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FOREWORD 

This book is an analysis of the economic system which was de-

veloped in the USSR after the ñeconomic reformsò of 1965-66 ï an 

analysis made on the basis of a mass of evidence taken almost ex-

clusively from official Soviet economic journals. 

Taking into account the virtual abolition of centralised 

economic planning, the introduction of profit as the regulator of 

production, the vesting of effective ownership and ñhiring and 

firingò rights in industrial management, and the inequitable 

distribution of enterprise profit between managerial and shop floor 

personnel, the author reached the conclusion ï as the title indicates 

ï that by the 1970s the soviet economy had become essentially a 

restored capitalist system masquerading under red flags which are 

no longer appropriate. 
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INTRODUCTION  

After the Russian Revolution of November 1917, the official 

ideology of what became the Union of Soviet Socialist Republics 

was Marxism-Leninism. 

According to Marxism-Leninism, a capitalist society is one in 

which 

1) the means of production ï factories, land, etc., ï are owned 

by individuals or corporate groups of individuals called capitalists; 

2) this class of capitalists holds political power by controlling 

the state apparatus; 

3) production is regulated by the profit motive; and 

4) exploitation occurs, in that capitalists live, partly or wholly, 

on the labour of others, i.e., of their employed workers. 

On the other hand, according to Marxism-Leninism a socialist 

society is one in which 

1) the means of production are owned collectively by the 

workers; 

2) this class of workers holds political power by controlling the 

state apparatus; 

3) production is planned by the state; and 

4) exploitation ï the process of living partly or wholly on the 

labour of others ï has been eliminated. 

On the basis of these definitions, Marxist-Leninists describe the 

society which was constructed in the Soviet Union in the period fol-

lowing the revolution as a socialist society. 

In the years which followed the revolution, the political strug-

gle to prevent the construction of a socialist society and, when such 

a society had been built, to bring about the restoration of a capitalist 

society, may be divided into a number of phases. 

The First Phase 

The first phase, from 1917 to 1921, took the form of an armed 

civil war,  combined with armed intervention on the part of a con-

siderable number of foreign states and political struggle against the 

Communist Party by openly anti-Soviet political parties, such as the 

Kadets and Mensheviks. 

The Second Phase 

With the defeat of the whiteguard armies and the suppression of 
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the openly anti-socialist parties on the grounds of their collaboration 

with the counter-revolutionary armed forces, the second phase of 

the struggle began in 1921. In this second phase, the political oppo-

sition to the construction of socialism still had an open character, 

but was now carried on by opposition factions within the sole legal 

political party, the Communist Party. The form of this phase was, 

however, necessarily different from that of the first phase, in that 

the oppositionists now professed themselves to be ñsocialistsò and 

ñMarxistsò. 

A key point in the line of the opposition in the 1920s, for ex-

ample, was that it was impossible to construct socialism in a single 

country ï from which the conclusion followed either that any at-

tempt to transform society in the Soviet Union should be deferred 

until the advent of socialist revolution in Western Europe, or that 

the Soviet government should ñfulfil its internationalist dutyò by 

ordering the Red Army into Western Europe to ñassistò the workers 

there to overthrow capitalism. 

The resistance to these opposition policies was led by Josef 

Stalin. who held from 1922 to 1952 the important post of General 

Secretary of the Communist Part of the Soviet Union, and they were 

eventually rejected by an overwhelming majority of Communist 

Party members. 

The Third Phase 

In 1927 the political defeat of the opposition and expulsion 

from the Soviet Union of its most prominent leader, Leon Trotsky, 

forced the remaining members of the opposition to the view that 

open political challenge to the policies of the leadership around Sta-

lin was unlikely to achieve success in the near future. They there-

fore ceased open opposition, condemned their ñformer errorsò and 

promised to cease all factional activity. For the first time in its his-

tory there appeared to be political unanimity within the Communist 

Party. 

In reality, however, the struggle of the oppositionists had 

merely entered a new, third phase, in which they worked to secure 

the appointment of their members to influential positions, while at 

the same time plotting the elimination of those whom they regarded 

as their irreconcilable political opponents by methods of terrorism . 

The opposition had become, as Stalin expressed it, ña conspirato-

rial and terrorist organisationò. 
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This incontrovertible historical fact has been concealed by the 

almost universally accepted myth that, at least from this time on, 

Stalin functioned as a ñdictatorò with ñabsolute powersò, and this 

myth was itself the product of the ñcult of personalityò built up 

around Stalin by the concealed opposition from 1934. 

Roy Medvedev, whose ñhistoryò of this period is virulently hos-

tile towards Stalin, points out that the founder of the ñcultò was 

Karl Radek, who admitted to treason against the Soviet state at his 

public trial in 1937: 

ñThe first issue of óPravdaô for 1934 carried a huge two page ar-

ticle by Radek, heaping orgiastic praise on Stalin. The former Trot-

skyite, who had led active opposition to Stalin for many years, now 

called him óLeninôs best pupil, the model of the Leninist Party...ô 

This seems to have been the first large article in the press specifi-

cally devoted to adulation of Stalin, and it was quickly reissued as a 

pamphlet in 225,000 copies, an enormous figure for the timeò R. A. 

Medvedev: ñLet History Judgeò; London; 1972; p. 148). And one of 

the most fervent and sickening exponents of the ñcultò was none 

other than Nikita Khrushchev  who was in 1956 allotted the main 

role in denouncing it: 

ñComrades, we have heard at our Eighteenth Party 

Congress a report of struggle....led by our Party 

and its Stalinist Central Committee, directed by the 

genius of our great guide and leader, Comrade Sta-

lin... Our victory in defeating the fascist agents ï 

all these despicable Trotskyite, Bukharinites and 

bourgeois nationalists ï we owe above all to the 

personal efforts of our great leader Comrade Sta-

lin. The Communist Party of the Ukrainian Bol-

sheviks... stand solid like a wall of steel around the 

Stalinist Central Committee around its beloved 

leader ï our great Stalin. The devotion of the Bol-

sheviks of the Ukraine to Comrade Stalin reflects 

the boundless confidence and devotion which he 

enjoys among the whole Ukrainian people... The 

Ukrainian people have...rallied closer than ever 

around the Bolshevik Party and around our great 

leader, Comrade Stalin... Under the leadership of 

Comrade Stalin, the Bolsheviks of the Ukraine 
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have achieved great successes... Only as a result of 

the special attention paid by Comrade Stalin to the 

development of Ukrainian culture, have we 

achieved such momentous victories in the devel-

opment of culture. That is why the Ukrainian peo-

ple proclaim with all their heart and soul, with the 

utmost affection and devotion: óLong live our be-

loved Stalin!ô.... Throughout the Soviet Union the 

Bolshevik ranks are now more firmly welded than 

ever... in their loyalty to...their leader and teacher, 

the friend of the Ukrainian people, Comrade Sta-

lin... Long live the towering genius of all human-

ity, the teacher and guide who is leading us victo-

riously to communism our beloved Comrade Sta-

lin!ò (N. S. Khrushchev: Speech at 18th. Congress 

CPSU, March 1939, in: ñThe Land of Socialism 

Today and Tomorrowò; Moscow; 1939; p. 381, 

382, 383, 389, 390). 

That Stalinôs frequently expressed scorn for the ñcult of personal-

ityò was perfectly genuine ï even though, as a prisoner of the con-

cealed opposition majority, he was unable to stop it ï is illustrated 

by his shrewd observation to the German author Lion Feuchtwanger 

in 1937: 

ñI spoke frankly to him (Stalin ï WBB) about the 

vulgar and excessive cult made of him, and he re-

plied with equal candour ... He thinks it is possi-

ble...that the ówreckersô may be behind it in an at-

tempt to discredit himò. (L. Feuchtwanger: ñMos-

cow 1937ò; London; 1937; p. 93, 94-5). 

It was the dissatisfaction openly expressed by Stalin at the inac-

tivity of the state security organs in relation to acts of terrorism 

which led him to allot to his personal Secretariat, headed by Alex-

andr Poskrebyshev special investigative functions. And it was the 

evidence uncovered by this body and passed on to the state security 

organs which forced the latter to put on trial a number of leading 

opposition elements in 1936-38, including the former head of state 

security, Genrikh Yagoda. Following a preconceived plan, the de-

fendants admitted to treason in open court, while their as yet undis-
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covered fellow conspirators heaped abuse on their heads. 

Under their new chief, Nikolai Yezhov, who was also a mem-

ber of the opposition conspiracy, from the autumn of 1936 the state 

security organs became extremely ñactiveò instituting a reign of ter-

ror which resulted in the arrest of many honest Communists and 

their imprisonment or execution without trial. 

Although the ñcult of personalityò enabled the blame for the 

crimes of the ñYezhovshchinaò to be laid upon Stalinôs ñpsycho-

pathological suspiciousnessò, when historical fact is dissected from 

propaganda it reveals that Stalin carried on a long struggle against 

the conduct of the state security organs under Yezhov which re-

sulted in the latterôs dismissal in late 1938 (and later arrest) together 

with his replacement by a trusted colleague of Stalinôs, Lavrenti  

Beria. Contrary to the allegations later made by Khrushchev and 

others, during the whole period in which Beria was Peopleôs Com-

missar for Internal Affairs and in charge of state security ï from 

December 1938 to January 1946 ï not one Communist of any 

prominence was arrested by the NKVD. On the contrary, under Be-

ria the NKVD was purged of the officials responsible for the 

ñYezhovshchinaò, was reorganised, and carried out a review of the 

cases of political prisoners sentenced under Yezhov, as a result of 

which large numbers were rehabilitated and released: 

ñBeria soon made almost a clean sweep of the 

old NKVD. The few who had survived from 

Yagodaôs time... now followed their colleagues to 

execution... By March 1939 Beriaôs men were eve-

rywhere in power; his own Georgian following 

held many of the major posts.... The appointment 

of Beria is usually taken as a convenient date to 

mark the end of the Great Purgeé 

The gross result of Beriaôs assumption of the 

NKVD was that a proportion of those in prison 

awaiting trial were releasedé In the towns and vil-

lages of the Soviet Union, the pressure of haphaz-

ard mass arrests greatly eased.ò (R. Conquest: ñThe 

Great Terrorò; Harmondsworth; 1971; p. 623-4, 626, 

627). ñThe purge is really ended at last, as has al-

ready been indicated by the replacement of Yezhov 

by Beria at the Ministry of Internal Affairs, by the 
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execution of five GPU officials at Kiev for gross 

abuse of power..., by the present trial in a mid-

Siberian town of four GPU officials for arresting 

over 150 children, some under 12, as terrorists, etc., 

under Article 58, by a play now on in Moscow ex-

posing the abuses of the purge to enthusiastic audi-

ences, and, finally, by the return of political prison-

ers in hundreds, if not in thousandsò (ñThe Timesò, 

February 27th, 1939; p. 11). 

Although the ñcult of personalityò which they had built up 

around Stalin had many advantages for the conspirators, it also had 

serious disadvantages. Although in a minority, Stalin and his politi-

cal allies utilised every ñharmlessò task allotted to them by the ma-

jority to castigate any proposals for the modification of socialist so-

ciety in what they regarded as a capitalist direction: 

ñIn proposing that the MTSs  Machine and Tractor 

Stations WBB) should be sold to the collective 

farms as their property, Comrades Sanina and 

Venzher are suggesting a step in reversion to the 

old backwardness and are trying to turn back the 

wheel of history.... The outcome would be, first, 

that the collective farms would become the owners 

of the basic instruments of production; that is, their 

status would be an exceptional one, such as is not 

shared by any other enterprise in our country, for, 

as we know, even the nationalised enterprises do 

not own their instruments of production... Such a 

status could only dig a deeper gulf between collec-

tive-farm property and public property, and would 

not bring us any nearer to communism, but, on the 

contrary, move us farther from it. The outcome 

would be, secondly, an extension of the sphere of 

commodity circulation, because a gigantic quantity 

of instruments of production would come within 

its orbit is the extension of the sphere of commod-

ity circulation calculated to promote our advance 

towards communism? Would it not be truer to say 

that our advance towards communism would only 

be retarded by it?... Engels, in his óAnti-Dühringô, 
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convincingly shows that the existence of commod-

ity circulation was inevitably bound to lead... to 

the regeneration of capitalism.ò (J. V. Stalin: 

ñEconomic Problems of Socialism in the USSRò; 

Moscow; 1952; p. 100-2). 

And the existence of the ñcult of personalityò made it necessary 

for the opposition majority to give the fullest and most favourable 

publicity to such attacks on their programme! 

Furthermore, while the opposition majority could rely on the 

minority around Stalin adhering to the Communist Party principle 

that a decision of the majority was binding on the minority, who 

were prohibited from expressing public disagreement with it, this 

principle of ñdemocratic centralismò is held by Marxist-Leninists to 

be valid only so long as they recognise the Communist Party as one 

based essentially on Marxism-Leninism, as one continuing to apply 

Marxist-Leninist principles to the construction of socialism. Had the 

opposition used, during Stalinôs lifetime, their majority on the lead-

ing organs of the Communist Party to initiate measures which 

clearly undermined the basis of socialist society in the Soviet Union 

ï measures of the kind undertaken after Stalinôs death, that is ï then 

the danger arose of the minority headed by Stalin saying: ñThe 

CPSU is no longer a Marxist-Leninist Party, but a revisionist party 

dominated by traitors to socialism; therefore, loyalty to Marxism-

Leninism compels us to denounce publicly its majority leadership 

and to appeal to the rank-and-file of the Party and the working class 

to save socialism by repudiating these revisionist leadersò. This 

danger to the opposition programme ï a danger greatly enhanced by 

the ñcult of personalityò around Stalin ï prevented them from using 

their majority, during Stalinôs lifetime ï to do much more to under-

mine the basis of socialism than to increase the economic and social 

differentials between management, official and intellectual workers 

on the one hand and the mass of workers on the other, so creating a 

privileged stratum which could provide in future a social basis of 

support for the restoration of capitalism. 

Despite the frustrations experienced by the opposition during 

Stalinôs lifetime ï frustrations which were virulently expressed in 

Khrushchevôs ñsecret speechò to the 20th. Congress of the CPSU in 

1956 ï the organisation of a terrorist attack upon Stalin was ren-

dered extremely difficult by his loyal bodyguard. A carefully laid 
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plan was elaborated in conjunction with the German intelligence 

service to take advantage of the German invasion of 1941 by re-

moving Stalin from office on the grounds that the initial Soviet mili-

tary reverses were due to his ñincompetenceò; but here again the 

opposition was out-manoeuvred and compelled to recognise Stalin, 

at least for the rest of his life, as ñthe architect of Soviet victoryò. 

The Fourth Phase 

The fourth phase of the political struggle to destroy socialism in 

the Soviet Union opened with the death of Stalin in March 1953. 

Shortly afterwards Nikita Khrushchev was appointed First Secretary 

of the Communist Party, and in 1955 also Chairman of the Council 

of Ministers (ñPrime Ministerò). 

From one point of view the Khrushchev regime must be seen as 

an intermediate between the socialist society which existed in the 

Soviet Union prior to this period and the ñeconomic reformsò intro-

duced under the later Brezhnev regime. Thus it was responsible for 

a series of preparatory measures which were politically necessary 

before these ñeconomic reformsò could be initiated. These were: 

1) the denigration of Stalin, which allowed measures to be 

taken, in the name of ñcreative Marxism-Leninismò, which were in 

direct conflict with Stalinôs expressed political positions; 

2) the removal from positions of influence ï or, in the case of 

Lavrenti Beria, the physical elimination ï of Stalinôs remaining po-

litical allies: Vyacheslav Molotov, Lazar Kaganovich, Lavrenti Be-

ria; 

3) the introduction of a degree of liberalism, associated with the 

attacks on the ñdictatorship of Stalinò, permitting Evsei Liberman 

and other economists to organise a campaign for ñeconomic re-

formsò which received official endorsement in 1962; and 

4) the introduction in 1964 of a pilot scheme for the ñexperi-

mentalò application of the economic reform in limited fields. 

That the Khrushchev regime was not merely a preparation for 

the Brezhnev regime, however, is demonstrated by the fact that 

Khrushchevôs successors were compelled to wage a fierce political 

struggle against him and his supporters and, when this had been vic-

torious, make him an ñunpersonò. 

This conflict of interest was basically between two groups of 

embryonic capitalists: one group, centred mainly in the Russian Re-

public and composed mainly of high managerial personnel involved 
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in heavy industry, was represented politically by the faction around 

Brezhnev; the other group, composed mainly of high managerial 

personnel involved in light industry, was represented politically by 

the faction around Khrushchev. 

The policy differences on the degree to which resources should 

be directed respectively to the heavy goods industries and the con-

sumer goods industries, were accompanied by foreign policy differ-

ences. The Khrushchev faction, representing the economically less 

powerful embryonic capitalists involved in light industry, felt it 

necessary for the Soviet Union to follow a foreign policy which 

amounted in fact to subservience to the United States, while the 

Brezhnev faction stood for an ñindependentò foreign policy. 

In October 1964 the embryonic capitalists involved in heavy 

industry in alliance with the military felt their position strong 

enough to jettison the internal and foreign policies of the Khru-

shchev regime, together with their author. 

The Fifth Phase 

The fifth phase of the struggle against socialism in the Soviet 

Union thus began with the appointment of Leonid Brezhnev as 

General Secretary of the Communist Party of the Soviet Union in 

1964 (to which was added, in June 1977, the post of Head of State). 

This phase represented the culmination of the long struggle 

against socialism in the Soviet Union: the introduction of ñeco-

nomic reformsò which, while claiming to ñcarry forward the devel-

opment of socialismò, in fact dismantled the basis of socialist soci-

ety and replaced it by a basis which was essentially one of capital-

ism, although differing in form from that of older capitalist coun-

tries in the West. 

Space prevents the documentation of the brief history of the 

struggle against socialism made in this introduction, which is in-

tended merely to make more intelligible the analysis which follows. 

An exception has been made of the ñLeningrad Affairò of 1949, 

which is analysed in the appendix Number 3, since this has a special 

relevance in that it represented an abortive attempt during Stalinôs 

lifetime to introduce the ñeconomic reformsò adopted after his 

death. 

It is the main aim of this book to analyse the character of the 

ñreformedò economic system, doing so on the basis of the ideology 

of Marxism-Leninism (to which, as has been said, the ñSovietò 



14 

leaders continued to claim adherence) and by drawing on material 

from official Soviet sources ï principally economic journals which, 

having a restricted and specialised readership, are frequently more 

frank than the mass media. 

It is regretted that the extensive documentation which has been 

included does not make for easy reading, but without it the book 

would be no more than a valueless personal opinion. A postscript 

brings events up to the 1990s ï the throwing off of the ñsocialistò 

mask and the liquidation of the Soviet Union itself. 
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1: The Abolition of Centralised Economic 

Planning 

Under the socialist system of society which formerly existed in 

the Soviet Union, production was regulated in a planned way 

through detailed directives transmitted to enterprises by the central 

state apparatus in accordance with the current economic plan: 

 In the case of socialised production... society dis-

tributes labour-power and means of production in 

the different branches of production (K. Marx: 

ñCapitalò, Volume 2; London; 1974; p. 362). 

 

 Our plans are not forecast plans, not guess-work 

plans, but directive plans, which are binding upon 

the leading bodies and which determine the trend 

of our future  economic development on a coun-

try -wide scale (J.V. Stalin: Political Report of the 

Central Committee to the 15th. Congress of the 

CPSU (B), in: ñWorksò, Volume 10; Moscow; 

1954; p. 335). 

According to contemporary Soviet propagandists, the aim of the 

ñeconomic reformò instituted from 1965 on was to ñimproveò and 

ñconsolidateò ï even ñperfectò ï centralised economic planning: 

 A number of measures are envisaged to raise the 

scientific standards of state planning of the econ-

omy (A.N. Kosygin: ñOn Improving Industrial 

Management, Perfecting Planning and Enhancing 

Economic Incentives in Industrial Productionò, in: 

ñIzvestiaò (News), September 28th., 1965, in M.E. 

Sharpe (Ed.): ñPlanning, Profit and Incentive in the 

USSRò, Volume 2; New York; 1966; p. 15). 

 

ñThe economic changes signify improvement of 

national economic planning... The reform consoli-

dates centralised planningò. (Editorial: ñEconomic 

Policy and Work for Communismò, in: ñPravdaò 

(Truth), January 14th., 1966, in: ñThe Soviet Eco-

nomic Reform: Main Features and Aimsò; Mos-
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cow; 1967; p. 9). 

In fact, as will be shown, centralised economic planning, as it 

had existed under socialism, has been eliminated from the Soviet 

economy since the ñeconomic reformò. 

The first stage in the process leading to its elimination was an 

intensive propaganda campaign directed at centralised economic 

planning, which was denounced as ñobsoleteò, ñrestrictiveò, ñbu-

reaucraticò, and, of course, ñdue to Stalinôs distortion of social-

ismò: 

 These shortcomings in economic management 

should be eliminated not by making planning more 

complicated, more detailed and more centralised, 

but by developing the economic initiative and in-

dependence of enterprises ðEnterprises must be 

given broader initiative; they must not be bound by 

petty tutelage and bureaucratic methods of plan-

ning from the centreò. 

(E.G. Liberman: ñCost Accounting and Material 

Encouragement of Industrial Personnelò, in: ñVo-

prosy Ekonomikiò (Problems of Economics), No 6, 

1955, in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 

7). 

 

 Stalin... substituted naked administration by fiat 

for economic instruments of directing the econ-

omy. Regulation of the use of financial resources 

by enterprises, where it is excessive and too de-

tailed, should be eliminated, and enterprises should 

be given greater opportunity to manoeuvre with 

these resources (L. Gatovsky: ñThe Role of Profit 

in the Socialist Economyò, in: ñKommunistò 

(Communist), No. 18, 1962, in: M.E. Sharpe (Ed.): 

op. cit., Volume 1; p. 95, 104). 

 

 The practice of petty tutelage should be eliminated 

(V.S. Nemchinov: ñMaking Enterprises Interested 

in More Intensive Plansò, in: ñVoprosy eko-

nomikiò (Problems of Economics), No. 11, 1962, 

in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 152). 
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ñThese norms (fixed by the central state planning 

authority ï WBB) have largely become obsolete; 

they have turned into petty tutelage, binding the 

managerôs activities. The time has come to discard 

the obsolete forms of economic management based 

on directive normsò. 

(V. Trapeznikov: ñFor Flexible Economic Man-

agement of Enterprisesò, in: ñPravdaò (Truth), Au-

gust 17th., 1964, in: M.E. Sharpe (Ed.): op. cit., 

Volume 1; p. 193-4). 

 

ñIt will be necessary, above all, to...curb signifi-

cantly the employment by higher bodies of purely 

administrative methods of managing enterprises 

and grant adequate independence to the enterprises 

(R. Belousov: ñThe Chief Thing is Economic Ef-

fectivenessò, in: ñPravdaò (Truth), November 

13th., 1964, in M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 221). 

 

 Guidance of the enterprises by means of adminis-

trative intervention in all the details is a very poor 

method that cannot yield good results (V. Belkin 

and I. Berman: ñThe Independence of the Enter-

prise and Economic Stimuliò, in: ñIzvestiaò 

(News), December 4th., 1964, in: M.E. Sharpe 

(Ed.): op. cit., Volume 1; p. 225). 

 

 Directors have at their disposal certain material 

and monetary resources, but the right to use them, 

to manoeuvre with them, has been quite limited. 

Excessive tutelage on the part of superior organisa-

tions has fettered the initiative of the personnel (V. 

Garbuzov: ñFinance and Economic Stimuliò, in: 

ñEkonomicheskaya gazetaò (Economic Gazette), 

No 41, 1965, in: M.E. Sharpe (Ed.): op. cit., Vol-

ume 2; p.48). 

 

 Purely administrative methods of economic guid-



18 

ance   have become widespread. The same is true 

of detailed regimentation of the work of the enter-

prise and of petty tutelage over it (L. Gatovsky: 

ñUnity of Plan and Cost Accountingò, in: ñKom-

munistò (Communist), No. 15, 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 80). 

 

 Centralised planning cannot be identified with in-

structions on the quantity and assortment of pro-

duce to be manufactured by each enterprise... At-

tempts of this kind only clog the planning channels 

(E.G. Liberman: ñThe Plan, Direct Ties and Profit-

abilityò, in: ñPravdaò (Truth), November 21st., 

1965, in: M.E. Sharpe (Ed.) op. cit., Volume 2; p. 

172). 

 

 he centralised plan... must not be turned into a fet-

ish, into an absolute, and regarded as a plan that 

must be carried out in every detail (A.M. Rum-

yantsev: ñManagement of the Soviet Economy To-

day: Basic Principlesò, in: ñSoviet Economic Re-

form: Progress and Problemsò; Moscow; 1972; p. 

20). 

In line with the theme that the propaganda campaign was 

aimed, not at the abolition of centralised planning but at its ñim-

provementò, the demands put forward in the campaign were that 

the number of central economic directives to enterprises should be 

ñreducedò to a few ñkey indicesò: 

 Only the key indices, the decisive indices, should 

be handed down to enterprises, whose directors 

should be given greater rights and opportunities for 

economic manoeuvring within their scope (E.G. 

Liberman: ñPlanning Production and Standards of 

Long-term Operationò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 8, 1962, in: M.E. 

Sharpe (Ed.): op. cit., Volume 1; p. 65-6). 

 

ñThe state plan should be freed of unnecessary in-

dices. A. Zverev: ñAgainst Over-simplification in 



19 

Solving Complex Problemsò, in: ñVoprosy eko-

nomikiò (Problems of Economics), No. 11, 1962, 

in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 142). 

 

We must free the enterprises from the excessive 

number of obligatory indicators (E.G. Liberman: 

ñAre We Flirting with Capitalism? Profits and 

óProfitsô ñ, in: ñSoviet Lifeò, July 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 1; p. 309). 

It was in this form that the ñeconomic reformò was 

officially adopted by the Central Committee of 

the Communist Party of the Soviet Union in 

September 1965: ñA serious shortcoming of indus-

trial management is that administrative methods 

have superseded economic necessity... The powers 

of enterprises with regard to their economic activ-

ity are restricted. The work of enterprises is regu-

lated by numerous indices which restrict the inde-

pendence and initiative of the personnel of enter-

prises, diminish their sense of responsibility for 

improving the organisation of production... It has 

been found expedient to put a stop to excessive 

regulation of the activity of enterprises, to reduce 

the number of plan indices required of enterprises 

from above. (CC, CPSU: Decision ñOn Improving 

Management of Industry, Perfecting Planning and 

Enhancing Economic Incentives in Industrial Pro-

ductionò, in: ñThe Soviet Economic Reform: Main 

Features and Aimsò, Moscow; 1967; p. 147). 

The ñkey indicesò which, it was proposed, should alone be 

handed down to enterprises were outlined by Prime Minister Alek-

sei Kosygin: 

ñIn the future .. an enterprise will have the follow-

ing indices established from above: the volume of 

goods to be sold; the main assortment of goods; 

the wage fund; the sum of profits and the profit-

ability payments into the budget and allocations 

from the budget;.. the volume of centralised capital 

investments and commissioning of production ca-
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pacities and fixed assets; the main targets for in-

troducing new technology; the indices for supply-

ing materials and equipment. All other indices of 

economic activity will be planned by the enterprise 

independently, without endorsement from a higher 

organisation (A.N. Kosygin: ñOn Improving Indus-

trial Management, Perfecting Planning and En-

hancing Economic Incentives in Industrial Produc-

tionò, in: ñIzvestiaò (News), September 28th., 

1965, in: M.E. Sharpe (Ed.): op. cit., Volume 2; p. 

18-19). 

Soviet propagandists endorsed the impression given in the 

Central Committee and by Kosygin: 

ñThe state plan merely endorses the most essential 

indicators, ensuring balanced economic develop-

ment, on the basis of which the enterprises inde-

pendently organise economic activity (S. Khavina: 

ñIn the Crooked Mirror of Bourgeois Theoriesò, in: 

ñEkonomicheskaya gazetaò (Economic Gazette), 

No 44, 1965, in: ñThe Soviet Economic Reform: 

Main Features and Aimsò; Moscow, 1967; p. 141). 

 

ñThe essence of the reform consists in concen-

trating centralised planning on formulating the 

most general indicators of national economic de-

velopment, extending the independence of enter-

prises (A.M. Rumyantsev: ñManagement of the 

Soviet Economy Today: Basic Principlesò, in: 

ñSoviet Economic Reform: Progress and Prob-

lemsò; Moscow; 1972; p. 16). 

 

 To extend the economic independence and initia-

tive of enterprises the number of plan assignments 

set to enterprises by ministries and departments 

has been reduced to a minimum (A.N. Yefimov: 

ñLong-term Plans and Scientific Forecastsò, in: 

ibid.; p. 72). 

What was not made clear in these statements was that the ñeco-
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nomic reformò did not merely reduce the number of ñindicesò 

handed down to enterprises by the state ñplanning authorityò: it 

transformed the remaining ñindicesò from directives, binding on the 

enterprises, to ñguidelinesò which the enterprises could follow or 

not, as they chose. 

Evsei Liberman, Professor of Engineering Economics at the 

University of Kharkov and the principal architect of the ñeconomic 

reformò expressed the true position with characteristic bluntness: 

From the centre each enterprise should be given an 

aim.ò 

(E.G. Liberman: ñPlanning Industrial Management 

and Material Stimuli for its Developmentò, in: 

ñKommunistò (Communist), No. 10, 1956, in: 

M.E. Sharpe (Ed.): op. cit., Volume 1; p. 32). 

 

ñControl figures will be drawn up.... in a general-

ised, value form, to be given to sectors of the 

economy. In the same form these control figures 

will be handed down to the enterprises, not as pre-

cise directives, but rather as guidelines for drawing 

up their plans (E.G. Liberman: ñPlan, Direct Ties 

and Profitabilityò, in: ñPravdaò (Truth), November 

21st., 1965, in: ñThe Soviet Economic Reform: 

Main Features and Aimsò; Moscow; 1967; p. 51). 

Thus, as enterprises were transferred to the ñreformedò system 

of operation, they proceeded in practice to plan their own produc-

tion ï even as to the types and qualities of commodities that they 

would produce: 

ñThese enterprises (i.e., those working under the ñre-

formedò system ï WBB) now draw up their pro-

duction plans themselvesò. 

(V. Sokolov, M. Nazarov and N. Kozlov: ñThe 

Firm and the Customerò, in: ñEkonomicheskaya 

gazetaò (Economic Gazette), January 6th., 1965, 

in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 251). 

 

 The result society needs is achieved by expanding 

the rights of enterprises in specifying the assort-
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ment,... and so on... The new management sys-

tem... extends the rights of enterprises in... study-

ing the demand and changing assortment (A.M. 

Rumyantsev: ñManagement of the Soviet Econ-

omy Today: Basic Principlesò, in: ñSoviet Eco-

nomic Reform: Progress and Problemsò Moscow; 

1972; p. 21, 24). 

 

The single approach to managing the economy is 

displayed... in granting enterprises equal rights to 

concretise the assortment of goods they produce... 

It is the enterprises themselves that can and 

must draw (i.e., economic plans ï WBB) up origi-

nally. Moreover these must be high and well-

substantiated plansò. 

(P.B. Bunich: ñMethods of Planning and Stimula-

tionò, in: ibid.; p. 36, 49). 

 

ñFive-year plans of enterprises and associations 

have become the basis for planning their activityò 

(L.M. Gatovsky: ñThe Economic Reforms and the 

Stimulation of Technological Progressò, in: ibid.; 

p. 171). 

 

ñEnterprises decide what range of goods to pro-

duce in terms of physical quantities and total value 

of sales... and other economic indicatorsò 

(B.I. Braginsky: ñPlanning and Management in the 

Soviet Economyò, in: ñThe Soviet Planned Econ-

omyò; Moscow; 1974; p. 125-6). 

Soviet economists refer to this ñreformedò system of ñeconomic 

planningò as ñplanning from belowò: 

ñThe enterprise should actually become the basic 

organ for planning from belowò. 

(E.G. Liberman: ñEconomic Levers for Fulfilling 

the Plan for Soviet Industryò, in: ñKommunistò 

(Communist), No. 1, 1959, in: M.E. Sharpe (Ed.): 

op. cit., Volume 1; p. 48). 
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ñThe other way (of ñeconomic planningò ï WBB) 

is to encourage the initiative of the production 

collectives (i.e., the personnel of productive enter-

prises ï WBB) in every possible way, to execute 

in deed and not in words planning from belowôò 

(R. Belousov: ñThe Chief Thing is Economic Ef-

fectivenessò, in: ñPravdaò (Truth), November 13th, 

1964, in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 

220). 

Since the ñeconomic reformò, therefore, the detailed central 

ñeconomic planò can only take the form of totalisation of the indi-

vidual economic plans of all the enterprises. 

But since the enterprises frequently change their economic 

plans during the course of a ñplanning periodò, prices fluctuate, and 

so on, the central ñeconomic planò produced at the beginning of this 

period bears little relation to the final economic result: 

ñThe work of drawing up five-year plans from 

the enterprises up to the USSR Gosplan (State 

Planning Committee ï WBB) was not completed 

in the past five yearsò.  

(N. Y. Grogichinsky: ñThe Economic Reform in 

Actionò, in: ñSoviet Economic Reform: Progress 

and Problemsò, Moscow; 1072; p. 211). 

 

ñIt is practically impossible to compile a Five-Year 

Planò. 

A. Komin: ñProblems in the Methodology and 

Practice of Planned Price Formationò, in: ñPlano-

voe khoziaistvoò (Planned Economy). No. 9, 1972, 

in: ñProblems of Economicsò, Volume 16, No. 1; 

May 1973; p. 48). 

 

ñAn objective assessment of the fulfilment of the 

plan is impossible... In fact, the planning of distri-

bution never attains completed form. It is com-

pleted only with the end of the planning period... It 

is impossible to compile a national economic plan 

that is substantiated and balanced for all value in-

dices... on the basis of physical indices and 
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prices... The five-year plan in terms of value indi-

ces essentially loses its meaningò. 

(V. Kotov: ñPrices: The Instrument of National 

Economic Planning and the Basis of the Value In-

dices of the Planò. in: ñPlanovoe khoziaistvoò 

(Planned Economy), No. 9, 1972, in: ñProblems of 

Economicsò, Volume 16, No. 1; May 1973; p. 61, 

62, 69). 

Contemporary Soviet economists thus admit that the Soviet 

economy since the ñeconomic reformò is characterised by ñinde-

terminacyò, i.e., anarchy: 

ñThe indeterminacy that is manifested in the prob-

abilistic nature of the anticipated economic result 

does exist and is objectively inherent even in so-

cialist societyò. 

(L. Veger: ñCalculating Economic Effectiveness 

under Conditions of Indeterminacyò, in: ñVoprosy 

ekonomikiò (Problems of Economics), No. 2, 

1972, in: ñProblems of Economicsò, Volume 15, 

No. 4; August 1972; p. 41) 

 

ñCentralised planning in conditions of broad inde-

pendence of enterprise is also faced with the need 

of elaborating methods of managing the economy 

marked by growing indeterminacy, probability 

(stochastics) of its processesò. 

(A.M. Rumyantsev: ñManagement of the Soviet 

Economy Today: Basic Principlesò, in: ñSoviet 

Economic Reform: Progress and Problemsò; Mos-

cow; 1972; p. 23). 

All this is not meant to suggest that the contemporary Soviet 

state has no ñeconomic plansò, or that it no longer influences the 

direction of development of the Soviet economy. Like most ortho-

dox capitalist states today, it draws up, from time to time, broad 

ñeconomic plansò. These are, however, not imposed upon enter-

prises by means of directives. The Soviet state endeavours to in-

fluence enterprises to follow, broadly, the lines of its current 

ñeconomic planò by the use of the same kind of ñeconomic lev-
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ersò that are used by the state in orthodox capitalist countries: 

ñOne of these far reaching measures should be the 

increased use of economic levers in influencing 

productionò. 

(E.G. Liberman: ñEconomic Levers for Fulfilling 

the Plan for Soviet Industryò, in: ñKommunistò 

(Communist), No. 1, 1959, in: M.E. Sharpe (Ed.): 

op. cit., Volume 1; p. 55). 

 

ñThe attempt to make broader use of economic 

levers and economic stimuli in planning is a 

healthy reaction against the administrative concep-

tion of a planò. 

(L. Alter: ñIncentives Must be Linked with the 

Long-term Planning of an Enterpriseò, in: ñVo-

prosy ekonomikiò (Problems of Economics), No. 

11, 1962, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 167). 

 

ñThe time has come to discard the obsolete forms 

of economic management based on directive 

norms Economic influence is successfully em-

ployed even in capitalist countries In our condi-

tions, when all the financial and economic levers 

are in the hands of the state, measures of economic 

influence will prove still more effectiveé 

The general aim of the above proposals is to sub-

stitute a sum of economic influences, which would 

channel the enterpriseôs activity, for control of 

each step of the enterprise executive through direc-

tivesò. 

(V. Trapeznikov: ñFor Flexible Economic Man-

agement of Enterprisesò in: ñPravdaò (Truth), Au-

gust 17th., 1964, in: M.E. Sharpe (Ed.): op. cit., 

Volume 1; p. 194, 195, 199). 

 

ñThe putting into operation of flexible economic 

methods... presupposes that the centre of gravity be 

shifted from administration by injunction to eco-
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nomic methods of guiding enterprisesò. 

(L. Leontiev: ñThe Plan and Methods of Economic 

Managementò, in: ñPravdaò (Truth), September 

7th., 1964, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 208). 

 

ñThe mastering of commodity-money relations in 

the planned socialist economy... means the estab-

lishment of a basically new mechanism, in which 

the system of economic levers connected with 

commodity-money relations functions as a tool of 

national economic planning... 

The socialist state... guides the national econ-

omy and every enterprise with the help of a system 

of economic leversò. 

(G. Kosiachenko: ñThe Plan and Cost Account-

ingò, in: ñFinansy SSSRò (USSR Finances), No. 

12, 1964, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 232, 238). 

 

ñThe main levers, which determine the develop-

ment of the countryôs economy, remain in the 

hands of the stateò. 

(N.K. Baibakov: ñTasks of Economic Planning in 

the New Conditionsò, in: ñPravdaò (Truth), Octo-

ber 29th., 1965, in: M.E. Sharpe (Ed.): op. cit., 

Volume 2; p. 100). 

The precise mechanism of these ñeconomic leversò will be dis-

cussed in later sections. 

 



27 

2: Profit as the Regulator of Production 

The abolition of centralised economic planning as the regulator 

of social production in the Soviet economy required its replacement 

by a different regulator: this could only be profit . 

Contemporary Soviet economists define profit in the Soviet 

economy as an enterpriseôs surplus of income over expenditure: 

ñProfit is formed directly from the difference be-

tween the price and cost of productionò. 

(L. Gatovsky: ñThe Role of Profit in a Socialist 

Economyò, in: ñKommunistò (Communist), no. 18, 

1962, in: M.E. Sharpe (Ed.): ñPlanning, Profit and 

Incentives in the USSRò, Volume 1; New York; 

1966; p. 98). 

Already, at the 22nd. Congress of the CPSU in 1961, First Sec-

retary Nikita Khrushchev declared:  

ñWe must elevate the importance of profit and 

profitabilityò. 

(N.S. Khrushchev: Report on the Programme of 

the CPSU, 22nd Congress CPSU; London; 1961; 

p. 54). 

This line was developed under the ñeconomic reformò carried 

through by Khrushchevôs successors. General Secretary Leonid 

Brezhnev and Prime Minister Aleksei Kosygin: 

ñLet us consider profit, one of the economic in-

struments of socialism. A considerable enhance-

ment of its role in socialist economy is an indis-

pensible requisite for cost accountingò. 

(Editorial: ñEconomic Policy and the Work of 

Communismò, in: ñPravdaò (Truth), January 14th., 

1966, in: ñThe Soviet Economic Reform: Main 

Features and Aimsò; Moscow; 1967; p. 11). 

In fact, the term used to express the essence of the ñeconomic 

reformò ï ñcost accountingò (khozraschot) ï is defined by contem-

porary Soviet economists as a method of management based on 

ensuring the profitability of  each individual enterprise: 
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ñThe essence of cost accounting is that any enter-

prise should cover its expenditures with its own in-

come and should have a profit over and above this. 

The system of cost accounting makes every enter-

prise interested in obtaining a bigger profitò. 

(L. Gatovsky: p. cit.; p. 90). 

 

ñCost accounting (khozraschot) is a method of 

management applied at socialist enterprises which 

is based on measuring in money terms their inputs 

and results of their operation, on enterprises cover-

ing their expenditure with their own income, en-

suring profitabilityò. 

(A.M. Rumyantsev: ñManagement of the Soviet 

Economy Today: Basic Principlesò, in: ñSoviet 

Economic Reform: Progress and Problemsò; Mos-

cow; 1972; p. 12). 

 

ñCost accounting is a key method for managing the 

economy which... is based on measuring costs in 

monetary terms against the results of production 

activity from income and ensuring profitability of 

productionò. 

(S. Kamenitsev: ñThe Experience of Industrial 

Management in the Soviet Unionò; Moscow 1975; 

p. 130-1). 

Under cost accounting, profit  has been elevated to the role of 

ñthe supreme criterion of the efficiency of an enterpriseò: 

ñA criterion that characterises to the greatest 

degree the operation of the enterprise.... is 

profit ò. 

(V. Trapeznikov: ñFor Flexible Economic Man-

agement of Enterprisesò, in: ñPravdaò (Truth), Au-

gust 17th., 1964, in: M.E. Sharpe (Ed.): op. cit., 

Volume 1; p. 196). 

 

ñProfit serves as the most generalising criterion 

of the enterpriseôs entire activityò. 

(L. Leontiev: ñThe Plan and Methods of Economic 
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Managementò, in: ñPravdaò (Truth), September 

7th., 1964, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 209). 

 

ñProfit generalises all aspects of operationò. 

(E.G. Liberman: ñAre We Flirting with Capital-

ism? Profits and óProfitsô ñ, in: ñSoviet Lifeò, July 

in: M.E. Sharpe (Ed.) op. cit., Volume 1: p. 309). 

 

ñProfit reflects more fully and deeply important 

aspects in the operation of the socialist enterprises 

on a khozraschot basis Profit serves as an indicator 

of production efficiency at a given enterpriseò. 

(B. Sukharevsky: ñNew Elements in Economic In-

centivesò, in: ñVoprosy ekonomikiò (Problems of 

economics), No. 10, 1965, in: ñThe Soviet Eco-

nomic Reform: Main Features and Aimsò; Mos-

cow; 1967; p. 76). 

 

ñUnder socialism profit... expresses... the effi-

ciency of the economic activity of each socialist 

enterpriseò 

(Editorial: ñEconomic Policy and Work for Com-

munismò, in: ñPravdaò (Truth), January 14th.  in: 

ibid.; p. 11). 

Nevertheless, contemporary Soviet sociologists, when writing 

of orthodox capitalist countries, continue to pour scorn on 

ñ...attempts by experts in both the theory and prac-

tice of óhuman relationsô to conceal the fact that 

profit is the main goal and motive force of capital-

ist production. In their writings the concept of 

óprofitô is either not mentioned at all or approached 

as óthe social test of the utility of the enterprise and 

of effective organisationò. 

(N. Bogomolova: ñHuman Relationsô Doctrine: 

Ideological Weapon of the Monopoliesò; Moscow; 

1973; p. 63). 

In fact, the particular aspect of profit which is taken by contem-
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porary Soviet economists to express ñthe supreme criterion of the 

efficiency of an enterpriseò is the ñindex of profitability ò ï the 

profit made by an enterprise in a year as a percentage of the value of 

its total) fixed and circulating) assets: 

ñIf it is the profitableness of an enterprise as a 

whole that is assessed, it is advisable to relate 

profit to the value of the social productive assets 

the state placed at the disposal of the given enter-

prise. 

By commensurating profit with the productive 

assets it is, in fact, the relative productivity of la-

bour that is determined... It is quite natural that this 

accretion should be commensurated with the entire 

value of the fixed assets and circulating funds, in-

asmuch as they express all the resources applied in 

productionò. 

(E.G. Liberman: ñPlan, Direct Ties and Profitabil-

ityò, in: ñPravdaò (Truth), November 21st., 1965, 

in: ñThe Soviet Economic Reform: Main Features 

and Aimsò, Moscow; 1967; p. 55). 

 

ñThe most generalised index of an enterpriseôs ac-

tivity is the index of profitability, computed as a 

ratio of profits to production assetsò. 

(P. Bunich: ñEconomic Stimuli to Increase the Ef-

fectiveness of Capital Investments and the Output-

to-Capital Ratioò, in: ñVoprosy ekonomikiò (Prob-

lems of Economics), No. 12, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 2; p. 189). 

As some Soviet economists have pointed out, the index of prof-

itability is merely a euphemism for what is called, in orthodox capi-

talist countries, the ñrate of profitò: 

ñThe rate of surplus value measured against the to-

tal capital is called the rate of profit Surplus value 

and profit are actually the same thing and numeri-

cally equalò. 

(K. Marx: ñCapitalò, Volume 3; London; 1974; p. 

43, 48). 
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ñThis index (i.e., the index of profitability ï 

WBB)... is widely used in capitalist countries (for 

this is neither more nor less than the rate of profit 

on invested capital)ò (I. Kasitsky: ñThe Main 

Question: Criteria for Premiums and Indices 

Planned for Enterprisesò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 11, 1962, in: M.E. 

Sharpe (Ed.): op. cit., Volume 1; p. 139). 

Contemporary Soviet economists assert that, under the social-

ist system which formerly existed in the Soviet Union, profit  was 

regarded as only of minor importance: 

ñAn obvious belittling and, at times, outright ig-

noring of the importance of profit... were charac-

teristic of the period of the cult of Stalinôs person-

ality... Profit... was regarded as a purely formal 

categoryò. 

(L. Gatovsky: op. cit., p. 95). 

And they attribute this to ñlack of regardò for ñimmutableò eco-

nomic laws during the period when Stalin was General Secretary of 

the CPSU: 

ñThe problem which we now face in determining if 

profit should be the basic index in judging the 

work of an enterprise can be attributed in no small 

way to the lack of regard for the immutable law of 

economic construction during the Stalin era. This 

immutable law, regardless of the system under 

which it operates, is universal; an economy must 

produce more than is expended on production; and 

it is this principle, however unheeded it has been in 

the past, that theoretically provides the foundation 

for the acceptance of profits today in the Soviet 

Unionò. 

(L. Leontiev: ñPravdaò (Truth), July 10th. 1964, 

in: J.L. Felker: ñSoviet Economic Controversiesò. 

Cambridge (USA); 1966; p. 77-8). 

The implication that Stalin had a ñlack of regardò for objective 
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economic laws is certainly untrue, although he did not regard most 

of them as ñimmutableò, but as relative to a definite historical pe-

riod: 

ñMarxism regards laws of science ï whether they 

be laws of natural science or laws of political 

economy ï as the reflection of objective processes 

which take place independently of the will of man. 

Man may discover these laws, get to know them, 

study them, reckon with them in his activities and 

utilise them in the interests of society, but he can-

not change or abolish them The laws of economic 

development... are objective laws...One of the dis-

tinguishing features of political economy is that its 

laws, unlike those of natural science, are imperma-

nent, that they, or at least the majority of them, op-

erate for a definite historical period, after which 

they give place to new lawsò. 

(J.V. Stalin: ñEconomic Problems of Socialism in 

the USSRò; Moscow; 1952; p. 6. 7. 8). 

In fact, what was regarded as ñof minor importanceò under 

the socialist system which formerly existed in Soviet Union was not 

the profit made in Soviet society as a whole, but that made by in-

dividual enterprises or even individual sectors of industry. 

The ñeconomic lawò which Stalin is charged with disregarding 

is one invented by the new breed of Soviet economists: that in a so-

cialist society production should be regulated by the law of 

value, manifested in the profitability of individual enterprises . 

That Stalin rejected this concept is very true. 

ñTotally incorrect... is the assertion that under our 

present economic system... the law of value regu-

lates the óproportionsô of labour distributed among 

the various branches of production. If this were 

true, it would be incomprehensible why our light 

industries, which are most profitable, are not being 

developed to their utmost, and why preference is 

given to our heavy industries, which are often less 

profitable, and sometimes altogether unprofitable. 

If this were true, it would be incomprehensible 
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why a number of our heavy industry plants which 

are still unprofitable... are not closed down, and 

why new light industry plants, which would cer-

tainly be profitable..., are not opened. 

If this were true, it would be incomprehensible 

why workers are not transferred from plants that 

are less profitable, but very necessary to our na-

tional economy, to plants which are more profit-

able ï in accordance with the law of value, which 

supposedly regulates the óproportionsô of labour 

distributed among the branches of productionò. 

(J.V. Stalin: ibid.; p. 27-8). 

Since, under the socialist system, profits in general, both high 

and low, accrued to the state, what was of major significance was 

not the profitability of individual enterprises or of individual sectors 

of industry over a short term but the profitability of the economy 

as a whole over a relatively long period: 

ñIf profitableness is considered not from the stand-

point of individual plants or industries, and not 

over a period of one year, but from the standpoint 

of the entire national economy and over a period 

of, say, ten or fifteen years, which is the only cor-

rect approach to the question, then the temporary 

and unstable profitableness of some plants or in-

dustries is beneath all comparison with that higher 

form of stable and permanent profitableness which 

we get from the operation of the law of balanced 

development of the national economy and from 

economic planningé 

In brief, there can be no doubt that under our 

present socialist conditions of production, the law 

of value cannot be a óregulator of proportionsô of 

labour distributed among the various branches of 

productioné 

The aim of socialist production is not profit, 

but man and his needsò. 

(J.V. Stalin: ibid.; p. 28-9, 86) 

Contemporary Soviet propagandists claim that, in rejecting the 
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ñdistortions of economic theory associated with Stalinò, and in em-

phasizing the importance of the profit of individual enterprises, 

they are ñreturning to the concepts of Leninò: 

ñV.I. Lenin pointed out that each enterprise must 

function on a profitable basis, i.e., it should com-

pletely cover its expenditures from its income and 

should make a profitò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic Incentives in Industrial Productionò, in: 

ñIzvestiaò (News), September 28th., 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2, p. 21). 

And since it was undoubtedly Leninôs aim that Soviet society 

should advance to communism, these propagandists claim that, by 

ñreturning to Leninôs concept that every enterprise should func-

tion profitably ò, Soviet society is ñtaking the Leninist road to 

communismò. 

It is, indeed, true that in January 1922 Lenin referred to 

ñ...the urgent need to... make every state enterprise 

pay its way and show a profitò. 

(V.I. Lenin: ñThe Role and Functions of the Trade 

Unions under the New Economic Policyò, in: 

ñCollected Worksò, Volume 33; Moscow; 1973; p. 

185-6). 

If, however, a few more words are quoted from this passage, the 

outright distortion  of contemporary Soviet propagandists in pre-

senting the enhancement of the role of profit under the New Eco-

nomic Policy as a ñmeasure for the development of socialismò, even 

of the ñadvance to communismò, becomes patently obvious: 

ñA free market and capitalism, both subject to state 

control (by a state representing the interests of the 

working class ï WBB) are now being permitted 

and are developing; on the other hand, the socialist 

state enterprises are being put on what is called a 

profit basis... 

In view of the urgent need to... make every 

state enterprise pay its way and show a profit, and 
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in view of the inevitable rise in narrow departmen-

tal interests and excessive departmental zeal, this 

circumstance is bound to create a certain conflict 

of interests in matters concerning labour conditions 

between the masses of the workers and directors 

and managers of the state enterprises, or the gov-

ernment departments in charge of them. Therefore, 

as regards the socialised enterprises, it is undoubt-

edly the duty of the trade unions to protect the in-

terests of the working peopleò. 

(V.I. Lenin: ibid.; p. 184, 185-6). 

Thus, in contrast to the contemporary Soviet propagandists ï 

who present the enhancement of the role of profit of individual en-

terprises as ña measure for the development of socialismò, even of 

ñthe advance to communismò, Lenin presented the similar tempo-

rary measure adopted as part of the New Economic Policy bluntly 

as an enforced, temporary retreat to capitalist economic principles 

which would inevitably create an antagonism of class interest be-

tween the masses of workers on the one hand and the enterprise di-

rectors and state departments on the other. 

Under the new system of cost accounting, however, profit  ï 

now presented as ñthe supreme criterion of the efficiency of an en-

terpriseò ï has replaced centralised economic planning as the regu-

lator of social production: 

ñA way out of the apparent contradictions has been 

suggested in our press in the form of a kind of 

automatic óself-regulatorô... The role of such an 

automatic self-regulator, it is claimed, can be per-

formed by profitability... In the profitability con-

troversy some economists have based their objec-

tions to making it a regulator of social production 

on the contention that profit is a capitalist cate-

gory. Such objections, of course, are untenableò. 

(B. Sukharevsky: ñOn Improving the Forms and 

Methods of Material Incentivesò, in: ñVoprosy 

ekonomikiò (Problems of economics), No. 11, 

1962, in: M.E. Sharpe (Ed.) op. cit., Volume 1; p. 

116-7, 118). 
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ñProduction will be subordinated to changes in 

profitsò. 

(G. Kosiachenko: ñImportant Conditions for Im-

provement of Planningò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 11, 1962, in: M.E. 

Sharpe (Ed.): op. cit., Volume 1; p. 158). 

 

ñThe utilisation of profit to achieve the aims of so-

cialist production, its adaption to the planned guid-

ance of the economy and to serving socialist distri-

bution according to work, inevitably presupposes 

the elaboration of a special mechanismò 

(B. Sukharevsky: ñNew Elements in Economic In-

centivesò, in: ñVoprosy ekonomikiò (Problems of 

Economics), No. 10, 1965, in: ñThe Soviet Eco-

nomic Reform: Main Features and Aimsò; Mos-

cow; 1967; p. 78). 

The ñeconomic leversò mentioned in the last section, by which 

the Soviet state attempts to influence the economic activity of en-

terprises in the direction it desires, operate through their effect on 

the profits  of the enterprises: 

ñThe entire system of economic levers must be 

regulated... in such a way as to make it advanta-

geous for enterprises to fulfil... the national eco-

nomic planò. 

(V.S. Nemchinov: ñSocialist Economic Manage-

ment and Production Planningò, in: ñKommunistò 

(Communist), No. 5, 1964, in: M.E. Sharpe (Ed.): 

op. cit., Volume 1; p. 188-9). 

 

ñTo exert effective economic influence on eco-

nomic activity, it is essential to choose a criterion 

that characterises to the greatest degree the op-

eration of the enterprise and meets the interests 

of both the national economy and the personnel 

of the enterprise... It is profit  that constitutes 

such a criterionò. 

(V. Trapeznikov: op. cit.; p. 196). 
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ñIt is possible... to set up the enterprise in such 

economic conditions whereby the enterprise, 

guided by its own interests, would choose the op-

timal course of fulfilling the economic plané 

Under conditions of cost accountability, the sum 

total of economic levers in the long run influences 

the enterprise through... profitò. 

(B. Sukharevsky: ñThe Enterprise and Material 

Stimulationò, in: ñEkonomicheskaya gazetaò 

(Economic gazette), No. 49, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 2; p. 205, 206). 
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3: The ñSocialist Marketò 

Profit is realised, of course, not in the production of commodi-

ties, but in their sale: 

ñProfit is determined on the basis of the goods 

marketed, and not on the basis of those producedò. 

(G. Kosiachenko: ñThe Plan and Cost Account-

ingò, in: ñFinansy SSSRò (USSR Finances), No. 

12, 1964 in: M.E. Sharpe (Ed.): ñPlanning, Profit 

and Incentives in the USSRò, Volume 1; New 

York; 1966; p. 245). 

Thus, in order to realise their aimed-for profit, enterprises must 

gear their production of commodities to their assessment of the 

market for these commodities: 

ñUnder socialism the market is... a sphere for the 

marketing of products ï means of production and 

consumer goods manufactured by state and coop-

erative enterprisesò. 

(L. Gatovsky: ñUnity of Plan and Cost Account-

ingò, in ñKommunistò (Communist), No. 15, 1965, 

in M.E. Sharpe (Ed.): op. cit., Volume 2; p. 88). 

Regulation of social production by the profit motive means, in 

fact, regulation by the market: 

ñThe market mechanism should be resorted to on a 

larger scaleò. 

(G. Kosiachenko: ibid.; p. 243). 

 

ñWithout utilising the mechanisms of the socialist 

market..., it is impossible to ensure the operation of 

enterprises on the basis of complete khozraschotò. 

(R. Rakitsky: ñBourgeois Interpretation of the So-

viet Economic Reformò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 10. 1965, in: ñThe 

Soviet Economic Reform: Main Features and 

Aimsò; Moscow; 1967; p. 129). 

 

ñWe must acknowledge thaté the market mecha-
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nismé. plays a regulating role in socialist produc-

tionò. 

(L. Konnik: ñPlanning and the Marketò, in: ñVo-

prosy ekonomikiò (Problems of Economics), No. 

5, 1966, in: ñProblems Of Economicsò, Volume 9, 

No. 8; December 1966; p. 31). 

The Soviet market is one where not only prospective buyers of 

a commodity but also prospective sellers ï the enterprises which 

produce it ï are in competition with one another ï although most 

contemporary Soviet economists prefer to speak of ñemulationò 

rather than competition in the case of the ñsocialist marketò: 

ñThe enterprise will compete for orders; the com-

petition will be based on comparisons of guaran-

tees of quality, delivery dates and pricesò. 

(E.G. Liberman: ñThe Plan, Direct Ties and Profit-

abilityò, in: ñPravdaò (Truth), November 21st, in: 

M.E. Sharpe (Ed.) op. cit., Volume 2; p. 176). 

 

ñAn individual or a collective engages in emula-

tion with other individuals or collectives... 

The economic reform and the introduction of the 

sectorial principle of managing industry have cre-

ated favourable conditions for concrete emulation 

between enterprises in the same sectorò. 

(V.K. Fedinin: ñThe Economic Reform and the 

Development of Socialist Emulationò, in: ñSoviet 

Economic Reform: Progress and Problemsò; Mos-

cow; 1972; p. 241, 244). 

Thus, the forces of the ñsocialist marketò are the economic 

forces of supply and ñdemandò which operate in an orthodox capi-

talist country: 

ñMarket demands... are a major factor in determin-

ing proportions in the national economyé 

Ruble control by the customer... is an effective 

economic lever in the struggle for better consump-

tion properties and efficient inexpensive outputé 

The market is characterised at each given point 

in time by a definite correlation between demand 
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and supplyé 

Under socialism, since commodity production 

exists, the objective economic law of demand and 

supply (of their mutual conformity) operates.... 

Disregard for the law of demand and supply exerts 

a negative effect on the economyò. 

(L. Gatovsky: ibid.; p. 85, 88, 89. 

 

ñWithout utilising the mechanism of the socialist 

market and such of its categories as the current 

business situation,... supply and demand, it is im-

possible to ensure the operation of enterprises on 

the basis of complete khozraschotò 

(B. Rakitsky; ibid.; p. 129). 

 

ñToday it is generally acknowledged that the prob-

lem of marketing and of market fluctuations con-

tinues even in the planned socialist economyò. 

(L. Konnik: ibid.; p. 25). 

Contemporary Soviet economists claim, like their counterparts 

in orthodox capitalist countries, that these market forces, operating 

through the profit motive, regulate social production in such a way 

as to satisfy ï as far as existing productive resources at a particular 

time will permit ï the requirements of the people: 

ñIncrease of profit under socialism is one of the 

means for the achievement of the aim of socialist 

production ï to satisfy most fully the requirements 

of the peopleò. 

(L. Gatovsky: ñThe Role of Profit in a Socialist 

Economyò, in: ñKommunistò (Communist), No. 

18, 1962, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 92). 

 

ñUnder socialism, profit... is an economic instru-

ment for developing socialist enterprises and mate-

rially stimulating their activityé 

The main object of socialist production is to 

satisfy the peopleôs requirements.... Measures rein-

forcing the role of profit... are socialist measures 
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aimed at developing the economy and building 

communismò. 

(Editorial: ñEconomic Policy and Work for Com-

munismò, in: ñPravdaò (Truth), January 14th., 

1966, in: ñThe Soviet Economic Reform: Main 

Features and Aimsò; Moscow; 1967; p. 11). 

Echoing Charles Wilsonôs famous dictum: ñWhatôs good for 

General Motors is good for the United Statesò, contemporary Soviet 

propagandists claim that ñwhat is profitable for each enterprise 

must be good for societyò: 

ñWhat is profitable to society as a whole will also 

be profitable to each production collectiveò. 

(E.G. Liberman: ñPlanning Production and Stan-

dards of Long-term Operationò, in: ñVoprosy eko-

nomikiò (Problems of Economics),No. 8, 1962, in: 

M.E. Sharpe (Ed.) op. cit., Volume 1; p. 66-7). 

 

ñThe 1965 economic reform embodies one of the 

primary principles of the socialist economy: what 

is of benefit to society must be of benefit to each 

enterpriseò. 

(E.G. Liberman: ñPlan, Direct Ties and Profitabil-

ityò, in ñPravdaò (Truth), November 21st., 1965, 

in: ñThe Soviet Economic Reform: Main Features 

and Aimsò, Moscow; 1967; p. 50). 

 

ñThat which is good for society should be eco-

nomically profitable for the enterprise and offer 

material incentives for its personnel.. This formula 

expresses the essence of the economic mechanism 

of the socialist systemò. 

(L. Gatovsky: ñUnity of Plan and Cost Account-

ingò, in: ñKommunistò (Communist), No. 15, 

1965, in: M.E. Sharpe (Ed.) op. cit., Volume 2; p. 

72) 

It is, of course, true that the gearing of production to the market 

through the profit motive ensures, within the limits of productive 

resources at a particular time, the gearing of production to the de-
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mandò of the consuming public. But the ñdemandò to which it is 

geared is ñeffective demandò, that is, demand expressed in terms 

of the money which potential consumers are able and willing to 

expend in the market on commodities. 

This is admitted by contemporary Soviet propagandists: 

ñWithin the bounds of commodity-money rela-

tions, the concept of preference for goods... is 

changed into the relatively independent form of 

money demand. The magnitude of any need, ex-

pressed on the basis of demand, depends on factors 

like population incomeò. 

(A.M. Rumyantsev: ñManagement of the Soviet 

Economy Today: Basic Principlesò, in: ñSoviet 

Economic Reform: Progress and Problemsò; Mos-

cow; 1972; p. 28). 

Marxism-Leninism holds that unequal distribution of income is 

inherent in capitalist society, so that this causes ñeffective demandò 

to bear little resemblance to real social demand, to the real require-

ments of the consuming public ï leading, for example, to the build-

ing of superfluous office blocks while working people experience a 

fundamental housing shortage, since the social demand for houses 

is overridden by the effective demand for office blocks. 

That this anomaly exists in the Soviet Union since the ñeco-

nomic reformò is admitted by some contemporary Soviet econo-

mists: 

ñUneven distribution of incomes between different 

sections of the population results in that the groups 

in the lower brackets do not fully satisfy their 

prime needs, while groups in the higher brackets 

are able to satisfy less essential needsò. 

(A.M. Rumyantsev: ibid,; p. 28). 

 

ñUp until recently, the living standard was planned 

for two basic groups: for workers, employees and 

collective farmers. Today it is also necessary to 

calculate the rise in the standard of living for popu-

lation groups with different income levelsò. 

(P. Krylov & M. Chistiakov: ñProblems in Improv-
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ing the Methods of National Economic Planningò, 

in: ñPlanovoe khoziaistvoò (Planned Economy), 

No 1, 1972, in: ñProblems of Economicsò, Volume 

15, No. 4; August 1972; p. 33). 

 

ñIndustrial enterprises try to curtail the production 

of relatively unprofitable and especially totally un-

profitable items despite the fact that they enjoy 

high consumer demandò. 

A. Levin: ñEconomic Incentives for Meeting Con-

sumer Demandsò, in: ñVoprosy ekonomikiò (Prob-

lems of Economics), No. 4, 1972; in: ñProblems of 

Economicsò, Volume 15, No. 6; October 1972; p. 

5). 

 

ñThe Ministry of the Meat and Dairy Industry of 

the Tadjik SSR, in the quest for high profits for its 

enterprises in 1970 and 1971, reduced the produc-

tion of inexpensive products that were in stable 

demand among the population and unjustifiably 

increased the production of more expensive prod-

ucts. As a result, the enterprises of this Ministry 

obtained millions of rubles of profit in excess of 

the planò. 

(S. Starostin & G. Emdin: ñThe Five Year Plan 

and the Soviet Way of Lifeò, in: ñPlanovoe 

khoziaistvoò (Planned Economy), No. 6, 1972, in: 

ñProblems of Economicsò, Volume 15, No. 10; 

February 1973; p. 95-6). 

 

ñAnalysis of trends in the development of the So-

viet economy indicates a gradual change in the 

character of the differential of the population with 

respect to income level. Inevitably there is a rise in 

the share of those groups that have relatively high 

incomes. At the same time, there is a reduction in 

the share of families for which a comparatively 

low savings norm is characteristicò. 

(T. Ivensen: ñProblems in Forecasting the Mone-

tary Savings of the Populationò, in: ñNauchnye 
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doklady vysshei shkoly: Ekonomicheskie naukiò 

(Scientific Reports of Higher Schools: Economic 

Science), No. 11, 1973, in: ñProblems of Econom-

icsò, Volume 17, No. 2; June 1974; p. 66-7). 

This question will be discussed in more detail in later sections. 

The basing by enterprises of their production plans on their as-

sessment of the market has necessitated the development of such 

features of orthodox capitalist countries as market research: 

ñTo ensure success in the management of the na-

tional economy, it is essential to conduct market 

research for practical purposesò, 

(L. Gatovsky: ibid.; p. 

salesmanship: 

ñBusiness is much better at the stores which have 

the best trained staffs of sales assistants... The 

motto there is: óNot a single customer must leave 

without a good purchaseô ñ. 

(V. Sokolov, M. Nazarov & N. Kozlov: ñThe Firm 

and the Customerò, in: ñEkonomicheskaya gazetaò 

(Economic Gazette), No. 1, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 1; p. 255, 256).  

and advertising: 

ñBusiness is much better at the stores which... ad-

vertise bestò. 

(V. Sokolov, M. Nazarov & N. Kozlov: ibid.; p. 

255). 

 

ñAdvertising, by influencing the taste of purchas-

ers, is capable of easing the planning of production 

and the study of consumer demand... Proper adver-

tising accelerates commodity turnover... 

We all have an interest in good advertising. 

But improvement of its artistic and technical level 

will require an increase in the money spent on it... 

Such expenditure will pay for themselves with in-

terestò. 

(L. Pekarsky & S. Anufrienko: ñThe Wings of an 
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Experimentò, in: ñKomsomolskaya pravdaò 

(Young Communist League Truth), June 3rd., 

1965, in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 

299). 

 

ñWe cannot ignore the enormous technical and or-

ganisational experience underlying the advertising 

business in the USA. We must without hesitation 

take advantage of the bestò. 

(V. Terestchenko: ñPsychology and Advertisingò, 

in: ñLiteraturnaya gazetaò (Literary Gazette), Feb-

ruary 8th., 1967, in: T.V. Greer: ñMarketing in the 

Soviet Unionò; New York; 1973; p. 98). 

 

ñWho does not know how felicitous advertising 

enlivens a cityôs exterior. And, indeed, it may be 

the ózestô of an architectural ensembleò. 

A. Vyatkin: ñDiscussing Problems of Urban De-

velopment: Beauty and the Cost Estimateò, in: ñIz-

vestiaò (News). January 19th., 1968; in: T.V. 

Greer: ibid.; p. 105). 

 

ñUnder the new system of planning and economic 

incentive,.. well-placed advertising also promotes 

the success of the enterprise... Posters, signs and 

showcases, as we know, make a city and its streets 

attractiveò. 

(V. Rusakova & G. Sudets: ñProblems and Judge-

ments: Letôs Remember Advertisingò, in: ñPravdaò 

(Truth), February 19th., in: T.W. Greer: ibid,; p. 

99, 105). 

 

ñGood advertising not only creates favourable 

conditions for a product or service, but also 

moulds rational needs on the part of the con-

sumerò. 

(Y. Kanevsky: ñThe Effect of Advertisingò, in: 

ñPravdaò (Truth), April 1st., 1972, in: T.V. Greer: 

ibid,; p. 100). 
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ñAs on television, advertising on Soviet radio is 

presented only in óprime timeô...An average station 

includes 15 to 30 minutes of advertising, presented 

in a few blocks at the convenience of the station 

but always during the prime time, between 6 and 

11 in the evening. A block of commercials varies 

from 5 to 15 minutes in lengthò. 

(T.V. Greer: ibid.; p. 110, 113). 

Under the ñeconomic reformò, production enterprises are en-

couraged to pass on the speculative risks of the market to trading 

enterprises, by concluding direct contracts with the latter: 

ñThese enterprises (i.e., production enterprises ï 

WBB) now draw up their production plans 

themselves on the basis of orders for goods 

placed by trading establishments and direct 

contracts concluded with themò. 

(V. Sokolov. M. Nazarov & N. Kozlov: ibid.; p. 

251). 

 

ñDirect contracts between manufacturing enter-

prises and consuming enterprises should be devel-

oped more broadlyò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic incentives in Industrial Productionò, in: ñIz-

vestiaò (News). September 28th., 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 37). 

 

ñThe role played by economic contracts will be 

raised. Permanent direct ties between enterprises, 

i.e., between the manufacturer and the consumer, 

will be ever more broadly developedò. 

(L. Gatovsky: ibid.; p. 77). 

 

ñContractual relationsé should encompass 100% 

of the enterprises and 100% of the outputé 

Long-term and stable relations between sup-

plier enterprises and consumers... are a primary 

condition for the planned distribution of means of 
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production through wholesale tradeò. 

(N.Y. Drogichinsky: ñThe Economic Reform in 

Actionò, in: ñSoviet Economic Reform: Progress 

and Problemsò; Moscow; 1972; p. 215, 216). 

 

ñWe plan to complete the switch of associations 

and enterprises engaged in mass and large- volume 

production to direct and long-term ties, basing 

their relations on long-term economic contractsò. 

(A.N. Kosygin: ñGuidelines for the Development 

of the National Economy of the USSR for 1976-

1980ò, 25th. Congress CPSU, Moscow; 1976; p. 

40-1). 

The Soviet law on contract is now basically similar to that in 

orthodox capitalist countries in that an enterprise which commits a 

breach of such a contract (e.g., by failure to deliver commodities of 

the agreed quality, or by the agreed date) is liable to pay damages 

for breach of contract to the enterprise aggrieved by the breach: 

ñEconomic sanctions should be applied in cases 

of bad work, such as fines for delivery delaysò. 

(V. Trapeznikov: ñFor Flexible Economic Man-

agement of Enterprisesò, in: ñPravdaò (Truth), Au-

gust 17th., 1964, in: M.E. Sharpe (Ed.): op. cit., 

Volume 1; p. 197). 

 

ñThe failure to meet delivery terms should involve 

substantial finesò. 

(E.G. Liberman: ñOnce Again on the Plan, Profits 

and Bonusesò, in: ñPravdaò (Truth), September 

20th., 1964, in: M.E. Sharpe (Ed.): op. cit., Vol-

ume 1; p. 215). 

 

ñIt is proposed to increase the material responsibil-

ity of the enterprise or organisation in cases of 

non-fulfilment of contract obligations for deliver-

ies of goods so that, as a rule, the guilty party will 

make good any losses incurredò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-
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nomic Incentives in Industrial Productionò, in: 

ñIzvestiaò (News), September 28th., 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 25). 

 

ñThe development of self-sufficiency in industry 

has also been expressed in increasing the size of 

fines and in obligating the guilty enterprises to 

fully compensate for the caused damage with their 

own cost-accounting resources. The same proce-

dure has been introduced for losses which arise 

owing to the fault of the transport organisationsò. 

(P.G. Bunich: ñMethods of Planning and Stimula-

tionò, in: ñSoviet Economic Reform: Progress and 

Problemsò; Moscow; 1972; p. 53). 

One method by which the state can influence the direction of 

development of the economy through ñeconomic leversò is, of 

course, by participation  in the market. Such participation is, how-

ever, limited : 

ñA majority of the industrial enterprises do not sell 

their goods to the state, but to other industrial en-

terprises or trading organisations. This represents 

the major part of the internal marketò. 

(B. Sukharevsky: ñThe Enterprise and Material 

Stimulationò, in: ñEkonomicheskaya gazetaò 

(Economic Gazette), No. 49, 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 212). 

Nevertheless, the state has a monopoly in the market for ar-

maments, and participates on a considerable scale in the market for 

the construction industry (the commissioning of public buildings, 

schools, hospitals, theatres, etc.). 
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4: Payment for Production Assets 

As has been shown, under the system of cost accountability the 

rate of profit  is presented as ñthe supreme criterion of the effi-

ciency of an enterpriseò, and functions in practice as the regulator of 

social production. 

But the rate of profit is the amount of profit made by an enter-

prise as a percentage of the total cost of production assets (land, 

buildings, machinery, labour power etc.) used by the enterprise in 

the creation of that profit. Land, buildings and machinery (less de-

preciation) constitute fixed production assets, while materials, la-

bour power and depreciation constitute circulating production as-

sets and are ñused upò in each cycle of production. 

In orthodox capitalist society, production assets (or the money 

used to obtain them) constitute capital ï fixed and circulating re-

spectively. In Marxist-Leninist terminology, production assets are 

termed capital only when they are utilised in association with the 

exploitation of the working class: 

ñMeans of production... become capital only under 

circumstances in which they serve at the same time 

as means of exploitation and subjection of the la-

bourerò 

(K. Marx: ñCapitalò, Volume 1; London; 1974; p. 

717-8). 

And since contemporary Soviet propagandists maintain that 

workers in the Soviet Union are not exploited, most prefer to use the 

term ñproduction assetsò in preference to the term ñcapitalò and to 

deny that production assets in the Soviet Union constitute capital: 

ñPayment for assets... radically differs from inter-

est on capitalò. 

(B. Rakitsky: ñBourgeois Interpretation of the So-

viet Economic Reformò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 10, 1965, in: ñThe 

Soviet Economic Reform; Main Features and 

Aimsò; Moscow; 1967; p. 134). 

However, the more candid contemporary Soviet economists, 

especially when writing in journals with a specialised readership, 

make no bones about referring to production assets in the Soviet 
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Union as capital: 

ñThe objective in profitability is defined in the 

form of the relationship of profits to the annual av-

erage planned value of productive fixed capital and 

normative circulating capitalé 

One of the important elements of the new system.. 

is the introduction of payment for capitalò. 

(R. Krylov, L. Rotshtein & D. Tsarev: ñOn the 

Procedure and Conditions for Changing to the 

New Systemò, in: ñPlanovoe khoziaistvoò 

(Planned Economy), No. 4, 1966, in: M.E. Sharpe 

(Ed.): ñPlanning, Profit and Incentives in the 

USSRò, Volume 2; New York; 1966; p. 259, 272). 

Clearly, the rate of profit made by an enterprise could have no 

reality if production assets of varying amounts continued to be allo-

cated to enterprises by the state without cost, as had been the prac-

tice under the socialist system which formerly existed in the Soviet 

Union. In order that the rate of profit might be made a reality, there-

fore, the demand was put forward in the propaganda campaign 

which preceded the ñeconomic reformò that production assets (in-

cluding natural resources such as land, minerals and water) 

should be paid for in full by the enterprise making use of them: 

ñThe time has come to eliminate the situation in 

which fixed assets allocated by society to any 

given production entity are given without chargeò. 

(V.S. Nemchinov: ñThe Plan Target and Material 

Incentiveò, in: ñPravdaò (Truth), September 21st., 

1962, in: M.E. Sharpe (Ed.): op. cit., Volume 1; p. 

110). 

 

ñNormative charges on fixed and circulating assets 

represent one of the forms of expressing the mini-

mum demands of society in relation to the ex-

pected economic results from the use of production 

resources. Charges on fixed assets should be re-

garded as an objective method of planning the 

profitability of an  enterprise.... 

The introduction of compulsory normative 
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charges on fixed assets will make it possible to put 

an end to the latterôs gratuitous characterò. 

(V.S. Nemchinov: Socialist Economic Manage-

ment and Production Planningò, in: ñKommunistò 

(Communist), No. 5, 1964, in: M.E. Sharpe (Ed.): 

op. cit., Volume 1; p. 186). 

 

ñThe use of profits as a criterion of an enter-

priseôs efficiency presupposes the correct solu-

tion of the problems of payment for production 

assets... 

The introduction of the principle that pro-

duction assets must be paid for would serve as a 

powerful stimulus for the better utilisation of 

these assetsò. 

(L. Leontiev: ñThe Plan and Methods of Economic 

Managementò, in: ñPravdaò (Truth), September 

7th., 1964, in: M.E. Sharpe (Ed.): op. cit., Volume 

1; p. 210). 

 

ñPayment for productive assets will become a 

powerful economic lever in stimulating their inten-

sive utilisationò. 

(V. Garbuzov: ñFinances and Economic Stimuliò, 

in: ñEkonomicheskaya gazetaò (Economic Ga-

zette), No. 41, 1965, in: M.E. Sharpe (Ed.): op. 

cit., Volume 2; p. 52). 

In September 1965 the Central Committee of the Communist 

Party of the Soviet Union endorsed the principle  that enterprises 

should pay for the production assets which they utilised, and only 

the amount and method of payment remained to be decided: 

ñIt is necessary to introduce deductions in favour 

of the state budget from the profits of enterprises 

in proportion to the value of the fixed and circulat-

ing assets allocated to them, with these deductions 

being considered as payment for production as-

sets... 

These payments are not proposed as additional 

contributions to the state budget over and above 



52 

the payments which the enterprises are making 

now; the idea is to divert a considerable portion of 

the payments to the state budget through a new 

channel. In the future, payments for assets will be-

come the most important part of the stateôs in-

come, and the importance of other payments, in-

cluding the turnover tax, will be correspondingly 

reducedò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic Incentives in Industrial Production, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 24). 

 

ñThe proclamation of the principles of the eco-

nomic reform by the September (1965) Plenum of 

the Central Committee of the CPSU put an end to 

the discussion of the expediency of introducing 

charges for productive capital... The question is no 

longer whether the actual principle of charges cor-

responds to the principles of socialist management, 

but rather pertains to... the size of the charges and 

the rules for collecting themò. 

(E.G. Effimova: ñOn the Economic Content of 

Capital Chargesò, in: ñIzvestia sibirskogo ot-

delenya Akademy Nauk SSSR: Seriia obshchest-

vennykh Naukò (Bulletin of the Siberian Section 

of the Academy of Sciences of the USSR: Social 

Science Series), No. 1, 1971, in: ñProblems of 

Economicsò, Volume 14, No. 11; March 1972; p. 

49). 

In the case of natural  productive assets, such as land and wa-

ter, utilised by enterprises, differential  payments were introduced ï 

according to fertility, size, location, etc. in the case of agricultural 

land; according to size, location, etc, in the case of building land ; 

according to size, location, the quality and location of deposits, etc. 

in the case of mining land; according to quality and quantity avail-

able in the case of water: 

ñIn the extractive industry, the productivity of 

labour, production costs and profitability de-
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pend, first, on the quality of natural re-

sources.... and, second, on the location of the 

natural resources relative to the earthôs surface, 

transportation lines and markets... 

In order to remove the effect of natural and 

geographic factors upon profits in the extractive 

industry, it is necessary to introduce monetary 

payment for the development of natural wealth. 

The rates of payment should be differentiated de-

pending on the quality and location of the natural 

resources.... 

In this case, the enterpriseôs profit will reflect 

only the level of economic efficiency of its per-

sonnel and will not depend on the given quality 

and location of the natural resourceò. 

(V. Shkatov: ñWhat is Useful for the Country is 

Profitable for Everyoneò, in: ñPravdaò (Truth), 

September 1st., 1964, in: M.E. Sharpe (Ed.): op. 

cit., Volume 1; p. 203, 204). 

 

ñThe level of profitableness can be influenced by... 

location and favourable natural conditions... But 

the economic reform envisages that such unequal 

conditions of operation.. can be smoothed over by 

differences in the level of payments for the use of 

assetsò. 

(E.G. Liberman: ñPlan, Direct Ties and Profitable-

nessò, in: ñPravdaò (Truth), November 21st., 1965, 

in: ñThe Soviet Economic Reform: Main Features 

and Aimsò; Moscow; 1967; p. 56). 

 

ñUnequal conditions of work... can be evened out 

by differences in the level of payment for the use 

of assets and in the rent paymentsò. 

(E.G. Liberman: ñProfitability of Socialist Enter-

prisesò, in: ñEkonomicheskaya gazetaò (Economic 

Gazette), No. 51, 1965, in: M.E. Sharpe (Ed.): op. 

cit., Volume 2; p. 230). 

 

ñDifferences in the size of profit obtained by dif-
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ferent enterprises are often caused by the fact that 

some of them have more favourable natural condi-

tions than others. Thus some enterprises extract 

coal by the open-cast method, while others have to 

resort to underground mining.. There are oil-wells 

with big and low yields. Individual enterprises ex-

tract raw materials with a high useful content, 

while others obtain materials or inferior quality 

sold at a relatively low price. 

Special rent payments made by enterprises to 

the state budget have been introduced to stimulate 

the full use of natural resources and to even out the 

income of collectives operating in different natural 

conditionsò. 

(P.G. Bunich: ñMethods of Planning and Stimula-

tionò, in: ñSoviet Economic Reform: Progress and 

Problemsò; Moscow; 1972; p. 46). 

 

ñThe introduction of pay for water, differentiated 

depending on its quality and scarcity in some or 

other regions, will be of great importanceò. 

(A.G. Aganbegyan: ñTerritorial Planning and the 

Economic Reformò, in: ibid.; p. 95). 

 

With regard to the method of payment for produc-

tion assets, the procedure adopted at first was the 

payment of an annual sum by the enterprise to the 

state budget: 

ñThe norms for payments for fixed assets and 

circulating assets will be established for a pro-

longed period of time ï several years ï so that a 

normally functioning enterprise will have profits 

left, after making its payments, for setting up in-

centive funds and for covering its planned ex-

pensesò. 

(A.N. Kosygin: ibid., p. 24). 

In 1965 the annual payments averaged 15% of the value of the 

production assets being utilised by the enterprise. (L. Vaag: ñAc-

cording to a Single Rate of Profitò, in: ñEkonomicheskaya gazetaò 
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(Economic Gazette), No. 45, 1965, in: M.E. Sharpe (Ed.): op. cit., 

Volume 2; p. 144). 

In the case of new plant, the enterprise was permitted to begin 

payment of these annual sums after an initial  period of adjust-

ment: 

ñNew machines, newly installed equipment, and 

shops and enterprises just put into operation cannot 

always produce their maximum effect immedi-

ately, and enterprises might experience certain fi-

nancial difficulties in this connection. Therefore, it 

is proposed that payments for assets be made only 

after the end of the planned period envisaged for 

the full utilisation of capacitiesò. 

(A.N. Kosygin: ibid.; p. 24). 

Later an alternative method of payment for production assets 

was introduced; the payment of a lump sum once and for all 

equal to the value of the assets concerned. This lump sum might be 

paid out of the enterpriseôs own funds or, if these were insufficient, 

financed by means of a bank credit granted to the enterprise; this 

credit would be repayable, with interest, over the period which the 

assets concerned were regarded as likely to operate efficiently (the 

ñdepreciation periodò): 

ñIf investments are made with a received credit, 

enterprises, in addition to the interest rate, have to 

repay the loan... The period of repaying the loan is 

equal to the period of depreciation of the built pro-

jectò. 

(P.G. Bunich: ibid,; p. 45). 

Of course, if the equipment concerned can be made to function 

after the end of the depreciation period, it can continue to be utilised 

by the enterprise for the creation of profit without any further pay-

ments in connection with it: 

ñCan there be a situation when a credit is repaid, 

while the project created with it continues to func-

tion? Yes, if the conditions of operation of the 

given project have been exceedingly rational and it 

continues to function beyond the limit set by the 
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depreciation periodò. 

(P.G. Bunich: ibid.; p. 45). 

It follows that, in pursuit of the maximum rate of profit, enter-

prises have an interest in paying a lump sum for their  produc-

tion assets rather than annual sums, as well as in making old 

(and possibly obsolete) equipment operate as long as possible. 

In 1971 industrial enterprises contributed, on the average, 17% 

of their profits to the state in the form of payments for fixed and cir-

culating assets. (A.D. Kursky: ñEconomic Reformò, in: ñThe Soviet 

Planned Economyò; Moscow; 1974; p. 303-4). 

The question arises: since the introduction of payment by the 

enterprise for production assets, who owns these assets ï the state 

or the enterprise? 

In the case of land and mineral resources, the state clearly 

retains ownership, so that the enterprise functions as a tenant pay-

ing ground rent (both absolute and differential) to the state as 

landlord : 

ñPay for natural resources in effect represents dif-

ferential rentò. 

(A.G. Aganbegyan: ibid.; p. 91-2). 

The question of the ownership of production assets other than 

natural resources will be discussed in Section 6: ñOwnership of the 

Means of Productionò. 
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5: Credit and Interest 

As in the case of production assets in the form of means of pro-

duction, the rate of profit made by an enterprise could have no real-

ity if finance of varying amounts continued to be allocated to enter-

prises by the state without cost, as had been the practice under the 

socialist system which formerly existed in the Soviet Union. In or-

der that the rate of profit might be made a reality, therefore, the de-

mand was put forward in the propaganda campaign which preceded 

the ñeconomic reformò that finance should be made available to en-

terprises almost exclusively in the form of bank credit, repayable 

by the enterprise with interest: 

ñGratuitous financing ï a form of financing that is 

scarcely connected with cost accounting ï will be 

increasingly replaced by credit, i.e., by a form of 

loan to the enterprise that must be returnedò. 

(L. Gatovsky: ñUnity of Plan and Cost Account-

ingò, in: ñKommunistò (Communist), No. 15, 

1965, in: ME. Sharpe (Ed.): ñPlanning, Profit and 

Incentives in the USSRò, Volume 2; New York; 

1966; p. 82). 

This principle was adopted in the ñeconomic reformò instituted 

from September 1965: 

ñThe use of credits must be expandedò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic Incentives in Industrial Productionò, in: 

ñIzvestiaò (News), September 28th., 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 21). 

Particular emphasis was placed in the ñeconomic reformò on 

ending the free allocation of circulating funds to enterprises, and 

on replacing this by the allocation of bank credit: 

ñIt is proposed to abolish the practice of providing 

free supplements to the circulating assets of enter-

prises from the state budget and, instead, where 

necessary, to grant them credits for this purpose. 

Such a system will encourage enterprises to use the 
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assets allocated to them more thriftilyò. 

(A.N. Kosygin: ibid.; p. 23). 

Already by 1965 40% of the circulating assets of enterprises 

came from bank credit: 

ñCredit resources must also be more extensively 

used for providing enterprises with circulating as-

sets. Already approximately 40% of their total vol-

ume is formed from bank credit. In future this 

share will doubtless growò. 

(V. Garbuzov: ñFinances and Economic Stimuliò, 

in: ñEkonomicheskaya gazetaò (Economic Ga-

zette), No. 41, 1965, in: M.E. Sharpe (Ed.): op. 

cit., Volume 2; p. 55) and by 1976 this proportion 

had grown to 50%: 

 

ñAt present, every second ruble of circulating as-

sets in industry comes from credit, with the share 

of credit in agriculture, trade and other branches 

being even higherò. 

(A.N. Kosygin: ñGuidelines for the Development 

of the National Economy of the USSR for 1986-

1980ò, 25th. Congress CPSU; Moscow; 1976; p. 

42-3). 

But, as has been noted in the previous section on ñPayment for 

Production Assetsò, where enterprises resolved to pay for their 

fixed production assets in a lump sum and were unable to do so 

from their own funds, the ñeconomic reformò provided that bank 

credit was to be used here also: 

ñFinancial grants made by the state to enterprises 

for capital investment must be restricted and the 

use of credits must be expanded... 

The financing of capital investment is cur-

rently handled by free grants from the state 

budget... 

We need... to switch from free allocation of 

means for capital construction to long-term credit-

ing of the enterprises. It is suggested that the credit 

system will, first of all, be introduced for capital 
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investments in operating enterprises. As for new 

constructions, it appears that it might be expedient 

to employ long-term crediting for those construc-

tion sites where expenditures can be recouped in a 

comparatively short period of timeò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic Incentives in Industrial Productionò, in: 

ñIzvestiaò (News), September 28th., 1965, in; M.E. 

Sharpe (Ed.): op. cit., Volume 2; p. 21, 23). 

 

ñAccording to preliminary calculations, more than 

half of the present total volume of capital invest-

ments ï 20 to 25 thousand million rubles ï can be 

effectuated through creditò. 

(V. Garbuzov: ibid; p. 54). 

 

ñUp to now capital investments in industry have in 

most cases been financed from non-repayable 

budget funds.. 

Credit is a much more advantageous way of 

financing than non-repayable budget fundsò. 

(V. Vorobyev: ñCredit and Industrial Develop-

mentò, in: ñEkonomicheskaya gazetaò (Economic 

Gazette), No. 46, 1965, in: ñThe Soviet Economic 

Reform: Main Features and Aimsò; Moscow; 

1967; p. 90). 

 

ñNot so long ago, in practice as well as in the eco-

nomics literature, the movement of circulating as-

sets was considered as the only sphere of credit re-

lations in the state sector of the economy... 

In the present state of development... the ap-

plication of the credit form, the repayment of bor-

rowed means at the expense of amortisation and 

profits, and the payment of interest for them, se-

cure the necessary material responsibility and in-

terest of the enterprises in the effectiveness of 

capital investmentsò. 

(V. Batyrev: ñThe Economic Reform and the In-
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creasing Role of Creditò, in: ñKommunistò (Com-

munist), No. 2, 1966, in: M..E. Sharpe (Ed.): op. 

cit., Volume 2; p. 245, 246). 

 

ñLong-term credit is playing a more active part.. in 

financing fixed assets in industry.. The credit pe-

riod for fixed assets has been raised to six years 

and it is granted much more widely, so that it is 

now given not only for measures connected with 

the application of new technology and the mecha-

nisation of production but also to a large extent for 

the reconstruction and expansion of production at 

existing enterprises.. Moreover, bank credits may 

also be used for investment in the building of new 

enterprises provided they are recouped in not more 

than five years after commissioningò. 

(K.N. Plotnikov: ñSoviet Finance and Creditò, in: 

ñThe Soviet Planned Economyò; Moscow; 1974; 

p. 23). 

 

ñCredit relations must be more broadly developed 

in the sphere of construction, in particular through 

the extension of long-term credits to customersò. 

(A.N. Kosygin: ñGuidelines for the Development 

of the National Economy of the USSR for 1976-

1980ò, 25th. Congress CPSU; Moscow; 1976; p. 

43). 

 

The increase in the role of bank credit in the Soviet 

economy brought about by the ñeconomic reformò 

naturally also enhanced the role of the rate of in-

terest: 

ñAs the role of the credit system rises the 

significance of the interest paid on loans will 

also growò. 

(V. Garbuzov: ibid.; p. 55). 

In the propaganda campaign preceding and associated with the 

ñeconomic reformò, strong demands were put forward that the rate 

of interest should no longer by purely nominal, but should be set 
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ñsufficiently highò to enable it to function effectively as an eco-

nomic lever in the hands of the state: 

ñThe rate of interest on the credit should be set suf-

ficiently highò. 

(V. Belkin & I. Bergman: ñThe Independence of 

the Enterprise and Economic Stimuliò, in: M.E. 

Sharpe (Ed.): op. cit., Volume 1; p. 230). 

 

ñPayment of interest for use of cash loans is an 

important aspect of credit relations.... 

The bank exacts 2% per year for most loans. 

This is a very low rate, and therefore the enterprise 

cannot become sufficiently interested in employing 

borrowed means thriftily or in using their own ac-

cumulations instead of borrowing... 

The experience of a number of socialist countries 

shows the effectiveness... of a higher interest rateò. 

(V. Batyrev: ibid.; p. 248, 249). 

In 1967, therefore, the standard rate of interest was raised to 

4-4.25% for short-term loans of up to 5 years, and 4.5-6% for long-

term loans of 5-15 years. (A.H. Hermann: ñEast-West Financeò, in: 

ñThe Bankerò, Volume 121, No. 546; August 1971; p. 878). 

Soviet economists were enthusiastic about this measure: 

ñInterest for credit, as an economic method, is set 

at a level which ensures the use of the planned 

credit resources with optimal efficiencyò. 

(P.G. Bunich: ñMethods of Planning and Stimula-

tionò, in: ñSoviet Economic Reform: Progress and 

Problemsò; Moscow; 1972; p. 223) 

 

ñBank credit is becoming a powerful economic 

leverò. 

(K.N. Plotnikov: ñSoviet Finance and Creditò, in: 

ñThe Soviet Planned Economyò; Moscow; 1974; 

p. 223). 

Although some demanded that the rate of interest be increased 

still further : 
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ñAn economically (and mathematically) substanti-

ated increase in interest rates will have substantial 

influence on the better use of such important in-

struments as credit, capital charges and profit for 

the management of the economyò. 

(I. Shor: ñSome Problems in Building Models of 

Interestò, in: ñDengi i kreditò (Money and Credit), 

No. 3, 1972, in: ñProblems of Economicsò, Vol-

ume 15, No. 7; November 1972; p. 72). 

The profit of an enterprise is calculated after all interest charges 

have been met; 

ñInterest on all types of loans is paid from the 

profit of enterprises prior to establishing its calcu-

lated magnitudeò. 

(P.G. Bunich: ibid.; p. 52). 

So that, in the case of an enterprise which is in the process of 

repaying a bank credit granted for the acquisition of production as-

sets in a lump sum, the rate of interest becomes the lower limit of 

profitability  for the enterprise: 

ñThe level of interest becomes the lower limit of 

permissible profitability, and only capital invest-

ments that exceed this limit will be considered 

profitableò. 

(P. Bunich: ñEconomic Stimuli to Increase the Ef-

fectiveness of Capital Investments and the Output-

to-Capital Ratioò, in: ñVoprosy ekonomikiò (Prob-

lems of Economics), No. 12, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 2; p. 184). 

As in an orthodox capitalist country, actual rates of interest are 

differentiated according to the financial position of the enterprise 

applying for the credit ï enterprise which are functioning ñeffi-

cientlyò (i.e., profitably) receiving more favourable terms than those 

which are not ï and varied in accordance with the general eco-

nomic situation: 

ñThe experience of a number of socialist countries 

shows the effectiveness.. of a rate (of interest ï 

WBB) that differs in accordance with the type of 
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loan, the work and financial condition of the bor-

rowing enterprise and also, if possible, the general 

economic situation.... 

The differentiation of interest rates for loans is 

connected with the introduction of different credit-

ing procedures for enterprises that are operating ef-

ficiently and enterprises that are functioning badly. 

According to this approach... the bank should grant 

favourable terms to the former and take restrictive 

measures in relation to the latterò 

(V. Batyrev: ibid.; p. 249-59). 

 

ñEfficient enterprises.. enjoy certain advantages, 

while credit is sometimes restricted to poorly-run 

enterprises as a kind of sanction against themò. 

(B. Zabelin: ñIndustrial Management: Soviet Ex-

perienceò; Moscow; n.d.; p. 84). 

 

ñPoorly functioning enterprises should be placed 

under still tighter loan restrictions to that they will 

eliminate shortcomings in their work more 

promptlyò. 

(M. Pessel: ñCredit and its Development under 

Current Conditionsò, in: ñNauchnye doklady 

vysshei shkoly: Ekonomicheskie naukiò (Scientific 

Report of Higher Schools: Economic Science). No. 

9, 1972, in: ñProblems of Economicsò, Volume 15, 

No. 12; April 1973; p. 90). 

 

ñAn important factor in increasing the role of bank 

credit in developing the Soviet economy is the dif-

ferential granting of credit to well-run or badly-run 

enterprises and organisations... Well-run enter-

prises receive credit concessionsò. 

(K.N. Plotnikov: ibid.; p. 222). 

The policy of the Construction Bank (Stroibank) is described 

as one of imposing 

ñ...restrictions on granting credit to existing en-

terprises that are either operating at a planned 
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loss or are relatively unprofitableò. 

(V.N. Kulikov: ñSome Problems of Long-term 

Crediting of Centralised Capital investmentsò, in: 

ñFinansy SSSRò (USSR Finances), No. 5, 1974, 

in: ñProblems of Economicsò, Volume 17, No. 10; 

February 1975; p. 61). 

In particular, enterprises which do not repay bank loans on time 

are subject to a ñpunitiveò rate of interest and to other penalties: 

ñIf an enterprise does not repay the amount of 

credit planned for a given period, the unpaid sum 

is shifted to a later period with a higher interest 

rateò. 

(P. Bunich: ibid.; p. 184). 

 

ñIf an enterprise does not repay a loan on time, it 

should not only be subjected to the payment of a 

higher interest rate; other measures would also be 

taken.. In some cases it may be necessary to con-

fine the crediting within definite limits, in others ï 

to establish a stricter procedure for credit assis-

tance... 

A particular high (ópunitiveô) rate of interest 

should be fixed for overdue loansò. 

(V. Batyrev: ibid.; p. 243, 249). 

As in an orthodox capitalist country, bank credit is normally 

advanced to an enterprise only against security: 

ñCredit must be secured. Enterprises and economic 

organisations obtain credit on the security of 

stocks of goods and materials or their production 

expenditures (raw and other materials, finished 

goods, etc.). Only in special cases.. are loans is-

sued by the State Bank without such securityò. 

(K.N. Plotnikov: ibid.; p. 221) 

All credit in contemporary Soviet society is advanced by banks 

which are state institutions. The USSR State Bank (Gosbank 

SSSR)specialises in the granting of short-term loans, while the 

Construction Bank (Stroibank) specialises in long-term loans for 
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construction purposes. 

Although state institutions, the economic policy of the Soviet 

banks does not differ in principle from that of banks in orthodox 

capitalist countries ï as the Chairman of the USSR State Bank 

makes clear: 

ñWhen crediting enterprises and organisations it is 

essential to have them improve capital efficiency, 

cut production costs, raise the profitability of pro-

duction and eliminate operations at a lossò. 

(M. Sveshnikov: ñUSSR State Bank after 50 

Yearsò, in: ñThe Bankerò, Volume 121, No. 550; 

December 1971; p. 1,479). 

As in most orthodox capitalist countries, the Soviet banks are 

left relatively free to regulate the amount and conditions of credit 

they extend: 

ñIt is not expedient, in the new conditions, to at-

tempt strict regulation of credit assistance given by 

the banké 

It is precisely along these lines that we can 

overcome those tendencies towards bureaucratiza-

tion and excessive regulation of credit which hin-

der the further development of credit and impede a 

flexible manoeuvring with resourcesò. 

(V. Batyrev: ibid.; p. 243, 244). 

The exception to this principle ï as in orthodox capitalist coun-

tries ï lies in the fact that the standard rate of interest (on which the 

actual rates of interests charged depend) is fixed at a high govern-

ment level, in order that this may be utilised ï as in orthodox capi-

talist countries ï as an ñeconomic leverò to influence the economy: 

ñThe establishment of an interest rate on capital, 

and primarily on the circulating assets granted to 

the enterprises, will prove to be the best, and 

probably the only, form of economic influenceò. 

(V. Trapeznikov: ñFor Flexible Economic Man-

agement of Enterprisesò, in: ñPravdaò (Truth), Au-

gust 17th., 1964, in: M.E. Sharpe (Ed.): op. cit., 

Volume 1; p. 199). 
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ñCredit is used as an instrument for influencing 

the economyò 

(M. Pessel: ibid.; p. 89). 

Contemporary Soviet economists claim that interest in the So-

viet economy is ñqualitatively differentò from interest in an ortho-

dox capitalist economy: 

ñUnder socialism, interest differs fundamentally in 

terms of content and economic role from interest 

paid for loans in the capitalist economyò. 

(V. Batyrev: ibid.; p. 248). 

As has been shown, the facts do not bear out this claim. 
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6: Ownership of the Means of Production 

Contemporary Soviet propagandists claimed that since the 

ñeconomic reformò the principal means of production remain in 

public ownershipò ï either in that of producersô cooperatives or, for 

the most part, in that of the state: 

ñPublic ownership of the means of production does 

unite the labour of individual producers on a scale 

embracing the entire national economy. The over-

whelming proportion of the means of production is 

concentrated in the hands of one owner ï the 

stateò. 

(S. Khavina: ñIn the Crooked Mirror of Bourgeois 

Theoriesò, in: ñEkonomicheskaya gazetaò (Eco-

nomic gazette), No. 44, 1965, in: ñThe Soviet Eco-

nomic Reform: Main Features and Aimsò; Mos-

cow; 1967; p. 139). 

They claim that even when means of production are held and 

used by industrial enterprises, their ownership remains vested in 

the state: 

ñThe state is the owner of all production assets in 

state enterprises. The collectives (i.e., the person-

nel of enterprises ï WBB) use these assets, but 

they do not own themò. 

(P. Bunich: ñEconomic Stimuli to Increase the Ef-

fectiveness of Capital Investments and the Output-

to-Capital Ratioò, in: ñVoprosy ekonomikiò (Prob-

lems of Economics), No. 12, 1965, in: M.E. Sharpe 

(Ed.): ñPlanning, Profit and Incentives in the 

USSRò, Volume 2; New York; 1966; p. 195). 

This was undoubtedly the position under the socialist system 

which formerly existed in the Soviet Union: 

ñA commodity is a product which may be sold to 

any purchaser, and when its owner sells it he loses 

ownership of it and the purchaser becomes the 

owner of the commodity, which he may resell, 

pledge or allow to rot. Do means of production 
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come within this category? They obviously do not. 

In the first place, means of production are not 

ósoldô to any purchaser;.. they are only allocated by 

the state to its enterprises. In the second place, 

when transferring the means of production to any 

enterprise, the owner ï the state ï does not at all 

lose the ownership of them; on the contrary, it re-

tains it fully. In the third place, directors of enter-

prises who receive means of production from the 

Soviet state, far from becoming their owners, are 

deemed to be agents of the state in the utilisation 

of the means of production in accordance with the 

plans established by the state. 

It will  be seen, then, that under our system 

means of production can certainly not be classed in 

the category of commoditiesò. 

(J. V. Stalin: ñEconomic Problems of Socialism in 

the USSRò; Moscow; 1952; p. 58). 

Since the ñeconomic reformò, however, means of production in 

the Soviet Union are classed as commodities: 

ñUnder socialism the market is a sphere of planned 

commodity circulation, a sphere for the marketing 

of products ï means of production and consumer 

goods manufactured by state and cooperative en-

terprisesò. 

(L. Gatovsky: ñUnity of Plan and Cost Account-

ingò, in: ñKommunistò (Communist), No. 15, 

1965, in: M.E. Sharpe (Ed.): op. cit., Volume 2; p. 

88). 

Even where an enterprise pays for the use of its production as-

sets (other than natural resources) by annual sums, it is regarded le-

gally as the owner of these assets. 

The Statute on the Socialist State Production Enterprise, 

adopted by the USSR Council of Ministers on October 4th., 1965, 

gives an enterprise ñrights of possessionò over the production as-

sets which it holds: 

ñThe enterprise will exercise the rights of posses-

sion... of the property under its operational con-
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trolò. 

(Statute on the Socialist State Production Enter-

prise, in: M.E. Sharpe (Ed.); op. cit., Volume 2; p. 

291). 

The acquisition of production assets (other than natural re-

sources) by an enterprise is therefore described as ñpurchaseò: 

ñCredits for the purchase of heavy technological 

and power equipment of Soviet manufacture... are 

issuedò. 

(S, Ginzburg: ñNew Developments in Construction 

Financingò, in: ñEkonomicheskaya gazetaò (Eco-

nomic Gazette), No. 43, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 2; p. 65). 

 

ñThe single approach to managing the economy is 

displayed... in granting enterprises equal rightsé 

to buy means of production... 

Society furnishes enterprises with money for 

the purchase of the means of production... Only the 

purchase of the means of production by enterprises 

with the income received as a result of improving 

their work.. can be regarded as a form of spending 

ótheir own resourcesôò 

(P.G. Bunich: ñMethods of Planning and Stimula-

tionò, in: Soviet Economic Reform: Progress and 

Problemsò, Moscow; 1972; p. 36, 44). 

That the terms ñrights of possessionò and ñpurchaseò are not 

here being used in-exactly is shown by the fact that the Statute gives 

the enterprise the right to lease or sell the means of production it 

ñpossessesò ï a right which involves clear proof of effective own-

ership by the enterprise: 

ñThe enterprise will exercise the rights of... dis-

posal of the property under its operational con-

trol... 

The enterprise may lease to other enterprises 

and organisations, at rents fixed for the given lo-

cality, buildings and structures, as well as produc-

tion, warehouses and other facilities assigned to 
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it... 

Surplus equipmenté may be sold by the en-

terprise to other enterprises and organisations... 

Sums obtained from the sale of material values 

representing fixed assets will remain at the dis-

posal of the enterpriseò. 

(Statute on the Socialist State Production Enter-

prise, in: M.E. Sharpe (Ed.): op. cit., Volume 2; p. 

291, 293, 295). 

The sale of means of production by enterprises is frequently 

referred to by contemporary Soviet economists and politicians: 

ñThe enterprises will enjoy broader powers in the 

use of... the money from the sale of surplus equip-

ment and other material valuesò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning and Enhancing Eco-

nomic Incentives and Industrial Productionò in: 

ñIzvestiaò (News), September 28th., 1965, in: M.E. 

Sharpe (Ed.) op. cit., Volume 2; p. 38). 

 

ñThe enterprise will enjoy greater economic 

rights.. in disposing of property, productive as-

setsò. 

(L. Gatovsky: ibid.; p. 74). 

 

ñThe system of stimulating enterprises through 

their level of profitability in relation to assets.. will 

also interest them in the quickest possible sale of 

superfluous machines, the receipts from the sale of 

which will go into the development fund and will 

enable them to buy equipment needed to create the 

conditions for an increase in profitsé 

The sale of superfluous fixed assets will be 

done by enterprises on the basis of their residual 

values. 

The enterprises have been given relatively ex-

tensive rights with respect to the sale of superflu-

ous assets, the receipts from which go into their 

fund for developmentò. 
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(P. Bunich: ñEconomic Stimuli to Increase the Ef-

fectiveness of Capital Investments and the Output-

to-Capital Ratioò, in: ñVoprosy ekonomikiò (Prob-

lems of Economics), No. 12, 1965, in: M.E. Sharpe 

(Ed.): op. cit., Volume 2; p. 194, 199, 202). 

 

ñThe socialist market for the means of production 

is the sphere... where the economic relations oper-

ate directly as the relations of supply and demand, 

and are realised in the act of buying and selling the 

means of productionò. 

(V. Budaragin: ñThe Price Mechanism and Circu-

lation of the Means of Productionò, in: ñNauchnye 

doklady vysshei shkoly: Ekonomicheskie naukiò 

(Scientific Reports of Higher Schools; Economic 

Science),No, 11, 1971, in: ñProblems of Econom-

icsò, Volume 15, No. 3; July 1972; p. 74). 

Already in September 1965 Prime Minister Aleksei Kosygin 

was bestowing special praise on five transport organisations for 

having: 

ñ...sold superfluous trucks and equipmentò. 

(A.N. Kosygin: ibid.; p. 28). 

In fact, following the ñeconomic reformò, the purchase and 

sale of means of production was gradually transferred to whole-

sale trading organisations: 

ñA new aspect of the activity of marketing and 

supply agencies will be the gradual transfer to 

them of wholesale.. trade in the articles and means 

of productionò. 

(V. Dymshits: ñProduction: Plan: Supply, in: 

ñPravdaò (Truth), December 15th., 1965, in: M.E. 

Sharpe (Ed.): op. cit., Volume 2 p. 221-2). 

 

ñLong-term and stable relations between supplier 

enterprises and consumers.. are a primary condi-

tion for the planned distribution of means of pro-

duction through wholesale tradeò. 

(N.Y. Drogichinsky: ñThe Economic Reform in 
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Actionò, in: ñSoviet Economic Reform: Progress 

and Problemsò; Moscow; 1972; p. 216). 

Already by 1971 the market in means of production constituted 

some two-third s of the countryôs total trade turnover (V. Buda-

garin: ibid.; p. 74), and by 1974 70% of the market in means of 

production consisted of 

ñA large-lot wholesale trade... conducted directly 

between supplier and consumerò. 

(N.Y. Drogichinsky: ñOn Wholesale Trade in the 

Means of Productionò, in: ñVoprosy ekonomikiò 

(Problems of Economics), No. 4, 1974, in: ñProb-

lems of Economicsò, Volume 17, No. 6; October 

1974; p. 96, 98). 

Furthermore, the transfer of ownership of means of production 

from the state to an enterprise by the act of purchase can in no way 

be regarded as transfer to and ñagencyò of the central state. For, al-

though the enterprise is officially called a: 

ñsocialist state production enterpriseò, 

(Statute on the Socialist State Production Enter-

prise, in: M.E. Sharpe (Ed.): op. cit., Volume 2; p. 

289). 

It is described as an: 

ñindependent enterpriseò 

(ibid.; p. 291). 

and 

ñThe state is not responsible for the obligations of 

the enterprise, and the enterprise is not responsible 

for the obligations of the stateò. 

(ibid.; p. 291). 

Contemporary Soviet propagandists, in fact, are at pains to 

stress that allegations that the enterprises are not really independent 

are nothing but ñgroundless bourgeois slanderò: 

ñAnother bourgeois concept... denies the economic 

independence of socialist enterprises... It is not dif-

ficult to prove the utter groundlessness of this ar-
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gumentò. 

(S. Khavina: ibid.; p. 139). 

Furthermore, the property rights of the enterprise are vested 

in its director : 

ñThe enterprise is headed by a director...The direc-

tor of the enterprise may, without power of attor-

ney, act in its name...dispose of the property and 

funds of the enterpriseò. (Statute on the Socialist 

State Production Enterprise, in M.E. Sharpe (Ed.): 

op. cit., Volume 2; p. 310-1). 

 

7: The New Soviet Capitalist 

The director  of a contemporary Soviet industrial enterprise is, 

thus, the effective owner of the means of production (other than 

natural resources) of the enterprise and has full legal responsibility 

for their operation: 

ñThe rights of the enterprise that relate to its pro-

duction and economic activity are exercised by its 

directorò. 

(Statute on the Socialist State Production Enter-

prise, in: M.E. Sharpe (Ed.): ñPlanning, Profit and 

Incentives in the USSRò, Volume 2; New York; 

1966; p. 299). 

 

ñThe industrial managers bear full responsibility 

for the production sectors entrusted to them by the 

state. This responsibility, the role of one-man 

management in production, is becoming especially 

important nowò. 

(A.N. Kosygin: ñOn Improving Industrial Man-

agement, Perfecting Planning, and Enhancing 

Economic Incentives in Industrial Productionò, in: 

ibid.; p. 42). 

And since this responsibility is primarily to ensure that the en-

terprise under his control makes the maximum possible rate of 












































































































































































































































































































































































