, the probability becomes a certainty. Yet
what has been said of higher-than-planned profits Jargely holds also
of higher-than-planned output. How can a Soviet manager, officially
described as narrowly circumvallated by the plan, find the labor, raw
materials, semifabricates, and possibly also some investment goods
that are needed in order to increase output? Would not overfulfill-
ment of the output plan in one area of necessity lead in this fully
employed system to underfulfillment of the plan in other areas? And
if the plan provides, as is claimed, for balanced growth of the economy
as a whole, would not such lopsided sallies beyond the plan targets
disrupt the functioning of the economic system, leading to useless
surpluses in some spots and badly missed deficits in others? Is it not
correct to infer that in an economy in which individual enterprises
are allowed to indulge in such disruptive activities, the position of
those enterprises and particularly that of the leaders of those enter-
prises must be a good deal less restricted than might appear from our
official image of the Soviet economy?

It is half a century since a brilliant German sociologist put on
paper what certainly has proved to be a profound insight: “The elim-
ination of any spontaneity in a subordinate position is in reality much
rarer than one might assume from popular speech which uses very
freely such terms and phrases as ‘compulsion,’ ‘no other choice,’ ‘abso-
lute necessity,’ and so on. Even in the most cruel and oppressive
states of subordination, there usually exists a considerable measure
of personal freedom.” 22 Modern studies on Soviet industrial man-

* Georg Simmel, Soziologie (Leipzig, 1908), p. 135.
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agement by Western economists have well borne out the truth of
Simmel’s generalization.?®

The conclusion is inescapable that the official theory is a poor
guide in assessing the true role of Soviet industrial managers. Far
from being bound, trunk and limbs, by the plan, the manager enjoys
a large sphere of independent activity. On the one hand, he is able
to influence the targets of the plan. In so doing he tries to maneuver
in such a way as to achieve two disparate ends: to establish for himself
a reputation of a bold administrator insisting on high rates of growth
and at the same time to keep the planned rates of growth well within
the capabilities of the enterprise so that they can be attained with a
good deal of certainty and without unduc stress and strain. In
Soviet conditions where interindustry supplies have remained the
weakest point of the whole economic system,™ and where, on the
other hand the policy of high rates of growth keeps the enterprises
at a very low level of inventory, the managers are almost forced to
hold hidden reserves. To carry on such a policy it is necessary first to
convince the central authorities that the input-output coefhicients are
higher than they actually are; it is necessary, second, to engage in
various strictly illegal dealings, in the course of which materials and
goods produced are bartered away to neighboring factories|in an
attempt to provide substitutes for the shortcomings of the
system of allocations. To be able to do this effectively, the m
must also deceive the central authorities as to the actual level
plant’s output. Only in this way can he accumulate a stock of finjshed
goods of which he can dispose through other than the planned

channels.
Those who are interested in the details of these evasive afrange-

™ See particularly, David Granick, Maunagentent of the Industrial Firpe|in the
USSR (New York, 19354), and Joseph 8. Berliner, Factory and Manager in the USSR
{Cambridge, Mass., 1957). |

™ A Sovict journalist, Boris Polevoy — well but not always pleasantly known
—a few years ago crossed the United States from coast to coast without apphrently
finding anything to excite his admiration. But in Los Angeles he was shown through
a Chevrolet assembly plant and was told that the plant received its mater als from
twelve thousand different factories, some of them many hundreds of miles ay aaly from
Los Angeles; still the assembly line moved on without interruption. This jwas so
downright un-Soviet that Polevey could no longer suppress a burst of enjthusiasm.
Sce Amerikanshiye duevniki (American Diaries) (Moscow, 1956), p. 214.
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ments may refer to the two excellent works by Berliner and Granick
mentioned earlier. What matters here is only to throw light on a
fundamental peculiarity of the Soviet industrial system — that is,
the well-built-in discrepancy between plan and reality. In the light of
this discrepancy it is easy to see that the manager as a rule has many
ways of achieving unplanned profits, or of increasing output above
the plan figures, or of deciding between the one and the other course
of action. Thus the actual situation no doubt is a great deal more
complex than it appears to be on the basis of the official descriptions
of Soviet planned economy. It is safe to conclude that the Soviet
government’s power over the cconomy is somewhat less complete
than Soviet literature would make us believe.

The reason for this bashfully concealed but nonetheless very
real limitation on the power of a ruthless dictatorial government is
not far to seek, The official view of the Soviet economy is premised
upon the assumption of unrestricted knowledge and foreknowledge
on the part of the central planners, Needless to say, this assumption
is far from realistic. The stream of paper reports that flows from the
plflnts to the central authorities may belittle the majesty of the Volga
River, but it provides no assurance of real insight into the conditions
within the individual plant. The fundamental ignorance of the
central authorities restricts their ability to enforce their will. Ob-
versely, it is the knowledge of the manager that assures for him his
area of freedom. Once the assumption of complete knowledge is
dropped, it becomes immediately clear why the Soviet planners in the
past had frequent recourse to the price system of producers’ goods, not
just in order to check and supervise but also to change the allocation
of scarce resources. Increases in prices of commodities such as oil or
copper were cases in point. The purpose was to induce the managers
of industrial enterprises to economize on those commodities in favor
of the more plentiful substitutes. And the reason why the device of
a price increase, so much less direct and so much less transparent in its
effects than a change in quantitative allocations as among firms, was
chosen must be sought precisely in the ignorance of the authorities,
who were in the dark as to what allocation claims of what plants to
accept or reject. Presumably, once the prices were changed and the
managers adjusted their decisions accordingly, the plan targets for
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the utilization of the relevant materials were also appropriately
adjusted. But the process reveals both the importance of the area of
free managerial decisions and the mirabilia of such decisions’ deter-
mining the plan, rather than vice versa — surely a rather perverse
sequence from the point of view of the official theory.

The Soviet government is not known for its tolerance. Nor does
it readily brook disobedience to its orders. If it has been asquiescing
in a widely diffused system of plan evasion, the reason is that — aware
of the extent of its ignorance — it has recognized that a measure of
managerial freedom from the plan was a prerequisite to the fulfill-
ment of the plan, The price it pays is not simply in terms of abdication
in favor of abstract managerial independence. Up to a point, evasions
of the plan are indeed designed to fulfill it. But some of the evasions
are dictated by very different motives, including the managers’ per-
sonal enrichment, something that is not easily compatible with the
Soviet ethos of absolute devotion to the state.

"Thus the Soviet system of industrial management defies an easy
circumscription of its contours. For it has no fixed contours at all. The
zone of managerial freedom is largely extra legem. Hence its bound-
ary is in perpetual motion, being continually adjusted and readjusted.
At the level of each individual enterprise, 2 managerial sally into
greater independence is followed by a retreat toward] greater
obedience. Shifting the managers from factory to factory, maintaining
a well-developed system of informers, increasing control byer the
“monocrat” by the local party organs — those are some of the devices
by which the central authorities have often attempted to ghorten a
manager’s tether or at least to control its length. Yet as mgnagerial
disobedience is eliminated, so is his free initiative. And since :Pe latter
soon proves indispensable for the successful operation of the enter-
prise, the rope must be played out again, starting a new d ;lt-?,, the
regularity of which would have surprised and delighted Pqlybius or

Vico,

g

But is the Soviet government really doomed to keep this zigzag
course, which no doubt is wasteful of time and effort? Must it con-
tinue living in fear of managerial autonomy? Cannot it rath¢r face up
to its necessity and mete out to managers an openly recognized gener-

ous measure of freedom? There is little doubt that tendenc f;; in this
|
|
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direction have been present within the Russian economy long before
Stalin quit the stage. This should not be surprising, Apart from the
reasons just mentioned, the existence of 2 twilight zone of tolerated
illegality agrees ill with the nature of Soviet dictatorship. And yet
it is the mechanics of power exercise by the self-same dictatorship
that make it so difficult to take the step from grudging acquiescence
to open recognition.

. It is very often not recognized that dictatorial power requires
incessant exercise. It is maintained and asserted by ruling and regulat-
ing. A decrease in regimentation therefore tends to be tantamount to
a decline in power. Even more important, however, is the previously
mentioned connection between the dictatorship and the high rate of
growth. If it is true that the Soviet dictatorship not only makes rapid
industrialization possible but continually derives from it new strength
and new vindication, then it is also true that the high rate of invest-
ment ‘and, obversely, the low rate of consumption must remain
characteristic of the Soviet economy. Yet, because of the relative
neglect of consumption, the path of an industrial manager is strewn
with manifold temptations, Wherever technically possible, there is a
strong urge to deflect resources into consumption and away from
Investment. A recognized and firmly established sphere of managerial
autonomy is therefore very likely to produce results that would be
most undesirable from the point of view of the basic interests of
Soviet dictatorship. To give an example: in 1934, the Soviets decided
to grant increased freedom of action to so-called local industry, pro-
ducing for the local market with the help of local fuels and local
raw materials. Stalin spoke of the need to “liberate its initiative.”
Appropriate resolutions were adopted.?® And yet after a short period
the policy was abandoned, because even in the limited sphere of “local
industry” freedom from regulation soon clashed with the basic prin-
ciples of Soviet policy.

There were other similar oscillations. But what has been taking
place in the Soviet Union during the past few years is an effort at
organizational reform without precedent and parallel in the history
of the country since the inception of central planning. It seems to
introduce far-reaching changes in the distribution of economic author-

* Stalin, Report to the Seventeenth Congress, Sochineniya, X1T1, 314-317.
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| ity ar;d, possibly, to affect the position of industrial managers as it

developed under Stalin and has been described in the preceding pages.
The reform originated as an attack upon the central organs of eco-
nomic administration which began within less than a year after
Stalin’s death and proceeded rapidly to gather momentum.*®
About a year later (August 9, 195 §), the scope of managﬁznnl
rights was expressly expanded through a resolution 'of the Counc{il of
Ministers.2” In this way, some of the activities previously proscnb.ed.,
though tacitly tolerated, were solemnly legalized.'Among.thcse activi-
ties were unplanned purchases and sales of materials, equipment, and
finished goods to other enterprises, as long as they remained on a .St:l’li:l.ll
scale. Furthermore, the managers became entitled to more ﬂcmb;l:ty
in adjusting wage rates and wage payments, and they also received
the right to shift outlays from one category to another and fronEl one
period to another. All this was to be done within certain narrow limits.
1t is quite doubtful, therefore, that the resolution brought any
substantive change into the management of the .Sowet enterprise,
even though it may have had the effect of providing to ma,nagerlal
consciences some relief from the burdens of evasions and collusions.
Finally, in May 1957, the Supreme Soviet of the USSR pas.;si:d
an act under the terms of which most of the central economic minis-
trics were abolished.?® The area of the USSR was divided "%r}to more
than one hundred administrative regions, and in every ! fl'egion a
National Economy Council (Sovnarkhoz) was entrusted .* With the
local administration of industrial enterprises. The Sovnarkhoz reports
to the Council of Ministers of the individual republic, which in turn
s subordinated to the Council of Ministers of the USSR.*

* The first resolution in the matter was adopted by the Central (pnlmit‘tcc of
the Communist Party on January 25, 1954« Tt was followed by.the join.t !.‘c.ol'utlol'l on
October 14, 1954, of the Central Committee and the Council oE.Mmls;ers,'whlch
used little restraint in criticizing the bureaucratic confusion, inefﬁc.lcncy' ! and incom-
petence of the economic ministries and suggested and demanded various 1 rflpl:ovemcnts
without vet proposing any fundamental organizational changes. See Dm:iktmy K.PSS
i sovetshogo pravitelstva po khozyaystuenityi woprosant, 191771957 fgdy (Direc-
tives of the Communist Party of the Soviet Union on Economic Matter,‘ IV (Mos-
cow, 1958), 155156, 311=317. |

¥ Direkiivy, IV, 451457, . |

®uzikon o dal’neyshem sovershenstvovanii organizntslf u?mvlcrpya promy-
shlennost’yu i stroitel’stvom” (Act Concerning Further Orgaplzauonal I,‘n}pmvemcnt
in the Admiunistration of Industry and Construction), Direktivy, 1V, 732-73 8.

® gee A. N, Yefimov, Perestroyka wpravleniya promyshlennostyu ¢ {tra:!el’:twom
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The sphere of competence of the Sovnarkhozes as defined in a
special charter is vast indeed.* Particularly striking is the right be-
stowed upon them to change both output and investment targets,
apparently not merely by shifts as among enterprises of the same
industrial branch but also by shifts as among industrial branches. At
the same time, a considerable increase in “local industry” is envisaged,
which is to be supervised by local rather than regional organs.

The central guidance of Soviet industry henceforth is to reside
in the Council of Ministers and to proceed on the basis of a unifed
plan prepared by the State Planning Commission (Gosplan). The
latter institution is called upon to watch over the “rational location of
industry,” to assure a unified policy in developing the leading branches
of Soviet industry, to supervise the rate of economic progress, and so
forth.®! It is intended that the most crucial economic decisions for the
economy as a whole should continue to be made in Moscow. In par-
ticular, the basic determination of the rate of investment and the rate
of consumption remains reserved to the central organs. Similarly, the
central quantitative allocation of scarce materials (which used to be
called “funded commodities”) is to continue, possibly even on a
somewhat expanded scale. Khrushchev solemnly announced that the
organizational reform would not weaken the central guidance of the
Soviet economy.®

It cannot be the purpose of this essay to go into details in de-
scribing the organizational transformation that is being carried out.
It is more important at this point to form some idea with regard to
the possible motivations of the reform. In this connection it might be
possible to appraise both the correctness of Khrushchev’s prediction
and the probable durability of the change.

In reviewing the possible aims of the reform, what comes to
mind first is its potential military aspect: to split the Soviet economy
into a large number of more or less watertight compartments may
enhance its power of resistance in case of war. If this is true, the
reform may be somewhat comparable in character, though not in
o SSSR (Reorganization of Administration of Industry and Construction in the USSR)
(Moscow, 1957), passim,

® Resolution of the Council of Ministers of the USSR (September 26, 1957),
Direktivy, 1V, 784-8os.

M Yefimov, p. 44.

* Pravda, March 3, 1957,
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