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Pekka Sutela

Economics Under Socialism: the Russian Case'

This paper is divided into three parts. First, some general comments are offered on the
interconnections between socialism, reform and economics. Second, a historical
typology of socialist reform economics is offered. Third, a few important insights by
Soviet economists are pointed out. Fourth, the examples of normative planning
theory, perestroika and the economics of transition are discussed in more detail. An
outline for future studies concludes the paper. Overall, the discussion is preliminary. It
does not attempt a global picture of the evolution of Soviet economists, as the present
author has already provided many of the building blocks in earlier publications
(especially in Sutela 1984, 1987, 1991, 1992). As the paper by Vladimir Mau (1995)
for this conference concentrates on reform economics in Soviet political economy of
socialism, this important and interesting part of the field will be largely neglected
here.

! A paper presented at the Berlin conference on socialist reform economics, 6-8 October 1995.
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1 Socialism, reform and economics: general considerations

As the present author has argued in earlier publications (Sutela 1984, 1987, 1991,
1992), Soviet economics of socialism were ever since the 1930's faced with a dual
task. On one hand, the discipline was defined by the authorities as an integral part of
the general Marxist-Leninist doctrine. This, naturally, endowed economics with the
greatest official importance, as Marxists traditionally and Soviet Marxist-Leninists in
particular gave pride to basing their policies on alleged objectively existing societal
laws found and elaborated upon by scholars -- under the closest censorship, supervi-
sion and guidance by the relevant party-state authorities, of course.

This scientist attitude of the Marxist-Leninists sets them in a class of their own
among modern political movements. It contrasts, for example, with the nonchalent
attitude expressed by Il Duce, a (possibly former) socialist himself. For Benito
Mussolini Fascism was a method for conquering power, not an ideology. Though
sometimes tempted by doctrinal projects, generally he felt nothing but contempt for
those Fascists who cared for ideological consistency (see, for example, Mack Smith
1981).

Though the contrast with Fascism is stark, the scientism of the Bolsheviks should
in no way be absolutised. For at least the more successful among the Marxist-Le-
ninists, similarly to Mussolini, power was the highest of priorities. Much more than
vica versa, the needs of power basically guided the conduct of ideology as well. Follo-
wing the twists of Realpolitik, yesterday's heresies could and indeed did overnight
become today's orthodoxy. But having said that, one must hurry and add that the
relation between power, ideology and economics was never as simple as to allow
setting total equality between the latter two and subordinating the ensuing doctrine
directly and completely to the needs of power. This is so for several reasons.

First, there was the issue of the practical value of economics. Even Soviet
economics was never exclusively about ideology. There was a recurrent if not a
persistent call for scholarly usefulness all the way from the 1930's until the times of
perestroika. Thus, economics had both an ideological and a practical task. Quite natu-
rally, the former task dominated. Not only was there a sphere of high, ideologically
loaded political economy -- both of socialism and of capitalism -- living its almost
separate life as a quasi-intellectual Glassperlenspiel, but without any clear rules of
the game. In this respect, comparisons with belief-systems and quasi-theologies are
well in place. But even more importantly, all the eventual practical proposals of the
economists had to be such that they either remained or at least they could be seen as
remaining within the boundaries of permissability, that which was confined into the
currently official definition of socialism and its developmental laws. Only seldom
could scholars aim at changing those definitions, and usually even then only in a
marginal way. Defining socialism, enumerating its laws and -- at least as far as
matters of any perceived current importance were concerned -- even interpreting them
were and remained the prerogative of the political(ly motivated) authorities. Doctrinal
consistency was here unnecessary. Given the sharp turns of perceived political
considerations, logic was not only boring but it could be highly misleading.

On the other hand, one also has to take note of a phenomenom which is interest-
ing as such though not of any great importance. There was a highly ideologically
laden project for an official textbook of Marxist-Leninist political economy, which
spanned from 1936 until 1954, when the fruit of the project was finally published



(Sutela 1984, 61-67, 70-75). Careers were created and lives ruined around the project.
Still, the published textbook reigned unchallenged only for a few years. Competing
textbooks were published, and the attempts to recreate an ideological monolith even at
the textbook level failed in the 1970's. The differences between ensuing alternative
truths as exposed by different official insitutes were not major, but they did have some
at least marginally interesting implications.

In this perspective there is nothing surprising about the fact that being an
economist member of the Soviet Politbureau was one of the more dangerous positions
available, as the cases of Sokolnikov, Bukharin and Voznesensky highlight.

Most economists naturally did not risk execution most of the time. Dangers were
of a smaller scale, but hardly any better foreseeable. Within and around the economics
profession, a set of ideological priests gathered, searching for different possibilities to
further the always interconnected goals of communism and personal advancement. In
a changing and unpredictable environment, keeping the canons of doctrinal purity was
not an easy job, but the supply of gatekeepers, if not their quality, was usually quite
sufficient. As Albert Vainshtein, an economist of the 1920's who survived the purges,
commented in 1965, much of political economy had actually not been descriptive but
outright destructive (Ekonomisty 1965).

The main exception to the logic just outlined, naturally, was perestroika which
consciously aimed just at profoundly changing the definition of socialism (Yakovlev
1994). Perestroika did produce the one economist politbureau member who survived?
-- Vadim Medvedev -- but it also produced the final collapse of socialism. In this
historical instance at least, socialism proved unreformable. In principle, this does not
preclude the reformability of socialism as such. As long as Chinese future remains
unclear, the jury will stay out.

Perestroika is of exceptional importance for this -- as for so many other studies --
because it was the final showdown for the Russian Marxist scientist pretensions
mentioned above. As Aleksandr Yakovlev, the main ideologist of perestroika, recently
wrote about the late 1980's:

\.. an illusion was created that what needs to be done is to gather as full and
reliable information as possible, analyse it strictly scientifically and (then)
act in a corresponding way -- in that case everything will go in the neces-
sary direction, an honest and reasonable policy will be formed.
This is an illusion which I also shared.' (Yakovlev 1994, p. 205)

This illusion -- lets call it the Objectivity Illusion -- will be central to our study also. It
amounts to complete neglect of the essential questions of power and knowledge. As
such, the Objectivity Illusion is a highly peculiar mistake for people who should have
been well immersed in Classical and Marxist theories of class and power. This
illusion helps to understand the prominence of such empirical social scientists as Abel
Aganbegyan and Tatyana Zaslavskaya during the early years of perestroika. They
were, after all, among the very few who had done at least some studies of 'the society
in which we live and work'. But at the same time another illusion possibly in some
sense of less size but certainly of special interest to us is revealed. What foundations
could there possibly be for believing that Soviet social scientists, given the history and

? This neglects Andrei Gromyko, who did have a doctorate in economics but was never actually an
economist.



current state of their disciplines, were In a position to formulate a necessary
programme of reform -- even bypassing the issues of implementality or the reform-
ability of socialism as such hinted at above? Economic perestroika was based on the
best advise that Soviet economics could offer. The failure of policy is also a failure of
doctrine.

In spite of these and other caveats, there is no reason to neglect the practical
demands set upon economics. Indeed, as a detailed analysis of the history of Soviet
economics shows, calls for a practically useful economic science were recurrent. They
started already in the 1930's, blossomed in the 1950's and continued until the collapse
of socialism. What changed was not only the cognitive level of economists but also --
and probably more importantly -- the definition of what was officially acceptable as a
proposal for improving socialism.

Navigating the Scyllas and Kharybdises of practically useful and politically
acceptable was never easy. Therefore, most of the intellectually low-to-medium-brow
economists accepted a totally subordinated position for themselves. Abandoning any
questions of seeming immediate or even looser political relevance, they confined
themselves to such humble matters that could be deemed devoid of danger. Most
economists accept some such position for themselves in any society, defining implic-
itly or explicitly themselves as technocrats, social engineers or economic dentists.
Still, the situation in the USSR was different from the one probably prevailing in -- let
us say, at the risk of exposing one's complete ignorance -- Nazi Germany. Because of
weak and broken intellectual traditions, adverse selection into higher education in the
social sciences and the capricious character of the political involvement, the general
standards of concrete economic research in the USSR were -- to the degree that it is
possible to judge afterwards -- exceptionally low.

The matter was further complicated by the general uselessness of available
information. Partially, it was a question of censorship, but the general random number
character of most economic quantities under socialism is in a sense a more profound
problem. Detached from any real theoretical framings, facing the lack of meaningful
statistics, and in most cases anyway unable to analyse in any intelligible way what
data might be available, Soviet concrete economic research was usually not only
boring but also quite valueless. Pity the proverbial and in the USSR officially much
feared CIA analyst who was reading piles of Soviet publications to find the famous
gold nugget -- knowledge of what was actually going on in the enemy economy.

Looking at the matter from the angle of theoretical economics, the situation was
little better. The standard inference that Soviet science was best at what only requires
a pencil, some paper and possibly a blackboard is true enough for mathematical
economics as well. This has been documented by Ellman (1973), Zauberman (1976),
Sutela (1984) and others. But even pure theory suffers in a vacuum. It needs contacts
with world science, and there were very few Soviet economists indeed who were
publishable in Western professional press. During the most recent decades,
Polterovich was about the only successful one. Contemporary theoretical economics
also, in may cases, needs advanged computers, and by the 1980's the scope of using
only pencil and paper was fast diminishing. But most importantly, theoretical research
also needs a living contact with facts. There is really no other way to distinguish
intellectual pastimes from in some deeper sense more fruitful approaches than to be
able to ask the guilliotine question: "Nice, but so what?" More often than not, the
answer can only be in terms of empirics.



Anyone who has had to convince a 1980's Soviet economist that trying to
estimate what are intended to be models of specifically Soviet enterprise behaviour
with Finnish company data is able to appreciate some of the complications involved
in the dilemmas just described. Empirical and concrete does however not only refer to
statistics and other such data. This is also and more importantly a question of social
structures and processes, as will be discussed below in more detail.

While most empirical economics was made by low-to-mid brow economists,
meaningful theoretical economics -- excluding quasi-theologies -- is necessarily a
high-brow preoccupation. In such scholarship, like in literature, silence can sometimes
be very loud indeed. Making a crucial social process exogenous, as the optimal
planners often did, might also work as a way of pinpointing its importance. This is a
point we shall come back to later on.



2 A typology of socialist reform economics

2.1 Introduction

This typology has been first outlined in Sutela (1990) and presented in a more
finalised form in Sutela (1992). The variant proposed here however differs from the
earlier ones. The original purpose was to present a sequence of socialist reform
measures in a way which combines history with a logical stepwise process. Logically
-- as pointed out by Leszek Balcerowicz (1992) -- socialist reforms proceeded by rela-
xing one by one the crucial assumptions defining socialism -- until at the end nothing
was left of socialism, and transition followed reforms. Historically, a similar stepwise
process 1s clearly in evidence. This process is not consecutive: elements of different
logical steps often coexisted, as allowing less stringent definitions of socialism did not
necessarily kill or even make irrelevant all proposals logically belonging to the
previous logical step(s). The logical sequence is not necessarily the only one possible.
But it is the one empirically in evidence, and indeed it is logical.

2.2 The Pre-stage of economic reform

The starting point is the Kautsky-Lenin image of socialism as a single hierarchical
factory (Sutela, 1984; Mau, 1993), a nineteenth-century deterministic mechanism
functioning as clockwork -- or to use, as is proper in Berlin, the image also belonging
to nineteenth-century socialism, as 'the German army under von Moltke' -- to reach
the goals predetermined by society or, more realistically, its ruling elite. With
important exceptions, most reform economists would argue that exactly this image of
the future society was the one implicitly or explicitly followed in the practical
‘construction of socialism'. For various reasons the normative model could only be
very roughly approximated in practice. There was always much to be improved. This
constitutes the historical and logical Pre-stage of economic reform. By personnel
changes and purges, by organisation changes, by the implementation of shifts in
investment allocation as well as by the reformulation of centralised pricing rules and
also incentive schemes, the Pre-stage tries to make the existent allocation mechanism
conform more closely to the Kautsky-Lenin image. If you wish, you could also
characterise these endeavours as attempts to make really existing bureaucracy
conform more closely to the Weberian ideal model of bureaucracy.

This phase of economic reform, an endeavour to rationalise and make feasible
the single factory model, was entered into immediately after the institution of the
centrally managed system. In the Soviet case, already the economic literature of the
1930's is surprisingly rich in proposals towards this goal (Sutela, 1987). Many of the
proposed incentives, for instance, were reproposed over and over again through the
coming decades. The need to make prices and physical planning conformant was also
already understood in the 1930's. Indeed until the 1960's some of veterans of the
discussions of the early period -- people like Shamai Turetsky and Aleksandr Birman
-- were among the prominent reformers.

This naturally does not imply that there was no progress within proposals that
still logically belong to the Pre-phase. There was a ripening of the Soviet economic
system, there was accumulation of experience and learning among the economists,
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there was the experience of other centrally managed economies, there was a softening
of the political atmosphere, and there was technological progress. All of this mattered.

To take just one example. Leonid Kantorovich, a young Leningrad mathematics
professor, was early convinced of the need to make mathematics useful in practice.
Therefore, he was eager to accept the famous veneer trust task, and having solved it,
even more eager to generalise his approach to economic planning at the national
economic level (Sutela, 1991, pp. 29-34). The 1939 veneer trust case hardly attracted
the attention of economic planners in general, but the 1942 generalisation was a
different matter altogether. National economic planning, Kantorovich argued, should
be seen as optimisation under constraints, the attainment -- as Kantorovich formulated
it -- of maximum production subject to various resource availabilities, technologies
and a pre-determined product mix.

Kantorovich's approach was in the Kautsky-Lenin tradition in several respects. It
was firmly within the single factory tradition, literally a generalisation of the veneer
trust case onto the national economic level. There was naturally nothing about
property rights, markets, competition or macroeconomics in general. Reflecting Soviet
realities, determining the product mix was exogenous, within the competence of the
planners, while the maximising approach was well in line with the current ethos. And
what is most important, Kantorovich was proposing social engineering written large.
As academician V.L. Makarov, a pupil and collaborator of Kantorovich, was to write
decades later, the mathematician's approach was based on

'the possibility, immanent to socialism, of constructing the economic system.
Because socialism, in distinction from earlier formations, has an author --
Marxist-Leninist doctrine -- the economic system too must be constructed
consciously, proceeding from the theoretical conception of this doctrine'
(Makarov, 1985).

Kantorovich's was thus an extremely narrow technocratic sub-optimisation approach.
By consciously neglecting all social and political issues it made the economist a
humble servant of the Stalinist state. Still, when Kantorovich submitted for approval
the manuscript finished in late 1942 in beleagured Leningrad, the reaction of Soviet
economists was reportedly in the main negative. Not only were the computers needed
for solving Kantorovich's formulation unavailable, the socialist economy was
supposed to be about enlargening the constraints, not about optimally adopting to
them. One professor of statistics is even told to have scolded Kantorovich for

'speaking about the optimum, while Pareto also spoke about the optimum
and Pareto was a fascist' (cited in Belykh, 1989).

Because the rationalising proposals of the Pre-stage of economic reform could be seen
as attempts to narrow down the prerogatives of the politicians and planners to make
irrational decisions, the tolerance of such discussions varied over time. In 1938
Molotov is told to have banned any discussion by economists on prices because that
was not their concern (Sutela 1991, p. 13). One of the reasons for the demise of
Nikolai Voznesensky in 1948 must have been his long-nurtured technocratic approach
to planning. Voznesensky defined the political economy of socialism as a study of 'the
laws of planning and organising production’ (Voznesensky, 1948). Justly famous
debates on pricing and investment criteria were waged in the late 1940's, until the
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efficiency approach in economics was condemned in the person of one Yaroshenko
by Stalin in his economic magnum opus, a brochure of assorted comments on various
economists’ opinions (Stalin, 1952).

The simple problem with arbitrariness in the economy is that it becomes all too
expensive in terms of production, efficiency and welfare. A consensus on this was
soon found by the post-Stalin Soviet leaders. As one Central Committee Secretary put
it in 1963, 'practical results are the decisive criterion for the value of science' (Ilichev,
1963, p. 21). Reformist economists were fast in offering their commodity, since the
late 1950's based on three interconnected main pillars. One of them was Kantorovich's
book, finally published in 1959 and also available in English (Kantorovich, 1965).
Another pillar was the work of V.V. Novozhilov (1970, 1972) and the third one that
of V.S. Nemchinov (1965). Kantorovich provided the underlying mathematical
approach, Novozhilov -- among other things -- much of its economic interpretation in
a way acceptable to Marxists, while Nemchinov combined many properties, among
them political and organisational acumen with a good economic intuition.

The optimal planning approach, as this current became known, was never
homogenous. Especially in the 1950's but until the 1960's its main proponents tended
to emphasise the social engineering character of the approach. Nemchinov and
Novozhilov soon evolved into proponents of limited market mechanisms or Phase II
of economic reforms, while Kantorovich's mature approach can perhaps be best
characterised as a prominent example of Phase I of economic reform. Many others
saw in mathematical planning methods and computing just a tool for maintaining
existing institutional relations. Input-output was supposed to create consistency in
plans; growth economics would substantiate longer-range planning than had been
actually possible before; enterprise models would assist in developing incentives;
regional models would provide the basis for spatial planning; and efficient computers
would overcome the informational overburden of traditional data channels. In the
Russian context, the failures of such 'computopias' have been discussed by Cave
(1980), Conyngham (1982), Ellman (1973), Zauberman (1976), Sutela (1984) and
others. In the comparative perspective, it is interesting to note that Oskar Lange seems
in the 1960's to have come to thinking that computers could indeed outperform
markets, rivalry, entrepreneurship and private property rights in solving the allocation
problem (Lange, 1972).

In Russia, the polical economy conclusions drawn from modern economic
methods diverged hugely. Some of the reformist interpretations will be discussed
below. About the conservatives, it is sufficient to mention here that there indeed were
political economists who regarded mathematical planning as a means for returning to
Stalinist planning (Moiseenko and Popov, 1975).

Before that, another important example of development within the Pre-stage of
economic reform should be pointed out. Because of dimension, the single factory of
the Kautsky-Lenin image of future society simply must be partioned into plants. The
traditional and prevalent way of doing that was by branches, a solution that lead to
various such well-known problems as deficient coordination across branch ministries,
attempts at self-sufficiency and excessive transportation. Khrushchev's infamous
experiment with sovnarkhozes provided a remedy that was probably worse than the
original illness, and it does not seem to have been proposed by economists. The
Brezhnev regime duly reinstituted branch management.
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In the 1970's both economists associated with the Novosibirsk Insitute of
Industrial Economics (Aganbegyan - Bagrinovsky - Granberg, 1972) and Moscow
mathematical economists (Danilov-Danilyan - Zavelsky, 1975) proposed planning
algorithms that tried to combine branch and regional aspects of planning. In the
Moscow variant, for example, another important departure was the absence of a
global objective function to be maximised. The optimum was to be defined through
an iterative process between the centre of regional population groups -- a proposal
reflecting Vasili Nemchinov's earlier ideas for a khozraschet-economy and with
obvious political implications.

Such proposals were found to be both technically impossible and especially
politically impalatable (Sutela 1984, pp. 127-132). Another approach was however
developing at the same time, and by mid-1970's different variants of what was called
goal-oriented planning were proposed by all the leading research centres. The idea
was simple: to identify central social needs or goals and to structure planning arounds
attempts at meeting them. Originally an approach much used in military and strategic
planning (nuclear programme, space programme etc), this approach had two impor-
tant implications when applied to national economic planning more generally. It
abolished the primacy of branch ministries, sometimes even calling for their abolish-
ing (Sukhotin, 1983). Therefore it was often called the inter-branch approach to
planning. Secondly, goal-oriented planning was also aimed at destroying the tradition-
ally prevalent resource-based 'planning from the achieved level'.

But there was an even more far-reaching implication. Assuming that the central
goal of the society are limited in number so that programmes only encompass the real
priorities, assuming further that planning is somehow organised around the
programmes, how are all the non-priority activities to be handled. In 1970, proceeding
from the somewhat different perspective of Vasili Nemchinov's proposals for a
khozraschet -economy, Nikolai Petrakov had already argued for dual-track planning
where most activities would be based on regulated markets. Thereafter, scholars had
to tread carefully in their published opinions. It was perhaps only in 1989 that the
implicit conclusion so obviously present in goal-oriented planning was published:
leave all the non-priority activities to the market (Bim, 1989). This was already a
proposal for the late perestroika years, but here as in many other aspects of perestroika
the proposal given was anchored in the best scholarship of the 1970's.

The example of partitioning the planning problem is interesting for another
reason as well. As such, partitioning clearly seems to belong to the Pre-stage of
economic reform. Still, proposals on it may easily have relatively far-reaching
consequences.

2.3 Phase I of economic reform

Economic reforms proper begin where one of the defining features of traditional
planning is challenged. The one chosen here for the point of departure are factory-
specific compulsory plan targets. As long as discussion on ‘petty tutelage' of plants by
ministries only concerned the instability, contradictory character and excessive
numbers of plan indicators, debate remained within the Pre-stage of reform. But when
the idea of factory-specific targets itself was challenged, discussion had reached Phase
I of economic reform.
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In the USSR, economists had proceeded so far by the early 1960's. Kantorovich's
optimal planning seemed to have proved the possibility of indirect centralisation.
Direct, traditional centralisation was based on hierarchically determined compulsory
enterprise-specific targets. In an optimal plan, shadow prices can be used to decentral-
ise the planning task in the sense that once they have been derived with the con-
strained optimum, shadow prices can be used as parametres, guiding profit-oriented
plants to activities consistent with the objective function and constraints of the
planning task. This is still centralised planning as the shadow prices are derived from
a -- possibly unified --central plan. But enterprise behaviour is not commanded from
above, it is guided by parametres. In a perfect setting, plants have no reason to act
against the wishes of the centre. Given the economic environment formed by the
parametres, factories are free to find out all by themselves what the centre wants them
to do. That is also in the plants' best own interest. Incentive problems have been
solved.

This idea was the main inspiration of Soviet reform economics from early 1960's
all the way until perestroika. It was formulated by Kantorovich, specified by
Novozhilov and widely disseminated by Nemchinov. In various forms, it was
propagated by a generation of Soviet reform economists. The views of Vasili
Nemchinov, in particular, are of special interest. His last article was published in
1964. Almost twenty-five years later Mikhail Gorbachev singled this article out as the
theoretical inspiration of perestroika (Sutela 1991, p. 62). We should therefore ask
what Nemchinov's khozraschet -economy actually implied.

For all the scholarly, pedagogical and political skills of Nemchinov, interpreting
his writings is not easy. But an attempts has been made (Sutela 1991, pp. 62-67). First
the things that Nemchinov did not propose. He did not argue against the monopoly of
state ownership; he argued for strengthening the role of planning; he opposed 'free
markets and market competition’; and he never dwelled on the internal organisation of
factories or the status of hierarchically higher institutions.

Nemchinov argued for central planning with limited independence for enter-
prises. The number of obligatory plan targets was to be dramatically reduced;
parametres guiding enterprise behaviour had to be stable; most production would in
addition to few obligatory targets and stable parametres be based on central orders
allocated in a competitive process; factories would further decide on their activities
through horizontal contracts; means of production would be allocated by wholesale
trade; and plants would be free to sell any production in excess of plan orders, though
in most cases for prices centrally set.

This is probably the first proposal for a dual-track planning system. Still
Nemchinov was careful to emphasise that the contract system did not amount to
markets. Contracts would be strictly monitored and in most cases based on centralised
pricing. This is basically still a Phase I view.

The dual-track planning view was further developed by Nikolai Petrakov a few
years later (Petrakov 1970,1971). His view was that most production should be based
on market demand. Only the most important goods should be subject to explicit
planning. Even market-determined production would be subject to central regulation
through resource payments, taxation and finance. Some resources would remain
centrally allocated, and at least some prices would also be centrally fixed. In general
Petrakov was however somewhat unclear about the relation between market deter-
mined and centrally derived prices. His recommendations on these matters also varied
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varied with political cycles. This did not prevent him from being among the econo-
mists most fiercely criticised for market socialism (Sutela 1984, 1991).

Clearly inspired by the optimal planners, such leading young reformist political
economists as Leonid Abalkin (e.g. 1973) and Vadim Medvedev (e.g. 1966) devel-
oped views on ‘planned socialist markets' or ‘commodity-money relations'. The crucial
-- there are others as well -- difference between socialist and capitalist markets was
simple. In socialism prices and other values are planned. Therefore, this is a case of
indirect centralisation, not of an economy with actual markets.

The learned habit of using market economy -related Marxist terms like the law of
value in discussion muddled much Soviet debate. In general terms, as Mau (1995)
points out, theoretically the 'antitovarniki' were right against the 'tovarniki'. Actual
markets cannot be planned, and exchange with exogenous prices does not amount to
markets. Abalkin (1970) gave a clear discussion of the issues involved. In the USSR,
he argued, monopoly of state ownership axiomatically existed. This necessarily
implies centralised planning. As the state combines both political and economic
power it is necessarily the one and only centre of authority in the country. Such power
cannot be shared with markets or any other possible centre of power. Later Abalkin
came to write much about the specifics of 'socialist markets'. The real specific feature
naturally was that they were no markets.

As a description, Abalkin's theory was quite accurate.

Among the optimal planners, Stanislav Shatalin shared fundamentally the same
approach. In a series of articles and books from the 1960's until the 1980's -- discussed
in Sutela (1984, pp. 176-184) -- he among other things put forward three propositions.
First, markets cannot be planned (e.g. Shatalin, 1982). Second, the more there is plan-
ning, the less role have markets to play (Grebennikov - Pchelintsev - Shatalin, 1975).
Third, the idea of markets implementing either plans or optimality in general is 'sim-
ply mystical' (Shatalin, 1982).

If one believes in the possibility of an optimal plan, Shatalin's approach is surely
the logically correct one. But actually, there are many well-known and often discussed
reasons why the idea of perfect indirect centralisation is a utopian one. This is surely
one of the reasons why Soviet reform debates kept sliding between Phase I and Phase
II of economic reform.

2.4 Phase II of economic reform

As defined here, Phase II of economic reforms and reform economics starts when
actual markets are proposed. It is naturally difficult to think that anyone can have truly
believed in the possibility of having all the prices determined centrally, even less by
an optimal plan. But as we know, such ambitions very much existed. And they were
not only limited to those economists whom we would regard conservatists. On the
contrary even Novozhilov argued in 1963 (Novozhilov 1963, p. 52) that literally all
prices and other parametres relevant to indirect centralisation should indeed be
derived from the centrally determined optimal plan. In this sense, all economic
questions -- without a single area remaining outside of state management -- would be
handled jointly by the centre and the enterprises. But at least with a few years experi-
ence of trying to draft optimal plans in practice, surely even any centralist economist
worth something must always have conceded deep in her/his heart that some prices
simply have to be market-determined until the day full communism comes. But if
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such markets would be of very minor importance indeed and especially if other
possible attributes of real markets -- concerning entry and exit, for instance -- did not
obtain, such concessions would not amount to Phase Il economic reformism or
market socialism. Something more relevant had to be at play, though the minimal
requirements are difficult to define in any precise way especially in an environment
heavily influenced by censorship and political taboos.

In high theory, the most prominent candidate for being the leading Soviet
proponent of markets in the 1960's -- and he is still active -- was Viktor Volkonsky.
Basing his views on the equivalence between an optimal plan and en economic game
he argued in a 1967 book that

‘the greatest achievement of world economic science is the strict proof of the
... possibility of setting up a system of optimal decentralised management
founded upon commodity-money or khozraschet -relations’ (Volkonsky
1967a, p. 10).

To be strict, Volkonsky is not explicit on whether he had real markets or perhaps a
kind of bargaining process in mind. What is certain is that he was not referring to
indirect centralisation, and he was all through the coming decades criticised as a
market socialist. Still, he also warned about the cyclical problems of markets and was
explicitly unwilling to leave large investment decisions to be made by markets, due to
the inconvexities involved.

Volkonsky is a mathematical economist. His comments on the social framework
were however among the most prominent in Soviet discussions. First, there was the
issue of functioning markets, exit, unemployment and its social and political conse-
quences. Aleksandr Birman, a veteran political economist and prominent reformist
had argued that chronically loss-making plants should be closed. In a masterpiece of
writing under censorship, Volkonsky very visibly chose not to comment:

'Of even more importance (than material incentives -- PS) is the question
rasied by Prof. AM. Birman on the unavoidability of the consequences of
bad economising under the market system. The practice of economic man-
agement both in this country and abroad gives much material for analysing
this problem, which is one of the key issues in the political economy and
socialism and is also connected with socio-economic questions. Discussing
it, though, is not one of the tasks of this article' (Volkonsky 1967b, p. 493).

From another extreme of the economics profession, the journalist Gennady Lisichkin
came in 1966 out as a proponent of market socialism (Lisichkin 1966). He insisted
upon the difference between genuine markets and the use of commodity-money
relations in indirect centralisation. For him the NEP of the 1920's was the model of
the market alternative, as such 'the uniquely correct system of economic relations,
until such time as full communism is built. His journalistic analysis was however
limited by the fact that he only understood markets as 'a complicated structure of
conditions under which the disposal /realizatsiya/ of social product takes place'
(Lisichkin 1966, p. 13, 56).

One should also point out that naturally Soviet economists were following
developments in the other socialist countries, particularly in Hungary, whose reform
can be seen as implemented Phase II reform economics. Possibly the most outspoken
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proponent of the Hungarian model was the Novosibirsk economist Raimundas
Karagedov. Even in the very conservative year of 1974 he was able to write that the
Hungarian model had 'proved its viability and can be regarded as a model of planned
management of socialist production with a future'. Furthermore its importance
'streched beyond the borders of the country in question' (Karagedov 1974).

To conclude the discussion on markets in Soviet economics of the 1960's, the
contribution of Nikolai Petrakov should be noted. Though a prominent young
member of the optimal planning approach, Petrakov was never a mathematical econ-
omist. Indeed, heavily influenced by Novozhilov, he sometimes criticised his fellow
optimal planners for excessive formal technocracy. His approach to understanding the
role of markets was adifferent one.

Petrakov's 1970 Novyi mir article was probably the first case of a Soviet
economust explicitly abandoning the Kautsky-Lenin image of socialism as a single
factory. A social objective function does not exist. Instead, there must a ‘mechanism
for defining, specifying and correcting' social goals. In particular, planning is too
important to be left for planners only: they also have their specific interests.

Markets, Petrakov argued in an Austrian vein, are not only mechanisms for
transmitting existing information. Of more importance is the generation of new
information. Both this and the articulation of interests demand the existence of
pluralism in society. Petrakov actually used the term in print. Social decisions should
essentially be informal compromises which take into account the diversity of existing
interests. This is no social engineering. Petrakov called quite openly for a pluralistic
political process, and combined pluralism, markets and the generation of information
in a way that was new in the USSR.

Petrakov's criticism of centralised planning is particularly interesting in his
discussion of equilibrium prices. Scarcity, he simply pointed out, has to be rationed,
either by prices or through planning. The former method, he stated, is the democratic
one. Rationing, in addition to having various efficiency and equity deficiencies, is also
the undemocratic method of allocation. It subjects consumers under the planners'
discretion.

Altogether, Petrakov's (1970) is a quite Austrian argument for markets and
market pricing. His criticism of technocratic optimal planning was clearly influenced
by Janos Kornai. Overall, by crossing the prevalent Soviet abyss between economic
and political radicalism Petrakov broke important new ground in the USSR. Conse-
quently he was heavily criticised, and later he had to argue for equilibrium prices
derived from plans. To make matters worse, he and other optimal planners also
argued for the stability of normatives like prices over periods of five years. In truth,
his proposals for dual-track planning do contain severe other unresolved problems as
well (Sutela 1991, p. 85). But most importantly, Petrakov's democratic arguments for
markets preceded those by Popov, Shmelyov and Abalkin by almost twenty years. In
the late 1980's, the idea finally became widely accepted.

After the radicalism of the 1960's, a conservative period followed. Until the late
1980's, discussion was either in terms of commodity-money relations or in terms of
socialist markets. An idea of markets regulated so deeply that they are actually
planned was the underlying conclusion. In debate and legislation this lead to various
anomalies. First, the often expressed view that socialist markets could somehow
utilize only the assumed 'positive’ features of real markets, leaving the assumedly
'negative' features to capitalism, was naturally utterly naive and reflected a highly
technical view of markets. Only very late did for instance Abalkin (1989) argue that
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markets are markets are markets. But even then he added that given a socialist
environment, markets do not produce unemployment or exploitation. Commodity
arbitrage, the key to efficiency through the law of one price, remained illegalised in
Soviet legislation. Therefore the USSR failed one crucial test on whether real markets
are officially allowed.

The second anomaly concerned the position of market producers. The 1987 Law
on Socialist Enterprise was remarkable for several reasons. Following 1986 proposals
(Reforma, 1987) put together by such leading reformist economists as Aganbegyan,
Abalkin, Bunich, Petrakov, Popov and Shatalin (Sutela 1991, pp. 151-154), the law
was based on the ideas of the 1970's on dual-track planning, stable normatives,
increased enterprise autonomy and labour self-management, of which more below.
But the law also still argued that enterprises are both market producers and hierarchi-
cally subordinated administrative units. That among other things implied that another
test for the reality of markets was also not passed: most pricing would remain
centralised.

Afterwords, reform economists would emphasise how the 1987 Law was the
result of compromises, often finalised by conservative bureaucrats totally ignorant of
economics (Aganbegyan 1989). That is true, but it is equally true that centralised
pricing and stable normatives were a part of the 1986 concept proposed by econo-
mists. Actually, at the time they even did not use the word markets. All talk was about
commodity-money relations and of indirect centralisation.

This is the background against which a small article by Larisa Piyasheva
(Popkova 1987) and a larger piece by Nikolai Shmelyov (1987) attracted such an
attention. Piyasheva, in particular, argued that any attempts to combine socialism and
markets are destined to fail. Shmelyov, among other things, declared readiness to
accept unemployment as a price to be paid for markets.

In 1987 Otto Latsis, a leading reformist, could still counter Piyasheva by telling
that optimal planning theory had shown that indirect centralisation is both possible
and desirable (Latsis 1987).
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