e

777 (CRa p

Dicectorate of ~Confidential

TR
d @i latelligence
N

ARl nT}zz_s;ti-;s;» 612 TIT]

‘The Soviet Experiment in
Industrial Management:
Status and Prospects

A Research Paper

::‘
:E-
)
=

SOV 86-100(2
March 1986

Copy




e v

Wiarnlng Notice Intelligence Sources
) or Mcthods Involved
(WNINTEL)
Natioral Security Unauthorized Disclosure
Iaformation Subject to Criminal Sanctions
Disemlmatioa Control 1 NOFORN(NA Not releasabic to forcign 1
Abbcalations NOCONTRACT (NO) Not eeleasable to contractors or contractor /contultants
PROPIN (PR) Caation—preprictary information involved
ORCON (OC) Dissemination 20d extraction of information
controlled by originator
REL.. This iaformation has been 2uthorized for release to..
. WN WNINTEL-—I ntelligence sources or methods iavolved
- A microfiche copy of this docu-  Classific.
ment is available from OCR/ Dedlassifyz OADR

DLB (351-7177% printed copics
from CPAS/IMC (351-5203).
Regutar reccipt of DDI

feports in cither microfiche

of printed form can also be
arranged thraugh CPAS/IMC.

Dcrived frem multiple sources

All material on this page
is Unclassificd.




Dircctorate of _Confidentisl—
fatclligence een

The Soviet Experiment in
Industrial Management:
Status and Prospects

A Rescarch Paper

This papcr was prepared by
Office of Soviet Anzlysis. Comments and queries are
welcome and may be directed to

,SOvA

Lonfidential——
SOV 86-10012
March 1956




Summary
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was uscd ia this repurt.

The Soviet Experiment in
Industrial Management:
Status and Prospects

The Sovict experiment in industrial managcment launched under Yuriy
Andropov in January 1984 was designed to increasc productivity, promote
innovation, and improve product quality by increasing the enterprise
manager’s incentive and ability to pursuc thesc goals. Specifically, the
experiment:

« Réduced the number of enterprise performance indicators and made the
satisfaction of customers' demands for new and better products—as
reflected in delivery contracts—the major mcasure of caterprisc success.

« Increased the rewards for fulfilling plan targets and the penaltics for
failing to do so.

« Gave the cnterprise manager greater control over investment funds and
material rewards for his work force.

The experiment's approach to Soviet industry’s ills was similar to that of
the unsuccessful Kosygin reforms of 1965 and other ili-fated revisions of
management and planning made under Brezhnev. It has also encountered
similar problems. Although Sovict media have credited the experiment for
modestly improving contract discipline and reducing labor costs, they also
have reported that managerial incrtia at the enterprisc level and burcau-
cratic resistance in the economic ministries have limited its positive impact.
For cxample:

« Enterprisc managers reportedly have persisted in playiag safe, rcfusing to
accept difficult contracts, hoarding labor and materials, and avoiding
modernization of plant and equipment that could result in temporary
declines in production. :

« The ministries and central planners, resenting the transfer of authority to

the enterprises, reportedly have impeded implementation of-the experi- - - -

ment and have often failed to provide enterprise managers with the
investment goods they ordered with their increased funds.

Konstantin Chernenko paid lipservice to the experiment and extended it to
additional branches of industry, but did little to remedy its inherent
failings or reduce burcaucratic obstructionism. Mikhail Gorbachev, in
contrast, has not only scheduled the experiment to be extended industry-
wide, he has also put adfiitional teeth in its provisions for improving
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product quality and modernizing capital cquipment. Perhaps most impor-

tant. Gorbachev has made it clear, through personnc! and organizational

changes, that he expects the cxperiment to be strictly implemented:

« Enterprisc managers henceforth will face a stiffer system of centrally
administered quality certification with greater incentives for producing
top-quality goods and increased penaltics for lower quality production.

* Thc cconomic ministrics and centeal planners have been ordered to give
priority to investment orders financed from enterprise funds.

¢ Gorbachev has moved aggressively to replace recalcitrant burcaucrats
and has launched a major reorganization of the USSR Council of
Ministers in an cffort to refocus the central burcaucracy on long-term
problems and reducc its petty tutelage of Soviet firms

The changes Gorbachev has madc in the cxperiment and his avowed
determination to cnsure its success, in our view, could yicld positive if
modest results. As emended by Gorbachev, the experiment could, if
implemented strictly, reduce hoarding of labor and matcrials, allcviate
supply bottlenecks, and improve the enterprisc’s role in investment deci-
sions. Positive results are dependent, however, on two important prerequi-
sites. First, the authority of the ministrics must be reduced so that the
nascent decisionmaking powers of the enterprises will not be countermand-
.cd or diluted by ministerial micromanagement. Sccond, steps must be
taken to avoid potential inconsistencies between enterprisc performance
indicators such as the reduction in product cost and the improvement in
product quality. If these prerequisites are not met—and Gorbachev is a
long way from meecting them—the cxperiment, like others before it, will do
little to improve performance. In.fact, the experiment could prove counter-
productive; ministerial meddling and perverse behavior by the enterprise
caused by an irrational mix of success indicators could actually worsen
enterprise performance :

In either case, the experiment is not the key to the radical improvement in
industrial performance that Gorbachev seeks. As long as enterprises cannot
choose their own suppliers, for example, contracts will be poor instruments
for satisfying the demand for new and Letter products. Similarly, attempts
to improve contract fulfillment will not increasc rationality in planning
unless prices reflect true scarcitics and consumer preferences. The experi-
ment's attempt to strengthen incentives for innovation also will be frustrat-
cd if bonuses and wages continue to be linked to the fulfillment of output



largets: managers will be loath to initiate retooling programs that may
bring temparary dips in output. Greater compctition among firms and the
threat of uncmployment may be necessucy 1o mativate Soviet managers
and workers toward achicvement of higher production standards. *

Gorbachev has reportedly established a task force to proposc additional
measures that go beyond the provisions of the current experiment. A Soviet
cconomist who claims to be a member of this task force has stated,
however, that it is a long way from agrecing on specific proposals. For the
immediate future, Gorbachev is likely to concentrate on fuller implcmenta-
tion of the cxperiment and on his campaigns for increased discipline and
cadre renewal. Should these efforts prove insufficient to bring sustained
improvement in economic parformance and successful modernization,
Gorbachev may be prepared to take bolder steps to provide competition
among Sovict firms and increasc consumer input into production decisions.
Even so, hc may be reluctant to try measures that promisc long-run
cconomic benefits at the risk of short-term economic dislocation and
political backlash. -

(Evense BLAN,
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The Soviet Experiment in
Industeial Management:
Status and Prospects (U)

The Experiment’s Beginning

In July 1983 the Sovict party and government lcader-
ship approved a decree on “measures to iercase the
rights of caterprises in planning and cconomic activity
and strengthen their responsibility for the results of
their work." Its effect was to mandatc a management
cxperiment that began in enterprises of five industrial
ministrics in January 1984, and is currently scheduled
to be extended industrywide by January 1987. Sovict
commentators have described the experiment as an
cffort to encourage and cnable industrial firms to
increase productivity, promotc innovation, and im-
prove product quality—all crucial goals in an ccono-
my beset by worsening resource constraints. wide-
spread technological backwardncss, and taw
production standards.

The experiment is the latest in a long serics of largely
unsuccessful efforts to address problems in the plan-
ning system by devising better performance indica-
tors, increasing matcrial incentives for workers and
managers, and improving decisionmaking at the en-
terprise level. It is yct another cffort to provide more
specific means of implementing the comprechensive
decree of July 1979 calling for steps to improve
cconomic planning and performance

Provisions of the Experiment

The decree that launched the experiment was ex-
pressed in gencral terms and allowed (or specific
pravisions to be tailored to the particular needs of the
participating ministries. All the participants, however,
were to conform to the same gencral guidelines

First, the number of centrally determined indicators
of enterprise performance was to be reduced. Previous
cfforts to do so had not been successful because
planncrs introduced new targets or reintroduced old
ones to deal with continuing problems of enterprise
performance. The experiment’s authors, however, evi-
dently hoped that a different mix of indicators would
achicve better results

Sccond, fulfillment of planned targets for output sales
as specificd in delivery contracts was to be the major
indicator, and managerial bonuscs were to be made
dependent upon fulfiilment of contracted deliverics.
Here, again, the central planners hoped to overcome
previous difficultics in implementing similar measures
(sce insct). ’ o

According to Sovict press reports, 60 perceat of all
bonuses under the cxperiment have been tied to
contract fulfillment and made independent of other
results; if contracts arc not mct, bonuses for other
indicators such as increcased labor productivity, im-
proved product quality, or increased profit arc to be
dcercased. The rewards for (ulfilling contract commit-
ments also arc greater than those previously given for
achicving comparable targets, and the penaltics for
nonfulfillment have been increased. Managers may
carn up to three times their salary in bonuses over the
year for fulfilling contracts

Third, managers were to be given expanded rights to
retain and distribute profits carned from cutting costs,
reducing manpower, and improving product quality
and to distribute savings within the wage {und for
higher supplementary pay and increments ta workers'
salarics. Savings in the wage fund can be used for
wage supplements of 16 to 24 percent for highly
skilled workers and SO percent for engincering and
technical personnel, or wage payments up to 250
rubles for workers. Managers can use incentive funds
to reward workers for greater productivity and higher
quality production and for taking on additional duties.
For example, in enterpriscs under the Ministry of
Hcavy and Transport Machine Building, workers can
receive up to 10 percent of the piccework wage in
bonuscs {or combining jobs

. Finally, enterpriscs were to be given greater control

over investment funds used for renovation and techno-
logical improvement in production. Amounts remain-
ing in the production development fund at year's end

ontia




The Search for the ldeal Indicator

The experiment’s establishment of fulfillment of de-
livery contracts as the major meusurc of cnterpeisce
success is the latest attempt to devise an idcal
pecformance indicator. The 1965 Kosygin reforms,
while increasing the importance of measures such as
profus and profitability, continued to evaluate enter-
prise performance primarily in terms of gross valuc of
output (GVO). Because this measure includes the
value of purchased matcrials and parts, as well as the
value added by the enterprise itself, it encouraged
producers 10 make excessive use of expensive materi-
al inputs as a means of achieving plan targets. To
remedy this problem, in July 1979 GVO was replaced
as the major performance (ndicator by normative net
output (NNO), the sum of normal wage costs, soclal
insurance charges, and prafits. Subsequently, howev-
er, Soviet economists found fault with NN'O for
Jailing 1o promote efficient use of labor. They also
charged tha' it failed 1o respond cffectively to custo-
mers’ needs jor timely deliveries of new and better
products. The use of coatract fulfillment as an indi-
cator is designed 1o address the latier problem by
requiring producers to meet the delivery dates and
quality standards specified in the contracts negotiat-
cd with their customers.

Fulfillment of delivery contracts is not a new measure
of enterprise success; it has been used for several
Years as a secondary indicator. For example, a 1978
decree made the formation of incentive funds and
bonuses dependent on fullilinient of contract obliga-
tions. This decree had little of the desired effect
because too many exceptions were granted to indus-
trial enterprises. Even in cases where nowfulfillment
of contracts exceeded 10 percent, managers could
still receive bonuses. New instructions went into effect
in January 1983 forbidding bonuses in cases where
Jailure to deliver goods reached 2 1o 3 percent, and
the State Comumittee for Material and Technical
Supply set a list of the most important products
requiring 100-percent fulfillment for payment of bo-
nuses. Again, however, so many exceptions were
allowed that results still were unsatisfactory:.

cauld be carried over for the next year aad were
protected from confliscation by the ministrics. {n
addition, pact of the depreciation allowance for capi-

. tal repirs—previously under central ministerial con- .

tral—was to be placed at eaterprise disposal for the
rctoaling of production units. Enterprises may use
pact of funds specificd for scicatific and technicat
development to plan and design new cquipment and to
compensate startup costs, and they may make broader
use of bank credits for retooling. "

Noncof these or the other. more specific provisions of
the experiment amounted 1o more than minor changes
tn the industrial management system that had existed
since the 1965 Kosygin reforms (sce table i1 The
cxperiment’s authors, however. evideatly belicved that
these reforms had been fundamentatly sound and that
with miror modifications and stricter iraplementation
they would be better able to achieve their intended
goals (scc table 2).

Participants and Supply Arrangements

In sclecting the first participants in the cxperiment,

Sovict planncrs chose ministrics and enterprises that

had relevant expericnce and that were headed by

managers who were not resistant to change. The

ministrics selected were:

¢ USSR Ministry of Heavy and Transport Machine
Building. :

¢ USSR Ministry of the Elcctrical Equipment
Industry.

* Uknainian Ministry of the Food Industry.

« Belorussian Ministry of Light Industry.

o Lithuanian Ministry of Local Industry.

Both of the all-union ministrics participating, for
cxample, had used fulfillment of contracted deliveries
as themain indicator for formation of incentive funds,
and their ministers appeared to be strong supporters
of the experiment. In a Pravda article in February
1984, Anatoliy Mayorets, then Minister of the Elec-
trical Equipment Industry, expressed pride that his
ministry had been chosen on the basis of past accom-
plishments in improving output quality and labor
productivity and reducing production costs. Scrgey




Table 1
Camparison of l-.xperlmcn(
With 1965 Reform

K-c-_lul-.ad;cm .\kvu.cuﬂ. o
Rcdu(la;a;.;t;lb« of
centeally dcmmm:d mdu:(o.s

Main indicators of caterpise
pecformance weee gross value
of outpst, profit, and profitabil-
ity

Managers” boauses ucd ta
profin

Rclnd Actica Under the
E\p\-nm

Sa0ec. but with diffeeences in
s secific mdlcaum sclected
.\hm mdu:nor i rulﬁllmcm of
coatracted deliverics

Bonuscs ticd to contract
fulfillment

Creatioa of three inc incentive
funds foz caterpriscs’ onn usc in
production development, mate-
vial inceatives and bonuses, and
social<vltugal aad housing cx-
peaditures

\(t:nutcs to improve vse of
these (uads. increasc theie size
and tic them more closcly to
results, end ministerial inteifer-
ence. =nd ensure availabitity of
cqulpmen( and materials

tateoduction of 6-pcreent
chargeon fixed 2nd warking
apital

Increased recountability {or m:
of capital and funds: targets for
reducing costs of production:
five-year planning norms based
on opcrational production
capacity

Expandcd role for Gosbank and
use of bank crcdits

Easier terms for bank losns;
some decentralization lrom
Gosbank USSR to repubdlic of-
fices: loan term extended (rom
three to six years

Crcation of State Committec
for Matcrial and Technical
Supply: call for changes in sup-
ply system. including dircct tics
between enterpriscs

Temporaty special supply at-
rangements for first partici-
rants: cxperitneating with di-
fect tics in some minisirics:
somc decentralization in supply
planned for 1987

Creatioa of Statc Committce
for Prices: major changes in
wholesale prices intreduced in
1967

Wholesale-price changes in
1982 prior to experiment: incee-
ments aad reductions in whole-
sale prices according o quality

Table 2
Goals of the Experiment

Pratisions

RKeduction in number of cen-
teally deternsined indicators of
cnteeprise perlotmance

Main indicatwr to be {utfiliment
of planncd targets foc sales in
product range 2ad quality spoc-
d‘ :d in ddnm coslracts

Exmnuon o( enterprisc tights

10 usc funds for renoration and
reequipment. and baa on minis-
teriat canfiscation of amounts

rcmainiag in eaterprise produc-
tion development fuad at year’s
end

Improved tozn terms to promotc

- ‘l‘robltm Addecrved

Too maay iedicatars act at
CIILPUIOKS, CrEale BanCCcs.
sary papcrwork, and lack
elfectivencss

Poor fulfilimeat ufdch\u\ con-
teacts, late deliverics, povue qual-
ity of goods

" Lack of incentive for plant
modcrnization and technical
upgeading. frcquent confisca-
tion and redisteibution of enter-
prisc funds by the ministrics

hnlcmmc lund; xruufuﬂ‘cm for

use of bank cedits ot retooli

major tc

Norms for determining produc-
tion cfficicacy and habor pro-
ductivity to be stable over five-
vear planning periods 2nd to be
based on opcrationsl production
(amcnl\

Sctiing targets on the basis of
the previous year's achieved leve
cl (ratchetingt has a disincentive
cffect—centerpriscs hotd back
rescrves as 3 safety factor

Wage fund to be sct according
10 five-ycar plan notas, with
savings carncd by deing morc
work with fewer workers gaing
into incentive funds

Inefficicat use of tabor. main-
taining a large poat of tabor as a
reserve

Managerial bonuses tied to con-
teact fulfillment

Poor delivery discipline. disin-
tecest in meeting delivery dates,
and poor quality of goods

Social-cultural and housing
funds to depend oo work fe-
sulls: enterpriscs can spend

these funds as they wish

Poor housing and living condi-
tions for werkers contribute to
tow productivity

Creatioo of State Committee
for Scicoce and Technology to
(ormutlatc gencral proposats

Specific measutes (o promotc
innovation and S&T progress 2t
the caterprise levet

Abolitioa of Khrushchev's re-
gional councils and rctucn to
branch administration through
central ministrics in Moscow

Personnel changes at the minis-
tey tevel and other steps to im-
ptove the role of ministeies in
long-term planning 20d man-
agement and 1o reduce petty
interference in day-to-day opcr-
ations at the caterprise level

{acreased material incentives
and penalties

{nsufflicient incentive for mect-
ing plan indicators

Bonuscs for producing higher
quality goods and new products:
stiffer system of centeally ad-
ministcred quality cenification
with supplements or discounts
to wholesale prices. depending
on the quality of the product

Lack of innovation, poor quality




Afunasyev, the Minister of Heavy and Transport
Afuchine Building, had been an carly proponent of
cflorts in the 19605 10 increase enterprise autonumy -
i major clement of the current experiment. *

Although tie (ive ministrics sclected o participate in

1984 were operating well according to certain indica-

tors, they clearly necded improvement in other areas.
The Ministey of the Electrical Equipment Eadustry, -
for example, had cxpericaced major problems with
rejected goods in 1982 and cacly 178). Half of its
cnterprises were not mecting output standards and
had incurred penaltics for delivering defective goods.
Necither it nor the Ministry of Heavy and Transport
Machinc Building was mecting contracted deliverics.

Officials of the State Planning Committee (Gosplani
mentioned additional factors that made the five min-
istrics desirable candidates for the experiment. Gos-
plan First Deputy Chairman Lev Voronin, for exam-
ple, noted the impartance of the two all-union
ministrics in promoting tcchnical progress throughout

. the economy and argued that successful results in
these industrics would have beneficial sccondary cf-
fects on other scctors. Republic-level ministrics of
light. food. and local industries were sclected to
cnsure diversified conditions for testing the experi-
ment in a wide range of enterprises.

Planners also appecar to have madc a conscious effort
to prevent the experiment from disrupting overal!
industrial performance. Oaly 700 of a total 43.000
industrial caterprises were transferred to the experi-
ment the first yvear, and not all the enterpriscs of the
participant ministrics were affected. In the Ukraine,
for example, only 28 of 1,760 cnterprises under the
Ministry of Hecavy and Transport Machine Building
and only 54 of 1,500 industrial units under the
Ministry of the Food Industry were included in the
cxperiment in 1984,

Special arrangements were made to help the experi-
ment get off the ground. Because participants had to
rely on supplics from nonparticipating enterprises and
thus could fail to achicve satisfactory results because
of supply problems over which they had no control,
the incentives for contract fulfillment might not have

a chance 1o work. To reduce the impact of this
poteatially serious problem, Gosplian™s Vororin an-
aounced i Junuary 1984 that for the coming vear the
orders of participating cnterpeiscs would be stamped
“expeciment” so that they would receive priority
attention from the supply organizations, In addition, 2
commission estiablished to oversee the experiment was
to work with the appropriate ninistrics and depart-
ments to cnsurce uninterrupted delivery of materials
and fucl, timely shipment of {inished goods, and
prompt payment by recipients. By granting temporary
preferential supply arrangements to the first enter-
prises in the experiment, Sovict plannces also served
notice on managers of those caterprises that they
could no longer offer problems with supplicrs as an
excuse for their own shortcomings.

Ialtial Sorlet Asscssments

Not surprisingly, official Sovict statements and press
commcent on the experiment during 1984 were gener-
ally favorable. There were, however. frequent com-
plaints that burcauératic resistance was impeding the
cxperiment’s progress and that the experiment did not
go far cnough in addressing the ills of the planning
and management system.

Bencfits of the Experiment

Most commentators scemed to agree that using fulfill-
ment of contracted dcliverics as the major indicator of
enterprise performance was bringing good results,
with more cnterpriscs mecting contract commitments
than before the experiment. Although improvement in

" 1984 ovcr 1983 involved only a few pereentage points,

the complete fulfillment of this indicator by the first
three republic ministries in the experiment and the
progress achieved in the two all-union ministrics were
well publicized (sce table 3).

There were also Soviet press reports that the experi-
ment had reduced hoarding of cquipment and materi-
als—a widely used means of ensuring against delivery
dclays and shortfalls. In an cconomic journal in
August 1984, for cxample, the first secretary of the
party committcc of Sverdlovsk Oblast reporied that,
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Table 3 Percenr
Fulfillment of Contracted Deliverics

TSI

Electrical Eavipmeat Tads e wo
Heavy aad_’[_ up _\'::'__" ildi 15 e L
G ey wo__ 10
Bclorussian Light Induseey 988 100
Lithvanian Local ladustey 984 100

« Data as of the beginning of the fourth quartcr of 1954.

Sources: Ekonomicheskaya Gazeta No. 42, October 1984: fzves-
tia, Y Juac 1984, p. 2.

to avoid the increased fines for hoarding that the
experiment had introduced, 26 machine-building cn-
terpriscs in his region had turned over about § million
rubles® worth of surplus items to produccrs witha
current need for them.

Other Sovict officials credited the experiment with
achicving increased labor productivity and savings in
the work force. Gosplan Deputy Chairman Stefan
Sitaryan, for cxample, stated in a Pravda interview in
October 1984 that the Ministry of the Electrical
Equipment Industry had reduced the number of work-

crs 1,000 below the plan without allowing production -

to slip and that no ministries participating in the
cxperiment had requested an increase in the number
of workers. ’ oo

Some observers and participants cautioned, however,
that too much significance should not be attached to
these apparent improvements. In mid-1984, for exam-
ple, Gosplan's Voronin, the head of the commission in
charge of the experiment, noted that at least some of
the improvement might be attributable to the general
economic upturn that had occurred during the first
half of the year. Furthcrmore, Minister of Heavy and
Transport Machinc Building Afanas'vev noted in a
Pravda article in May 1984 that, although the experi-
ment's carly results were encouraging, they were

[V

Conlidential ———

largely duc to caployment of readily accessible re-
sSCrves. ! -

Other Sovict commeatatars subsequently charged
that much of the improvement in caterprise pecfor-
mance had resulted from the special supply asrange-
ments that had beer made to assist the participating
firms. Thesc commentators argued that, when the
experiment was exiended industeywide, participants
could no longer ceccive such special attention and, as
a result, much of the improvement in cnterprise
performance would prove to be short lived

Bureaucratlc Reslstance

Enterprisc managers often expressed disappointment
with the way the experiment was being implemented.
Directors of various Moscow plants, for cxample,
complained in the press that, coatrary to provisions of
the experiment, plans were {eequently changed, plan-
ning was still done on the basis of previously achieved
levels, littlc progress had been madc in rationalizing
the sclection and assignment of supplicrs, and enter-
priscs were being held responsible for reporting on
former indicators as well as on new ones. They also
charged that the central burcaucracy in Moscow
continually interfered with rights that had supposedly
been given to the enterprises. The Ministry of Fi-
nance, in particular, was faulted for issuing instruc-
tions that effectively changed provisions for increasing
cconomic incentive funds. Managers complained that
funds for the development of production, in some
cases, were less than before the experiment and that
financial agencies deposited above-plan profits intend-
cd for incentive funds in the budget

In turn, representatives of the central burcaucracy
claimed that enterpriscs were not responding (o the
new system of penaltics and incentives and that there
had been no radical improvement in strengthening
contract discipline in enterprises under the experi-
ment. They complained that enterpriscs continued to
violatc shipping deadlines and wrote off fincs for
delivery failures against fines they reccived {rom
supplicrs or against additional profits. ’
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In 2 newspaper inteeview in Februacry 198$, for
example, the Belorussian Minister of Trade statcd

that, despite inceatives under the experiment to pro- -

ducc better quality praducts, defective goods were still
appearing fcequently in the stores. Although his min-
istey had levied fines on supplices of (.4 million rubles
for defective goods and 5.6 million rubles for violating
contract conditions in 1984, caterpriscs were able to
soften such blows by fulfilling production targets that
cnabled them to cover penaltics for nonfulfiliment of
others.

There appears to have been ample basis for the
complaints of caterprise managers and ministers
alike. In a spcech at 2 June 1984 confercace of party
and industry leaders, Moscow city party boss Vikior
Grishin discussed the shortcomings and unsolved
problems of the cxperiment and faufted both the
central burcaucracy and the managers at the grass-
roots level. He admonished the ministrics to exercise
greater care in implementing the experiment, but he
also called upon enterprisc managers to study the new
regulations, make skillful usc of the rights given them,
and show more responsibility.

The problems to which Grishin referred reflected &
combination of the central burcaucracy's unwilling-
ness to surrcnder authority and the eaterprise mana-
ger's caution in shifting to new procedures. During
1984, articles in the Sovict press openly criticized the

- ministrics for petly tutelage over enterprises and for

foot-dragging in implementing the provisions of the
cxperiment. The ministrics reportedly were interfer-
ing in small details and other functions given to the
enterpriscs and violating established norms in allocat-
ing means for production development and other
funds.

According lo numcrous press reports, miaistrics also
failed to take into proper sccount the production
possibilitics of enterprises in formulating plans, disrc-
garded instructions to provide stable norms for five-
year plan periods, and arbitrarily changed plan tar-
gets. An [zvestiya cditorial in January 1985, for
example, stated that the Ministey of Heavy and
Transport Machinc Building changed the norms for
forming the wage fund at onc of its associations (our
times during 1984. Failure of the ministrics to accept

Gmxﬁdmdal\

the expandcd rolc of enteeprises in deawing up plans,
fequircments that cnterpriscs continue reparting az-
cording to the former range of indicators, and geacral
incetia ia moving away (rom the “old style™ of
cconomic management also ceportedly impeded im-
plemeatation of the experiment during its fiest year.

The press also reparted numerous camplaiats that
enlerprisc managers were not using their new “rights™
and werc failing to respond ta new incentives. For
example, although the aew performance indicators
favur the adoption of more difficult plaas by providing
for larger additions to incentive funds for fulfiltment
than for oveclulfitiment,[ :

j'many caterprises did nat draw up more inteasive
plans. Long accustomed 10 a system of operation that
placed a premivm on obtaining an casy plan, manag-
crs continued to play safc. The promise of material
benefit for (ulfifting 2 morc demanding plaa did not
tmmediatcly supersede clforts to obtain & plan that
could be met without making special arrangements
for labor and material resources and tzking the risk of
running into financial arrears. Ia facy, the increased
responsibility of enterprises for their own work under
the cxperiment, in some cases, lcd to greater caution.
Because managers accepted only those tasks they
could be surc to fulfill, the number of delivery
contracts declined in 1984 among participants in the
cxperiment. Morcover, they were worricd that the old
Sovict planning technique of sctting targets based on
the level achieved would saddle those who adopted
and fulfilled more demanding plans with cver higher
targets.

Similarly, enterprisc managers reportedly continucd
(o maintain and conccal large rescrve stocks as a
safety facor, although the experiment attempts to
discourage such hoardins by providing that existing
{incs for accumulating uninstalled cquipmeat and
above-norm supplics be incrcased by a surcharge of 3
percent of the value of such stocks. The head of

planning for the Kiev bread and confcctionary com-

bine, for cxample, reported in an article in October
1984 that, because there had always been difficultics
in obtaining raw matcrials, the combinc insurced itsell
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for 1984 by placing cxtrx orders far amterials. He

Justificd this by claiming that “everyone™ understands

the need for overinsuring to meet the plan. *

Another shorticoming in ndopting ncvrvproccdurcs was

that local-fevct organs, in some cascs. continucd to
teport results in terms of total volume of sales rather

than by the aew indicator of contract fulfiliment. We

do not know whether the practice was prevalent

cnough 1o havea substantial effcct on results reported

for 1984 nor whether it represented deliberate efforts
to hide unfavorable results by misreporting on the
basis of a movrc favorable indicator.

[nherent Limltations

In addition 10 burcaucratic resistance. the experiment

encountercd other problems that arose from its own
inhercat limitations. To judge from numerous press
reports, the experiment did not go far enough toward
improving the supply of matcrizls and cquipment to
participating firms, increasing their ability to carey
out plant renovation and retooling, or enhancing the
incentives of their work force. Furthermore, the spe-
cial temporary supply arrangements provided to en-
terpriscs under the experiment reportedly brought
minimal improvement in 1984 over previous years.

The chicf of a tercitorial administration of the State
Committce for Material and Technical Supply (Goss-
nab) attributed many of the supply problems to
incomplete preparation for the experiment. He
charged that delivery contracts and technical specifi-

cations of products for 1984 were prcparcd toofate to”

ensure timely deliveries. Man) caterprisc managers
appcared to agree that inadequate preparation was at
{ault; there were frequent requests that central plan-
ners issuc output plans and allocate funds and materi-
als for 1985 earlicr so that enterprises would have
time o sign contracts before December. Other enter-
prise managers, however, attributed supply problems
to Gosplan itsell and called for a reduction in the
amount of goads distributed through centralized
chaonncls in favor of more direct long-term tics be-
tween suppliers and consumer enterprises.

A frequent argument made by both caterprise manag-
ces and their superiors in Moscow was that better

results coauld be uchicved only wlien other sectors—
including transpart agencics, producers of raw materi-
als, and supply organizations—werc includcd in the
cxperiment aad held accauntable for results of their
work. For cxample. the Ukrainian Minister of the
Food Industry stated in Lzvestiva in July 1984 that
with only onc link participating in the experiment it
was impassiblc to respond to consumer demand. The
same ftems would continuc to appear on the store
counters because the food industry could not tell its
supplicrs what to grow

Many participants in the experiment reported that
they did not benefit substantially from baving their
own sourccs of financing. In pacticular, they com-
plaincd that the experiment had nat solved the prob-
lem of decentralizing some investment financing while
maintaining centralized planning of investment sup-
plies—an iaconsistcncy that undermined Kosygin's
cfforts in the latc 1960s to increase cnterprise autono-
my. Their complaint was a simple but serious onc:
permitting noncentralized sources of financing for
reequipment ar ccnovation can have littk incentive
cffect if the necessary cquipment and matcerials are
unavailable. Indced, the two all-union ministrics in
the experiment requested a reduction in the share of
cnterprise production development funds for reequip-
ping and an incrcasc in centralized capital investment
because the latier guarantees material resources.

There weee also complaints that the size of the
enterpriscs’ production development funds remained
100 small to meet_the needs for modernization of
production and that reliance on enterprise sources of
financing favored larger enterprises over smaller ones.
The Ukrainian Minister of the Food Industry, for
cxamplc, raiscd both these complaints and noted that,
in any cvent, aew machinery nceded by the food
industry was not produced in sufficient amounts.

Press reports also indicated that material incentives
under the experiment were not working as intendcd.
lacentive funds, for cxample, did not alway's increase
when obligations were met, because ministry reserve




funds and cnterprisc above-plan profits were, in sume
cascs. insulficient to make the established additions to
the funds. Although the experiment provides that
tequired payments from profits-into the state budget:
may be reduced to meet additions to incentive funds,
in Ostober 1983 the Minisiry of Finance issucd
instructions that payments to the budget could not fall
below a set pereentage of total planned and above-
plan profit. Part of above-plan profit must also be
uscd to cover shortages in working capital, to pay
interest on bank credit, and to pay off long-term debt
incurred pricr to the experiment.

Both workers and managers argued that bonus pry-
ments under the experiment had a2 poor incentive role.
[t was easicr to draw overtime pay than to wait for
bonuses from the material incentive fund. Some man-
agers hesitated to give bonuses because they must
account 1o auditors on why a particular worker
rcccived a bonus.

Sovict commentators also noted that the experiment’s
attempt to link bonuses to fulfillment of contracts

- often failed. Enterpriscs that failed to meet quarterly
deliveries could still receive all their incentive funds if
they made up the arrears by the end of the year.
Managers who lost bonuses for nonfulfitiment of
deliveries continued to receive incentive payments
through various exceptions or for meeting other indi-
cators

The penalties.imposed upon enterprise incentive funds
for producing low-quality goods, morcover, were often
much less than costs to the statc budget in lost
revenue. For example, defective shoes produced by
one factory in the first half of 1984 resulted in a
reduction of about 34.000 rubles in incentive (unds
and bonuses to managers and workers, but the reduc-
tion in payments to the budget from lost profits was
more than 242,000 rubles. As long as the government
and not the eaterprise incurs the brunt of financial
losses due to poor quality, the enterprise manager does
not feel full responsibility for the results produced by
his enterprise

Extension and Modlfication

Although expressing concera over these initial prob-
fems, the Sovict leadership uader both Cheencako and
Garbachey moved forward with the experiment, ex-
tending it to 20 additional ministries in 1985 and
scheduling further extensions for 1986 and 1987 (scc
inset). The leadership's approach to dealing with
specific shortcomings of the experiment, however, has
diffcred under cach of Andropov’s successors.

Changes Under Chernenko

The extension of the experiment for 1985 taken under
Chernenko’s leadership was a preordained course of
action, announced long before the results of the first
vear had been reported or reviewed. In announcing
the extension in August 1984, the Politburo gave a
favorable assessment of results for the first six months
in improving contract ful(illment, productivity, and
product quality: reducing production costs; and speed-
ing the introduction of technological innovations. The
Palitbure noted, however, that all the possibilitics
offcred by the experiment were not yet (ully exploited
and urged cnterprise, government, and party organi-
zations to step up cfforts at implementation.

As described by Gosplan Deputy Chairman Sitaryan
in a Pravda interview in Octlober 1984, the changes
introducced in the experiment for 1985 amounted to
littic more than minor afterthoughts to the original
guidelines. They included provisions to expand enter-
prisc opportunities for using the production develop-
ment fund to modernize plant and equipment, to
make social-cultural funds morc dependent on enter-
prisc and worker performance, and to link output of
consumer goods and services more closcly to demand.
Managers were also instructed to pay grealer atten-
tion to improving the quality of output, especially of
goods for export. This was to be done both by
improving thc wage system for technical and engi-
neeting workers and by changing the procedures for
awarding the official “emblem of quality™ to industri-
al produgcts




The Extension of the Experiment, 1985-87

Additional participants as of 1 January 1985:

USSR Miaistey of tnstrunicnt Making, Automation
Equipment and Control Systcins .

USSR Ministry of Chemical and Petroleunt Machine
Bullding

USSR Miuistry of Machine Tool and Tool Building
Industey

USSR Ministry of Power Machine Building

USSR Ministry of Tructor and Agrlcultural Machine
Building .

USSR Ministry of Ferrous Metallurgy (in pari)
Selected republic minisirics of food, nicat and dalry,
Jish, light, and local industrics

Additional participants as of 1 January 1986:

USSR Ministry of Automotive Indusiry

USSR Ministry of Communications Equipment
USSR Ministry of Construction, Road and Munici-
pal Machine Bulldiug

USSR Ministry of Machine Building for Animal
Husbandry and Fodder Production

USSR Ministry of Machine Building for Light and
Food Industry and Household Appliauces

USSR Ministry of the Coal Industry

USSR Ministry of the Chemical Industry

USSR Ministry of Ferrous Metallurgy (entire)
USSR Ministry of Nonferrous Metallurgy
USSR Ministry of Mineral Fertilizer

USSR Ministry of the Medical Industry:

USSR Ministry of Petroleumt Resining and Peiro-
chentical Industry

USSR Ministry of Shipbuilding

USSR Ministry of Light Industry

USSR Ministry of Fish Industry

USSR Ministry of Food Industry

USSR Ministry of Meat and Dairy Industry
Republic ministries of food, mcat and dairy. fish.
light, and local industries

Additional participants as of | January 1987:

All remaining industrial ministrics

Other chunges for 1985 were aimed at addressing
complaiats that the ministrics did not atlocate means

-to the enterprises for the production development fund

according to establisticd norms and that Gosplan and
Gossnab had not yet worked out procedures to guar-
antee the necessary cquipment and niaterial resources
for measures financed under the fund. 1n addition,
provision was madc to test long-term direet tics
between enterprises in the Ministrics of Machine Tool
and Tool Building and of Tractor and Agriculturat
Machinc Building—two of the ministrics included
under the experiment in 198S.

Gosplan also arinounced measures to increase the size
and incentive cffect of the social-cultural and housing
fund. For cach !-pcreent inceeasc in labor productivi-
ty. the fund was to increase 4 percent rather than 2
pereent as permitted in 1984, An additional measure
aimed at linking the fund to more cfficient use of
materials was tested at enterprises of four ministrics
under the experiment. [a the Ministrics of Elcetrical
Equipment, Power Machinc Building, Instrument
Making. and Chemical-Petroleum Machine Building.
caterpriscs could increasc social-cultural funds by an
additional. 10 percent for cach 1.5-pereent savings in
expenditure per rublc of output

Minor changes of this sort, many of which were
themselves “aunicxperiments,™ were typical of the
cautious approach that numcrous Sovict sources at-
tributed to Cherncnko. They may also have reflected
the influcnce of Premier Nikolay Tikhonov, the clder-
ly party chicl's longtime political ally 2nd the man
whose burcaucratic empire stood the most to lose
from far-rcaching changes in the cconomic manage-
ment system

Changes Under Gorbacher

General Sceretary Gorbachev came to power with the
announced intention of taking a bolder approach to
cconomic problems. He made it clear that greater
altention to product quality, stricter adherence to

. contractual obligations, and greater concentration on

* The mcthod of calculation varied semcwhat amoag ministrics. For
cxample. in the Ukeainian Ministey of the Foud Industey and the
Lithuanian Ministey of Local Iadustey. the fund was based on
increases in prafit rather than on productivity
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General Secretary Gorbachey
on the Experiment

In a specch to metallurgists in Ducpropetravsk an 26

June 1985:

It is cnvisaged that the independence and responsi-
bility of associations and caterprises will be ex-
panded considerably, that the system of whalcsale
prices and dircct links will be perfected, and that
the provision of material incentives for kabor colice-
tives will be improved. We have drawn general
conclusions (rom the results of the economic ex-
periment and have prepared a new document in
which the results are tallied: in which cverything
that has justificd itself is supported: and in which
corrections arc prescnted with the abject of carich-
ing our economic mechanism, particufacly with a
view 1o raising the interest of the labor collectives
in scientific and technical progress. It is particular-
ly a question of expanding the rights of the enter-

priscs themselves in questions of using the develop-

ment fund, the depreciation fund, and so on and so
forth. What we have in mind is the creation of the
kind of conditions in which it is to the advantage of
collectives 1o produce and to introduce new cquip-

ment, to turn oul production of the highest quality,
and to achiceve the highest labor productivity.

At a scientific and technical conference in Moscow on
11 June 1985:

More and more industries are joining in the large- _

scale economic éxperiment. But, as we agreed at
the Aprit Central Committee plenum, we must

move on from the experiment to the establishment
of an intcgrated syviem of management and ad-
ministeation. . . . Ifwe spend a year, two years,
three years going on about the experiment that we
arc careying out, that we have extended to another
two or three industrics, and so on, but fail to devise
an integrated system making it possible to unite
our eritire national cconomy in a singlc organism
bascd on the application of new principles of
cconomic management, no progress will be made.
The drawing up of such a sysiem must be complet-
ed in a short space of time so that all branches of
the national economy can be converted to nev
methods of administration and management during
the 12th Five-Ycar Plan. We must start from the
wp echelons. *

The ministries, in their present form, in the way

they function, in the way they manage the enter-

priscs and associations subordinate to them, have

no interest in the cconomic experiment. and jn

particular they have no interest in the introduction

of those principles upon which we are carrying out
- the experiment. . .. The ministry, with the aid of
the State Committee for Labor, of the Ministry of
Finance, and in some cases the State Planning
Committee, has vast experience and the ability to
keep a tight rcin on everybody and interpret the
decisions of the Central Committee and the gov-
croment in such a way that, after their application
and all the recommendations, nothing is feft of
these principles.

retooling industrial plants—all goals of the experi-
ment-—were amoang his highest economic prioritics
(see inset).

In July 1985 Gorbachev unveiled 2 major extension of
the experiment and st a deadline for its introduction
throughout Soviet industry during 1987. The July

decrec also included several changes that were specifi-
cally designed 1o overcome the cxperiment's short-
comings, especially in promoting scieatific-technologi-
cal progress
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Ta addeess complaints that cnterprise managers con-
tinucd to cvade contract commitmients for timely
delivery and specified quatity of goods, the peaaltics
for violations of contract disciplinc were significantly
increascd. Supplicr enterprises must pay a penaity of
$ percent of the cost of the complete production line
for {ailure to dcliver complete sets of equipment or
matcrials. Prior to this provision, supplices paid fincs
bascd only on the cost of what they had failed to
deliver,

To address complaints of continued enterprise inat-
tention to improving product quality, the July decree
provided a stiffcr sysiem of centrally administered
quality certilication with greater incentives for pro-
ducing top~quality autput and increascd penalties for
lower quality. Wholesale prices on top-quality goods
may be increased up to 30 percent, and up to 70
percent of carnings from such price supplements may
be used to augment enterprise incentive funds.® Qut-
put not mecting top-quality standards, however, will
be subject to wholesale-price discounts of $to 15
peccent to be charged partly to incentive funds.
Production of such output must be discontinued after
three years. Enterpriscs producing top-quality ma-
chincry and equipment for export will reccive an
additional 20-percent incentive increase above the
wholesale price, and ministrics arc prohibited from
withdrawing cnterprises’ hard currency carnings. For
these changes to prove effective, rigorous standards
for quality must be maintained so that enterprises will
be unable to introduce “new™ products with higher
prices that, in fact, contain a large component of
hidden inflation. Yet, as firms throughout Soviet
industry respond to Gorbachev's call to speed the
introduction of new products, the agencices responsible
for quality control will find it increasingly difficult to
enforce such standards.

To meet complaiats that the experiment did little to
enhance the enterprises’ role in investment decisions,
the decree intreduced additional provisions to increase
the use of enterprise funds and improve the supply of
investment goods. Beginning in 1986, managers in

* Previously. deductions fram profits were the only source of
financing enteeprisc inceative funds. and oaly 172.5 percent of
profits were paid into such funds.

heavy industry can usc the production developmicnt
fund for rctooling in amounts up to 4 million cablcs
without ministry approval. (For light industey the
fimit is 2.5 millionrubles.) Motcover, Gosplan, Goss-
nab, and the ministrics are insitucted to give priority
to providing matcrial and techaical resources for such
retoaling and far prajects financed from the enter-
priscs’ social-cultural and housing (unds. In 1987 the
supply of resources for this consiruction is also to be
dccentralized to allow direct cnierprise ordecs to
territoriat organs of Gassnab. The track record of past
changes in the availability of iavestment fuads and
materials has not been impressive in terms of implc-
mcntation and cffectivencss.

Along with these specific changes in the experiment’s
pravisions, Gorbachev has embarked on a major
reorganization of the USSR Couacil of Ministers that
Sovict media have described asan effort to improve
interdepartmiental coordination, focus the ministries
on broad cconomic problems and long-term planning,
and reducce the central burcaucracy’s size, Achicving
thesc fast two goals would enhance the experiment’s
prospects by reducing the likelihood of ministerial
interference in the day-to-day affairs of industrial
firms. However, the Soviet burcaucracy™s staying
power and the political leadership's reluctance to run
the risk of disrupting the cconomy arc formidable
obstacles to a major change in the role and power of
the ministrics.

In addition to the organizational changes he has made
or promised, Gorbachev has criticized his predcces-
sors for failure to persist in implementing change,
called for greater efforts to carry out the provisions of
the experiment, and—perhaps most importunt from a
burcaucratic perspective—threatened to replace ob-
structionist officials. In April 1985, in his first post-
clection cconomic address, he pledged to overcome
burcaucratic resistance on the part of ministries and
planning agencies. Since that speech, he has moved to
replace older, more conservative officials with youn-
ger, morc innovative managers. The changes have
included the heads of many industrial ministrics, the
chairman and many deputy chairmen of the Council
of Ministers, and the chairman of Gosplan. The




formulation of 2 new set of managerial success indica-
tors-~—ticeded to prevent the new managers (rom
scttling into the mold of their predecessors—has yct
to be promulgated.

Continuing Pcoblems and Prospects

The experiment has the potential for making modest
improvements at the eaterprisc level in tighter deliv-
cry discipline, reduced wastc, and greater attention to
output quality. Small improvements in these areas, if
implemented nationwide, could break some bottle-
necks and provide a temporary boost to industrial
performance. The preconditions for even this modest
success, however, are:

« A reduction in the power of the ministrics so that
they will be unable to countermand and dilute the
cexpanded autonomy of the enterprises.

* The avoidance of poteatial inconsistencics between
such caterprisc performance indicators as the im-
pravement in-product quality and the reduction of
.product cost.

If these conditions are not met—and to date, there

has been limited movement in this dircction—the

result could be no improvement or even poorer perfor-
mance as enterprises follow a perverse sct of success
criteria and suffer from ministerial meddling.

Even with these changes the experiment is too limited
to be the source of the radical improvement in
industrial performance that Gorbachev has said he
sceks. Under current conditions, for example, cater-
prise contracts arc seriously flawed as instcuments for
the satisfaction of customers® requirements. In August
1983, just before the experiment was launched, Gos-
plan’s Voronin predicted that the contract system
would improve output quality and promote innovation
because customers would simply refuse to accept
delivery of defective or obsolcte products. Today,
Soviet press reports make it clear that this optimistic
prediction failed to reflect the realities of a system in
which enterprises are assigned suppliers by the central
authoritics and rejection of deliveries means incvita-
blc failure 10 achieve their own plan targets. Until
enterprises can choose their own suppliers, they can-
not effectively influcnce the quality of goods and
_equipment they receive.

Confidentist—

Furthermare, the new inceatives and peaaltics of the
cxperiment ay pot provide sufficicat mativation for
increased innovation. Historically, Soviet maaagers

- have been reluctant to recquip their plants because of

the disruptive cffect such actions might have on their
ability to meet plaaned production targets. By in-
creasing the importance of (ulfilling delivery con-
tracts, the cxperiment may have magaificd such
concerns. Norcover, granting the enterprise manager
a larger role in deciding when ta retool increases his
responsibility for the resulting temporary decreasces in
production. Under such conditions, managers may
canclude that the risks of using their new powers are
greater than the likely bencfits. -

The experiment also docs little to improve the ratio-
nality of centralized planning. Providing for greater
us¢ of price supplemeats and reductions according to
quality represents only a minimal cffort to link pro-
duction morc closcly to consumer preference. Sovict
cconomists, morcover, have pointed out that the lack
of interenterprisc competition continucs to have ad-
verse cffects on output standards *

Gorbachev, himsclf, has called (or additional mica-
surcs ta improve consumer influcnce on quality, in-
cluding contests between enterprises and greater reli-
ance on economic contracts and direct links between
producers and consumers. He has reportedly cstab-
lished 2 spccial task force to devise some *“*business
mechanism' to promote interenterprise competition.

:}hc task force is a long way from agrecing on
specific proposals but is discussing such options as
tolerating a low level of unemployment and closing
down noncompetitive firms. Closing down (irms would
be a powerful tool for inducing enterprise managers to
make greater usc of their powers to medernize their
plants.

Clearly, Gorbachev is considering additional changes
in the system of planning and management. He has
not, however, initiated major systemic changes that
might result in cconomic dislocations, arouse the
concern of party idealogists, and threaten burcaucrat-
icinterests in the ministrics and planning agencies. At




resent, therefore, Garbachey may be content to

- continue implementing the curreat experiment and to

focus on personnc! changes, reorganization within the
cconomic burcauceacy, and the campaigns against
corruption, waste, and alcohol abusc as the least
disruptive and politically safest way to boast output in

“the short term. Shauld this package of measures prove

insufficicnt to achicve a sustained improvement in
cconomic performance and imparlt momentum to his
drive for industrial medernization, he may be pre-
pared to try additional mcasures now under consider-
ation.
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