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EREUACE

A study of tho prodiem of entorpriso autonomy
and incentives in e cociolist ceonomy, bused mootly on
tho sccontary sources of material, is an ambitious
tack. This ftself ekproases the Mimicction of this
rosearch works Tho study in broad-based, byt sttompts
have been made to go into tho detoils of thoe problem,
as far as possible, Further rescarch in this aren will
dofinitoly throv light on various other interesting
issuco relatsd to tho sovialist ccontmies, which this
work has probubly failed to foous upon. ’

During tho research work, I hed useful diccussions
with my sipegvigor, Dr. Axvind Vyag, who had olso taken
tho trouble to go through the drafs of my dissertation.
I am indobtod o him for his cosmonts and suggootions
on oy works I must sincorely thank Mre G.V. Ramann and
1r. TeKe Arun of the Centre for Economie Studias &
planning, for the extensive diccussions which I had wieh
them on certain concoptusl issues related to the present
worke I am thankful cleo to Mre Sudhir Malakor for tho
troublc he had token ¢to drov tho thres schematic diagrams
prasented in this diocsortotion.

Oime Chobo Ft'vua/
HUIED SHAH PIRDG.



The quoostion of enterprise outonomy end incantivos

4o a sovialist cconomy is inportent in the study of the
politicol evonomy of coefslism, mainly bessuse of &wo
rossonss On the one hond, it determines the role of
onterprisas in & soclalist emsmm taking ints ceccunt
the whole guestion of ths process of scoislisstion, and
on the othex, it reflocts the role of centrsl plagning
under socialism with specific refercnce to tho problem

theoreticisns ond plepners vorking An this arpa have
tackled this problem ot two lovels. At one lovol, o
sumbar of W:lﬂél:fﬁ mée conpidered it Ao o éeehnmaz
problem, relotod o the manogament and administrotion
of the entesprises and have sought solutions in economic
mthuda éxvaimu to theme A anotm;w, the question
of ontorprise sutomomy snd incontives hos found a
political and ideovlogical dinension.

The political eropomy of soclalism had to be
aavelt;pmé fron its nancent ptato immedintely aftor ¢tho

9 .
revolution in 1¥37 in Rusafa (the present doy USGR).
Marnts idens op o post revolution sosiety was not
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sufficiont o copstruct coclellens Tho concreto
prooleme faced by the cconomy am the attention of
the thetreticlons and planners. 2t this stage itsolf
tho quostion of ontorxprise aytononmy and incentive
bocane more Lmportants Volunoa of theoretieal work
appoarod on guch issuos es related o the pole of
enterprises and o incontives, based on the basic
Harxion Eramsverk. The question was tachled more ot
- an ideological and poliviesl level than ot an economics
works of preobrughencky, Bukharin ete. in tho carly
ﬁtﬂ§é@' and of Bottelhoim and Brus in the.later, Giffer
substantially £rom one another but eamorge from tho
ecceptanen {as they thought) of the bosic principlos
of Mertien dislectics, AL} thoso wiritings are rich
in politicel end idoological content, but their
| £ailure to arrive st o ocumon position is the result
of different prioritiocn set by them on difforont
issuse related to tho primgiples of socialian, The
guastion of ontorprice sutonomy, &o-it hao emrged
f£rom the writings of ragx, Lenin, Proobraghencky, .
Bukharin, aemmmm Brus (also Koxrnni) have beon
diocusced in section Y of tho chapter I. In this
section wa have pald special attention to the ideas
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of Bettelhoim and Dyus, becsase, their writings ore
more rolovent 0 thoe contenporary problems of
socialiom. & have noted in this section that

while dealing with tho guestion of anterprioco
aatonomy, Bottelhoim has cgsontislly tolked eboubk
devoloprent of soeialiot voluss end the dangsr of
markst rolations developing oo & result of incressed
onterprise autonumy, whieh ray ravert the transitionol
syobton t0 Capitalien, Brus, on the other, has
aﬂ:taﬁéﬂ the incomplete nature of opciallsceion in
the USSR and cther East Buropean seelalist countries
which bag mme outcoms of tho faflure of the
politicol oystem to dempcratiso itself, oo well as,
éhe coononyy. Thie dizeetive mdsl of 'mnagmt
which leaves the autopnomy of tho entorprises at tho
minimun, sliepatos workors f£roum the means of pmduaw
tion, By' ‘demoeratisotion of the cconomy' Brus moens
alloving workcerc to have offcptive control over tho
meens and conditionc of production, Thuo the aystem
of alloving tho enterprices to toke decisions on tho
managenont and planning of tho entorprise ‘ot the
work place' is definitely nors acgeptable to the
principlos of coctalism. The importanco of tho works
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of both Ssttclhnin and SBrus cannot bo digoountad,

But the foot romalns that thalr words do pot contrie
buto significontly €0 the actual problomg of the
coonmay. Tho managemont of tho ovonomy is not
ropoly s tochnicel problexm. 31t has ideslogicol and
politicol rolevance, DBut attschoent to ideologicsl
and political espects nlone dosa not help furthor
tho understonding on the problems of goeiaslism. The
problen of cnterpriso sutonomy wao taken up by Hornad
at ¢ purcly technical lovel and his model is &
brililant approach to the gtudy of tho socislist
economicss But Xorned also roefused to incorporate
thoe ideologicsnl and politicsl gquestions in his mofol.
The section I demonotrates the iscompleta noturs of
the thoorias doveloped on tho given problen.

sovtion 1T talws into sccount tho idoas and
concepts roloted to ifpeentives, The debato on
incontives have token two directions. In one, tho
gquostion whether mateorisl incoptives are compatible
with socialist ethics and principles, has hoen
distunsed, In the othor, with the prior stceptonce
of materisl incentives oo compatible with gocioliom,
the discusaions go ¢0 oxplore tho Jdnd of incentive



mochanisn the soclolist countrics should davelop to
moot the dmedists reguirements of tho oconomys. The
debate whother morael incentives should bo the basis
of motivatiom to work in a socialist ectnomy, or
material incontivos shouldd take over, has beon
discussed ot length, 4n section IXe This poction
also covers the provloms relatod to ineentivo mochow
nism, such as, the success indicators ote,

it io mm at thie mgm that the quastions
of anmmaa sutonomy aril of 1:@::;;&%9 were token
wp mmmmaxy in the wvarioun #‘aﬁam dabates An
the USSR and other Eost Europoun socialist countriess
gut ag:é mﬁs to £ind any ottempt by any of tho thaow
roticiens to ‘émm&ne the Wt gconomic rolationship
botweun theso two, Section IXX of the chopter I
attampts to establish on oconomic iink botween thase
twvo aspects of the mandgement of the ccopomy. Tho
link hes been found through the problem of disnggres
gation and sggregation on the one hand, and uncertainty
ond rigk £actor on tho othor,

Chaptor X1 hes beon an attonpt at trecing tiw
changing role of the socialist entorprises in the
USDR and Rungary ovVor the lapt four decaden, Soction X
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of this chaptoar tries to analyse the guestion of
ontarpriso autonomy in the USSR prior to 1965 = ﬁh@
yoor in which Asportent mfam maoures ware tokon
upes Although, prior to 1665, various moasufes were
takon up to Gocentralise the process of decisione
moking tho position of the enterprises in the
hicrarchieal structure of the cconomy romainod ag
it was exrlMer ~ offecting minor changes by incroase
ing the mwmmy 6€ the Anteormadinte level organicne
tions like the Sovanorkhoshs Section IT Driofly
tekog up the rovicy of tho important roform dobato
in tho Soviet Union ond attcopts 0 Craco the ibmi@
charsctor of the debste and £o onelyso its vonknoss.
Bection IIX snslyses tho 'xé&a of the enterpricon in
tho post roforn poriod with & gpocial ateontion
peid to tho oxact moscures of reform brought in
1865, Horo, ouff attempts hove beon o troco the
inodoguaey of tho reformo and thoir inherent vook-
nesss Uno £indo thot, though the entorprisco found
sutonsny to some oxtent, tholr scope of oporation
was still limited by various logel provisions.

Tho pakt section indicntes to the process of
‘M@waumtm* which hod token place in the USSR



during tho seventies ond the eorly oighties. The
sections on Hungary, which follow retain the ssmo
type of historical approach and alsd retein tho
gome kind of poriodiocotion - cig. pro-reform and
post roform. The sootion V- ‘w&amaﬁ
nature of the ontorprises in the pre 3;9&8 ogneye
The basic nature of t&a aentecpricos in tho pros |

rafors Hangary wos no differemt €rom thot of tho
govict onterprisos in the proereform model and to
some oxtont to the posvercform models Tho attompts,
at’ seversl points of timo, st decontrald

only to the increase in the sutonomy of the niddle
lovol orgeniastions, Dut the postwroform Hungorion
. onterprise, the role of which has boon discusced in

the paxt scction, broke away to 8 lorge extent, from
the traditional fromgwork of central planning,. The
nes role of the entorprises, and tho problen of
mapngement thorocby, hags boen oxtonsively discussed

in this section. 3t aled reflects upon tha proceso
of recentralisstion which hé{% suppbced €0 havo token
ploce An Hungosys in gocent years. Coreful attontion
hap boen poid to touch upon the ppocificitics
associoted vith the Hungorion ¢
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Chaptor 1LY tokoo up the problem of incentivos
esﬁecialiy tha developoent of ﬂm incontive ngsﬁeins
in the USSR and mmgw, with roforoncs o ¢he
problom asoseoioted with coch of these systems, Ong
can aotico here, without going vory desp into tho
problem, that tho incentive systems in theso two
countrios adopted ot various points of time havo
novar been porfect. Eoch incontive gynteom cpoated
o ney sot of dlfficultics which led -to planncrs?
prooccupation with the prables 0f incontives, Tho
immedinto MMana in tho cconomy had 40 be |
removad, bofore mai%‘ﬁ%akﬁ of & long torm stratogye
In the UBSR, the nutber asnd ths typo of sutcess
indicotors vero changed vory froguentlys This v
on tho one hand, vas tho result of c¢he fsllure of
ths garifer succens indicaters to moot the basle
ohjectivos of thoe plons, ond on tho other, 4t woe
tho demond bﬁ the now notional objoctives finding
their ploce in the plen, The result of the
variotion in tho aumbor of suscens indieators led
to the fluctustions 1o tho lavol of cutopsoy tho
entorprisss enjoyed. Ono doss not renlly €ind o
systenntic trond towardo an incontive oystem which
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would bo idevlogically and politicnlly scceptoble
in the long rune

Chaptars II and IXIX conbinsd, given a maar
plocture of tho problem of entorprise mansgenont in
the USSR and Hungory. Success Andicsotors ore not
merely toolo to neasure efficionoy « thw rofloctod
the prioritics of the cantral plonpning suthority
and the necds of tho oconoays The problem would
not have taken this proportion hes tho plammars beon
able to &iéaggregaw the pians to tha minutest dotpil.
But disaggregation to this lavel is pot fossible -
o6 the cogrective mechanioms have o bo opplied in
those eountrien €0 4o awvay with tho dictortions in
functioning of tho coononiye 19 80lvo ocononiic
problens ccomomic mothods are opplicd vhich in turn
breed another series of cmiimmna, Tha correce
tion of the incontivo mechonism by changing the
punber’ of succops indicators and by reducing o
increasing the level of putonomy of tho cntorprise
in decision=making, hoo b%n found to bo o regular
proctice in theoo two countrios, Doither o complote
depoarture £ron the dircctivo model was over cought,
nor politieal and idcological mothods wero sariously
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spplied, One notices tht major concorn of Ghe
piannars in changing thoe incentive rechaonien ond in
schioving short tom somults, Hungarlan reform,
aithough, wep rodiecal); could not sustein tho same
apirit and hed 0 return o higher level of centra-
1isation,

The study thus trics to exomins the problen
at thres lovels « fdeologleni, political and economie w
with a view to peosent a conprehennive picm of
the zulo of onterprises snd incentivoes in & goclaliot



The problem of enterprise sutonomy in o socislist
economy has geneorated an importent theoretical debate and,
probably, has drawn cttention of the largest numbor of
theoraticions, wking on political ecvonomy of socialisn
at pragents The political economy ©f socialism does not
secm to be older than the £irst soclalist economy in the
world. Although, thore was no ¢omprehensive theory of
polivicel econonmy of eocielism in Marx, angd his contribu~
tions were confined to tho bullding of a hiroad framework
and principles on which tha soctalist economy should
function, al)l the theoreticlens {n the sarly period of
construction of socialism had to start from where Marz had
ettt

The question of enterprise autonomy had no place in
Maorx's writingse lepin's i8eas on the managemsnt of the
socialist enterprises connot be generalised for any tine




and space, While talking on the mapagement of enterpriess,
lenin was referring to the immediste poste-revolution poriod
mms@vmmﬁ The sarly Marxist writers had the
viow of saeing thoe socialist etonomy es the antiethesis

of the cepitalist oconcmy and so the question of entexprise
outopomy 414 not £ind ‘any sigmmm: plm in theliy

a&mssz.mﬁ

, Cortain discussions in tho thirties centred around
the question of feoasibllity of coentral plamning without tho
operacion of mérkeb foreas. Hayek, mm and Miseé
argued that for a sogialist economy to function with a
central decision making authority it would be nocessory
o colve *millitons of egustions' similtanecusly, which
would not be possible for ony planner,’ lenge demonstrated
theoretically that in a centrally planned economy, whore
means of production are ouned by the State, it wos not

2¢

2. FPor sxample, Bukharin and ﬁmbm:hmsky
Refer to E, Precbraghensky and N, Bukharin, ABC
g (Calcuttas Century Press, 1952), Tra naﬁted
e 1OVINE,

- 19 Pelia VONR tiaynk (Eﬁn); Cokloct: V18

{tondons Routleige and Kegan Pau .




nocessary to colve the ‘mitlions of eguations® to arrive
ot equilibrium. The decision mekar con simply use the
markat to reach the correct price configuration by

. pEocess of *apoialist &W*ﬁ iater on, when
sophistieated computers wero developed opd their use
becans widegpread, longe argued that computers could polve
the 'millions of equastions' in & fraction of & second end
thorefore, the decision maker nio more noecded ¢he mm@.ﬁ
tange®s mpdel is mowhere in uses But very often it &s
tskon as the first model of a decantralized soclalist

‘The eoncept of enterprise autonomy hag mm often
taken political contents Por meny & zhwm&eiana 1t 18
more a political issuc then & technical one related to
managoment aﬁ enterprises, Some of thom reject the ideas
inhepent in this concept, associating iv with *revisionien',
and gome others try to justify it quoting lenin. It is
sometimes srgued that even Lenin had the concept of
worxers' colf management in his mind. But for Lenin,
wvorkers' self management apd control was & “means of Glo-
organising the enemy, mﬂwz then o serious form of socislist

Se oskal: Lange, "On the mm Theory of md.anm“i.n
Aec Bove snd Dells Mutdi (Bd,), » . Economic
{(Harmondsworths Penguin Books, Ltds, s PDs 92110,

G« Otkar Lange, “The dampmr and the Market™ in Aleo
Nove and mﬁt (&h). iviad., Wﬁﬁﬁi‘ﬂﬁ.




ammemﬁ? Fot only that, vhon he was

rofercing. to it, sfter tho selgure of power, ¥o hed in

his mind, the imuodiste mothods 6 be adopted to orgenise

& eollapsing mﬁ This was noVer o proscription for
agament; of mnum antorprisen &n generels

In W tineg, tha mam of mm&aa mmmw
vm%ﬁ i‘m &8 mumm mz&m has found an mmm

z.a mm&av&a and the mwaum system of the type m
the UssRk sand other sodiallst countrics in Bestern Burupe
{which he onlls the ‘etatist model') and hos tried o

analyse the problems Aavolved, 4n both these models, in
the Yight of the politicsl systems in the respective
eountries.¥® The major conclusion which he derives 4s
that, socialisstion of means of production in the Soviet
Undon and other Earopecn Socialist countries, hee mot been
mlmﬁvs” By sovialisstion of meaus of production,

Ta

8+ Hiodsimierz Byus, Boelpl Ownes
Byguan, Transs by i Clark
W Kegan Paud, 1978) .
104  Ybides PD.32-9¢.
11 Ibides PRPi=85,




firus mesns the society having “"offective disposition over
the means of p:adu&imz%m gtate ownership of means of
waﬂméien is masaxyg but not sufficient for socialiw
aamm' Horkers® self manngement must go along with it
'According to Brus, the model folloved in Yagoslavia has
mado it possible, to a large satent, o toke decisions st
the work place, wh&ah £ulfills largely the conditions of
soeialisation, but st the same time, it hos failed to
tdepoliticise the economy' apd to lesve the centre to play
a subordinate and residusl w&mm on the other Mﬂ&a

Brus coitends that the medols folloved in the Sowiet Union
end elscwhero, have not met the criterda of poctalisstion.
‘Dictatorial’ and monopolistic behaviour of the stete has
ied 0 the faoilute to demverstise the political sygatmss“
In assence, what Brue argues for fs the democratisation

of politics along with workers' self mapagement or incressced
autonomy to the enterprisas in their decision making. He
holds thet the mein obstacle to the process of socialication
in thege countries has been the rigld political system which

12, Oskar Lange. m in 1bidas PaPis

13, Ibdd,, p«92. By *depoliticoisation of the economy!
prus nmeans doing away with all kinds of interventions
of the contral adminigeration in the affairs of the
enterpricges, The central plan should merely guilde
the process of production rather than deternine it

14s Toides psS7e



couses alienstion of the workers from the process of
production. The question of enterprise sutonomy, according
gystem is reformed to introduce elements of 'democratism®,
the concapt of opterprisc sutonumy am&iml@y umsa

its meaning. Essentially, Brus has advanced a model of

a socialist political system rather than of an econony
immratim the problem ot entorprise automomy. Whils
giving top priority wo ‘democratimm® ot all leveis, Brus
‘has undermined the practicsl problems of mategement of
ontorpriges in o spolalist mﬁm and also discounts the
role of cmml plannings He does not seenm to be sware

of the fundamemtol proplem which a socleliet économy would
tace, with the introduction of workers' Self manngement

of enterprises of the type wdating in mgaai.avia, in the
form of uncertsinty and chaotic production process which
would resuls in dispmmrﬁmq&ity among the various
branches and sectors oOf pradmom"g’ The systemn fonwingm
Brusts model will oot be frec £rom the *vices of copitalism®.

15, Haurice Dobd, On opod e Theo .
foutledge and Kegan Poule KRS, Dol

16s The problem of disproportionality among the various
branches apnd sectors of production, the creation of
a pesorve army of lcbour, emargence of & socinlly
‘unscceptable’ output structure - all pesulting from
¢ cheotde production pro@oss apnd private ownership
of noanc of production, 4re soms of the ‘vicen' of
eapitoliom,



There ware often attempts ¢o bring the question of
entorprivs . y Auto tte ideclogical framevork. From
ideological point of view alsd, no consensus has boon
roached mmong various thedreticions on this prodlems On
the ono hand, there have been attempts o reject the
question of independent functioning of enterprises in
toto, and on the other, vericus scholars have tricd to
develap the traditionsl Rarxist fremowork and thereby use
it to justify enterprise outomomy in e socislist economys

In the line of the traditional early Merxists,
Bettelhelm hos given more attention to the ideologieal
sido of the problem. #H procecds to develop his idoas
within an aaalmtzaz smm.” He starts by differen~
tiating ‘decentralisation’ from 'pseudo decentralisstion’,
The commonly accepted term ‘decentralisetion' is *passudo
decentralisation’ for Bottelheim = which is ‘none other
than thes restoration of tha market mechanism and implying
thereby the abanlomment of socdelist plenning,’® Tnis
type of ‘pseuiosdecentralisation’ has boon practised,
sccording to him, in all the East Europasn *socialist!
countries and the USSR While Bettelheim iz opposed to

NI

xZ

18. Ibide, poxis of the proface.



such type of *pscudowdecontralisation’ he concedes that
the virtuss of socisiist planning have sometimes been
*obscured® by ‘overcentralisstion' of the scomomys’? 5o
. the *doccntralisation’ which he feels necessary for the
process of socialisation needs further m&mﬁ&m& thile
on the one hand, hemjmmmmm@awmedin
the term 'sntmraae tzutamny‘ + On the other, he wants -
taffoctive Mzmmm of tha pmﬁmem over the moans nﬁ
production and the product’sS’ The ‘damination of the
toller ver production’, tho ‘means' snd ‘results of their
labour® con come sbout, acoording to Bettelheim, by putting
& ,Mt to the autonony of the ;e,mez'pxim in deciszion
making and day to day functionings.®! This can be done
onliy by strengthening central planning end not by the
application of ‘self menagement’ models, He argues thot
in the econcmies following the ‘self mansgement model!,
the onterprises are linked to cach other by commodity
relacions = ammisﬁc of capitalist relations of
production. In an ideal socdalist cconomy, the link
between the *productive units® should bo huilh up through
works The commodity relations divide tho workers and

. - U——
19. Ibids, peble
- 204 IDid4s DeB3s
21, 1Ibid., p.B2e



Jesves them only An the fllusion of independence end
autonomy, since “they cannot m:ty dominate the use of
either thelr mesns of produstion or of their products,
sinee this is itself dominsted by comwdity relations®, s
what Bettelheim feels 1s that, Pit is tho managers of
the *enterprisss’ who have the effective power to dispose
of the ‘moans of pmwm' and the ‘products® obtaiped
tmugh the operation of these msans by the mmM,M
thile desling with the question of enterprise autonomy
and decontralisstion, Bettelhelm has in his mind, a trane
sitionsl economy = en econsmy in trensition f£rom capitalism
to soclalism. Such & oystenm axhibits clements of both
wp&t&iﬁm and sooialism and the ralstive strength of
. thass two sets of elements determines the direction of
" the system, whethey it will take the path to socialienm
or will revert to capitelism, Actording to Bettalheim,
the introduction of commodity relations and *auntonomy of
enterprices’ leed to strengthening of the eapitalist
olements ond thus may help to restore capitaliem,®® por
hinm *enterprise autonomy' 1s & transitionsl category and

\

22 Ibide, peBila
33« ID4A., pebids
24+« Charlez Bettalhein,

Egonomy, Trans. by B
tar Press, W’:g}a mi‘lﬁ»
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it. dAons not £ind 1ts plave in the post transition pexicd
wvhen the *entarprisest or production unita lose their
individusl identittes end get mamaa with the soclalist

pmﬁmm m'v:smasazg

t¥hile taking off from the ideclogical plane, mmmm |
has overlooked all the concrete prablems - political as
well as economic » of a sogdalist econgmy at the stage
of fto constructions He has an idesliseic view of socialisn,
Throughout his Rook thers is no mention of the problems of
'ahmwu, growth, tachnologicel backwardness etc,, associae
ted wmh 8ld the soclalist munttmsum A sertious defect
in Bettelheinmts anslyeis 18 his identification of the
market categories of a capitaiist oconomy w;th the countarw=
part in a soclalist econdumy. e has failed to understand
that certain categories, characteristic of capitelism,
Shango their soglioweconomic content, &s the system passes
from capitalism towards communigm. With the state ownsrship
of means of production during the prograss €O commndsm,
the *market cstegories’ and also enterprises play s totally
differunt yoln, The ‘*enterprise* itself i4s o historical

At differpnt periods of time, under different

28, m:; Pt}:ic—
26, Aler ove, n.7, DPU.129-30.
27+ V. Cherkovets, *“the Entar;stim in ‘the Syatzm of

socialist Social Production® in Problems of Eeon
Vﬁlymz( &‘3(3;0, Feb’ iwa' p;‘;v )
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sociel envirormont it has token 4ifferemt content. S0
the existance of the entarprise, per e, does not imply
 exigtence of olements of capitaliome |

In effact, Brus mﬁ Bettelbadnm ars at logger heads
while dealing with the guontion of enterprise autonomy.
Both of them srgue from different grounds and neishor has
succecded in providing econcle substantiation to his
theory toking into eccount the prectical managsment probiems
of the socialist enterprises. The traditionel fLrameworks
of enalysis, whether baged on mode of production on
Harxist dislective = taking into account emerging contras
aictions between the progressive technical Base and the
oid inscicutionsl smrmu@mgg have failled, ¢ a large
extent, to provide an spproach $0 the study of the complex
process of monaging the economy and %0 understand ths
i8sues imvolved with the implementation of central  plane
ning, 7Tho shorteomings of the traditional fyamework of
enslysis have invited economists 1like Kornai to attenpt
€0 develop a new framework of analysis, uith extensive
use of t!w gysten thoories Kornal has beon able to show
anglternative approsch o the problems connected with the




Rormal bullds up hio model by division of differont
procosses of the econsny into reel snd control sphores,>’
The material and physicel processes iike production,
tranapostation, conswsption ete. fall into the category
of real spheres The control sphefe takes into account the
eontrol pEocasses iike Wé&tiﬁni inﬁamtim £low,

- docision prapam ﬁaeiaim making ﬁtm' This apinre
m&a all the mechaniens which control the whole myg
Such control mechenisme can be distinguished by the types
of organisations in tho =conomy, the information structurs,
the bohavicural rules and the motivation to work,>:

nif farent cuntrol mechandsne work in all economic systens
eimultanoously (thelr relotive strengths and the scope of

~ opsration may vary dopenling upon the system) = ﬂimt in
parallel or with sufficiont dagree of overiap, Ina
decontyalised structure, the price mechanisn is pradominant
and actg aa a sionaliding aysten for contrsols In a fully
centralised system, the directive mechanism prevatls.

Price and dirvective mechanismy are oomparable &0 the

22,

30, Ibids, ppeddedt,
31« Ibids, pedb.
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central nervous system of the humen anstomys’2 Each of
m8 has Scme control over the different funce

tions of the economy but they respond at & ‘high level!.
They may be totally irresponsive to the minor changes
" and may lead to distortions in the normsl functioning
of the economic system. S0 one has %o take eare of other
mm&mwmmmthMLMem
Like the autoromous nervous aystam, there are autonomous .
coptrol mechenisms which can be used side by stde with
the central control methods. Autonomdus control itself
is & ‘complex regulator' and consists of several other
sub mechanisms, Romat has troced che €ollowing sub
mechanisnss

{a) Cor on stock signals
the stook peas.mn. the mrpr&as ¢an make nocessary
adjustments, by way of reducing production if there exists
overstock or by inorsasing production in e situation of
shortoge, ond reach the level of ‘equilibriwe’. Pach
firn can do it independently and no central directive is
necessary for that,

Buyexs A direct relationship betwecon the sallers and the

32. Janos Rornal and Bola Martos, *Autoncoous Control of
thg o ¢ systen® in Econometrics, Vol.4l, 1973,
PaoUFs
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buyors can be Yought shout by en effictent end direct
information system. They con use ‘offors, odvertisenments,
preliminory discussions and oxders' o accomplish that, 3
Thus the autonomous control is & *1ow level mechaniam®s
It is not @nly local in m:aewx. bt also gwem by
. the airect pmﬁmw and the consumexe. It assumes &, high
level of team work and cooperation mng S4fforont ggonts
of the economy. Kormad cbsexves that identification of
aifferent esoncmic sgents with o pasrticular mmim
davolops an intorest for the MQm of the enterprise
or organisation smong theme This motivates the economic
sgenta or workers to gooperate with coch other and maka
avauahié the necopsory informetions far aaaah— pthar, This
will not oply lower the sdministrative and information
‘«ost, but also make production more sfficlent.

 Here L5 g model of ecuncmic mepagement f£rom Kornal,
where enterprises play o very importapt role, in texms of
being allowsd €0 take all ewrrent production deuioions
and increased usc of price machanism in a centrally planned
sordalist economy, By this he has not ruled out the
mnai.ty of directive machanism. The central suthority
can Anmxvem to correct any distortion euam by the

33« miﬁgﬁ PeS2T,
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price mechanism {vhich pleys a secondary role in the
centrally planned ecopomic system) of by the independent
functioning of the enterprises. The system provides for
wastes » resslting fxom minoy £luctuations in the sconomic
- sotivitdss, Mt gan e made up by the redustion ¢f cost
in administration and information Wwa“
Kornad's model ds just not & model of entorprise
antonomy = it iz one of sconomic efficiency: He doos
nok have any polisical or ideological considesatien, >
The model cen be applied o a cepitalist economy as well.
His prevcoupation with the use of sconomic mathois for
: £m management of tma econtmy has left magy of the politicsl
questions involved, unsnswered. The choilce of decentrae
lisstion or Of contralisation has also been a politics)
problem rather than an emm«: one aione, &0 tha mere
substantiation of & more decentralised ecemcay with the
help of the principles of 'economic rationality' and
an model dullding, cannot be complete in itself,

One of the post Lmportant aspects of Hornai's modeld
is associated with his concept of *automomous control!

34, Iblds, p.520,.

35, His basic concern was t0 detect the economic forces
common to 311 developed economic systems snd to analyse
their 4nteractions, 1The system of gwnership of means
of production dous not enter into his models 8o the
model can be ¢alled frees from political and tdeologie
cal considerations. '



which ‘has beon disgussed vary osftan by many sthor theore=
ticlann, but from a Afferent angle. 7The socislist cconomy
is nor free from the 'primery uncertainties' R Feeping
this in m&nﬁ, it is sometimns folt necessery ¢o have pome
level of delegation of ﬁmiaimk&m powor €0 lover lovel
units to make the large aym move amaothly ‘without too
ouch M dolays whemsver something unexpected cocurs®. 37
It can oluays bo expacted that given certain amount of
froedom in decislon making, the enterpriscs will be in o
position o rosct much faster to any changes An 1ocal
conditions than the central authoritys Uncertainty mekes
the central decisions more prone to produce big mistokes,
while the *decentraliced decisions based on uncertain
forecasts arc mora likely to mam many smaller mistakes
which partly offgat each cthers, 38 This argument favouring
decentralised degteion moking cannot be sccepted on tho
ground thet instead of ofisetting esch other's mistakes
the acowmlated effects of all the minor mistakes may be
strong enough o produce adverse result® £o0 ths plens at
tho mscro leval.

36

b i N

38, Ibid,, ﬁ.ﬁﬂg
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Of the threo models discussed ebove, none of these 1c
complote in itsslf. Whethor & socialist economy should
go for hMoher decentralisatiom or what role should the
enterprises play in the economy cannot be detornined by
the politice, or certain econvmic pmmpans connected
with that system sione = but by & ¢omplete evaluation of
the system from all angles. Most of the theoretieal
works have €ailed in this regards Moot of the theoretie
clens working on this issue seem to have o Sot of pro-
concelved priorities. The difference in priorities have
often led to differences in opinions elso, For Brus, the
priovity is political democracy, for mmmm it 18 the
construction of socialist values ond for Rornai, economic
efficiency. The differances in their opinions are evidents

L

ars’ Eovers ~203 Enterprise Autonouye

1t hes bean observed that in many 8 writings, the
concepts ‘enterprise sutonowmy' end ‘consumers' sovaredgnty®
are being teken as Jdeoticals 7This often lsads to serious
theoretical confusion, An incyease in anterprise autonomy
relatos to a procans of delegation of decision-making
pover from the centrel planning authority to those lower
down the hierarchy, which may inelude managsrs or even
workers in different production units or enterprisss.
Consumars’ sovereignty is s condition in which the econonic
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system is governed by workers' gset of luter am: iptrae
temporal Mmmm” Sematimes this is denotved by the
term *decentrslisation®, in contrast with ‘deconcentration’
which yefers to enterpriss @uﬁammm Consumers® Sove-
reignty is determined by the conditions of the mrm
forves, tha distribution and the price systems. Even under
the same conditions of decisionemaking, the prefsrences of
the consumers slong with other msrket forces mey play
aifforent zeles. Conpumoers' soversignty tskes & politico~
economic form and i@ gich in ideclogical content - whepess,
enterprise autnomy which is related to the decisicnemaking
_eystem and planning protess more often takes e technicel
form and 45 teken s an orgenisationsl problem.

IGNCE ‘é am ¥ B PaLE .t.ziz“;;r

The theooretical dobate on the g

on of enterprise
autonony tokes 5 differont turn with the intradaction of
the concepte like 'independence’ or *separstencss' of

an amgmﬂﬁaq“‘ Such cacegories have coma into use very
fmqmﬁy in the theorotical discussions in the Sovist
Union. ‘Independence’ or *scparsteness’ of an enterprise
————— -

. W Helsex, n.28, p.i6i.

40, Ybids, p.181,

41, The uses of such Categories are found An the writings

of both Marx and Engels, but tarxying diffavent
maaningse
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hag been dofined as ‘speciglisstion of production sectors
&g the univy of specific means of pmmwa and labour
powort, in the early stage of bullding of socialism,%?
Oradually, with the development of productive forces and
incressing concentration of production the existing technoe
logical fremework of the production units has £o be changed
cgcamadate cosoparative relationships which, in
practice, sre manifested in ‘associations' or ‘technological
production complexests®? The formetion of production
comploses ard associastions incseases the socisl character
of lovour and production process. The CPSU and the most
of the prowgeform theorsticlans in the fiftias and sixties
argusd that commodity swnetary relations continue under
_ socialism, but under the new socisl relations of productien
acguires difforent social content, Thoe existente of social
ownership of means of production, the spplication of the
principle of demoeratic centralism in the mansgement of
the cconmmy and the use of nstional sconomic plen change
. the choracter of ‘eommodity monstary reletions' completely.
50 the ‘econmomic separation' in the soclalist countries,
actually, is & reletive concept and the 'independence®

42+ V. Chorkovets, ne27, D«S.
A

43+ BSeo chepter X1 for a detailed discussion on *produce
t&anlma?tamm' and Yeechnological production
completan
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of the enterpriss scte as a basie economie Mnk in the
complex production soteup.

The idea behind the introduction of such new catogos
ries is mostly to rstionalise the state polities in the
socialist countries. But such attempts at vtical
Justifiontion of the process ﬁf dwmumum in the
awaet tUnion, ac well ag, in the other Rast Buropean
. socialist countries do not ¢linch the issue debated UpOne
The moin ipsues involved gtill m wk&thw one a@cm}tﬁ
the fact iﬂnt the *commodity monetary relsatione' have
' ‘taken & different social comtont based on socialist
ethics and principles, and thet the ! independence’ of
the entecrprises is not pure independiencs, characteristic
of a capitalist economy, but a8 ‘relative independence’,
Those debutes canuot be settled at a theorsticsl level,
One has to toke into account the oxporiences of the various
socialist eosuntriss, thels pémmu and the ‘mnginq role

question of Aemaxpum sutonomy in & socielist systems

All the models ond comcepts discussed 80 £ar On the
guestion of decentralisation asnd enterprise sutonocmy
presume the existence of & centrally planned economy with
ptate mmh&p of means of production. Outside the
£ramesork of central planning the debste takes & differant
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forms 7The idean of welfore Economics, and the gonoral
equilibrium theory thereby, arc being used extencivoly
o prove that tho competitivo markot economy Lo thoe most
officient ocdhomic pystem ard henco the docentrslisation
of decioionencking 45 olveys deairable.’® mut sueh
thoories ot the came time domsnd privato owmership of
means of production. 7Theso srgwsents ore usunlly applied
Lo ambuah @ theorotical caso in support of capitolion
rather than to theoretically justify entorprisec autonomy
in o pocialict system.

3545 )
':5 1'9‘1 En ;
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44  Abram Bergson, Productivity arnd Socisl Systes
{Rorvard University Press, A978)s © - - 3




The problem of incentives in & cepitaligt economy
has not drewn mush attention, probsbly, on account of its
‘simplistic nature. Golog by the nes~classical frameworh
of analysis, the £firms will attempt st m,m:imisatsmn of
profit and the consumers will try to maximise their
satisfaction {utilivy) given the resource mnd price |
constraints faced by the flims and the consumers respodtie
valy., The private ownershilp of means of progduction will
help the firma appropriate the profit, This works as an
incentive to the £firms. But the problem takes oa a
differant dimension, when the means of production in the
economy are ntt owned by private individuals, but, by the
. state. The oxtensive discussion on this topie has mainly
bean led to two directions, In one, the main question
involved is whether .mm:rial ingentives, with or without
moral incentivas, &%’wmaﬁbin with socialist pr&nuiplea'
and ethics. Here the starting point is Marx's conception
of & socialist ecomomy, In the other, the debate staxts
with the scceptance of meterial incemtives ap consistent
wvith socialist sthics snd tydes €O edMoming the kind of
immﬁvua a souialist economy should provide - given theo
spogific problen of the economies. Although even today,
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" the discussions m into acepunt both these two q@auam -
in the esrly stoge of the etudy of politicsl economy of
ooctalism, ths first question was predominant = wherees,
presently the sesond problem is much more widely discussed
and debeted upons |

Marx visualised thet with the selsure of the means of
production by the soclety and with the elimination of
conmedity production; the bourgepis value system would
collapse. Individuel interest apd the profit of the
espitalists will disappesr slong with struggle for indivie
duni w&mﬁg gociel interest will repluce Andividual
intarests In such o system the incemtives to work will
b nope-materiel « moral apd ideclogiezls One explicity
~ character of Marx's *aacimm"’w gystom is that it takes
for granted the existencs of a high level of political
and secial consclousness among the peoplas The idea of
such a2 systen bnaad on cdllectivist interost, aitham, is
disminced Ly many as romantic, has, in fpot, proved to
have tramondcous practical fmplications. In fact, there
have been atkempts in all socialist countries to streogthen

St

48, T. E!:iga!.s, B ‘ fams o an end 8c Sy
. mféﬁa il s ; 978 s DeiBa "
46, The term "soclaliset was not vsed by Marx in this

vontext. YThe lower phaso of comrmnisn' in Morx
wasp later on celiled ‘socialism' by lenins
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and popularise socinlist values and morel incentives.

The trepsition from capitslism to socialism 49 not a
onewstep-proceas = endfng with the transfer of ownership
of meens of production from the capitalists to the
Workers’ State. This transition takes ints account the
whole pxma of destruntion of old traditions, norms and
values, m&n himself roted this point after the Revolu-
tion in 1917 when he constantly warned the people %o
gusrd against the ddungerp from petty-bourgeols traditions
amﬁ mmﬁm
ﬂwm during the tranoition faces problems arising from
e mtxaém@m amony the interests of the %ate,
the interests of the colleetive and the Anterest of the
_;imw&ua;, between democracy emd centrnlising, between
‘the leadership apd the 384%%% s 2180 obsexrves by others
solf-interast, material gains otc. which axe the driving
forces of nopitslism, give rise to contradiction botween
s individual meterial sdvancemont’ epd ‘collectivist othos

Moo alsd wan avare of the fact that the

47, Lenin, Report on the Ymmediatc tasks of All Soviet
Gmexrmnt w0 tne aesmcm oz m M.l Rgiss&a c.,s:.c.
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and institutionst .“ In euch a situation having the right
system ic not enough, What one noeds are the right
policies, tha right methods and the cvorrsct style of nge
The introduction of materisl incentives and other elemants
of capitalism will strengthen the forces of capitaliem
ond the petty-bourgeols valus system. Such wrong policies
will lead to incressaed bureautracy. The centralist buresuw
tzx'am structurs thus developed puts an end to Miman
motivation and the ides of sharing things in common. This
raesults in gredual er_aai?m of the socialist values at it

The protagonists of matorial incontives argue a& e
iovelss On the one hand, they justify the existance of
meterial incentives in o socialist aym by seferring
to the changing social content of the category of incentives,
On the other, their sttempts have becn ¢o point mit the
inofficiencies and mismapagement in the functions of the
econonios and theraby to press for & new mechanianm of
seonomlic mansgenent.

" In the first case they argus that material incentives
play & conplotely different role in o socislist structure

4% E#Idl m&lmghﬁ and Bruce No¥arlane, . Chinesa
Raed to Socdalism (ew York: Monthly Review rraas,

S0« Hao Tse Tung, Pooples* Dafly, Wov. 26, 1956, Peking,
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than vhat it doos under capitalisme So the identificstion
of materiol incentives under soeialfem with its counterpart
under capitelian is wrong. To substontiste their argument
they very often refor to Lenin who hed suggested the
appuaamn aﬁ matarinl incentives for wvorkers during

| the imeddste posterevolution period in the Soviet Unions
Tt 15 trus that Lenin had in his mird the idec of yewarding
workers for detecting fraud and delay onm the part of the
rich and the eapitalista and of distribution of profit
made by the soclalist enterprises, among the wermaus i

But most of the theoreticlians who quote lenin, fail to
anderstand in what context Lenin talksd slvut {t, The
period in the Soviet Union was characterised by the
gsontradiction between private capitaliss and petty bourgeti-
8ie on one hand and state capitalism apd sociclisn on the
other.®® The survival of socialiem end state capitsiiem
at that time depended largely upon the strength of the
workern in the soclslist gector of the economy and their
sypport to and co~operation with the forces of socialism,
The profiteer, the commercial racketeer were the main
*internalt enemdes of the economic measurss of Soviet

-} &anin; Nedy P20,

$2» lenin, "Left wing*® Childishnass and the Petty Bew:»
qm&a Hentality in 07, p.39.
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power,5% 5o to destroy them and to advence sccjslism it
#es necessaly to mobilise the working class against them.
It could ke possible only &) ‘
ment ©o the workers and when necesssry by revacrding them.
In fack, the whole ides of providing materisl inventives
to vorkers was o short term polivy, arising out of the
 specific conditions of that time.

ugh sufficient encourages

The seconi Mne of arguments for introduction of
materisl incentives emanates £rom the indication to the
ehanging conaltions of the esclslist economies, the problems
of intensive growth strategy, waste, lrrationzl plan
construction, shortage of consumer goods, poor quolity
of goods produced, ladbour indiscipline, technologicsal
backvardness, failure to fulfil plen targets etc.>? They
argue that ough problems are the result of lack of Anterest
and initiative in work on the part of the workers apd
managexrs of enterprisess The ideologicnl and political
comnitment to the soclalist system, they say, is mot
aoncugh for developing intervst for work smong the psoplo.
It is to everyonats knowledge thet avery aystem of economy
has its own problems, 80 it {8 not difficult to believe

53¢ Ihides pPeifs
54. |
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that the pooislist economies in the vorld slso are faced
with serious econemic problemss fHhat connot be ascertsined
i to what extent the application of material inventives
ean be used a5 a corrective measure for the shortoomings
to be elimirated totally. ihatever may be the mﬁm&&ty
behind such an acgument, a tendency to overamphasise the
role of matoriel incentives in the economy, which wes
eommon with most of the sdeipants in the reform debates,
has miadirocted ths theorotical disoussions on this Lsouss

Certain shorteomings 4in end the wesknoss of the reform
debate in the Eastern turope and also in the UBSR, to some
oxtent, led o incressed populsrity of the subject in the
westesn academic circles A large number of writings
appeared on the question of incentives mostly using the
naowclassical fremework and decision-ghesyies. A neow
classical defence for material incentives is found in s
model developed by Leibensteln, He has used the concspt
of x~efficiency which he ¢alls organisstionsl and motive~
tional efficicnay. He argues - “Pirms spd economies do

b o TR 5 TR, e S5 LS FE8LDs

not operste on an outer bound production possibility
surface consistent with thelr resourcess Rather they
sctually work on & production surfece that is well within
that cuter bound. Thic means that for e verfety of
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maag:m people and organisations normally work nofther
ag herd por as afﬁeﬁtiwly aa thay could, In a&mmmeﬂ
whero conpetitive prassures is light, meny people wﬂx
txade the disutility of grester offore, of sosrch, and
the gontrol ai other mz-ga‘ activitios for the utility

- of feeling less pressure and of better interpersonal
roletionss But in situations whepe eompetitive prassures
are high and hence the costs of mich tredes are also high,
they wili exchange less of the dlisutility of the effore
for the utiiity of freedom from prossure ote, Two general
types of mmma axe possible. One 42 along a production
surfece towards grester sllocative efficiency and the other
45 from a lover to & higher one that involves gremter
degreas of x~afficiency®.”° fo what the centrally planned
economies need, going by this argument, ie increcsed X-
efficiency, in other words, the development of material
incentives and increased sutonomy of the enverprises, The
problem with such an argument is that it again underminos
the defects in planning snd always concentrates on the
micro level irregularities and attempts to seek micro
isvel sojutions, Although Leibensvein's model 1s o strong
case in support of materisl incentives, there has been no

e

55+ He. Leibenstain, ‘Anocauva Efflciency Vi. x-Rfficiency®
in jwa; zan Bconomie Raview, Vol.1VI, 2.3, June 1956,
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sttempt on his part o study the concrete problams feced
by the soclalist economies, difforent tives systems
existing thare and thoreby to relats these €0 the axpegtod
behaviour of the workors and monagers and cnalyse ic viam
awvie the problems of plapning. Moot of the theorotical
works by the neo-clessical cconomists have been to study
the behaviour of an auge;pﬁ&m manager, fsoed with certain
 ponus forming indicators. The works of Bonin, Weltwuen
and othors have varied substantislly f£rom each other s0
far the specific structures of the models are concerneds
fut all these models assumed ologle output and single plan
target sot for thems Certain results derived from these
models have ansiytics) ond thooretical significance, but
the striet sssunptions sbout the produsts, plan targets
and behavicur of the enterprise managers make the models
highly unreslistic,

The official positions of all the Bast European
Soclalist countries and of the UBSR to justify tho
introduction of material incentives €0 not discount the
role of moral incentives, Thay belicve that material
incantives sro important, but they are not the only and
definitely m the principal Ycreator of labour activiemt',
It 15 held that crestive impulsss, profescional pride,
sesthotic feelings, politicnl and ideological commitment
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and many othor factors play important roles in motivating
the workers ¢o work. Such behaviour pleys mach more on
important role gapecially for thoss who are at responsiblo
position in decision mmm..% The negligible of such
soctal and psychological fectors in the management of the
aconomy hos, in fact, mmwa the studies on aconomic
management. towards more intonsive uso of economic methods
and of materiel stimuli. In mwot of the writings on reform
of oconomic mechaniem the potential of economic mothods
and of the use of material incentives have basn highly
':exagmramg Tha oconomiec reform of 1968 in the USSR shows
such characteristicns The reform messures scemad to ignore
the potential inhberont in the "human iaem%” The
Jmited scope of materisl Ancontives ¢an be seen oven

when one talks about job satisfoction of workers, Somae
pociological studies in the Soviaet Union have revesied
thot job satisfaction is detorminoed, €0 a largs oxtent,

by the f“content of labour itself snd the creative clement
that it containe®,”® Even Liberman, tho lesding advocste
of reforms in the Soviet Union noted the importance of

86¢ RaGe Kamaﬁm, “Foonorndc Regulation and Incoms Policy®™,
Problems of Eeonomics, Vol.Xf, Mo.l, Mey 1977, peS.

87« Lidde, peSe

88, Vehs Volkonaskis, ”mmmic xmamsta and the Beonomic
Mechanien®, Prob s, VoleX%, 1846, puSe

Oct. 1977




32

moral zncmuvea ond its mmnty in the more afficlieont
running of the economy. 59 Many & times the selfless work
. of the members of the Commmist Party of the Ssviet Union
and of othex mass orgenisations azxe qm&aﬁsm Their
extensive contribution to the efficient xunning of the
e@mmy iz; the rgutm of theirx mmng political and tdeo-

- logleal conseiousncsss.

 The dobate on intentives - whether morsl or material =
onded with ¢he wide acceptance of the fact that the materisl
incentives must play more important a role in e socialist
" eeonomy, dut it chould slways Do allowed to go oido by
side with meral &nmuv'ea, Whataver attempt one makes €0
. Justify tho compatibility of material incontives with
socialism, the cnsuing debate has clearly demonstrated
that there exists o conflict betwesn socialist othics
and imncdiate social needs in all the Bast Buropean
soeialist countries and in the USSR, The debate ended
in » compromisoe Once material incentive was considored
as compatiblo with socialist ecthias and principles the
problem for most of the planners wae how to evolve an
sffective material incentive system.

594

60,
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An incentive system mainly epecifies the eriteria
by which the contribution of varfous econcalc egents &0
the soclal process of produstion to be measured and tho
pé;rﬂomm may be related to revards, It determines,

i. hich agents am&d got the rewardsp
- il. The sipe of tha resardsr _
_ 444, The rolotionchip botween the rowards and the
porformance oF success indicatorsy
iv, Which indicator shbuld be used to meaoure performanco.
. In the reform dobate the firct of the above mentioned
insuos was gottled with fairly wide acceptance of the €act
that all the cmploysos in the enterprises should get
soiothing as rewsrds to their performance. %he issues
raieed by (43) 1ed to some controversye But the actual
dobate centred around the isoues raised by (444) ond (iv).5%

| The main controversy, in ths debates on incentives
¢autma around the accaptance of profit as en indicator
of performance. Once profit is used es a determinent of
the sipe of the bonus fund and o measure of the effictency
©of tha enterprise, then the aim of the enterprise should
' bo to meximise profits This has led not only to an

61 mm&mmm;-
nomd gnning (Londons
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idevlegical debate, but alst ralsed certain technical
guostions. The oppoeition to the adoption of profit came

- from those who idenvifiecd it with an cloment of capitalism
and belicved that the principle of meximisation of profic
is egeinst the socislist ethics. This srgumont was refukad
vy difforontiating profits under socialism from capitslisto!
profits At o slightly mors technical level the questios
was faised whether profit maximisstion would be compatible
with social needs. If tho produstion structure is olmoot
completely dotermined by the central planning, then this
problem will not take any serious dimension. But at the
same time, given the technological structure of production,
at the gbsence of & very efficisnt machanism of incomo
regulation, tho profits and thoreby the incomes Of the
enterprises may very substantislly ansugh to cxesate high
income inequelity among the enterprises, which itself
again goes agsinst the othics of soclalism. But onue
incone regulation is token more geriously then the results
of using profit as an indicator will bo much lower than
will be expocted, At & very tochnical level, tho idens
behind the introduction of profit as an indicator and of
income regulations will be contradicting cach other, Income
reguleting methode moy not allow for the obtainment of

all thﬁ Etué.‘w of adoption of profit ag a dotorminant

3
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aﬁ fncentives, yet & comproodse ¢an slways be reached by
octopting ths maximisstion of profit within & certain
limie, et least to do awsy with the $11 effects of such
o pﬁuﬁyc ' |

. HMerit of vorious parfem indicators camnot be
juaged from a purely theoretical ground, The taste of
puidding 1liep 4n sating, m?\’mvsﬂm survey of their a‘.@u»‘
cations in different soctalist economy wiil show which
afs ‘the indicators can be mamﬁ‘ma as uscful, if not
pe?:ﬂwt. snd which of m m:amal pzms&ucna held
sibe.

;
H



™The questionsof entogprise autonomy and incentiven

are closely connegted in o gentrally planned soclolist
ccondmys In mc?: an oconomy tho entorprises have €0 follow
the mm&i@w givon to them by the highoer authoritics -
instructions prepared by the centrel plamning body with
or without consultation with the enterprises or other lower

bogies, ¥hile prepering imstructions, tho contral plsnpors
| are faced with certaln difficulticn.

The number of products in en econcmy is often very
larges Thore are millions of different products in s
doveloped ecoonomy, if these sre fully dissggregeted, Ons
can imagine how big a task £or the cantral planning authority
t0 plan the production and distrihution of all the goods
apd thoreby issuce instructions to various emtorprises
and orgenisationn, in overy detail, The task is thaooree
tically not impoosible, but for all practieal purposcn it
ip cartainly not feapible. There are two major problens
in it, The first is the problem of informotion and the
other is the actual preparation of the disaggrepated
&namc:twns; The second problem onon be tackled only
whon the £irst 45 solved, One ¢an think of a perfect
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information pyntem « all the informations &so gathored and
yméaaaaa in no time and negegsary instructions srm ,
propared sccordingly. But in reslity such an information
system doen not oxist anywhare « let slons, the cantrally
plemned socialist cuonomies. S¢ even the basic requirenents
for instructions &6 be sont to the mwmisaé in o totally
disaggregatod form m mt mot in any of the coclialist
oountries. But oven when m apgumes such o porfect
information system the problem of disaggraegotion does not
get solved. ¢he preparstion of plan instructions in detail
for every activity in the ccomomy is again not an eesy
tasks Given the existing methods of computation snd othey
techniques of plenning, the task 4s almost impossible in
the socialist economies. One cen imagine,@.g., o road
wransport enterprise, in a socislist economy rocelving
instructions in a fully dissgyregated ﬁmaz The instruce
tions should clearly inSicsta which of its hundreds of
lorries will take how mach of load, which good o carry,
whore to go, which ronte to follow, tiv time it should
take, oto, otcs Even s vory afficlent planning body is

not oxpected €0 go into such dotails,

When & perfect information eystam is assumed, it is

62, Aled Nove, NS4, P73



not meant that all the infozmations received by the central
planning body are eorrect. What was assumed that the
informations fxom itg primary source, in every detail,

are regeived instantapeously. This excludes the possibility
of informstions being manipulated ot the lowost levels ror
oxamole, the stock of o quwinr rw material l.n an
entarprise may be cmmuy m m m mrp:ise MENRTOr «
But for variety of rensons he may not give the exact figure
o the uémal plannerss £0 the problem of information
arises,; not merely as & result of some kind of a comminie
eation gap, but it takos into agcount nnmber of othor
factors roleted to the behaviour of the wmansgers and workers
of enterprises. The behaviour of difforent economic agents
A5 mot predicteble in gonoral. Xt depends largely on tho
objecetive conditions in vhich the particulay economic
agents take the decision (whathor to give the correct

or the wrouny information)s 8o certain behevioural and
motivational agpecte come £ play important roles in
econonic declision making, whethor at macro~level or ot
nicro-level, The problem of dlsaggregation thus becomas
more complexs Even when the dlsaggregation is mado
posaible, in some way or the other, one cannot be Duwre
whether the bosis of such disaggregsted plan instructions
is 1tself correct, 5o mers sophistication of the inforw
mation machinery and plonning techniques doos not solve
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the problem completelys 80 the behavicur of the verious
sgente in the cconomy is importamt for the plenning progess
ap & vhole = m&har the plaa instructions are disaggroe
gated or note Tho question of incentives originato exavtly -

‘ Horal Lmtmes mey solve the problem. But when it
comes to material incentives, then the problem becomes
much more complicated. Certain basis has to be determined
on 7hich the incentives gan bo awardad. The method sheuld
be related rot only to gortain compon isem#j.e.ur of tho
verious econonic sgente, but also to other chbjcctive
conditions of the mm. . |
Tha problen posed above -is related to the construetion

of plons onlys. Hore the link between the quastion of
enterprise sutcpnomy and incentives is not very clear, But
the link becomes very clesr whan one comes to the process
of plen implewentation. Iven while assunming a proper
feadback of informations by the lowest strata in the
piann;m and management hierarchy, Can one ke guaranptesd
nf a desired implenentation of the plans? Even theorsti~
¢ally it iz not poseible, Whon the plan instructions ate
in o totally disaggrepoted form, for the plens €o be
inplemsnted, certain conditions are to be sstisfied,
aithér gha'fw ghould oxdist o vory high level of soctalist



and moral values among all the agenteo in the sconomy a0
that whatover io directed is implemented in the intercst
of the society, OF theope has &0 be pome kind of negetive
incentives in tho form of punishmonts ote. 5o that the
acononic agents are forced o work as they are required.®®
If none of these two conditiono 4o satisfled, to get the
plans aaplmnw in the desired monnor, the planners
have to resort to mam;jm incentives to tho workers. 5o
@ven under strict cent¥al ivlmkmg- in tho absonce of
 sufffcient ideclegical or politicsl commlbment of tho
- workers, the mmr&a} incentives mast play an important

roleo.

- hon the pion instructions are aggregated tho ontere
prises ard given morc autonomy. | Taking the carlier axamplé,
the roed toonsport ontorprise may recoive plen torgots in
tonnowkilomotyes inptoed of a sat of instructions in
detalls Tho seopo OF the enturprisets own docision making
is onlorged, The entorprise, in such o situction, feces
& number of alternstive mothods to afrive at the given
plan torgetis). It 45 upto the entorprise to decide upon
which of the alternstives to choosc. It con achieve the
plen fulfilment by cither incponping the mileage by taking

63, Aspuming mo other extornnl condition to influcnce the
econonic procasses,
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longer routes or by increscing the load at saeh trip. It
i8 pot nocessary for the smtorprise o choose the best of
the slternatives aveilable - the hest in the interest of

the opoioty. Tharae are twd problems involved in it -

1. The émh&m of plan construction at the enterprise
| lovel. Here the quention of enterprises choosing
the Pest altegrnative 45 token caxc ofp
2+ The problem of plan implementation. Here the
quoction of enterprisos Zulfilling the plon tergot
eomns Ane -

- 1et us teke the second problam £irst. This io related
to the basic nature of bantraﬂ. 9‘2%&;. Whathor the plan
instructions are angegaﬁ&! or disagyregated, ons cannot
guaranteo fulfilment of the tarxgots by vthe cnterprises.
Thore has €0 be some mochenlem €0 achievo plan fulfilment,
bosides, moral incentives,

There age two aspma in the figst problem,s Firstly,
to arrive st the bast almnati% the scopa of the given
enterprise has to be maximised, within the framework of
¢ontrol plamnings Otherwise, it hﬂy not ba possible for
the enterprise to choose the bent even Af it wants. This
Qemands freeingy of the onterprise £rom certein bureaucratic
constraints. Secondly, the plan targets (which arc related
to material 1::&&1%@) or the suocess indicators are to
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pe gvolved in such 8 way that the onterprise ¢an at least
come ¢loge to the best nossible alterantive, This j.s
precisely the reason why throughout the reform debates in
the USSR and other East Furopesn Socislist countyries the
qguestion of envaryprise sutonomy and of incentives were
discussed simultaneously. The pre-occoupation of most of
tho participants in the reform debato with the serondery
adjustment of the economic mechenism through the changes
in success indicators has blurred the problem mlam to
£recing the economic enterprices from the central plenning
eauthorities, On the ons hand, the reformers vere interested
to refduce buresucracy, &sd en the other, thoy were looking
for o proper success indicator sy that the optimum Paoults
of the.oconomic processes are ansured, Very liittle was
discuszed about & depsrture from the traditional msthods
of planning and, es has boen digscussed earlier, the
‘question of yesl onterprise sutonomy wes never aisgussed
serdously and indopendently, As & result of the exttra-
ordinary importence given, the suectss indicators have
bacoms the key link between the question of sutonomy of
enterprises snd the problem of incontives.

The other slemant vhich gsorves as the link, botwoon
enterpriss autonomy ond incontives s uncertainty, The
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various economic ogents, whether in & capitalist systen |
or in @ socialist ono, do not know in advance the different
fubture *States of the Wrld' -« %,..go0d O bad harvests,
favourable fér unfavourable conditions for various oxport
commedi tiep on the world market, various concaivable
tochaicn)l innovetions taking place or not Saking placer
011 to be found or not found, houses and forests to be
dastroyed or not destroyed by £ivres or other catoetrophes,
favourebls or unfavourable condivions for f£ishing, plonty
of rein or too little Tain for the reservolrs for hydro-
aloctric power production, good or bad weather for
vBOoLionsees =54 The scoondary uncertainties of Koopman's
type can substantially be avolded in a socielist economy,
but thig type of primary uncerteinties cannot be avolded
sven under strict central planning.

The major source of mmmty typical in a socialist

cconomy can be identified as follows 58

i} Brrors in Plannings
2) Changes in central plansy
3) Incorrect ascasomont 9f market demandy

G4s Yeif Johonsen, n.37 p.391.
J‘_ mt ‘.".’*"_.’ T ‘: 8k & ‘




44

4) Chemges in trade and relotion with the copitalist

| countrias,

Bow, whatover may b the cause of ancertointy, £ tho
dovelopments in the cconomy are such as to demand alteyne
tions in the plans, i¢ vill e interesting to note in which
way the plans and othor economic proccsses are Mng o
be edjusted to the chenging situation. Hhen the plen
instructions are totolly dﬁ.mgfgzgagaﬁa&p {a hy:m.mzmz.
gituation in the mn&&xﬁ of the pressnt day mlauag
econonies) a minor change in eny of the economic variebles
will ask for large scale yestructuring of the plan instruce
tionse Bub whon the plan ;mmﬁaﬁ.aﬁa are in aggysgate
texms the unanticipated changes will demand altorctions
of the plen m&a‘ and coonomic policien at the maAcros
levels The entorprises, cecordingly, chsnge their plans
in the light of the now sot of plan targets and othor
instructions, The enterprises in ouch & case act uithin
the framesork of autonomy allowed for by tho centrol
plenning strucecurs. 7his type of an adjustment is possible
only when the central planndéro instantaneously can resct
o the changing situation and ore well avere of the gane,
But thore may be cases when certain changos mey not even
catch the attention of the central planners immedistely,
or the changes may be of such noture that only certain
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WMQ processes are affected and no fmmediate
intervention of the gentrel planning euthority is called
for. In such cases tho enterprises on thelr own can take
the necossery steps for edjuctment. The situstion is
similor to the one which demands ‘autonomous gontrol’,

in Rmm&.es Por the entorprises to react to the changing
eondition, two important requirements aro to be mot -

1) The enterprises must be given sufficient frecdem
to adfust the oconomic processes under tholr
control, indepondently (les. without the permiscion
of tho central planners) to the changec.

2) The workers must bo provided sufficient incentives
so that such adjustments are c¢arried out in the
dasived way. '

wamwm@wmincmmmmewmy, tha
enterprises ¢o react o that must have sufficient reserve,
o at least ¢ommantd over the resources. The more centralised
1% the sllocation of rescurces, less is the freedom of the
entorprises. The mere legal provisions for independent
© action of the mmrtsaa are not enough, It needs subs-
tantial change in the structwre of mandgement. The other .

6&;’: Kﬂm& n.39. ppda‘MS;
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relates problen is the rick invelved in choosing the bost
alternative, when the cnterprise is faced with & number

of ehvices, The risk involved in such a cholce situntion
may not bo eommwon everywhere, OF €von moy not be big enough
to influence the decision of the enterprisess BSut . it
definttely plays an important role whon the nen-fulfilmont
of plan-’émivea the monsgers and workers of thelr bomus.
The risk assoclatod with the introduction of new tochniques
of production, devolopad ap o yesult of funovotions may be
£¢ high ‘as to retard the teehnological progress of tho
economy. 1In s capitalist economy the oxpectetion of profit
of the copitalists ncutraldse this riske 7Thore has €0 be
come mochanien in the socialist csonomy olse £Or the samo.
Fot only that suan revard choulé be given for taking risk
and getting positive results, but tho incentive mechanisn
‘ghould alss Bec that the enterprises do not suffer as a Yesult
of risk tokon and £8iling thersbys What type of an incen-
tive mechanism will incorpofate o solution to this problem
in mmhing whieh will bo discussed later on. But the
polnt that we are trying to make 45 that 4n & risk involved
cholce asttuntion or in sn uncertnin situstion, for tho
entarprises to act in the most d‘naim way,; & bombination of
greedon to the entesprises ond incentives ¢0 the workers
mist be ensured in o centeally pionned socialist economies of
the type of the UBAR or othor East faxvpean ..Eocialiat -eoant.rwa



The ixﬂust.riaz managemont and planning Byam in

| mm&mmaﬁmm Socialiot countries
. have undergons different phases of developmont 63 gequired
by the dsvolopuent of the productive forees ond tho
mieuitiea w&ﬂm dus to the incfoacing sizo Qf tho
~ ecanomy, | | |

Pricr to 1957, the Soviet industcies wors adminlstored
mainly or & ?ammv basigs The ventrally-controlled

| Wosters clrele. 3 the mm irportant foature of such an
oconomy is that, here thy ‘cormands' or the directives
 £ram abovo ore tranenitted down tho hierarchicel et a6
substitute for market foress in linking the various agenta

in the cconorys Though tho oxtent to which Yoonmande®

1. There io no clear cut demarkation betwean planning
and monagoment - both ot tho macro and nicyo levels,
eopecially in ths contrally planned economies,

2, Hogho Levin, Politiond *fsm_-' werente E%evla
Econonic I bates, fron Bukhorin 8104 Refor
s neetony rrinceton vmtyﬁ’m 19787
?9&: 13’1&#




48

uoed to govern the ocomonmy in the Soviet Union is debatabla,
the periald upto 1953 showed that th& ‘Comnisoariote or
tinistrios had extrsordinory powor in declsi hisy
Thedr decisions used ¢o influonts the unito even at tho
botton of the vorticsl structurs. The pover of the ninfsters
incresced further during the last phase of Stalin'ns leadore
ehip, 1.9, £rom 3945 ¢o 19537 fhe genoral cheracteristics
of ths ecoonomy oo outlined above docs not shed much Light

on the role of envterprices. 5o o closo look into the
administrative opparatys and the plenning process in the

soviet Union is neCeesarys.

As stated earidier, the administrative mechanism in
the soviot Union has dmiopaa historicallys Although
the major roforms wors carried out only attor 1965, yet
the reform maasures takan esrlior had substantislly changed
the management mechanisn in tho economys

The cdntetry or the 'Comnlscarintt woo at the helm
of sll ecoonomic affatrs. Wthin esech nministry there was
sufficiont division of work. Bach ministry hed ¢o supor-
vise & branch territoriel glavk {or & trast or & m:insh

- 8 ‘m mmmga. Tha Stal
0L Teonoml. \
Hac AED Press »y 19554‘@ Dse 5'




49

pavorel i:ma&mm& glaviki (’B‘sga transports supply and

. morkoting) opd oreff bodfes like minister's Collegium or
a3 council. The officicls of the hranch

ministey 0180 hed to 100k after mony other bodies which

were outslde the branch mintetry but within the franework

of the Counci) of Miniscters.

The diroct edministration of the onterprises vas
formally the recponsibility of the ministry end the branch
territorial glevk (or tho tzrust or the c¢ombino)e But at
the same timo thege wero othor state bodles, even outalde
the ministry, which had gufficient Control over the ontore
prises. The following schemetic &luagram will give en
4dea of the administrotive systes of tho economy auring
the *40s and the suarly *503’»4 {seo pDiogram 1.)

The structure of tho sdministration provided little
for the entorprisos to play any infepenient role, But
oven then 4t will be incorrect to ssy that all tho cconow
mic decisions were taken at the centre (Politbureau of
the CPEU, Council of iHinisters) ond the ‘commands' qeterw
mined the eourse of tho coonomys The Soviet bureaucrat -
8 manager of an anterprics or amv intmndiwy in the

4 Mta 9'?& Basad on A. Arakelyan, w
B 3 tho UBSRH PP+ 108w10,
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fera) r = had suffiviont opportunity for Mime&w
the decisions token at the centre. This was made
posaible by the foet thaot the managers of plonts and
othar officlale ot the same level involved in planning
and administrotion, pleayod the key role in providing
infornation to the plaming autherity. 50 the docipion
of the mml pzamm to quito eome emtm aapaadaa
on the information provided by such ﬁims am it wap
eractiy hero thet thoy fourd sufficient mapoguyeability.

~ with tho growth oFf the Soviet economy, the dige
wwagw of such o Pyramidetype Waﬂvﬁ gtructure
tame ¢loar. with on msinq number of onterprises,
2ll over tho country, <oming under the jurisdiction of
the same ministyy, officient administracion of the oconomy
bacame irposoible, In on otbempt to bring officiency
and spocialisation, the Sovict Oovernment increased the
nunber of ministries spd disectorstes,” Dy 1955, the
number of economie mindstries had growm to 83, in comparison

to 16 in tho yesr 1932.°

Se Fox melo; the inisctry of Hachinory was eplit
© into threa geporate minfetries dealipg with heavy
machinery, mediam mnehﬁmryg and machine mxa repg~

mtzfmaiyg Phildppe J. Dernard, Plann k3 ‘
savict Union (o:cﬁerﬂz porgamon Press, 1966}, Be109,

8« Tir process of incrense in tho mumber of mintotrien
was not o contimuous one, In fect, at vimes thore
werc sttompts O cut dm the number, Bat in genornl
over a poriod of time there wos » tendency of, as
woll om; octusl growth, Ibid,, pp.109=10,
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At the time when tho specialisction wos being tried,

 poma othor problems appéareds There wos a strong tendency
for the enterprisen in difforeont industeisl sectors and
within tho some region to bo *sealel off into watorw
tight conpartrents®s’ The results of ministries bocoming
" tg01f contoined with their own supplicrs ond customers®
wag massive cross haaling of goode.® The lack of Coordis
nation and weak w:&mnm iinksgos botwoon snterprises
was quite procinent. Thio led to laeck of specislisation
at tho enterpriso level.s Por exemplo, in Kharkov, the
engineering onterprises come under 20 differcnt Unlon
 ministries,” The lack of coordinstion tmong vericus
ministrios on one hond, and thn totel depoendonce of tho
antorprices op the miniotries on the othay, crestod confus
sion in tho adminlistration of the enterprisss. ToO correct
such maladies tho central committec of the CPEU 4n
September 1553 snd in July 1955 took steps to give widor
power €0 the Rapublics in variods £ields, The nunber of
products subjest to cantralised planning snd ellocation
¥as reduced, The process strengthened the role 0f the

7. Ibide, pallls

Bs Ibids, pe310,

s  Iblde, pei10.
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Republics - but tho position of the entorprices gfomained
‘a8 it was earlier.

The process of *dcoconcentration'?® or regioral decene
tralisetion continued. Tho mojor Btep wes teken in 1957
with the crestion of syvnorkhogh. Prior to 1957, a
feoling had generatod thot the snterprisecs be given more
agtonony 4in decioion mokings DBut the crestion of sovnarkhozh
ioft this question untouched and concontrated on ereating
pone intermedists links botweon the ministries(or central
administretion)end the onterpriscs, Tho iden of the
roform was to bring the cinintistration intn closer contect
~ with the enterprises ond to increase participation by the
people in the management of tho enterprisese For that,
the plam:a envisaged the cdministration of the enterpriscs
to be bases on terrim:m peinociples,

-t8ith the roforms of 1957, tho lorgs scole enterprisesl
camo ddrectly under the control of the Sovoarkhoghy. The
emall senlo onterprises wore under tho administration of
tho local soviets, towns end Oblests. Tho authority of

10, Pho term ‘doconcontrotion' hoo stmotimes bBoen used
£o moon a protuess tovards o morkot QOUNOMYe

1l Tho lorge gcalo mtomriaau HOre t.ho&e with mm
thon tuws handred vorkerss
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the mmmam over lerge muiber of smoll entore
some othor enrlior roformo changed tho organisational
structure of the industry 22 a whole lcaving the pocition

of the entorprises unchanyeds Tho ﬁ@lmwmg schomotic
diogram will givo an idep of the admimma&w structure

of industries duriny tho periold 19601852, {(Beo Diegrem IX.)

Pprisos alsot.

It con be neticod thot from 1952 thoge wae a decreasing
ﬁem}en&y of the proportion of ontorprises coming .di,mcuy
under tho control of the Unfon tinistrien, But by tho end
of 1956, thia tondoncy was nd longer prominents. After the
reforms in 1957 ond upto 1952, oo mojor chango in tho
role of entayprisas wes viasible,

Tho sogopd otage of the s:&wmkmm axporimnt

started with the creation of USSR Sovnarkhoshy in 1962,

This was onothor attempt L0 roshufflc responsibliity and
pover anong thoe various docisionemaking bodicss st tho top
lovole This slso foliled to bring sbout eny remaxksble
ehange in tha position of the emtorprises, as is gvident
from the following schomstic diagram. ({See Dimgram XXX.)
Aftor the 13th March 1963 decreo. the omall scale enverprices

12, %‘h&s vasg onx tho gonoral trond. Them
of cmsll scale cuterprices golng out of
of tho covnarkhovhy.

vere @a;éesx
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aleo csnme under the Sovparkhophy,

T™he gonoral procedure adopted for plon construction
‘upto the mid«1030p ia the Sovlot Union was ap followss

7o stort with a oot of gonoral directives on plan Lo
propared By the Gosplan, Thio is then sent for approval
to the Folitburecu of tho Perty and the Council of
Mipistars, This L6 then diceussed with the individual
ministries cnd tho Union Republic Council of Ministors
to construct the drafi plans for their own scetors end
roglons within the genoral fromework of the plan provided
to thems The deaft plons for different yogiono and
branches are then oout book to eho council of minlstoro
and Gosplan for further conclderation. Tho Gosplan then
preaparoo tho £inal) draft of theo dotailes plan hefore it
45 placed hefore the Council of tinisters for epproval.
Different stagen of diomussions used to Lavolve various
progecoes of baggaining, Here the individusl ministries,
Gosplan and the Council of Ministers and all other
diffeorent bodics involved in tho plan conctuction try
to axorcise thefir cuthority and assert thalr points of
viow through the rodium of bargainings The ministries
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hed suRficlont logoi freedom in the plan implementation
rotesss 50 f£ar as the mictoeccnomic policies of the
role to plage The directives which are handed down %o
them from the highor planning authority used mostly to
‘Bs in o brosd fromework - reluted to the different
targets to bo schieveds Such taorgets wore set for the
branch as & wholae This hed to be disagoregate

various entexprisess The torgets for the enterprises
wore set mainly by the tayriroris)l branch glavk. This
required £incl opproval of the Council of Ministers.

But the number of targets sot by the branch territorial
glavk was oo large that che Gosplen, the Council of
Hinisters or any other higher suthority found it extramely
ai££1cult to keop eyes on the minute details of the plan.
The branch torriterial glovk used 4o sot the following
targots for the enterprissss®?

i, Vtiilcy and spoortment of the output to de produced,
14, The cmoust of labour, totsl wage bill and the lavel
of productivity to ba achievad.
414, The unit cost of production %o bo achieved,
ive The 1@#‘3; of rav meterials to bo used by the
onterprices. -

13, T DONMOLOs De3ds PuYe
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Ve The initial allotnent of fixed snd working eapital,

tho distrinution of the zaw swteriels wvas not oaplow
toly centrally dotorminod. Cosplan {oftor 1947 Gossnob)
drev up plens for material supply only for important ocute
puts and searce matoplalse The number of output for which
tehem exigted central sllocption of waw matorisls incressed
two £olds betwoan 1940 snd 1953, But *unfunded production’
etill formed 50 por cont zaf total productions The normal
£igure used to bo mAper cont. M he share of unfunded
production was iame:lg determined by the bargaining
strength of the enterprises and the ministries, within
tho limits £ixed by the cemtral planning authority.

~ Tho trensport systom was vory tightly controlled by
the eentre. Enterprices or other lover bodies dia not
have ony kind of formal control, at locast in the 19400,
But the labour rearuitment policy gave much frecdom @
the enterpriscs am mindstriens %he Gosplan 4Aid not
have any coml over the allocation of labour,

ith the ocrpation of Sovpsckhoghy (1957) and USSR

14. mm“ pan ’trniun&d production® #as defined as tho
output of induntries for wh&cfb thepe was no central
allocstion of resowrces, 56 the incresse in *Unfunded
production? at a time vhen the number of products with
centrel alloeation of rasources was incressing implies
growgh in the voluose of output of those goods which
had no central sllocotion of resources st a rote fase
tor thon the othora.
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Bovnarkhoghy (1062) the procoss of plon construction
changed considorablys Over the period of time, these
ﬂmniaaﬁim ware given moro mﬁammy in plan constouos
tion and implementation. In the plenning process the
ontorpricss hod just ¢ consultative voicae, 7The proposals
of the onterprisco had & gecondnzy status po far as the
Gogplan was mnw@ within such & strict framowork
| 1 planning, m may oppear that the mtemr&m
and ovon branch m&m 44 not have a:sny sffgctive
gays But in px:mhiaa the brunch ministries and even
anterprises had some *dofacto' freedom in decision
makings 15 The numbor of ‘commands® given €0 the branch
‘mindistries was so lorge and the number of turgets sot
€or tho amgfzprisea‘ 26 high thet the ministries and the
onterprises conld not poscibly ochieve alls 50 at lower
lavels of mmnagomont thare was o tendency to deop some
aftmtargmmmglw*:m of mwmm £ ay
to be able to fulfill otherc. Enterprise msbagers could
chooss which of the targots o be reached snd which are
to be neglected, Thic informal behaviour of the cnterprise
mansgers and other n&dﬂlw level bureaucrats used to be
very comaon in the 40z and early ‘36:.“’ The gutonomy

15+ Ibida, DsBs
16s 1Ipids, peBe
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which tho onterprise onjoped dusing *40s ond carly

*S0s in tho Soviet Union was to ¢ome axtent in the arca

of finance.l? They conld tske steps necessary to keep
ooeto of production down and to incresst profits. Dut
thic sutopony wes eonfined to the methofs of utilisction

of wesourcess The decisions rogarding whot was to bo
produced and how, were centrally taken. . In the late *50s
thoro was & trend towards decroasing the nusber of catew
gories subjact to centrel planning end m?@ﬁiﬁ&ng of

plan claborstion at the cnterprise level, It vas reported
thot, & large number of gpecdalists wero sent to produce
tion gites ¢o train
1evelr, 16

paspla £ draw up plans at local

Tho role of tho onterprices was pignificant in tho
gocond stage of planning, .05 40 the preparation of the
potional supply plans Tho cntorprises wore allowed to
make contracto comnectad with the oupply of imputs egquired
by them, Srmpdiatoly sfitor tho completion of their drafe
© plans Thoso orders vhich ostablished strong horigontel
links emong the enterprices werc not more foarmalities,
These vere taken into consideration, For long term

105 Peds aem ﬂgﬁg 9;144
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plomming the part pleyed by the entorprisos ves, hovever,
mach moge restricted than in the cose of annual plans.



Aftor the feilure of the Sovnarkhoshy nystam of
mansgement of industrisl entexprises. the CPSU ushered
in adismim on basic plamning referms. 7The resurgence
of puch a discuesion was pot unpetteds The deterioraw
ting copditions of tho monagement and the materisl incene
tive gystem had drswn attention not only of the economists
but aleo of the politicel suthorities. In the peform
Gebnto the opinione of the participents wore sharply
divided on tho quention of docentralisation of the cconony =
one group dma&iag gfeator contralisgtion and aoking for
Arprovenent in the planning system snd the other, advocating
for ipcreased enterprisc autopomy and sugmentation of »th.a
use of matorial incontivesc. The advocates of greater
centralisotion suggested the upo of more advenced electronic
computers to moke it possible to colculste in physicsl terms
the total netfs of ths various entorprises, Fedorovich
went on to say that the “inadequate mothods of computation
ig the cause of failurc to process huge informotion® which
vgs the key problen for the planners in the Swiet economy. i

Abipdotmpis

19 Quoted by lmgm mggm, ,:
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S0 inntond of going for decentralisatien, the optimum
| variants of the economy at all lsvels wm ba drawn up
by using computor programmgs. For the expononts of
grestor centralisation, it was impossible to see the
enterprisa level plasning in isolotion from the centrol
pia;mim@ It was contended thst the autonomous decisions
taken by the ontorpriscs on wages, employment lmwestoent,
costs or profits would jeopardisc the nationsl planning
and dismantlo tho long range structure of the aconomys
There were also foars, at thet time, of ‘ria&ng loeal
intarests and indiscipline with the iat
.awanuaim pystem of monagemonbte At the idonlogienl
~ anf politicsl level, tho ponsible growth of slements and
vicos of cepitalism; was nled produced as o Cese in support
of centralisation.

tion of a

She advocatas of decontralisation led by Liberman,
| puggentad partial deconeralisstion of decision making as
a meang to strongthon central plenn&ng.zo The principle
of centralism, as they undorstocd, does not incorporste
the assignoont of tasks to ths central plenncrs which con
be loenlly recolved; Liberfion hoXd thét thé- centeal

20. among the other advocatesn of decentralisation the
names of Rantorovich, llomchinov, Birman, Bunich and
Vaag are imporvant.
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planners would heve o command over the fundementel propope
tione in production distribution and consumption in the |
cconomy by using various tools of planning like pricea,
£inance, buiget, accounting, major investoments, incentives
oto. He glse specified that the goals for labour produce
tivity, soployment, wam profits, investment and fntroe
duction of now techniques should be determined directly by
the enterprises themselves.2 none of the major economists,
exoapting Kentorovich, rejected or acmw 1dbarmants
proposal in toto. Hantorovich dofended fLiberman'e model
sutright « while at the samo time suggested the use of
mathonatical optimisation mvdels €5 muke the central plan
more sophisticatad, s

) It vos noticesble 4n the Soviet Union that the
propouncaments in favour of greater independonce for
anterprises wore mope frequants Those werle expressed
sometimos in genorel terms and sometimes in specific
ones, The mcﬁie pronsunsonsnts differcd from one
anothers Vory ofton the distortions corested by the supply
and the aistribotion systen and 0leo by prices and markets,

21y EWGs mbmm “plan, Profit spd Bonuses”, Problams
W Vol,VIIXZ, Koe3, July 1865, D3, '

23x Ly Kontorovich, "Mathomstics and Feonomies?, pProbl
of sconomics, VOl.VIXZ, 1.5, Soptember 1965, "5, 18,
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wore the focal points of discussions: 5o a major part

. of the roform Siocussiong wes confined to the role of
morketo, It can bo seon from tho positions hold by soob
of the official participsnts in the debete, Brechnovw
mointained “The porty will continue to strive ¢o eeo to

it that our economic policy ensures the further developmont
Qf induatzry, and particulasly ito most progrossive
branchaSessthe cxponded production of consumer goods.
ss«The otudy of supply and denend hap movod into o lexding
plage among tha practicel) tasks that face Soviet cronomists,
The guestion ic now being zaleed of the constant observation
of the market in Soviot trodoe.sof chonges in the domend
for conasumar gm@g% Fopygin noted that there oo an
furgont necd £o corpile plans for the prothiction of
conswior goodo on tho bosis of orders from Customsrs®,

He wept on to scay that “tho transition ¢o such o system

of plenning will undoubtedly Do & step forvardess e
shall proceed toward planning on the basis of orders
pleced by the consumers.ssin all branches of the national
mw%m This is a clear indication of the direction
the gaform tooks In fact, the reform debste took too many

23 L., Brephnov, Ishvegtia, 6 ovembar, 1984,
24, As Kosygin, Ighvestis, 9 Decomber, 1964,
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issugs simultansously and the question gfi"'fénmrptiaa_
- autonomy was blurred by an overciphasis given o the improve-
mont of the incentive systom and of the market maehanigm



After tho intorosting reform dobate the Soviet
lesders vent ahond with certaln chenges in the methods
of sdministration of the cconomy ond the planning procedures
Tho more mﬁi@i ideas emerging from the reform debate,
anviaagim fun&ammal changes in the SCONONYy vare al:l.
::a,jamd-

The fitatutes on the Soeialist Stato Production
Enterpeise, approved by the USSR Council of Minlstors
on Octokor 4, 1968, wont for o major shake up in tho
sdmintstrotion of enterpriscs by doing owoy with the
soynarkhozhy ond bringing tho ontorprices back to the
contrsl of ministries. But oo for ap the enterprise wes
concarned, the gaform ncasures took inte sccount four
major aspocts of monagements

i. Enterprises* £inancey

2. Tho systen of indintivesy

3, Plamning autonomy of the cntorprisesy and

- &, Iutor enterpriso roletions.

The official position sdepred elearly stated that
the aperation of the enteorprises should be based onm o
combinetion of *¢ontraliscd direction® and ‘econanic
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mee' and initistive on the part of the enterprise.’>
The phrase ‘economic indopendence of entarprises® is quite
mislecding in the cenco vt wpo $ts In the Soviet context
or ao undorptood £rom tho Soviet offielal writings, At
mmm entorprises having soparate belencs sheets Emplying
geporation of one enterprise from another) and some kind
of & reletive sutonomy in their dayetoedny Gecision moking,
The enberpriscs were o follow the guldance from the
superior bodies snd function under the frewework of the
national economie plon, The reforms defined the responaie
bilikies of *#az‘iauﬁ arganxaatim and optorprises clesyly
and each organisation and entorprise was made responsihle
for its owm obligotions and m' of othorss

One of the importent aspects of the weform was that
the enterprises, honceforth, wemt for cmplote cost
sccounting, COst acoousting was not nw to Soviet
enterprises « buk the ndcegssary £roedom and legal provie
sions required by tho entorprises to imploment it fully,
vas nigsings Ths now roform neasures took specisl care
to ges that the coot accounting <ould be implensnted
successfully. £o for os tho autonomy of the enterprises

35, Otatutes on the Socialiet Stets Enterprise, Appmad
on Ottober 1585 by the mumﬁ of Miniscters, USSR,
Reprinted in Problems of Sconomics, Vol VIIX, No.9,

- Jonuary 188G, pa ds . ‘ "
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in the plenning process gees, the ares of independant
oparation of *me optorprises inoronged substantially.
Proviously s foirly detatlod plen uced o be given to
the onterprises which had reduced the enterpriss‘s
inittativo and the scope of decision making, The Soviet
enterprises hof some kind of liberty in finencial maRtaersc,
Bven then, the oenterprisos used to racoive finoncial
plang from sbove with full particulars. This procedure
was chenged complotely ond instosd, cortoin indices were
£€ixed for the onterprisoss These indices wore profis,
profitebility, payment to tho budget and appropristion
£rom m.ﬁ‘ Tho enterprises wore given complete autonomy
On matters regarding ﬁt&&tsﬁ;ﬂm of incentive funds and
in fixing nowws for bomus ©o various employses. They

T wee also made oligible to rasort to bank credit on thelir

own, provided thot they guarontes ita proper utilisation.

Over & perdod of time the Quostion of plen elaboration
at thoe enterprise level had been emphasised upon by vaerious
planners in the VS8R, The Statutes On oentarpriges of 1958
took cars of this problem snd allowed the enterprises to
draw their snnusl and long term plans covoring all thelr

26 Ve Galh:m. *ﬂnenm and Doonomice 8timali”,
Pre Bo ics, Vol.VILIY, [0.10, Febe1966,D: 3,




agpocts, in accordance with the £ixed indices. Those plons
uaa& %o bs in dotaile and covered the amnusl toehnicsl plan,
annual produttion and £inancial plan and quarterly and
‘monthly produstion plancs Tho director of the enterprise
was nade rosponsible for £4inal appmal of puch plans,

The entorprice was given total sutonomy in fiﬁng qualie
_Eeau% and quantitativo plon targets for the variocus chopa,

' dopartmento, sections, pre n unico and other structurel
subdiviaions, |

he mst importont aspect of the yeform was that
| to strengthen thoe horisontal lakageo among the antorpriges,
T™hic was done by & delegation of decislionmmiaking power to
tho enterprises on distributionsl matters, In fact, £rom
the early *50s onword the plonners in the Soviot Union
aaﬁ been trying o reduse mmnaaa delivery plans,
Prior to thn yoor 1958 there were thyeo differont categos
rige of products, The roat important of the products used
to be mi@& the ‘base products® = the number of which
incraasoft till 1952 ond stood ac 2000, 1In 1958, the
number was beought down o 760.27 Por esch of these
products o production and consumption delivery schedula

27+ Borpard, nnsg 9.53:
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was draun up and wore allocated in amrdam with the
central supply plens Tho group of products, which wero
of losser isportance was allocsted by the contral supply
directorate or by the oppropriate bronch ministry, The
last group of products vas not subjest €0 central allow
cation ond ite distribution was tho gosponsibilitcy of
poetive Republican Ministry or sSovparkhogzhys The
aistribution of tho products of & large mmbor of loeal
industrios vas left to the dloarotion of the enterprisan,

In April 1988, this classification of products was
roviced and more products came to be distributod by the
entorprises thamselves. But oven thon, ‘Dureaucrscy and
interferencs £oom the higher suthorities preveiled in
preparing the Gelivery plans of the entorprises, The
roform of 1065 tried to £reec the entoerprises from gsuch
burcaveratic practices. The anterprious producing consumer
goods acguired the right to organisc production on the
basic of orders received from the trading organisotions
apd the controcts conclivied with thems The enterprises,
howgver, wvere not frec to choose their trading partnors.
Prior to the preforms theore were certain exporiments with
the *direct link' system by which the customer could ho
brought closasr .tn the producor, This eporiment with
two onterprices - one in Hoscov end the other in Gorky,
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‘hod denc away with the involvement of treding amﬁﬁ.u
sations and tried to build up direet link botween the
enterpricos and the MMam | The enterprisets freedom
was not anlimited, Although the two enterprises could
enter into contravts froely, only a fov other enterprises
had the right €O entor into contract with thepe €wo pilot
enterpriges.s The mx of success Andicatowrs for theeo
tyo enterprises wan Jmited €0 tuwo » tho total volume of
marketed production and total products The agtual lovel
- of sutonomy provided to these two enwrp,ﬂm 18 otill
not very well known, but orne con be sure of the faoct that
the managars of those 70 enterprises enjoyed morve Andew
perndente than the ones in other anterprisecs st that time,
Tho roculta of the dizoct Mnk oxpeorimont was judged

tc o cncouraging. In spite of tho various difficulties
cpeountercd by tho ontorprises, ¢ho oporimont wap
oxtendod to many other apesc, In fagy, 4G was plannecd
to axtend this meothod of manegomont to nll other
onterprices,

With the pew goform package coring in, the above
proceocs vwas brought o0 ap end. The new reforwm proposale

2Bs E. Zaloski, 5s19% D122,
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aia m incopporate any oﬁ' the mothods tried at distribuw
tibnaz, sutonony of mﬁwpﬁs&& The Mﬁw of tha
*divect link* mﬁm with the i&pmﬁum of the
nev yeform mensures brought the enterprises back to its
old position on distributional masters. 2ut at the same
time tho ent -ipes were given the rights to a::mpt ordors
from other orgenisstions for monufacturing products or
for eveaution of somo S0BS provided thet the job or the
ievel @ﬁ mwnt 45 above plaﬁ and i::hm; it is Waﬁaﬁ

from pav end other mamtm @r pmam&an mﬁmm Ie

“as a&s& ) Bo kefg% An minﬁ while signin

that m axtea pro¢ ton does mﬁ affect the plan adversely.
The temms and conditions of the contracts deponded upon

the type of products Por goods which were distributed

by o superior body, the terms and conditions of the
contract usaed to follow the given Distribution Acts.

Bat 1£ the product is not contrally sliocated, thon the
contracts are concluded by the enterprise indiependently

by agreement with the yespoctive purchesing organisstion

OF ONLorpriss

Tho new Statutesn allowed m entarprises ¢o pell
ony ooterial or equipment acguired through local purchase -
at itas own dlscrotions The surplus squipment vhich
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memw transport provisions, insumnm, 0015, ¢Rotk,
‘yav and othor matorials, fusl stes for which mam was
not any ellocotive order fron the higher suthorities
rofused to take any regponsoibllity aven aftor belny
fnformod farmelly, could bo sold by ths entorprises as
~ they wighed, The ouns of monoy obtainod from such sales
were to semain with the enterprises. The onterpriges
were sligsvwed to lease out to othor organications and
enterprises, equipment which wes lying tompororily unnsefle
Enterprises could thepcafteor loase out oven butldings and
other structures iying tomporarily idle at gonts £ixed
b the appzopﬂata superior badys Whoroas in most of
the caoen of leasing, the pormiceion of the higher cuthoe
risios vwas not roguired - tho mm of twraneport gquipment
was an axception:s The enterprises were granted the right
oven €0 sall yﬂ;ﬁncts to any other body if ths product
doos not £ind a market through tho ordors for allocation,
Ao €or ap the current production decislons are
copcerned, tha position of the mﬁm improved
slightly. The moast importsnt of tho neviy acguired
rights obtained by tho entorprises was tho right to
produsc goode of highor quality than required by the
Stste standards, They elso could approve, by agreenent
with the customer ({organisotion of edterpzisé), the -
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‘technicnl spocifications for the products which had no
state standard £ixed for it oxr other technical spocifie
cations by higher suthopitics,

The 1068 reforms made it possible for verious entops
prigsos to £ix prices of different products vhich ware not
subject to the approval of the superior body, following
the general fremework of exioting legislation, by egreement
with tho customer entorprise. The prices of all other
preducto were contrally detormined. The insdequacy of
the price pystem becamn conspicuous, gspecially when
profit {oales) became tho major factoy doetermining the
sizge of bonys fund, The huge income differemtials among
the snterprises, crestad by profits, necossitated an
urgent reform of the price sysctem in 1966-87, Ths gusl
of the reforms wos to builld a price stravture in such 8
way that the majority of the onterprises could earn a
*mormal profit rate' and o 'few of the best and the vorst
carned a bit more or less in proportion' as their werk
varied from tha 'normully operating mwmsa*gw It
vog reslised thaot L£ the profic differsntials are too |
20, Jon@h Be Berumqp Spianning and Mmga' s.n m:zm
Bergson and Hegbert lavine (Ed.}, The sovie ano-

a Year 2000 (Londons Geoxg ] ‘

£ % )
......
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mmg than prices wam pley & more active rols in
doctision~makings The fdea at that timo waa €0 see that
prices could not be used es an allocative devica and

plans continusd to be primary in the oconomys %he price
reforms thus reostablished tho conteal plan as the chief
allocative machanieme”® But on the question of new amd
higher technology produsts, prices were Eim iﬁ such &
way thot o certein profit differontial io elways maintoined.
In such cases by alloving prices ond profits ¢o play a more
active role, the scopo of cporation of the central plan
was Yimitod.

¥ have already noted varlior that the emterprises
nad some aatmmy in adepting labour reorultmont policies
ond wage detormination, The new yefovms enhenced the
dovel of autonomy in this gegard,

dotions
entesprises to form production associstions’or ‘technological
production complexcy is ono of the inportant developoents
in the monagement of the Soviet econoumy. It was understood
by the sowiet planners that tho existing structure of

L i ]

304 . IDiGse e 358,
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mensgenent wop not condueive enough 9 sustain 2 high
rate of tochnological progress and o form the output
struckture considered bost from the point of view of
consumers® preference end plannors’ priority. In most
of the Soviet writings, the formetion of the production
associntions is seen as chavacteristie of *doveloped
socislisn' and is retionalised ideclogically.

The formotion of the production complestes wan o move
tovards horizontal integration of the various enterprises,
Bat at tha same time 1t ohanged the vartical links of
ths manngoment systen noticeably. A large
aaseiaam which wore curlier taken by the enterprises
cene o bo taken by the pmm&sm apsoclations, In one
way it ngthened €he role of conteal pzﬁrmi::g by
reducing tho sutonomy of tho emr&ma, and on the
other, relieved the higher boSies in the msnagoment snd
planning hierarchy, 1ike the minictries and Gosplan, £rem
tholyr pesponsibilities 2o irmplement plons and from day
¢0 day decision making. 80 £rom the point of view of
the ministries it was ¢ process of *decontralisation’,
vheareas for the oantorpriges it was pone othor thon a
process of _’mmmiﬁm&m‘,n Although the history

‘eitiphiliratsip " ot iy

3. a.C. Gorlin, ;Industeiel Reorganisstions The Associe-
ticns® in Soviet Peon ctive (ot
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 of the production complexes and the science produstion
apsociationn goes back to 1960, the specific forms of
thaso orgonications hove boen acquired only in the *70s
after the Ensctmonts on All Union snd Republic Industriel
Associstions (1673), the Production Assoedistions (1974),
tha Scionce Production Assctistions (1975)s The number
of production apsociotions elso grew from 608 in 1970
to 3670 1n 197772 Tnoir shore in the volume of realised
output of industrios incroassed during tho same perdiod
£rom 6.7 per cent to 44.3 per cont,>? The numbar o
enterprises aloo grew from 2564 to 16516, of all the
anteirpxiﬁea brought undar tho asgoclations ian the yaa:‘
1977, 9403 enterprisos lost thoir legal igontity as
indopendent epterprises snd becams production snits of
the wm&auonmm 'S:ﬁa ptotus of tho enterprisas wos
thus delegatsd &0 one of the shops of a nay ‘supor enterw
price's Thoe pumbar Of entorprizsoes pot joining the assocliaw
tions stool at 33005 in 29‘,3‘?‘36 |

liet Sovisl Production®, Proble
XEIX, R0.10, Pebs 193971 Peila

33, IbiGes DeTs
34+ 1bidy; paTs
35, Ibide, pale
e ITodde, paTe

32¢ Vs cmmm. *the mx:px:iae :ln asmm o£ Zocias
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The industrisl profuction complexes had gaines
tromendous populerity among the Sovict plannerse They
ape planning to bring all the enterprises under the
agsociations. Dut inspite of this incressed attontion
o the concantration of production, it has mn noticed
in the Govict Union that ceartain enterprises are provided
with somo oxtra autonomy in Sacision mkingny" xn any
way, thie does not geem to be & general practice. Some
enterprises, not under the associations are given special
#reodom in wisiemwmg for Wic masmag

The 1977 reform mode M: very QIGW that planning
should have priority over management 4in the cconomy. The
planners' concern was t.a Amprove the plaming mechandsm
end to bring it to a level where enterprise menages huve
only to play a residual and subordinate xoles The other
agpect of 1979 mmmw reform was its re-emphasis on
regionsl planning. Tervitorial industrial complexes wera
formed in the line of the production associations. The
ragionnl ministries were given cztra frecdon,  The fdea
behind the whole process was to incredse the autonowy

£

37 vxctor anﬂ Allen Mzo, _‘




76
- of the regions. On cortsoin acposts it had some pimilaritien
with the Sovnarkhoshy esmperiment of 1957 but the scope of
the 1957 oxperiment was much widers3®

30e The painta of similapicy botwoen tho Sovnarkhovhy
anﬁ ths production cscocistions nre as folloiss

+ largely solf-sufficleont organisationss
3. Regional charactery

3o« Position in the nanagoment and aemmmm
hierar

chys Both thase organisations had occupied
atddle level positlons. i



. The centralised model of planning wes in use in
Hungery as in atha: EBant Butopean Socialist oountries
before the geforms in 1968, The socielist gtate in Hungary
directly decidod on the tacks und the direction of the
sconomie dovelopment end aleo allowsated the resources
that securesd the roslisation of those objectives, The
oconomic system in Hungory exhibited sll the basic¢ foatures
of a *comuand® typo economy. Tho ontorprises played as
passive a role in Hungery 65 it 4id in the Soviet Undon,
in plenning processos and in economic decisior :

Tho central decision-moking outhorzity not only took the
maero econonic decisions which concerned the nstional
acopomy aa & whole, but alsp the major share of the
decisions concorned with enterprise management. The
antorprises hed the role of executing the plan directives
and to achieve the plan targetsy the plan iodices centrally
detormined and disaggregated to o certain level for the
entorprises. Like in the USSR, there were attempts at
various paluts of timo to bring sbout some decentralie
sotion in decision meking. In 1954 and 1957, the number
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of carmpulsory indicstors wes Brought am.3 % simitos
noousiy certain othor moassures vere adeptsd to incronse  the
autonomy of tho entorpricos in the aroa of wage formotion.
The scopo of tho onterprisest funetioning was furthor
widoned by the introduction of the profit shaping systom

in 1959, tho moro flexibie prico syotem, formation of
technological devolopmont fund and the fntrodustion of

tho chagm on capital goods in 19&’5,""9 Bungarys 1iko

39, lajos ﬂﬁm@; 1 S08iadint sStata Enterp
{(sudopests Akademial Kiado, 19744, D38

40, vulcnynaxy, m s r.m-g‘ 49%’,‘»
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other Bast Buropeen Socialist countries, followed the
 Soviet price system. The centrally detexmined rigid

price system narroved tho Seopo of tho enterprisecs to
eome into divect contnet with tho customer (may be
ancsthor onterpriss or cooparative enterprisale Loave
elone the restricted role of the market end the ineffie
cionty exhibiedd thorehby, the pro-reform price systen
was & fetter on the developmont of mizmal linkages
cmomy the enterprises and on tho development of foroign
trades The 1957 price reform in Hungoary did npot funde-
mentally chenge the way in which the pricos vere to de
calculated. The basic 1den of the reform was to make
then correspend mora closcly to the cost of production.
On the qusstion of organisation of entorprices cartain
¢honges were made in the early *6G0a, 7This wap with the
evolution of certain’larger organisations, developed ly
a:aaz.qmating numbar of industricl enterprisss and Co=
Operatives, often galled trusts. This was a step again,
following the Soviet pattern, to strengthen the middle
level ail the admintistrative and mangagemant apparatius.

mmtﬁiferl be the noture of the reforms carried out

apd the jevel of seridusnons in which tho reform measures
vore irplemented, 6ll tho ottenmpts ot increasing
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entecprioe autonumy did not yesult in departurss fxom

~ the 'divective model' of management snd planningy of the
sconomy. The corrective mossures adopted in the form

of partial reforms could not change the position of ths
enterprises in ony significent ways The egonomic problems
arising, whothor st macre or at micro level, on account

of ths rostrictive role of the entexprises in decisionw
making, could mot be solved without going for a fundamontal
chenge in tho nmonagement and planning syotem. The theore-
tiglans and plonners soon antered into o wide ranging
debate on cartain key problems Of the covnomy. In the
debate, the individusl opinlons of tho varlous participonts
varied, But tho outcome of the debate in Hungory wes &
general ecceptonce of the fact that tho reform should be

a godical onos




In January 196&; Hungary introfducc

econcmic reform to gvorcome tho growing problems of WMANGYE~
mont 0f the cconomys The mature and the sc:épe of the
Hangarien preforms of 1968 (known as tho MEN ECORDHIC
MECHANISM) wap redically diffarent from the Soviet reforms
of 1968, It nlec had nothing 00 in comson with the market
socialist modol of Yugeslavis sdopted in 1985.%% punde
mentally, the roform wes to obandan the *diective model’
ag a vholc, Instend of gsetting obligatory plon targets
for oory coonsnic activity 4in detnil, tho meform proposals
anvisaged tho use of cconomic z&aguxm;om {prices, taxmes,
dutics, foreign exchange rotses, intorest, incontives,
market supply and? demand gtc.) in accordance with the

' commadity market econczde environment'.d® 7The model

41s The mslav model 4o common knowss oo the *narket
socinlict mwdalt or somotimes as the *solf managecmnt
‘model?, Here ths entorprises ore camplotely respon-
cible for the production and invostmoept docisions,
Except for the faet that tho meons of production are
owned by the tStnte and the workers hovo effective
control over 4it, ono £finds it difficult to trace

any significant difference botwecnh the Wgoslav

mﬁai and any systen under capitalism following sooe
kind of on indicotivo plamning,.

42 La caapa, “Captrali Planning ind @uiﬂw Morket Hodel®,
e BNOIE. St Volel, 108.3»4, 310664




gen rolly Gescribed as tho *‘guided market model! was an
attampt to use market fofgos o inprove sllovative effie
ciency end the system of incontives, within that fromework,
where all the major directions of the economy ore determined

&mporamt maulta of the KM im Economic Mochoniom) wos
the changing ms&ﬁm of tho enterpricas Iin the ceconomy.
This was ﬂem primarily by changing ths planning
p:maﬁm. Aftor the mﬁ@msz. the amual plans wore
abandoncd. Tho mediwn torm plang, uhicn overed a poriod
of 5 yoars bacam important in the acmm The £ive

- vgmar plens wore divided into two ports - the 'natursl?
gection gave on tutiine of the developmont of tho cconony
in terms of the maczo sggregatos, ond the *operativet
soction consinted of statement of policies, especially
the details of tha economic rogulatorse®® 7o reduce
rigidity of the plons the uncertainty factor was taken
into account. €he progress Of tho plans; in the implew
montation procoss, was studied carofully and for that
short torm plans, ronging €rom 3 months to 2 years, were
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introduced, The performance of guch plans could reflect
the medium term plans 30 os €0 holp change tho plan whanw
over pecossarys Thesa changes in plons would ifncliude the
resdfjustment of mma regulators.

then the *diresctive model! was sorapped, the 'eomuands®
of the highor suthorities lost their mﬁiﬁm as the link
heft:wen the plans and the declsfons and plans of the
m&ﬂém& enterprises. 1In the now systom this link wap
ectablishad through dhe nse of evononic mu;ama, -39 - 22
monstory and oredit policy. budgetary policy, price poliey,
infrastructure investment, contral control of the estabe
lishsent of new enterpriscs, amployment and wage egula=
tions, oxport and import rogulationp otc, Thure was
anotknr get of yegulations under the general category of
‘atrect government directions's This gave uniimited
discrecionary power and the right to intervene in any
of the operations of the snterprises, oSuch discretionary
powers in the hands of the central autherity reduced ths
actual independence of the enterprises.

The adoiition of the amnual plans and the obligatory
infiicotors, tho Hungarion sntorprises ¢suld adjust their
production structure to tha changing circumstances on
their own, Aecording to the new arrongements only the



wago ¥ote woo to bo fixcd controlly « tho oiue of the wops
Pill was 5 bo dotormined hy the optorprices themesives.
Although the woge rote was £iund, ths woge drift which
was comwon oven under tho old syoton continued undor the
new oyote of cconomic oémintstration,®® The effect of
wage Arif woe wxporionced, in fact, more stronglye The
noy cyatas onobled the entorprisor €0 have more oontiol
&ﬁ@gnnﬂxuzg_ ﬂh@ system of ﬂaxacm;alxaeat&oa‘ai labour
q €*wé¥}€B¥S'§ha workers waro a&i&mnui*ba'ahnzuaa

r'mmwmmwm with Substanticl frecing
ﬁmWW%@em&mwﬁmﬁm{
gsmmmﬁmmerm- |

feant aim. with the introductton of the now cradit policy,
sufficient flodbility in the uce of funde, gonorated
vithin the entetpriecs ord 4n Tho ovailabillity of credit
wan brought An. Tho oystenm of financing of investoents
vas ac follovge 50 por cont of the working capital of
tho enterprige wap £inanced fren Ato ovn funds 25 poar cent
- B ————
&4y Ibides pelle

The tendency for wage earnlngs to exceed wage rates gives
rise to wage xxkwr drifts which is measured as the difference
between wage earnings and rates. The difference will consist

of bonuses, overtime allowanceés and other monetary payments
made to the workers.
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- of it was through medium term creditss The medium term
loans vere of two types » ones wag givon to those fam
trade entorprises which were short of working capitel

in Jenuary 1968 and tho other wao given to the enterprises
for the purchase of raw materinls, for peyments of labour
ctes Anothar 13 per cent of the workimg capitol was
acquired from *long torm passifs’, f.e. the profit of

thé enterprise due to the national budget but mot yet
paids 7The lost 1d Mr'm»vm i;amﬁmaf shm
mmmﬁim‘m mm&mhatt:mya?mcm
of mwmam&mmmtawmumwasmmt

A B

85, md«.. mﬂ: The occtual shage of the verious sources
- forming the Entorprisc Dovelopment Fund or the Pro=
duction Developnent Fund used €0 be differont from
the puttorn envisogeds 7o £ollowing t.ahle will
indicste that

profite 5,0 2042 27.3 30,8
Other sources 9.9  0x2 10,7 8.8
state Support 17.4 13,8 12.0 12,5
- Credit 8.1 14,3 18,7 17,1

Bourees Je mssar am Me nandal, “The xnmamt
ORI, ,’.‘; V‘ﬂmﬂ) m;&. BP
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charga for the use of all tho vorkin mitaia“ The
agzm@ rato of interect thereby was relsed to 12 per
conts The credits ware not suttmsticelly feneweds Por
every 90 additional days on additionsl interest at the
#ate of 1 per cent hed to bo patd.t? |

| Before the reforms, the ontosprises used to receive
 on inttiel endoumont of working copitols After the
reforme the enterpr&ann became mletm? o mmuwﬁ
 with thoir working eapi.m. Any increment to the existing
ieval of wark&ng miw had to come eithor from thoir
own pmﬂ.t £und or thmugh ereditss Tho £ixed capital
15 also ﬁnam,\aixﬁlm way - either from enterprise's
own fund or from cweditss The medium term credits arve
penctioned ususily £or a pariod of thres yoars, which

. gan be extanded to five years in specisl cssess The
mediunm tesm corodito for ammuen of £ined capital ie
rolated €0 the dwalopmm fund, i.6. tho credit is
given to the development fund of the -amrxm &nd has
to be repaid from it. Certain provisions for long term
credits were aleo introduced, But thess were meant for
those activitios wvhich wero recognised as essentisl to

| 46e IDide, Psils
4'3! miﬁny‘@’ilﬂé
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the sconomy as a wholes The odigibilivy for spplying for
such loans was determined by whether the project hes o
progpective return of 30 por cont or note

At the mam level after tho roforms, aacuta 1s per
cont of all tho fixed and working capitol of all the
ontaerprinos was £inanced from crodies,®® a4 par cent of
ained £rom ente prisen' own funds end about
50 per cent vas dax&véﬁ grom the .national mqata maotly

in the form of imvestments in the individusl majar
49

it won ©

projocto,

Upto 1957, the increase in tho working copitel of
the enterprices was to ko finspecd by the State bufget,
The goneral practice wes that the incrosped er&m
capital had to be dorived from the funic mtad by
sccumzlation. The nccumiletion of all tho enterpriscs
wao dirocted o the sStato budgot leaving the enterprises
with 8o eource to £inance ony increase in the working
capital, Some changes wvere mude _aﬁta;r 1957 mdlowing
the ontorprises €0 rotoin o port of their net income
in ordor to create funde for profit sharing ond for

4C.

494 1bide; P@Qﬁt
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development, The development fund was to00 cmall in
mar&m with the total invostments in working caspital.
ﬂ'ma the role of enterprises on cugmontatiom of mrkm;
cap&ml was very iimited and the 8tate buldget conti

to be the main source of finance for thiss The increase
in £ixed cepital wos complotely f£insnced from the State
budgots So the enterprises had absolutely no autonomy
in this regard,

Thus z:m 1968 &ﬁm brought in a significant change
in the direction of increased onterprise autonomy by
making then conpletely dependent m; themeelves for ﬁmna
oing fixed snd worling cupitels The new credit apd
investnent policlos enabled the entarprises Lo docide
oy the amnunt of stuck necossary for mimeaﬁaum of
thoir cwn profuctien planss It 4o true that the level of
indepondencoe in deciston maliing by the enterpriscn was
limtead by tho oize of the developnont fund, i.0. by the
level of rosources the enterprises had with them. Yet,
‘the increass in the sisge of tho esterprise’s owm fund
itgelf 1o8 4 inopensed autonouays There wero tuoe other
Amportant moscuros introduced in 1968 which widenod the
gcope of ontorprises' indepondent docision making, 7The
first ic tho introduction of inter-entesprise crediting
systez which allowed the onterprisce to lend tholr excess
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- working eapital to othor cooperating emterprises. The
other measure sllowed thoe enterprises 'w grant cosmerciasl
credits to one apothor in connmoction with tho @emwxg
of gooda or porfosmance of services. Such aredits were
financed from resources lying idle temporarily. Those
tuo zaeasam strengthened the horicontal ties betwecn two
difforent ontorprises. Since no norm was fixed by the |
contesl sutbority rogarding such interwonterprise
eragite, the enterprise was completely respongsible for
such financial esgrocments with eny other enterprise.
There is no doubt of the fact that the invesument
and credit policies incrensed tho sutonomous role of the
enterprisas to a large extent. But oven them, if one
obsexves carofully, certain constraints on tho independont
functioning of the entazpﬂsaa bocoma visible,

The gredit system which we have besn discussing so
£ar, cannot be seen in isolstion from the credit policias, 3O
Central objectives of economic policies ore always to be

IR A , ) -

80, 1iIbid., p.zs. By credit system we mean tho kind of
credit relationship which exhists botumen an enters
prise snd o financing body, Xt tskas into account
the terms end conditions of emn’&itaauiother teche
nical issues involved in granting a loan, cmdit
poliicys We have a macro view of the £
gyston which 48 linked £o the natfonsl mu.ay
objectives,
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in the forefront. 7o implemont tho credit policies, the
Govoermmont very often had te intorvene in finssncial
matters of tho onterpriseszs The scope for such intor-
ventions woe already thore even in the peform modol. The
Panks by granting or denying short term crodits, could
force tho enterprises to gecept the pottarn of behaviour
which tho banks felt to bo correct. The abllity of the
enterprim 0 pay the interest was not the sole criterion
of determining the croditworthinose of an enterprise. -
Various other restrictions used to be irposod on the
enterprise if its porformance was not upto the marks

The oredits ere more often subject ¢0 & detailed sot of

. economic messures determining oven the oige of the
developmant fund ond the uses that con he made of thom,
such discraminatory interventions can be compared with
the company lew, lebour lew and fiscal and monetery
poiicies in the maﬁtsl Tho pﬁnniplen of self-ﬁmming.
alﬁ!wnqh considered oo correct, the excess in self
finaneing is also Samaging to the cconcmys It wao hold

by number of Hungarian economists that the unrestrained

' pelfefinoncing led to rise in the price level snd
prevented ths inmplementotion of certoin policies important

E};..;; I&ﬁ-i D 351'0
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for the cconomy.>® To & ewny with such problems often

the nigher authorities had to intorvenmes The legel

pover of the ministops to istervens in the functioning

af the onterprises vas embodied in onc of the clauses

of the fourth Seyear plan.
elﬁm 564 (2)s “When cortain objoctives of the national
economic plan cannot be realised with o suitable
alterstion of the é@m&aﬁ&m systen, and 1€ such
action ip motivated by the interest of the national
oconomy tho ministers concorned chall use thedr legal
povar and isaue oxders to ths state memieea'asa

Immedietely after the reform of 1068, the ministors and

othey swiscry bodies remanined passive observers of

the af€alrs of the enﬁe:pmmg 8ut graduslly their rolc

bocame more active and their interventions more £reguent,

ge_ , orms: The drawbacks of the
carlier price systen wao very clear, The ides of the 1968
prico roforme was to giveo more frecdom to the praducers,

- o8 woll a5, to the customors in decision making regarding

52:. Thero 1o apothor group of economists who prescribe
increase use of self finoncing.

53. E‘@;gth Five Yesr Plant HMungary. Quoted in Ibid,.,
9‘_ . .
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prico formations by allowing the market forces to pley
& more important role. Tho wholessle prico cystem ¥ao
made floxible, Only the prices of the most important
rav materiols werc centrally detexrminedy othors were
either contrally Mmited or freoly determined by egrece
ment botween suppliere snd customers. The roform started
with 23 per cent of floating or free pricos (bofore the
reforms tho corresponding £igure ves 16 w cent of the
mm turnover} 50 per cont of f£ixed prices (for all
those tho d@werd movement vas ollowed) and 2'} per cent
of lmited prices (permivting both dm&rﬂ ared upward
.wmﬁ%mmmeafsmmmr mh The
relative freeing of prices for large number of goode

was & otep ﬁaéwa&‘& to inorvase entorprise autonomys

Alzo, the Hungarien reform of 1968 made the entogr
prises free to adjust wages and salaries accowiing to
their own requiremants within certaln sggragate limits
on income. The wﬁommﬂiiperceaﬁumﬂanﬁm
yearly growth of aggregste porsonal fncomos in tho
enterprises and 2 per cont yearly limit in budgetary
institutionss Tho procedure to be followrd for the




95

Aiotribution of profits among varlous employse groups
" 'waé to be dotermined by the individusl entarprises. In
. the foreign trade front slso the anterprises found o

~ lorger area of indepondont decision makinge

There has not been say optable chouge in the economic

m#hanim and thercby in tho ml;a of the onterprises in
. mngary in the '70a snd carly '80s. mumber of changes

_have been made, but mot at the cost of any fundomentol
change in tho model adopted in 1&58@ The raeforms of 1968
hove many o times boon questioned, It 4s cometimes
contended that the terminstion of plon instructions

and the introdustion of the profit interest in enterprisos
failed to ceuss eny fundomental breakthrough either in
éfficiont utilisstion of rasources or tnl mintainiag a
gtable demand and supply relastions with the msumezs.ss
The idea of the reforms as mentioned eorlier, was to
Sreaste competition amné the entorpriscs. BSut in practice
the competition could not grow oo was expected on agcount
of the development of ‘monopoly' enterprises. Given

the size of the Humgarisn domestic market, any big enterw
prise could become monopolisties The £act that such

Supply end the Harket",
, %‘m t08. 34, sp:ing-
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menopolies! wore iastitutionalised hoavily, thelr
influoncs on the market «an much more than the monopolies
in tho free morkot cituaticns, Por competition to develop
the smaller Hungarion emtorprisas needed more autonomy.

It has been fousd,the Ereight traffic monopoly of Masped
was deotroysd by the cmaller ambitious snterprises 1like
¥ohart, Hungerocamion otes whon thoy wore allowed move
autononys®  sxcellent results were uchieved whon small
ancillary units were permitted &0 produco spars parts

on their own to £i11 the gops 4in the comverciel vehicle
progranme end €0 climipato the bettlonecks in w@ﬁmiemm
But at the same tino certain mtpﬁwa bakaved contrary
to the expectations of the contral plamsers calling for
 dnterventions of 't;m superior bodieg. SO the process of
docentralisation could nvt bo corried out further. at
timog whatever autonomy was provided to the enterprises
ad to be curtsilled to correct the distortions eoreated by
the irresponnible dohaviour of tho onterprisc mapagemont,
Aftar the abolition of the directive model, some of the
Hungurisn enterprices vere £aced with a new set of preblens,
Berend hes noteds

86s IMA., pPe2GmdBe

57, Tamus Bauer and Rakoly nttila 5008, “Intoereyirm

Rclations and mclmloalcal Chango®,
. L EBC Volam, ROD e, Spr%.
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“The enterprison still had no morket and price
incentives, while on the other hapd, they were hindered
in tholiyr operations by too fow directives. Thus the
entesprises wore besot by difficulties in obtalning the
neeasnory rav maotevials end in delivering the goods
- produced.ss Even the foreign trade onterpriges, always
more interested in o more elastic systam, now strove for
& mia%&y detailed plan for mm Othervise,; thoy
would not have been nssured of being edegustely supplicd
by the producing £ims®™®
mdel could not be applied conocistently in Hungary. State
intervontions increased in the doy to day affoirs of
the oentorprices, i‘m role of the cuntral plan was stren»
gethonod and the beginning of & revorsol in tho oystem
ei fanctioning of the economy waz axporienced., This
19 not to say that recentralisetion was experienced
by sll the enterprises,s In fact, in number of <ases the
successful entorprises wore provided with sufficient
autonomy in planning and mansgemant,

Ins to oome oxtent why the new reforms

L -

58+ Iven Berend, *The materzeal neehgmmd of the mcmt
Beonomic Reforms in East Europe®, @g_f&%r_gm
Quartariy, VOle2s BDed,; Septs 19590 Peb7a



‘Once it wao deeidod that mater.tal incontives should
be introduced in o cemtrally planned socialist ccomomy
1t becomes necessery to develop a workable method by
which the work of an individunl or of an enterprise oould
be evaluated, The sesrch for en sffoctive indicator of
work performance has beon the main probles before the
plenners and the theoreticiéns in tho Sovict Union and
othar Bast Buropesss Soclelist countries ovor the lant
throc decndes, Probably the hant for an approprists
wrfarmm indicator would not have drawn mach attention
if it conld have bean posuible to iscue plan instructions
in o bighly disaggregated form, thereby needing the
‘enterprice just to follow these., The initistivo and
the sense of responsibility on the part of tho enterprise
managers or workers would not have, in such a casg, played
any important role. But, os discussed carlier, not only
that the plen instructions could bo issued in such a
form, but alop was the fact that overy ney aggregatéd
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indicator of succans introduced, was sesocloted with 6
unigue get of problemd,

Hatorial incontives in the USSR are of two types,
In ono, it tokas tho form of collective consurptions. The
fund is used o fmprove eultural and living conditions
of vorkers and productions The other goes 65 bonusen
to the workars, managers and other people, This part
deponds upon the work . performed by the iniividuslso,
Prior to the roforme of 19553.. the collective cohoumption
‘was done madnly £rum the ‘entorprige fund®, which used
to be ereated from the Eixed deductions from planned and
above plaonned profits in enterpriees working :mz the
pringiple of plonned profit, apd from plomicd and above
plosnod savinge in copto in entorprisse working on tho
baois of plapned loss. Tho Zatas of deductions wors
difforent for difforont emterprises and so the actual
size of the entorprisc fund used o vary pubstantially
from entorprice to enturprine. As a mothwd of incentives
the collective consumptions 414 not ploy an dmportant
role in the economy op cceount Of its insignificant sige,
In 1955, the entorprise fund tame only to 0,5 por cent
of tho total wage fund.' In 1956 there was virtually

¢ Ee mmic’m “1ho principle of Personal Incentdven
- and Certaln Hage Problems in the USSRY, ?b;m
[

of Eeonomies, Volell, ©0.3, Moy 1939, p
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no change in it.® Dut the differentistion of income
omong the sntexprices posed other prohlemss The antere
prises which were profiteble thrived f£rom such methods
for tho formation of incentive funds. Not only that,
oince the incentive was linked to the quansitative
£ulfilment of plan, meny ontorprisces made it a practice
to lower the plan targets, oo thot thoy could easily
achicve the plan targets ond claim the fundc. Ihe entor-
prises which performed excoptionally woll but had high
plan targetes suffored 4An the procoss. In 1956, in the
bicycle industry, production roce by 18,5 por cent,
labour productivity by 16,8 por cont and coots reduced
by 4 per cont. But as thoy ot 8 very high plan target,
tho actual profuction fell chors b?.hige por cant, An
& result of this the kicyclo S.m!mstty wag doprived of
forming an enterprise fmndq's- In fact, 4t was ths confec.
tionary industry vhich hod & botter desl as on outcoms
of metting lowaer plan targets, The othor foctor which
led to &ﬁm’éﬂtiauen of income among the enterprises
vag rolated ¢o the chongos in the stpucture of prices,
¥hen thz prices of some commodities were suddenly slashed,

- Ib‘.tdn Pa .1

3. A Zsyetsew and P, Dronov, “Problems of Hoterisl
’xnmuvea in tho swwmnt Owned Entorprices®,
: Vﬂlqﬂg Mtzf Ny, 1959&?’3&
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tho profitesize of the enterprises producing thesoo
commoditios used to fell resulting in smaller size of
tho entorprise funde Such diseropencies had o negative
impact on the development of initiative among the |
enterprisen to produce more ond more afﬁcienzlrg Lanving
‘apide othor tochnidal £laws Lin such & method of forming
tho incentive fund, the woy it wss implemwented led to
the gross misude of the sutonomy the onterprises were
given, Hot only the enterprise maﬁ; put beocauso of

the sams reagons, the bonus fund £Or the workers was
sleo affectod,

The bonus was tho mojor part of tm-inmﬁwe in
the USSR, Bonus ussd o e pald over and above the
wages of the mx&w&é and salaries of the managers aml
others, for quentitative fulfilment oX overfulfilment
of various plen targets, The nuibor of maéa indicators
was more than Onos But tha bhonus forming indicator vas
modnly the gross output indexs This index was used by
different erterprices in different woys. lot only that,
the bonus oystem itself had no uniformity, As & result
' of the multiplicity of the bonus system the sams pegoon

could got bonus £rom more than one murm.“ Bacides

——

40 IbiGe, pal6s
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quantitative fulfilmont or ovorfulfilment of plans, bomisss
used to be patd for other gpecific quantitative production
indices, €,g. for savingo of rov mstorisle, materiols,
fuels, for insreasing labour productivity, intreducing
now oquipment oto, The bonus sybtem in the USSR in tho
£1ft108 could determine the dynemics of infustxial produce
tiocn, plon fulfilmont, volume ‘oﬂj the social product end
 the national income, the level of labour productivity,
the relationship botwocen the various cectors of production.
But even then, the basic problems pemained -ml%eéeﬂo At
the stege of extensivo growth of the ceonomy, the indicator
contributed é&qn&ficanﬂw But as g mocrosacanomic
policy messuro, it foiled to utiliss ths productive
forces of the gcopomy properly vhich ultimately led to
tromondous wasteée Tho dotails of mocroeimplications of
the uce of this indicator is beyond the scope of this
study. But the micro igregularitics 1% brought in, had
serious i.tnpné;at&am to the planning proress and the
mapsgenent of enterprisess '
The gethod uged ¢o caleuvlate tho gross output in

current prices was not £réo from Aifficultios. The

motrketablo i:r wmarketed output vas estimated af
current prices ot which it wos sold. But the same
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procedure oould not ba followed for mwmamwhw Sutputs
The price for any nonemarketable cutput wae computed
portly by the cost of production and partly by the

avorage price st whieh it vas reoligeds Thisc nope
upiformity modo this index uneccoptable aven on thaore-
tico) ground. Eepecislly for construction other workd,
which have m gestation periods, in determination of
work in progress, the entarprises had enough scope for
mondpulating this index to drav higher amount of bonus

- and fund for them,

The epplicability of the gross output index was
limited by the fect thot it wos difficult to make comperie
oong botwaen dlfferent types of physical outputs, 7The
axtravogent use of raw materials ifrespective of costs
and production of goodo of inforior gquality, mede the
indicator more unsuitoble. Mm are nunmber of casos of
enterprises producing extre heavy goodn where waight was
considerad as the index. MEforont othar casas of
mac&amuty wvarce observed with othor forms of grous
output indicatoy, Even when tho velue of output produced
waa used ss an indoxt of performance, thoxe vere cases of
enterprises producing unnecessofily high-priced articles,
such micro irregularities loft ldctle option for the
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plsmnors but to change tho success indicators on which
materisl incentives were baged one

The main aim of the roforms of tho incentive system
and othor procnsses oOf the otoncny in 1965 wes to create
moroe seope for muaum on the part of ¢he msnegess 80
that it would mﬂwu 0 incressed management efficiency
and meke the managers willing t scoept tautor planss By
the 19608 ail the soclialist aconomies in the Eastern
Eurgpe and the USSR had enterod & nevw stage of cconomie
 davelopmonte m phase of extansive growth was over with
the limited labour supply and incressing quality conscipune
neos forcod these economies to enter the stage of intensive
growth, 50 the indicetors of sugcoss becams more quality
oriented thon quantitntive. Bocondly, the Soviot Union
and other Eaat E‘arapea:i Socialist countrias ssw the
stgong rid nay of "scllers' morket®, especislly for
conoumer goodss This vas undarstood to be largely due
to the negligdnce Of the enterprises to the consumers!
demand, Leave alona tha Argesponsible behaviour of the
onterprise mepsgers, the system of incentive was itsalf

not conducive enough to force tha entarprises to cater
for the tastos and demomdn of the consumers. £0 thess
necded a substanticl change in the incentive mochanism
in the soclalist countries of Eastern Burope and the USSR,
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Athough different funds for developmemtal apd
cultursl sctivitles were created aftor the roforms of
1965 4n the Soviet Union, the bonus fund remained as the
moin source of materisl imcentives to the mensgers and
5 setere the roeformg, the bonuees were included
in the production coots and were paid from the wage fund,
After the xoform, tho practice of paying bonus from the
profit carned wac introduceds 7The sige of the bonue
fund was dependent on tho totel sales (or profit) and
profitabilicy of the entorprise, Sales wore defined
as the value of output pot only produced but alsoc sold.
But this critorion éemm not be applied uniformnlly for
all the onterpriscse. 50 it had o incorporato thn

WwOrkorss

| changes in the ipventory and also tho work in progreas
for cortailn onterprigens There werce soms confusion
regarding the definition of profitobility, In fact, o
definitions of profitobility vero useds The first ons
wan o groas concopt and vos dofined as the rotio of the
plonned profit to tho plamned aversge onnual oteck of
fixed ond vorking copitol, In tho second Sefinition
the numerator wao changed to mske it a net congopt, Here

Al

S« Bonuged to the workers were peld from tm matorial
incentive fund, oo vall eos from the wage fand,
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protic was taken ot not OFf copital Mes, £ixed poyment
to the budget and mt:éx:esﬁ on bank 1lcenss The norm sot

s fund formation was oo follows. For each
plsmned percontage increase in seles (or profit) over

tho provious year, & aamm percentage of the wage bill
to be diverted to the bopus fund of the enterprise. The
same procedure was folloved in case of profitebility alsoe
'By this procedure, although thé sales {or mﬁi@_} or
profitebilicy was supposed to bs the main detorminant

_Of the size of the bonus fund, yst given thoe above Xormuls,
tho sige of um wage fund olsc played its role in dotere
mining the stge of the bonus fund, For above plan fulfile
ment of targets, a new KoM Was 8ot up vbich gpecifies
that honuses ¢5 be psid in tha pame way,; but ot o dmaa»
_ 4ng rate, with the condition thot the total omount of
‘bonuses peld for planned ovorfulfilment of targets not

to exceed 30 por cent of tho bonus fund for planned
fulfilment, Cortain other moscures of disincentives werc
davised for non-£ulfllment ‘of plan targets.

for bom

It vao inietally supposed that tho normg set ap
would be stshble for a cartain period of timo (for few
yongs at leest) and worc to be differenticted by branch
or even by gioups of enterprises within the same branchs
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po Mmit to the deductions to the material incentive fund
wng proposed, The ides of the roforms in the bonuas syntem
was to make profit or profitability play o more importent
role in developing initiative and bettor sense of respope
sibility emong the mensgers and vorkers of ths entorprices.

P20 other incentive funds werc created after the
reform of 1965 in tho Soviot Union, Opo was called the
production development fund which was to @orve as &
supplemont $2 central investmont of capital and was formed
through dedugtions £rom profit and cortain amprtisation
earnarked for the ecomplete removation of the fixod copitals
The other wes the fund for the promotion of sociomcultural
ﬁcﬁz&viéiea and construction of houses. This fund vas alsd
forme3 in & stmilar vay. -

fosidas thess, there were different other waye of
providing matorisl incentives to wOrkers, managers, techw
noerats, rationalizerc etcs Tha types of incentivos
mostly took the form of one time £inanciel nssistance,
These used to be. givon for various reasons like innovation,
some oxtreordinary work, utilinmation of waste material
otes 7Thege was no cloar gut criterion for revfard of such
types of incentives, . |

The {mmedlote result of the roforn of the incentive
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system; along with the sther reforms of the sconomic
mechanism was highly satisfactorye By the year 19267,
there was o U

antlal incronse in the amount of net
incoms left at the disposal of the enterprisess It was
viewed by the planners that the increased autonomy on
the part of the enterprises in financial metters would
incresse tholr inttiative and oot &5 o kind of incentives
The sise of the material incentive furd incwoased in e
period of 21 :wm'.hé by 80 per eautf as campared to that
in 1968, the fund for sociowcultural activities and
house construction by 60 per cent end the production
davelopment fund by 210 per cente® Tho introduction of
the new indicstors foreced the anwazpmm to gater €O
the consumorst ﬁaman&a so stebility become an immortant
factor detormining the production decisions of the antepe
pricess It can be argusd thet 4in o selliers' market, the
introduction of *sales' or 'profit' as indicators of
suceass, need not laa:i to fmprovement in Quality of goods.
It is true to some sxtents 7The mid sixties saw severe

shortage Of many goods in thn Sovist Union, But by that
time, gonoral shortsge of many of the consumor goods was

65 BaGs Libermon, *Econardc Methnds and Effectivencsas

of Froduction®, | enp of omice, VOlsXIV, 1.
7«9, 1971, w..mnw‘”“‘a, |



exadicated end the consusers bocome quality conscicus.
™his pituation coupled with the pew syctenm of ipcentives
foreod the Mﬂa@@ to produce mas; which weald, at
loast, get solde On the one hand, the productien of
numbor of goods with no market demand, stopped and on the
othaer, the production of goods of inferior quality

The new indicaters polved some of the problems
associated with the indicators used carlier. But gredually
with the operation of this incontive system, the now
indicetors of suscoss eroated a now set of problems,
both at micro ond at mecro levels., It was originally
expected that profit and profitability would play the
most important role in dotermining the behoviour of the
enterprisss. Dut contrary to that, these indicators
failed to ocowpy that place in planning and evalusting
the vork of the sntorprisess The payments €0 incentive
funds from profits varied widely from entarprise to
aenterprises In numbor of cases the shore of total profits
going to the incontive funds wos insignificonts ror
oxaple, at the FOSIDKII KIITWEBAR FACTORY, poayments
for production developnent fund was only 3.6 per cent
of the total profit, wheress, the payment going to the
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budgot amounted to 80 per cent of the profits {(following
tho tormation of the incontive funds)s“! It so happensd
that over a mr&aﬁ of time more of the onterprisces started
veing ‘sales' as tho ir&mm of sutcasse The dominongs
of this indicstor led to the nonefulfilment of soms of
the oxBipfions, associated with the introfuction of profit
indieators The faot that the sige of profit was largely
dopendent on the cost of production with prices £ixed,

the enterprises using sirsfn: an an mmw: of puccess
‘would be more cost consclous, This would reduco waste and
lead ©o more efficlent monsgement of the onterprises. Dut
once *sales’ is used s on indicetor, <ost reduction
boconmos gecondaery in the priority of the enterprises,.

This ie exsctly what happened in the spviet Union. Instesd
of dovising cost reducing mothods of production, the entor-
prises concentrated on production of goods on higher
demands. This led to o further problems The production
structure as envisaged by tho central pilanning authorities
and wap considered as socielly nocessary, could not
emerge on account of the dominnnco of consumers® demand.
Consumers® ssvereignty, although, is desireble, but should
not be aspired for ot ths coot of social interest,

Te Ibid., m“a
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especially in a sociolist edonomy. -

“A serious planning problem arosc with the new
incentive systoms This problem oxisted in the soviet
Undon under the old mothod of plemning and incantive
paymont, but this time, it took & slightly different
form so far o8 tho entorprisos were concerned. A materiel
govard for fulfilment (unplanned) and underfulfilment of
plon targets posed e sarious problem bafore the managers
©f the enterprises. 7he mansgers ¢ould chooss sither a
ks plan with the certainty of fulfiliing it but taking
the risk of overfulfilment, or they could seloct a higher
plan targets with the risk of not boing able to achieve
thoties The cholice, sithough actuslly, deponfied largely
on the objective copnditions in each enterprise and the
pohaviour of tho managers, yebt, in most capses, the
onterprise managors found o thoice of a low pian prefem
rable, #o hove clroedy noted in the earlier chapter,
that tho Emn%ﬁon of tho plan t&rgeﬁs was oxclusively
ander tho control of the centralesuthorities, and the
onterprises only had some kind of e consultative voice
in this respect, yet the bargaining strength of some
enterprices used to bo high enough to tilt the plan
targets to tholy fovours, Even 1f this did not work,
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the enterprises could achicve this ond by indirect mothods,
'Mmamqamwma%wﬁmzmmﬁgwaﬁ the
mm& of existing rew materials and the mpaeiuaa of

the machinories. This problem was not now o the Soviet

| Unions The introduction of the profit indicatox was
largely o arsdicste this problen of hiding reserves by
enterprises, There wos: no doubt of the fast that the

. pow methods of incentives Yeduced the intensity of the
problem substantially, kut £ailed ¢o eliminate it.

The miouoa of the aummmv which i;m entorpricon
had in desiding on the norma t6 be filwad for distribution
of bonuses, was slsc largely responoible for tha male
functioning of the now lncentive systems Tho major shore
of the bonus fund wos not paid monthly o the workers
and others, as wos expected carlier, but was pald as
revrards for the fulfilmont of some special pesignnents.

- 80 in numboer of entorprises the qguality of pormal work
remained st & low lovel, Thore wore othar Cases vhere

~ the incorrect use of mothods €0 achieve the targets for
lgbour productivity led to the avermge wage outstriping
Jabour productivity. For example, ot the MINBR MDAT
COMBINE, during the yosrs 1968 and 1969, BS days off were
declored working doys io different shops and 14 days off
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wore doclared vorking deys throughout the eomldne. HOt
only that, 4548 ovortins man hours wore worked 4m thot
combine during the two Wie

o *profit' end ‘profitebilley? indicotor couid
have functionad properly hod thoso besn associoted with
tho mﬂﬁm changes in the price systam, But ap the
mm wore more or leos rigid even after the raforms,
the expected rooults eould mot be achieveds

The foiluros of the 1955 raforms wore appsrent, -

he incentive systom gotn csllod for ohangag. In 1971,
another pachage of roform mespuros vore anpounced, Tho
now mothed introfuctd wos & otep fovords more contralie
potion, The incontive fund wos to be osafgned from tho
eentre and wan to be plonned for o period of 5 ysogn. For
197175, tho plomned snmual roto of growth of the bonus

. fund wag to be detarnined by tha plammﬁ rate of ¢rovth
of groos valug of output (oveor the provious yesr). Far
cach planned incresss of o ruble of gross value of output,
the bonus fund was enlarged by o certain fraction of the

wége un.’” e vage M1l eonsidored wes not the current

b i

O« Ibiﬁn P30

9 Jan m “The Prasont swia% Incentive System®,
Be VOle HXRITZ, 11043, July 3.9891 90352&
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mbﬂh but the wage bill of the lost yoar of the
previous § yeor plan, fs6s 1970 for 197175, To stabilime
tha norms and for entorpriscs meaking temporary logses
{efthor by produsing new goods, by adopting new tochnology
or by producing goofls of low profitabilitvy); a control
zaseyve bomis fund was orcated with 10 per cont of the
honus fund, The control of this bonus fund was entiroly
with the mintstrios and in some casos with the essocia-
tionss Similarly oo bofore, the emvorprises wore provided
Ancentive for sccopting higher plan torgets then those
'mxsaggd in tho plan for 197i-TH, ror we:y porcaentage
point increase in the lovsl of any or &)l of the three
targots, accepted by the nesociation on enterprisc, tha
sige of the honus fund was €0 bo incroased by a certain
porcentage of the authorised sctual wago bill of the
enterprise in 1970,3° oha norm estabiished was stable
and vao soparats £Or each target. The purpose of
introduction of this norm was to cut down the yole of
whage bill as an indicator and thereby to retard the
effact of grosing wage bill on the incantive fund,

“he mathods of disincontives for overfulfilrment
ond aoderfulftlimont of the aldopted plan targots vere

10s Ibide, pe353s
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onkino ;; even aftor 197%s The Central aumuas also
ﬁm@mwm lovay Mnito o the pise OF tho
poms fund, For tho poried 1971«75, the upper limit £ixed,
85 porcentege of total profit, was not o excecd the
level schicved in 1970. 7The mindmum was 40 per cent of the
p&am profit, provided the entorprises fulfils the
netessary requirenents vogarding porformance,i?

11, m. m&&ﬁ-
_ Tha formula that wap used to determine the sctunl aige
of the bonus funds, in 1973, was sz followas

BB | 1 (BnB )48 1, (B w0, ) 451, (RowR)
0 g (BB ) 5y (Lot 49y 1) (0 ot) |
bk S

rhe

1£ cuy of the + ¥ holdss

) 8, (8, 34 R (R, 44) L (1

then £or that indicator, only the rate of underfulfile
mntmmwﬂwpwarmwmﬂem& where

Pyw part of the profit produced above tho plon,
Py= Profit rosulting frem price inoreases.

G = Reward for improved quality.

B » ihe actual cige Of the bonus fund for a certain
& ygesr in the poriod 197378,

BummthBﬂ%mrpmmrmmemﬂ
for that particuler ysars

i » potual wage bill of 1971, A
Bgr Gov By are the actually achioved, pledged {(by
the mm&ma) and got {fm akove) gates of inorcase
in sales{fl).
contde s uPe1l64 s
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n importent development in the incentive aysten in
tha VEER, aﬁmmwﬁamﬁ 1971, wap thaoly incressed
pige of the ponue fund wos mede dopondent on the share of
output of hMghor ﬂqwntg gmﬁs that the mmm#
goodes was plse introduced., But the mothod of incentiven
appueaw encourage the production of higher guality
goode could not be ep puccopsful o wop oxpoctads. Tho
madn peason for that was that the actusl smount of bonus
which the workers reeeived for improveront of guality
uas meiqnﬂ.ﬁzm. Por ceample; in the uimm industry,
18 per cest of the odditional pevemis corned by the
entorprise resulting from the price increases on the
peodurtion of hisher guality gootis wes cupposss &6 be
diverted to the bonuo fund for the workers. DBut in

conttiyse
B.» Bp,- R, ore tho actually achieved, pledged and
sat rates of inurease in profiteddlicy(R).
Lo Lp. b are the actual, pledged snd set ratay
of i.mmsa in productivity. (e rates of increuse
in all the shovo threo cases are considered cumulaw-
tive since 1970.)
33, B ﬁlmmmﬁatalmrmmmmm
indicator compared with the pledged rote,
rﬁ. Fp F:& are norms for overfulfilmont ond undere

£ulfiliment of targets, mtggpyiz?iﬂ
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- practice $«0 pox cont of it was poid acs bomusss o the |
workorse In payek Association, the monthly avesogo
popases pald for immmt of qmuty wore 5.3 rubleg
for workers, 7.+¢ publes for managers apd 11.4 subles
lnoors ~ which constituted a vory smll fraoction
of thelr basic pays 12

| ‘ But tho changes wore
not gmmm in netare. The gradusl tendency for
g ctnbials wticeable in this pariocd,
The numbar of indieators increase . The ministries
wvere given more cuthority over the assignmont of indicaw
tors, Thoy wore sllowed to et 3 Or at tho most 4
indicotors for enterprisecs The torgets for labour
productivity and tho production of *highor quality gooded?
came to ba sst by the minlotrics, The other indicators

contd

(1£ vafx?mrgw 16 fulfilled Fel; if the target is
ovorfulfilled, P (0.7 2 the correcponding wormy Sor
am&argwﬁm targots ¥ ) 13 % the corresponding
BOLD.

12. Allce O Gorlin, "Obssoyvotions on toviet Sminise
Mati@a mwimx The Cuslity Problem in Soft Goxds%,
udies, Vol,RUUIY, 0.2, pri) 1981, p.i172.

i3 m m;;m: quauty goods were defined ap those whose
- MMM parameters corréspond to the eow
torm standards and oo eorpotitive in forelgn marReto,
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which were in existence wares*d

1+ Gross oukput {in physical or veluo torm).

2+ The lovel of general or gelculsted profitability.
3. Reduction An the cost of production. |

4« Dovelopment Of new techmology and products.

Sinte there was pot ony uniform criterion for dobors
oining plan tergets for onterprices, the jurisdiction of
the ministrios ovor tho cntorprices Ancronsed substape

1971 reforus had intvoduced o now indicator called
the output of key isductrioss In 1977 ¢thio indicotor won
roppoi ond instood, #.he Hmﬁags wera brought under
the obligation to msot cont¥actso signed with buyers, in
ragords to ascortmont and time of delivery. The top
DARAGOXS WOro mado to fote benus cuts §n ease of failuro
to honour asy contract. The idea of such o poiicy was
" to streamline the distribution systoms®S

14, Usually the indicators {(3) and {4) vere Getormined
by the enterprisen themselvoes anfd (1) and (mngii
the gentral planning suthority. Thae lock of orm
oritorton 183 the centeal plesners to sot difforent
indicators for different onterprises, They had
right to choose any imdicotor for cny anterprise,

£S5, During 1976=80, the volue of tho unfulfillisd cone
trects was computed oo the perceontage of tho plonned
sutput and for sach porcentage point ¢he bonue wao
shrunk by 1 per cents -
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Tho ¥ole of *profit' aons ths *profitobility* indicotors
has beon farther loverod after 1977. Tho Gobates in the
garly sixtios hod immonso influenes on tho 1965 raformo
%0 mako thoos two indicators ¢loscly commestod o the oles
of tho bopus funde Tho role ond performnnee the profit
- or the profitability fndicator played in praetice woo also
idng vhich could not bo dotermined osactiys In o
survey condusted in the Swiet m::m in ths latn seventies
has revealed thot cut of 183 oxooutives of light induoctries
- ond 137 “ﬁ&mora af largo departmontoal storas, 1345 por
cont of the oxncutives and 31 per cent of the dlrectors
#oit that *profit' (sulos) es en indlentor of success
holped o improve quality of consumoy Meg 43.8 per
cont mmeﬂ that tho profit index hos loi to tho produsw
tion of *high quolity snd fochienablo goods's Atcording
to 41 per cont of thoso interviewed the dlstribution of
pmﬂt‘ dosg not ancowrage attontion €0 gqusiicy snd fashion,
30¢3 por cent of them feared £inonoial ioss £rom the |
fntroduction of new products,i® ghe vertous Goubts sbout
the effectivoness of *profit' as an indicator of suceess
led o the doalejgotion of its role €xom one of the important
corrective indicators to one of ths nmmbar of other

16+ Alics Coxiin, neld 2170,
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indicators vwhich the ministry could impose in sddition to
two othor cospulsory indicstors (productivity ond quality).



of 1966, was no 4ifferont from tho Soviet pre reform
pedel (to lorge extent similar to the post roform mofel
sled)s Incentives to workers and managers wore provided
for guantitative fulfilront or ovorfuliilment of plon
targoto. Various indicators of porformsnce wore used,
all of the type usod in tho Soviet Unlon and other Espt
Europesn Soaislist countries = gross Cutput, gross valus
of output, vslue of cutput realised ctcs The uoe of such
indicotors of puccess to determine the size of honuses
to the worlers and manegors gove risce €0 the samo kind
of macro ond micro-sconsnic problems as were oxperienced
in the sSoviet Union and the other soelciist countriess
The widonpicesd prevalence of wasts and inefficiency
prompted many ecsnomists in Hungery to redonsider the
whole quostion of incentives: Profit was widely ased in
all tha Bast Buropsan Soclalist countries during the
poriod 19545-47 cs an indicotor of suecess, At that

timo it waes legitimised on the ground that the economies
- werc in tho trensition from capitalism €0 socdalisme. Dot
soon roaction against tho uss of profit as & sucress




indicator and o principle detorminiy production and invents
ment decisions coon followed and as o result it was
shendened to o large extent in sll those countries,}?

The wave to use profit as a porformance indicetor hit
Hongary stromgly during the Fifeigs. In 3987, oecording

to the now schere introduced; profit shoring was nade
dependent on the improvement of the profit rots (profit
 #ote compares with that in the previcus year).l® out

| this plone di4 not change the basiq mechanien of the

The mojor objectives of the refoms of the incentive
pysten in Hungory in 1968 wara:

1) to connecs materisl incentives and the intorost
of the entorprisos directly to the actual profit,
i1} to mske the development of the anterprises end
the poroonal incoms of the amployees pf tho ontedw
prises depend on profit.
111} to provide incentives to rovesl the hiddcen
rescurves, officicnt utilisstion of lobour and

186, Istvan Dudn ’t:agemguiaﬁmandtw !«!an m"
in Otto Gado (Ed.), Refoms o handan
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iv) to gonorate sufficiont initiative cmong thw
fore ond workers so that decision making
¢an be affaectively decontralised,

After tho 1068 yeforms, o port of the entorprises
@oeai pzoﬁumwm kopt as weoerves, and the poot
was 0 be divided botween the dmalmn@. £und &uﬂ the
Eund ﬁm: inereaping porsonal &wme 19 e ai.w of sach
ot theee two funds wan dep Kont anmmgzﬁ?e importance
of voges anl gress *mi@ of assets in the mw
enterprisss, given mm adjustment mede in the amount

1D Baia Mem; % pirm in ﬁm m wm m::m
in Rungary® iu MPgrio dornstein (Bd.), Blan ond
{tondons ¥Yelo University precs, 1973},
\ @x“mﬂ formation of the reserve fund, tm £<:rm1a
ased for the diviaion of total profit into the dovelop»
mont fund end the gintribution fund {(the fund for
invreasing personal incomos of the eployees has been
named in varicus ways in tho Inglich trapolations, o.g.

oh f poy m &w fm diseribution £fund ate,) is
as foll

Mg =P SrpE 008 W e, = B
wma?ummmﬁt
¢ ais ™® The size of tho prowtox d&serzm&on funde
N oy = The size of the pre-tax development funds

3 = Tokal wage pill.
£ = Potal volume of agoots,
s » ihge oultiplier

contdesePellbee
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of wages on a industry by induotry bacig, Both tho funds
&m’”“é"ubjm to taxation. The development fund Wap to be
ssxed on & linesr scole, which was 60 per vent in qmmx..‘m
The distribution fund wao subject to progressive taxation
spendent upsh the ¥age nom set. The marginal tax yote
variof botwosn 0 and 70 por cent. Ihis ayam of taxation
woo mm in 1971 allowing £or the m‘egmgatm taation

<o mve within o mm: camtaﬁ"

Stote subsidies ployod a slgr Eicant £ols in fncroocow
ing tho matoriel integects of tho onterprise menngers and
the uorkers. Subsidies wore of veriouo forms ang were

mt&u; o
m m} ﬂﬁgﬁ wx Haﬁ - -x;»;n Ryinie

e in 1968 by multie

plying the totel wago norm set for the ontorpriss by
the munker of workerss lator on, it was changed o
the actusd woge BIll paid cut by the SEAvO antor-

- pricuss 23an, upte 1970, the waluo of woge miltie
plior vas 2« Beginning from 1971, tho pag-ml.l BRPOIY-
diture vas to be maltiplield gonerslly by

mtmﬁmxmmw £ron othar cources Mam
Fot ple, tho omount ©f the eubsidy approved

organigationor the entarprisse, bonus .
eamings of tho cnterprises, incomes ateruing from
tho papayments of the loans given to the omployees to
£inoncs housing, incomes Of the instityutions mainly
£yom tho sharing fund oto,

20  Ibida, 9&3_59&

21+ Suanfor Forge and Leoulc Antal, "mlzarpﬂas Incons Reguae
iaﬂana” in outo wa tmﬁ, Roform o _ Beonamic

contdsesPeldBes



The devalopment fund wan used o pugment the f£ixed
oné working espital of the entogprises, The distribution
on the sharing fund was rmoant for inorcasing of perconal
of the employces and for cultural, social and

eontdsen

The following table w!.i:t indieate tho toxn ‘rates in
the 1970 amd tha 1973 ms

- e w— . ki N o R . - ‘,- N - "
Bopd of sharm ﬁu Tax rate &mﬁs cﬁ Tax
© percentago of vages por cent sharing fund rote
paid in percen~  per
: toge of Wwa» cont
—— W ges poid -
0= ? o 0~8 40
T=9 20 G- 13 50
- S 30 12 = 20 60
11 - 13 40 20 w 70
13 = 35 50
18 - 17 60
17 = %6

sources Sondor Ferge and Losplo antal, ne23,
. PDel5eG8,
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 cflucotionnl cxpenditures.2? The first part took into
aveaunt bonus poyoent end intrecsog in evorsge wages
above the wage noym set by the central plammorse The
gosorva fund vao to toke core of sudden fluctuotions in
the lovel of profit of tho entorprisens The scope of
utilieing the gonorol roserve £und wap extonded subsce
guently 80 as ¢ mako poscible to mmﬁa logson
respledng from gufiden prioe fluctuntions, ospecislly in
connection with trade with foroign countries, >

22, mmm&staﬁamswmmmszMmofﬂm
atilisetion of the Sharing fund « tho limite in the
gense that it used 0 xwmm&nﬁmwm
smmamuuuwz. he modn purposes for vhich
the sharding fund woo uged were ag follows:

{a) ¢to poy bonuson for ¢he popformance of prodetorained
tapgets oxcopt thoso charged on tha wage cost, (B) inw
nmam foes including those poid to persons, not an
oyec of the entorprises, (C) revarde for outstane
Mng ‘ parformance oxeept thoss charged an
the voge costs, (D) other rewards not charged on thy
wage cosea, {E) annual profits ghare, (F) the aplope
oos' conteibution to housing fmjm psid or edvanced
on baholf of thoe employee, (3) the scholerships and
aids, (X) conteibution to redused rete cotering for
employcos 4u work canteens, (J) contribution €O nurw
soriag, kindergarteme, (K} contribution v enterprise
finarced housing projects, (L) sooial, cultural and
spartos activitico. :

= Gourcas Hindatey of Lobour Doeres 13 of 1967, Cot,2
Dudapest, Hungary.

23, lagslo Rooe and Imro Vincze, Miorld rorket Prices end
pomnotic Frices® in 080 Gado (Bd.), n.21, Ps131.




The incentive syetem clong with various wage zegulaw-
tions introduced in 1960 made & deperture from the ususl
practice of linking materisl Sneontives to the quantitative
fulfilment or ovorfulfilment of plan torgets. This itsalf
was on imporeont step tovnrds inerensing onterpriso
gutonomys dhile it wes largely effoctive in developing
injvictivo and gones Of rooponsibility among the workars
and the monngers, the mothods used for payment of bopuses
ond other devicos introduced to rogulate wages, gave riso
to cortoin serions ooero and oiovs lrregularitiens Imoe
distely after the now gysten of cconomice monsgement cans
ints being, substontial dlscussions took place relating
to the bohavioar of tho orployocs of the entarprises in
the given framewvork of plomnings It was originally
bolioved thot the enterprises would try to maximise both
the pre tox distridution fund and the pro tax development
fund, and the fact that since the siges of Loth vhese two
funde worc depenient on profit of the entarprise, the
oneerprise would actually olm at maximisetion of profit.
sut in practice what happoned wogs totally 4different, The
cntarprisas wers more interested in moxtmising the distris
bn@mﬁ@; snd that thoy could do aimply by lncreasing
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tho vage m&.@ Since wage norm waps eentrally determineg,

2¢s Lot us take the muﬁeﬁ distribtion formio »
{Refs na19)
R Ais = P %;ﬁ shswsvaneevsensansenssass LX)
1% dev = D, % asssveenssseansannseessnns  Ld)
" ' . % 3

o die + 19 aew B P sessesessassssnsssosnsss (3)

Aloo 1t a8 P

mm%ammmmmmwanemm
- P

roglcslly, one would expoct that the anterprises wvould
atmtémx&mxu P %o maximige Mase ord Bagee Dt

what 18 m&oﬁm beze is the distribution of P
botwasn %v ﬂéia ond thotr selationship wvith D

and B, @ being 8 polioy detormined consvant,
Fron (1)e {2) ong8 {3) we have,

BagyC %

Bags L&

and n&woc B
filnco B {total wago bill) and E (Rotol value of

asswts) entor into the calculation of P, and their
roelstions being

90C§ and ?OC%. the actuel cholce situation become
complicoted. CORtleraPeiesn
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tho pome was achioved by increacing the numbor of vorkors,
Ancther tendoncy uhich was notiend in HMungary aftor 1068

e d

.tmmwa:l independently by increasing the level of
m se if the Wwim i5 intorosted in maximialng
. %8 -] emnﬁz then the most rotional thing for
tﬂ% 5le to maximise P, eccapting &n -
cmmem ©f B ond E.

5 m mmrma is interonted in

i%emm%%eﬂnima

&) They maximice P by minimising S. {ascure B o8

« It con bo 8 fairly rotionml assunption,
gince tho capitnl ewck camc’e bo increased cubostone
tially over a short on pariodl)e

In that coes thoy would use the lesst nunber of
vorkars (woge rote beiny centrally dstormined).

b} Thoy maximioe B by minimising Pe (opaln keeping
£ as constont).

Ia this case they will employ lefge nupber of HOrkorse

The cheice botwoon (o) ond (b) need not be one deperASa’
dpon the oxpected lavel of ipcume. It olso takes into
acoount the riak factor.

In o labour shortage econcmy, tho snterprice would
always ko to Xesp soe workers in roperve 6o g8s
mact sudden requlirements for incresged level of output.
Apothor factoy may influence the cholen. They may
noy keep the level of profit ot & certain level hy
. keeping E at minlomm and increachng B accordingly.
This will lead to meximisation of Ny, . ot the coat of
ﬁm’ given the level of profit.

go far the enterprices, lutorested core in mamimising
Nayg S30nS, would toke up the chotce (bl

m aneamzzam; alm m avart the rick of faciuy
. m{ﬂﬂwQQOZW&Q
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8o thot since.only the distribution fund wos taxoble

and not the sllowed omount of woges, the mutimisation

of aftor tax profits, minus woge paymonts ond thot of

pre tox profite did not colncides After tax profite net
of wages could be onlazged by inamsaﬁ utiliscation of
lowwwage lobour, This would lesd, on ono hand, to
incecreape in cost {and therchy veducing pre tan profits)
and on the other u reduce avorage wages {0 that tho
aﬁtm: tag profits oot of woge paymnw could be mazim&mﬁh
For many of the ontorpricos, the mnin concern vas 0o
manimise the nftor tax profits. 50 the losping of low
wage and dncuslificd workers beocame a pregular x}mﬁmm
the tondency was poosibly strengthensd by the proctics
of not sllowing the enterprises to sot wege rote & per
cdont above tho norn dotermined by the cantre, The effects
of such practices vere against ths basic chjectives of
cconoais plonning at that time, that io of ilncraasing

| labour gzajdacﬁmitycg? 2ot ondly thot, the hoarding of
suxplus lobonr by some atorprises orostad on artificicsl

enntﬂ .. i
aho e of labour ond aleo minmn a higher level
of ﬁfP)hleﬁrimlwmgeumﬂwmby

mealzmmg the total wage bill increase, In practice
both those two theorctieal possibilitics wore observed,

25, Dela Balogoo, Da19, ps3S1.
26, Istvan Budo, N8, D92

27, Labour productivity (sutput por workor) in 1568 m
only by 1,5 por cent oo conpared €0 the aversge of 5
@m’ et In the provious yoorsgs Belo Baleson, Ne19:Ds352.
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phortoge of labour for other ontorprisess A study conducw
tod by the Remsarch Institute for Infustrisl Deonomies
of the iradepy of scionto s mmleﬁ that 4in 57 par cont
of the enterprisces facod lobour shortage while 43 per cent

of the enterprises wors using surplus Mmm%

Aftar 1o mx‘é of the introduction of the rofoms,
in chongos wero madc 4n the incontive cystem. The
vage noxm vwas sholishod’ and for computing the size of
tho distribution fund, the attual vago bill was taken
into usa, (Sve note G.) Tho 4 per cont colling on wage
ipcresses woo alSo obolioheS, A novw mz&a of taxation
was opplied for toxing the distribution funds {(See note
6+) In 1970 tho dncrense in wage bill rosulting from

extra employment became ¢axcble, The now rales prescribed
‘that 75 per sent of the incroases in wage rate upto 4 par
cont etupared with tho laval in 1970, could o accounted
for oo tho iscreaso in costy but, In tho esse of the
othor 25 por cemt and ony incsesse in woge rote abave 4
por oent the amount o be Sedocted f£rom the distribution
fund. %’ Tmase rales worce introQuced sopeciclly to ramove
——— . S

2By Ibiﬂ:u pe3bs

29. Cortain other minor changes were introduced regarding

wage regulotions for &he period 1971»1978. Put these
ehanges ware not fundamontal 4n mﬁm@
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tha distoertion croated by the mulproctices of the entore
prises to memimise their immediste material intavents
The 1956 bonus Oystem croated conditions lending to
Ancoms in@qmn-ﬁy potwsen tho menagors and the wvorkers.
| It wao Gocided thet tho workers will nob get bunus 15 per
cont above thelr wage, therens the limit set for tho
siga of bonus for the ronogers was at 80 per cent of
tmir bapcie salarys This principle could not bo accopted
at least op socialict principlos ond othics, In 1970
the rules had & bo changed ¢o o sot limit of 25 per cent
for all cetogories of employooss At the same timo, tho
bostic solarion of the managoro woro fncroased, Initdelly
the workors aled had to fogo pay tuts in case of yndops
£ulfilmernt of plop targets and ssaignments, In somo
later poried the workors wore arempted £rom payments fn
puch cageps Tho mopagers gtill had to bear the total
rosponsibility of fulfilling plop targets and assignmsnts,
undor the threat of pay Cuts. Ihe Muoking of incentives
to tho lovel of profit made by tho onterpriss, was bound
to bring in inequality in incomo. It resulted eithor
from ¢tho gtructura of prices ond froguont price ohamyns
on fran the genoral tochpnical and production conditions
of the industries, It wag nftor roported that the price
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s was not benoeficial ©o number of enterprises,
~ cortain goods vers priced obpormelly high 5o thet the
demand for thot good 4o foreibly kept low. At the same
timo there were geods which wore Jowly priced.’C This
. affegted the profit level of the entorpricess Some of
the enterpriscs benefitted from such price policies ond
gtractad more profit than what they would hove dons ander
pnormal econditions, and como othors woro feced oxsctly
with the opposite situstion. Tho technowetonomic condle
tions of productions ore sueh that certain goods con be
produced more profitably than othors. 7his bringe in
inequalicy in profits £0 o loarge extont. Whatever staps
wopo thken to reduce tho incomo gap botwoen various induse
tries, the affect wop pominsls 60 the Goverment often
had €0 intorfore in the rumning of the anterprisols
Bubgidies, taw mgstqns waze provided to the entesprises
making losses, But such measures ware €O be adopted only
when the reagons for losses are totally unconnacted with
the efforts of tha enterpriscs, oand mostly unforeseon. But
in proctiee, it becams a habit of the management of |
enteorprises o sesk help, Various ressons for failuve

ey

0. m:aby lowering the total revenus and profit of
the ontsrprise,
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tione are uoed to got roOre conconsion®, 3" Bankruptey is
ghereby avoided, The policy of tax concoselon ond subsidy
ied to high level of incomo difforentiotion betweon the
export industries snd the othor industries, catering for
domestic market, ' |

It is thus obsorved in Rungery, that the pro reform
incentive system wore madniy of micro noture, This s
not €0 soy that sueh dictortions did not have any maceo
implicntions. But sinco those were ercoted mainly at the
entorprios m@h by the managers and workers, at tho
lavel of current production decisions of the enterpriscs,
the corrective measures could be taken at the enterpriso
lcvel itself, Out aftor the abolition of the plan targote
ponue 3ink and Antroductlon of profit as the galy criteris
determining the size of matarisl incentives, the problems
took & different dimension. fThe problens of income
ineguality, shortage of labour, businesc flugtuations
otc, ware more specific to the nationnl econmmy as 3 vwhola.

v ]
3. Janos mﬁg e mxmsaz a smmat mnmy.
The Bhungarien Exmporiance®, Combrid sl of

Egononics, No«2, Juna 19800 N
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- ridons eould not always bo corrected by improved
| ﬁmaﬁm of tho ontorprises, 5 cortsin sevondory or
 minor changes in ths incentive systen @ould pot ensure



Phe cntorprins being & hlstoricol category, it
‘content is detormined by the moteriel conditions of the
cocioty « tha lovel of

ictive forces snd the relations
,ax&ng stats tvmership of meons of
production as differont from sociel ownorship, the entore
priscs under ttate cwnership will play & diffarent rols
thon under social ownorship, If ve consider workers®
effortive control over the means snd conditions of
production 46 n necessory eondition for the socialisation
of menng of production, then it will not be difficule for
us to arguo that social ownership of means of prodaction
has not beon achiaved cither in the Soviet Unxon oxr in
Hungary. Oiven the Stote Ownership of means of production
ths enterprises both in the Boviet Union or in Hungary,
in apite of the vorious reforms, mm to braakaway
£rom the old fremework and to provide s social character
to the production process. Eo the socinl content of the
enterprises over the yoors in both theso two gountries
has not changed to eny remsrkablo degreo,

en vhen the social charactar of the onterprisc has
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oot ahamaﬁ the various yeform measures have brought in
cortain Mﬂxﬁm&l changes ehich heve altored the logol
statuc of the entorpricos., The changos An the legal framiw
work havo iengaly detsrrdned tho msiﬁen of the entor
prises in tho managomont end planning hiepsr
Jegol provicions had very often ¢ be Maﬂ in secordonce
with the chonges in plannin

niquas. Go at different points of time a5 Pejuired by the
gentral plan, the cnterprises were cssigned varfous roles
o play and wore subjocted to differont lavels of outonomy.

T411 1965, in spito of various reforms, tho position
of the ontorprises in ei!a econony xemained unchanged, Prior
€0 13'5? 8ll tha attmpm to decentralise the ccongay resulted
in an increasc in tho ocutonomy of the branch ministrico.
Afeor tho Sovmorkhoghy exporiment in 1957, the responsibie
lity and the powor of doeision making was iargaly transfez"md
from the tinistrice ond Gosplon to the new regional
monogement organisations created. S0 111 the 3965 roforms,
at no point of time was decentraldisation seen from the
point of viow of tho emterprice. The genseyal divcorion
of the reforms inficates thot the central plapners “had
nover taken the guostion of enterpriss autonomy Seriousiy.
#hat the plomners feslly tried was to ghift some of the



138

- posponuibiliciac to the lower bodies {in xelation to the
mzaiaeries and the centrol planning bodicsle This
resulted in rolative concemtration of responsibilitios
and poser ot the middle levels of the sdministrative ond
manogement hierarchys Prioc o 1987, 1t was ths branch
nfnistrios which becams moroe Acportont and aftor 1957 it
wap the Sovpoagkinzh. Throughout thisc period, exzept for
-sano kind of rolations with the othor orgunisations in
planning and monsgement loaving thelr position in tha

It is m&ma srgued thet though the ersation

¢ sovporkhoshy €ailed to give more autonoay to the
onterprises, yet the cxporiment succeeded in bringing
the enterprises closer to decision makers and to have
direect contact with them, 2ven while mot legally
empowared, the enterprisos could influence the decisiono
token by tha directors and planmers of the sovnarkhoghy,.
Thus the enterprises enjoyed some kind of ‘defacto
freedom’s The bargaining strength of the enterprises
increasad, but this was not enough to bring about & fundae
mental change in their role and position im tha coonomy.
The reason for such changes in the cdministrotion of
the onterprises wos the obvvious reslisation of the
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Ansdequacy of o ‘commant' type plenning end monsgen

’ s DUt the conservative choracter of the Soviet
plomers on the one hand and tho political nacessity on
the other, loft the quastion of enterprisc sutbnomy

Aftor the roform debate, a drastic chango in the
cconomie mechaniem wos expected, In the reform debote,
wardous problems reloted o the malfunctioning of the
contraliced planning and mopagoment systen, and the
quostion of the sutopeny of t¢ho onterprices were discusced
widelys 7Tho actusl model sdopted cftor the reforme in
the soviet Unfon enlergel ths scops of the enterprises’
decistonwnaking on distributional and other matters.

. But s far the production and investment decisions were
concorned, the posttion did not improve to ony large
sttant. Even on those aress where the enterprise was
supposed Lo have galped outonomy, the actual legal
framowork was defined in such & way that the scope of
intorvention of the highor authorities on the dsy to doy
functioning of the entorprises was nover ruled outs 50
for os the enterprisocs ocro comernad, the 1965 roforms
vere 8 step towards entopriso acutonomy unlike the eorifer
roformse. Dut the fact that the central plan continued
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to oxist as the guiding foree in the oconony, the role
of the enterprises did not oxpand to the oxtent of
influsneing the economic provesses of tho genaral
direction of tho econony. 50 the hie and oxy about
decentralisation in the Soviet economy following the
reforms in 1965 wes fundementally meaningloss. Holthor
sorrsnien' aver practised nor ¥ss any scrious
attenpt made in the direction of cllowing the onterw
prisen to decide the course of the oconomy, Tho 1965
raforms hosically wvere to mﬁ sone of the distortions
in the planning procoduros with certoin short tomm modie
gicotions in the plsnning cod mensgescnt methods, The
short term nature of the peforms ean vory well be
proved by the fact that the weak kind of decentralisation
move, which was initioted with the reforms in 1965, soon
cams O end giving rise 0 o process of recentralisation
in the Soventies ond esrly eighties. that is noticscble
" 4n the post 1265 developmonts 13 the foct that with the
croation of production assoviations, the responcibilities
and the power of economic decision making wao egain
phifted to the niddle lovel organisetions like the
sssociations, ith tho mnﬁion of the Sovnarkhozliy,
the branch ministries hed come to play mope importont

& role in the mansgesont ond plﬁmg progsesoc, The 1968

was ‘I




14

refomms effectively demolished the role of cuch interw
mediste organisations ond the responsibilities wore
divided betweon the ministries on the ono hand and the
enterprisss on tho other - with the ministries geining
the major shares The formation of production am&m
nrought about snother serles of tranofer of responoibilie
essoniations, L0, to tho middle lovel organisstions.
Time it is oboosved that the xole of the anterprises in
the esmxmy 414 mtnnaawa any drastic change during
the wholo reforn perlofe

 %he incronged ontarpsise outonomy dn the Soviet
seonony, which ic more talked cbout after the veforms
 in 1968, 1o somowhet relatad to the modificutions mode

_ in the incontivo system, It emerged from the decrease

in the mmber of compulsory indicators set for the entere
- prigos.  Op tho one hand, it doplcted the insbilivy of

" the pzﬁmra to provido oll the necessary plen instsuce
tione in totally dieaggregated form and on the other, it
pought o correst thae distortions crested in the incentive
 systems The autmomy provided to the enterpriges st
verious lovels was just what the entorprises m:mi:sd
for the smooth functioning of the newly introduced
fncentive ayotem. The introduction of profit &s an




143

indicator of succoss necded complete cost ascounting

and the £z « to taks 81l tho nocessory stops o lover
copte and adopt now t quen of produetions After

the 1965 incentive systen wap graduslly obandoned, the
mrober of indiontors set for tho entexprises sopn gtorted
‘rising r.md the cutonomy of the entarprises in thedr
doctaton-moking started falling. |

B0 tho enterprives in tho Soviet inion contiouo
Cwith lttle o no effective acutonomy 4n plaomningy and
anegenent of tho economye The fundamental choracter
of ths incentive system aleo hoo mot chonged, Sonusas
conkinuo to be based on guantitotivoe fulfilment of plan
vArgots. But tho plan indlcators have often been
changod. There are two major reasons for the chonges
in the plan irdicators. Firgtly it was ¢he ipadequacy
of each indicator to get plan implemented in the dooired
way, Overy indiecstor of success is apcociated wigh a
unique sot of problons. In the process of opplication
of any ope of these, problans are slways expuooted to
crop up. Hhethor these ere gross physics) outpub
indicators or profit, thoir spplicability in slways
ilmited. The production of cxtra hawvy goods or the
non production of goods in lower denend are como of tho




143

distortions crested by the various suecess indicators

in the socialist sconomios. It io not thst the indicators
oould povar o uood to arrive at frultful resultes - the
'ﬁummifa% g of the indicstors depended largely upon
tho cormitment of the woriors aod the mansgers to the
central plen ond their interost in seriously implementing
tho objectives of tha plans But vhen such copditions
are oot satisfied, chenges in mamw:é ore demanded
depending upon the nature and intensity of the distortions
epootad by the uwee of that particular indiecatore Secondiy
the neceossity for new indicotors was arising out of tho
byoader sconomic policies of the planncro. The maero
owonomic priorities of the plannecs changed with the
dovelopment of tho etonomy itself. At the stage of
extensive growth the fulfiloont of the ointous regquire-
ments of the pecple and thoreby the maximisation of tho
g¥oas volume of output was the prime concorn for the
plannerse 50 the indicators of suwceass vers more
quantitative ond defined 4in terms of physical volume

of cutputs But oncs tho stage of extansive growth of

the econoay was over and tho m phsse of economic
development, with the sdoption of intensive ggowth
strateogy, was ushorod in, the priorities of the plamners
chonged €0 ones of Aincrlased labour productivity,
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miinimisation of wante, ootigfoction of consumoer demond
ond the improverent in tho gquality of outputs he
industrislisstion strategy adopted in the Soviot Union
rosembling the Faldman model, exphasised on developing
t!ua eapital) goods sector ond ﬁn peying oore sttantion
to accumadetion rather then to consumption ot tho'initiel
steges of development, 8¢ the phase of extensive growth
was charoctorised by m crastion of high capacity in
the Sgopocity creating soctor’ ond therchy lowering the
level of cutpor of consunsr goolds. 50 in the nov otage
of economie developmont vhore intenoive growth 1o tho
mojor concern, not only hod tho Andicators of ouccess
o bhe quality end efficioncy oricnted, but also hed to
gator 0 the fngreased donand for. high quality consumor
goode. Tho introduction of ‘profit* {or salos) end
*orofitaki iyt as indicators of performance after the
roforms of 1955 basically hed two objedtives. On the
one hend it woo cxpagted to increnso efﬁiciamy ond
ninimise costs tharehy bringing wasten to the oinimua,
and on the other, it was thought that the indicatore
would force tho cnterprisaes to be quality couscious
since the total volums of ssles entered os & determinant
of tho sige of tho bonus fund. But ths introduction

of theas indicators, pe:r 8o, wWos not enough to increase
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the production of conoumor goods. then it wae fole
that tha “scllers* narhet® contiouncd o oxist in tho
soviet Union, oven sftor tho reforms in 1965, specicl
attontion had. o bo poid ¢6 tha iocreassd production

of conswier goods, By tho soventios, thoe phortags of
mony consumer goods wae dono owoy with, bDut tho problem
nosonlated with thoe production of inferior goods vas
not osvorcoma. A o rosult, one could seo ma glut of
ono good in tho market st s time whon thore wap absolute
shortage of the seme good of a diffarant quality, 56
the noventios saw the mmmzm of various suceeno
indicotore which woare expocted to serve tho immediate
roguiramento of the acontoy. Those types of indicotors
@14 not have any long Sorm policy orientation, ncitheor
4id they have any idevlogical ond political diroction,
Sho variotions wero cpocific in nature ond no serious
economic, poiitical or fdeologienl trend emerged, Tho
only trond which can bo observed at o very genarsl lovel
is the groving ottention of Soviet planners to tho
~odoption of cconomic mothode ond their increascd rellance
on thoms Politicol and {devlogicol substantiation is
provided to the voriouo ecomomie rwasures cfopted. Dut
£his hoe been of little rolevance to tho content and
the patuve of the cconomic policies. *Decentralisation’
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and *Contraliontion* sre both justificd os the spocific
iGeologicnl ang political demands of *advanced socislism'®s
put vhat is diffiecdt o undarstand is the ideclogical
rationalisction provided to the procoss of decentralie
ootion fn the sixtice ~ o poriod precefed ond followed
by concontration apd contralication of production and
mancgemont. I the various roforms had serious ideolow
gicol considerations, thon the quostion arioes why tho
rood to *sdvonced cocicliem' choroctorised by concontrow
sion of profuction ond highly contraliced planning systen
eould pot bo bullt without undorgoing the roforms in

e logice ons ¢on ma o ooy
that tho various roform medoures undortaken during the
soventios and the cightles worc mers attampto to arrive
ot cortain technicenl solutions €0 thoe problems in the
oconony. |

that has been ottempted o orgue 5o for s that
thero 16 no clesr cut tropd in the devolopment of the
test and the outonomy of the enterprisas.
Tho different roforms hod litele politicol ond ideclogicol
econsidoration end wore merely econonmic methods to do
oway wvith certoin distortions crcated by the shortcomings
of tho plonning and menogenont systen itsolf,

incantive oys
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Tho Hungarion story is gimilar, but sot identical.
Although thopre wos not ony oxporiment of thoe nature of
the one of 1957 in the Soviet Union {the Sovnarkhozhy
experiment), the proeroform cconomy in Hungory had
experionsed s oimtlor tendency of inercnsing autonomy
of cortain middle level orgonisstions 1ike tho trusts
and the asssoeciations, apd ﬂmﬂahy going for o docentrow
lisation from tho point of view of the central plonnerp
and other similar bodles. o scrious attenpt wap medn
to incresso the outonomy of tho enterprises. It e
intaresting t© noto that prior to 18468, the Hungorian .
plonncrs, for whatever rongond, had nover ventured into
eny serious experimentation with the cconomic mochenion,
They useld to follow the Soviet patetern of managesment and
were more consexvative to changes., But the 1968 reforms
made o powarful broaskthrough. The need for spuch a gadicnl
departure from the commenly Gesepted models of sociolist
planning had emerged from the economy itseif,. 7Thoe
political and ideological opposition to the reforms
wore eovered by eseonomic geasoning. m Hungorian
egopouy also by that tinmo comploted tho stoge of
axtencive growth and hed entered the phaoe of intensive
onc. The new econonmic needs ardsing, could not be mot
by tho methods within tho old f:mmﬂa”ﬂf central




planning. The othor aspect in tho cese of the Hungarian
crononys which was abaont in ths Sovist econamy, was
Hungary's cverdependence on foreign trade. Tho foraign
trade sector hod sush a lerge shere in Mungery's nationol
income thot fts survival and growth was crucial to the
cconomys 50 tho problem of guality or techmology in
general, to make goods competitive in tho foroign markotso,
Both quallity eng price wise, had more importance
plonners, 2In face, Hungary had o pay oore attontion to
the competitiveness of their goods 4in the Nantern
Burspean markets ond to the dovelopmeont of thoeir oxport
soetor then tho USSR. The low levol of developmont of
indigenous tachnology, ecpocially in the consumor goods
sector, hod forced Mungery to dopond on the lmport of
tachnology £rom the Western coplitalist countricos. ot
only that, o large proportion of the doumastic investmonts
was nasdo possiblé by the import of cepitsi £rom the
various capitoligt countries. The rogession . in tho

Wwopt and Hungary's increscing indebtedness have made

the export sector in Hungary & priority seotor. It was
felt by the Hungarien plonners that tho ewpansion of
trado is very often hampercd by tho inndcquate £recdom
provided to the enterpriscs or by the inflexidblo price
pystem which folled to correspond to the .prices in ™
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tho internstionol market. 5o the demand for tho extra .
eutonomy to tho enterpriscs wes mm much more strongly
in Hungary. Tho refoym diotusscions in Hungary, in fact,
attemptod to sophisticote the planning and managomont
mothods, both in theory and practice, with a clenr viow
of Hungary's pooition in foreign trade, The radical
raforms which wers subsequently followed in 1968 bore
the stanp of the various theoreticians® concorn obout
the problem of entorprise autononys The *rodicalisnm?

of 1966 reforms did not let the model bresk away £rom
the centrel plsmning system. What it mede possible wao
& departure from tho ‘directive’ modol of planning. This
itoelf wes provably tho most importont otep ever taken
{n the history of economic reforms in the centrally
plannod secialist ccondmiess But when the question

iz raipef within the fromework of esntral
plenning 1t s taken in o iimited sence. Complate
frocdom of tho entarpriaeﬁ in decistion moking ia clearly
incompatible with central planning. 50 in Rungary,
although the enterprises wers given relatively high
degres of autonomy, thelr scope of 'Qpera‘bian was 1limited
by various legel provistons which made the interventions
of the central authoritics in the sotivitios of the
onterprices, potmigoible. 1In tho inivisl posteroform

of autonomy
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poriod, tho intorvention of the ministrics and other
rgher plonning bodies was minimum - thoroby allowing
the enterprises to 4o whataver they felt best for thems
pelves, os well oo for the econdmy as & wholes But

the Hungarion cxperimont 844 not schicve the suecoas
axpected. Tho causo of this is very often asoribod to
ths ﬁmm of tho cntoxpriocss. Thie invited Govermment
intervention into the offeirs of the entorprises -
thereby reducing thoir offective autonomys The progess
of *rocentralisation® which 16 very often tolked about
is pot of tho kind which todk placo in the Soviet Union.
ihereos the rocentralissuion in the Sovict Union took
place with the formation of production sascclstions

ond other bxtamﬁam azgagisamm; the Hangorien
asperience was thot of g more incresse in the intore
vention of the ministries in tho cnterprise~leval
decision~nnking and a conseiono subordination aé the
enterprise level decisions to tho national ecomomie
policlios fromed by the central plonners. It 48 intorooe
ting t'.o noto that in Husgary no genersl trend of further
increaso or decrenso Of entorprise sutonomy can be
troceds On the one hand ono gecs certoln developmonts
lesding to contralisation, and on tho othor, onc obsorves
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stops takon to frec the ceonomy £20m burceucratic vien.
The question of enterprise sutonomy in Hangery hos, 4n
foact, decn uam to mean erodication of buresaucracy and
of unnecessary contral intorventions gathor than o
progess of delegstion of decision making to the ontorw
priscs. Tho legel position of the enterprises in the
economy has not also undorgone any radical change since
the reforms in 1968: The Incroasce or decresse of autonomy
has nover beon guided by o conscious poliey - dut by o
short torm Gosopsnent aié ths enterprise perfornaooas

in terms of the lovels to wvhich the onterprises £ulfil

- the besic nationcl objectives of plaaning.

The delinking of the bonuscs paid €0 the workers
and other ciployeen from the quantitntive fulfilment of
the plon targets wap on important step in the reforms
gf tho contral planning gysten in Hungerys. But as hoo
boon discussed esriier, the now model adopted in Hungory,
olthough froe from mony of the defeots of the Swict
model, was pot totally f£roe fyom various othoer nicroe-
distortiong. The macro-problems also took slarming
proporeion in the form of creating income inequalities
Stoong varigus Mezpztma and oalao among different
categories of employces ond workers. The imperfoction
in tho incontive oysten often caslled for Governmont
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snterventions in the farm of providing cubsidies €0
enterprises making logses and taxing avay of tho oxtra
profit carnod by gome of m succasaful onces Sueh
intorvontions actuslily hed dentroyed the kind of
environment where the outonomy of the enterprises could
flourish and yield the desired results. 7The incomtive
pysten geared toward moximisstion of pzbfiﬁ and thoraby
towards minimisation of costs and improvement of
efficiency, incorporates the ecceptence of profit
differentiale and subsequoantly of income inequality,
Alpo it does teke into scoount the oxistence and accopw
tance of coxpetion among the soclelist emtorprises, 8o
given some level of compotition which wapg oncournged
in gll the socialist fountriesn, somo degroo of autonomy
of the entarpricos and an incontive pystom vhers profit
is the bonus forming indicator, it will be surprising
not to oxpect incoms inequality cropping up (even
theoretically)s If othor measures ore taken up simule
taneously to do away with the 11l offceets of tho profit
indicator, then tho whole $dcs behind the sdoption of
such an econonic policy is lont. The difficulty hore
is that incooe ineguelity {that too ot the lovel it
exists in the ooclolist countries) is mot & major econonie
1ssue = but its political end ideological significance
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is onormouse Secioliot cthico thus comes in contradice

¢ poliicien.

_The Hungorian eaperiement Was & novel one = ending
with succoss in verious f£ields., BSut the mow system st
the some time posed its own contredictions, offects of
vhich could not bo acegeptod politiecaliys Tho fact that
the sconomic and political emigancios of tho tine Mmited
the scope of the reforms substantislly, yet mxm, og
many argus (C.g¢ Brus), the incomplote charactexr of
fi&zzqaﬁan reforms was not the madn Couse of its fallurc.

. The reforms ware not &n f£act sttempto at decontralicotion
of the cconomic decision making per so, but to strengthen
the central planning by Eeinging in more flaxibility

in planning and by making thoe best of the tnlents in
various coonomic agentfs Bub the facot thet oven ao o
mere scopomic mothod to stremgthen centrel planning ond
thoxeby to advonco {a.ccx,aum.. the incransed autonomy ofF
the entaorprises and W other changes brought in after
1968, failed to gorve thoir purposc and as a conseguonco
(tmitad frequent cantral interventions into tho sffairs
 of the cntarprisess 7The model like ony others adopted

' in vericus sociolict ecomomics et differant points of
tima, could not be porfect, won theorotically., Tho
foot that any economic policy, if€ faced with & nunbor
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af obhjectivesn, end the numbor is vory high, then it
succegafully fulfilo pome whilo failirm to achicve tho
rest. S0 the oversll performance of the particular
policy cannot be penossed in tormp of the more numbor
of objootives fulfilled « but by tho kind of objcctiven,.
S0 tho priority sot by the plannors 4o cruclale 7The
Few EBeonomic mchaniam eolved many of the econemic
pmb:mma, ut at the sam timo groated mutim and
i.ﬁe@aogical problems zelataﬁ to the mstmﬂm of
socialisn, So the 1P66 HMungarion roform model could

not be yotained in its form and content for a longos
| period of time.

at & more technical level the problem can be traced

in tho oxistence of & contradiction betwesn the plaances®
prioritios and consumers® preforence in the Soviet Unilon,
ap well as in Hengary, Tho problem ic largely informa-
tional and is reloted to tho basic structure of centrol
piann&@gg At o thoorotioal lovel, it can be possible to
arguc that tho contral plonnors cnn design the structure
of output exactly soticfying consumers' demands But in
praciice this has never been possible in any of thoe
cociolist countricts Eupply of goods does not match
consunerst demand. Attempts are made to do swoy with
puch diccrepancias, Incentives are provided to tha
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onterprise mencgors end workors, extra indopendenco is
agiven to tho enterprises €0 take decisions or centrod
intorventions are mode morc freguont. A very high lovel
of attention 1o baing paid to the improvement of the
information syctem both in tha USSR and Hungorys Cybage
‘natics has boen devalopeds But tie problenm 48 Mng
much mores compiicated by the rapidly chmginq hast-as and
the needs of the peoples Tho Hungarion plennars have
teken steps to devolop and use morket forcos to determine
the lovel and the Structurd of cutputs The market e
uged in the Soviet Uniom alsco, but ito scope of operation
is more limited and the plonnors thore hsve concentrated
on the improvement of central pzanning by Malopim
the iaﬁamatmm and the formation of prodaction
apsociations. Thoso measures have brought in e higher
lovel of centralisation. The increaced centralisation
hag 4n turn called for more use of tho incentive mocha=
nicm, This is the rceacon vhy ono sesp the 5oviet planners
pmmpiea with the problem of sutcess indicators,

whilo we have sccn that the centrel plenning
oystem, both in the USSR ond Hungary ers not free from
defects, the methods applled in both theso countrice to
rectify the systen have aleo boon economic = rathor than
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political or ideologicnls The dominanca of politics
over economics, which should eherecteriss en idenl
socialist oconomy, hao not been achioved in any of these
socialist countries under otudys |

The thooretical justification provided to tho use
of material incentives by reforring to the pfiacipxes
*1n each scoording o his work® is misiosding. lenin
emmeiam this principle in o differont contoxt. Ho
roferred ¢o the income inequalities which extst in o
‘socislist oconomy among tho various otcupations. He
maintained that qualitative difference continue to exict
among various types of work and pemunerstions are o
. be pald accordingly. This rationalises the difforance
the worker, botwocn tho technocrst ond the foreman, etcs
The principle cornot Bo spplied to svaluotion of aovery
in8ividualts work and subseguont peyment accordingly.
Thers are two roosons for thiss £irstly, the axact anount
of work porformed by an individual and the comtridnition
he makes to the sociel profuction proeess cannot be
detormined accurctelyr sSecordly, the intyroduction of
material incentives ooy go agolnst the principle itself
by cresting undesiroble incoms gaps. The higher income
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in e particu&a: enterpriss moy not beo tho rosult of
hard work apd efficionvy of 1ts ovployoos, but due to
tha axternal conditions favouring thelr prsduction ond
distribution process. As B8 boon noted enrlier also,
tho tachnowcconomic conditions of projuctions are
aifforant for difforont enterprigoss 50 given thege
conditions of produstiono, the sttampt to pay each
according to his work, by Minging in matorisl incentives
is counterproduetive,

It is truo that in ell the socinlist countrios
steps have besn teken ©o promote moxsl incentives and
to omxpend political and ideological work arong the
poople, But so for oo m management of tho cconomy
not geem to hove any co~ordination with the aconomic
mathods appllel to the manageoaent of tho econtmys Thoir
overdepondenco on the tochnical solutions of tho
problems has led o o situntion vhere tho long term
intorest of socialiem hos boen scerificed to gain
immediate economic benefits. It should be noted that
evan in & capitalist econvoy moral values play an
importeant role "...between the worker snd tho munoge=
mast, the relationship incorporates e variety of complox

non price ralations ineluiing trusts, obligations and
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a socially condirfoned senge of dutys Indeed, only in
rether limitod areas of coonomic intorest con it be
based on the pure pursuits of selfishness®d The legol
provision to allov €he capitaliots to rotain and use

the profit esrned, is not applicoble to the workers,
managors and other techricratss The plonnars' prootous=
pation with the fd4ea that tho meximisstion of personsl
materiel bonefits is the sole alnm of the managers and
workers in o socialist ecomomy has led €0 the negligence
of the incressing consciousness of their soctal pogition.
Whother it 1s in » socislist onterpriss or in s copitelist
ons the managers snd the technockats especisa L1y idontify
- thamselves with the entorprise snd thoir position and
theraby davelop same soclally conditioned sense of
rosponsibdlitios. Buch values on be develsped by
intensivo political ond ideological cenpaignses But the
frults of such works arc wwbtolnchle in the chort run.
S0 the plonners in the USSR .and in Hungory, in lure of
immcdiate results, introduced material incentives and
bave dovoloped the gyastem €O o level vhere only technos

is Amortys Senm, '!camws Sticks and mm:mﬁ
wrcapuon Pmblem zn Inmnﬂws“, ndion Eo
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sconomic solutions con be oought €o ¢orrect any diastortion.

Moot of tho probloms whother resuiting from tho
incentivo pystoan or from entorpiise functioning have
thelr roots in tho cantral plaanning oystams Tho plenners
mad to think soriously to rodofine tho rolc of tho ontore
prisoss The sholition of th: dirotiive modal doopn not
_ alone solve the problems The question that remains is
'mg is tho slternative. A political m&nﬂm clong
with the introduction of the *polf mansgamontt type of
model (as Brus suggests) is umecceptable for rensons
noted carlicr (soe chapter 1. The answer lies in the
scceptance of the fact thet sll the decisions regarding
investments, production ond disteibution noed not be
taken by the Centre. Tho plan should provide tho basie
guidelipes to the enterprises, ihile major sconomic
decisions should bo token by the contral planners the
less importent oncg can bo takan by the enterprises
themselvess 7This brings us closc to Kornei's model.

To concludo, ono would soy that officiency cannot
bo guaronteod by providing autonomy to tho ontarprises
alone. Incontives have to play on important polo.

#hile material incantives aro undosirevlo apd go agoinst
tho eociolict values, given tho objective comditions in
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tho USSR and in Hungersy, whope the use of moral Sncem-

© tives has not beon effective ond mot much of sttention
has beon padd to develop moral veluwes {En comporation

to the integest pnid to the use of material incentives)
the use of material incontivos cannot be avolded ot
prosents 2ven when materiel incentives orxe used, attempts
should bo made to increesc tho thare of collective

- consumption in tho total amount of material incentives
offored, Tho 1don of sharing things in common should

be popularised through sustained end sincere politicol
and fdevlogical mgaﬁgn, 'BEforts should be made to 4o
away with the bonus systeme 7his con be done by allowing
: sincers invelvemont of workors @il managers in the
awiﬁi‘ aniing process zo that they G&i‘i identify thome
el ves with tho intesoots of the epterprises. This is
mot only going to incrense efficiency of the central
plamning system; but also will bo an important step
towards pociolisation of tho méma of wﬁmg
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