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FOREWORD

The purpose of this report is to contribute to a.;x"appra.isal of the
strengths and weaknesses of the Soviet economy and of its capability
to meet economic goals, both in normal times and during periods of
national emergency, by investigating and evaluating those current

. managerial practices in the USSR which relate to the formation and’
implementation of economic plans. The report pays primary
attention to the role assigned to. the managerial staffs of individual .
enterprises within this scheme and examines the day-to-day re-
sponses of management at all levels to the operating conflicts
inherent in the needs of a centrally planned economy for central-
ized decision-making, for control, and for tangible results.

The research was conducted on an all-source basis.

L:ITvas focused on the machine-building industry, because

of its economic and strategic importance to the USSR and because. of
the substantial amount of information available and the wide variety of
managerial problems illustrated. Although the findings of this report
relate primarily to heavy industry, the most favored sector of the
Soviet economy, | | sources indicate that
managerial practices found in this sector also exist in other sectors.

[}
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(ORR Project 41, 527)

MANAGEMENT-.OF THE SOVIET INDUSTRIAL ENTERPRISE#

o

Summary and Conclusions

To accomplish Soviet production goals the Sixth Five Year Plan
(1956-60) again calls for great increases in productivity, to be
brought about primarily through better utilization of existing equip-
ment and labor as well as technological improvements and automation.
Achievement of the plan goals will depend largely upon the: -ability-of
management-to carry:through these measures successfully. Thus
manageément -- ranking with land, labor, and capital as a basic
factor of production -- is as essential to the centrally planned
economy of:the USSR as it is to a capitalist economy; indeed, mana-
gerial efficiency-may be even more important in the former than in
the latter system. Soviet leaders have placed increasing emphasis
in recent years on the need for good management and have launched
a broa.d program for managerial improvement.

v \4 .

In the Soviet economy the objectives of the regime are achieved
by coordinating production and consumption through a complex system
of centralized planning and administration.operated by an intricate
pyramidal hierarchy, the base of which is formed by thousands of
firms, or enterprises. All higher echelons in the chain of command
share responsibility for the performance of these firms. The enter-
prise must conduct its operations in accordance with directives from
superior organs and within the framework of an approved plan estab-
lishing output goals and input limits. The firm's activities are thus

* “The estimates and conclusions contained in this report repfesent
the best judgment of ORR as of 15 June 1956,
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coordinated with those of related supplying and producing enterprises,
and various legal and administrative controls are imposed to énsure -
that directives and plans are carried out.

Although each enterprise draws up its own draft plans, those plans
must conform to objectives previously fixed by central planning author-
ities. The planning process has become so complex and time- -consuming
that. usually enterprise plans have not been approveéd finally: unt1l several
months after the beginning of the period to which they apply. Recently,
however, the government has taken a number of measures to improve

.and simplify planning. In spite:of some initial difficulties. in implemen-

tation, these measures apparently have shortened the planning. process,
at least for the 1956 Plan.

Although Sov1et leaders have repeatedly empha.smed the: 1mportance
of giving pla.nt d1rectors authority commensurate with:theiriresponsi-
bility (the doctrine of yedinonachaliye,or one-man management);+their -
forrhal powers in fact have been limited to-a greater extent than:-would.”
seem to'be required even in a centrally planned economy. ..‘.Furthermot.e,
in supe'rvising ente_rpriée execution of plans and supplemental diréctives,
officials of the responsible' ministry and chief directorate-frequently: ‘have
been accused of exercising ''petty tutelage! over the firm, to the detr1-

ment of enterpnse eff1c1ency and 1n1t1at1ve. T T TN R SRS

In view of this su:uatmn, the government dur1ng the past severa.l
years has undertaken a broad program to increase the operational :
independence and economic efficéncy of individual enterprises, as well
as to streamline operations:and partially decentralize dec1smn-1mak1ng
throughout’ the adm1n1strat1ve apparatus. The government's efforts : "’
have resulted in (1) a. broad expansion, late in 1955;. of the rights of"' "j ‘
enterpnse d1rectors (2) increased authority of the economic minis-":-:
tries in plannmg, allocatmn of resources, and financial matters; :
(3) annual drives to s1mp11fy the organizational: structures of admin-"-
istrative organs and enterpnses;and to reduce the number of adminis-
trative-management personnel; and (4) measures to increase prodiction
specialization and cooperation among firms -- measures which are
designed to reduce the excessive vertical integration in enterprises and
ministries resulting primarily.from malfunctioning of the supply and
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distribution system. Soviet spokesmen recently have reported some
successes in the new program, but they also have admitted that pro-
visions for decentrahzation are not bemg 1mp1emented as rapidly as
des1red S ' : : e : :

Concurrently with its efforts to reduce centralization, the. Sovxet e
government has been strengthening the powers of the principal external ,
agencies of control ~- the State Bank, the Ministry of State Control, :and
the Communist Party. . This conceivably may offset in some respects
the increases in freedom of action granted to lower level management
and-may interfere with the achievement of the intended gain in. efﬁc1ency
and flexibihty at, the enterprise level. S : :

The Soviet system of centrahzed economic plannmg and ma.nage- 3

‘ment is not as inflexible as it may appear. The central planning

agencies have the authority and the ability to alter plans during the
plan period if they deem this necessary. -Also, officials of higher
echelons may impose additional tasks on enterprises or order’
deviations from original plans. They have not hesitated to make use - :
of these poss1b1lities with or without formal amendments of plans. '

- The impos1t10n of add1t1ona1, usua.lly prmnty, tasks does not ,
rel,ease plant directors from the statutory obligation to fulfill the plan..
In order to comply with both duties, they have been compelled to.
adopt a variety of expedient but illegal practices, especially in pro-
curement and financial matters. The fact that superiors often have
condoned, and sometimes even saggested, such practices indicates.
that there is little opposition to some degree of unofficial flex1b111ty
at the enterprise level : o D :

In conclusmn, the strong poi.nts of - the Sov1et system of centra.lized
control over enterprises appear to be of greater 51gnif1cance than its
weaknesses. During the present plan period a continued diminution
of the elements of weakness may be expected but no reduct1on of the
elements of strength
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I. Introduction. -

In a free private enterprise economy, coordination of production
and consumption is achieved through the mechanism of the market.
Ultimately resources are allocated among alternative uses by the
actions of innumerable consumers expressed through the price system.,
The operation of the market-mechanism and price system thus deter--,
mines what goods will be produced, what complex of resources will-be
used in their production, and how the product will be distributed.. -In
the USSR, in contrast, the necessary coordination of production and _
consumption is achieved by deliberate design through the national-eco- -
nomic plan. This plan determines for a given period how resources
are to be allocated, what goods shall be produced and how, and the
way in which income 1s to be distributed.. : : ‘

Broadly speaking, the primé,ry goal of a free market economy is -
the achievement of the maximum output of goods and services demanded
by consumers with the minimum. expenditure of resources. The market
mechanism probably could be used by Soviet .rulers to obtain over-all
economic coordination if their primary goal were the same. . They have
elected, however, to subordinate considerations of individual consumer
demand to the attainment of various political and strategic ends. ~Since
the operations:of an unrestricted market would not.necessarily bring - -
about production and consumption patterns conducive to these goals, -the
USSR has felt constrained to substitute for the market n_iechanism_ an .
over-all economic plan which is deliberately formulated to attain pre-
determined objectives. In essence the plans are directives to various
parts of the economy telling them what to produce and allpcatmg the
necessary resources. -- functions which under free. market ‘economies
are performed by individual producers acting in self-interest in

response to price changes in a wide variety of markets.. .

Unlike a free market economy, which has its own inherent,. imper-
sonal system of controls, a centrally planned economy requires the -
establishment of control machinery to ensure that the purposes of the .
planners will be carried out -- that is, that all economic activity will
be directed toward fulfillment of the plan,.. In.the Sovietisystém these:
indispensable controls are exercised through the Communist Party.
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and a huge administrative bureaucracy. The ultimate purpose of the '
control .apparatus is-to force the adherence of all individual producmg
units to the economic’.goals established for them by the state plan. - .. -
With the ‘passage of time and the consolidation of Party power this
task has become primarily the responsibility of that part of the -

~ administrative bureaucracy concerned with economic management

and control. Various other methods of control also are built into -

the Soviet system; thus,; liberal social and economic rewards are
provided for fulfillment and overfulfillment of state goals, and

severe penalties are meted out for failure to conform. At the: same
time, : the planners seek by unceasing indoctrination and propaganda

to get each level in the managerial hierarchy to work loyally . and BRI
enthus1ast1cally to attain state goals fro‘m 1deolog1ca1 as we11 as o

- purely personal motxves.-. : A cee S

. Economic control through central planmng, coupled w1th mcentlve-'
coercive enforcement measures, creates tensions and conflicts which
pervade the whole structure of Soviet economic management. Each PR
level'in the operating hierarchy -- the ministry, the chief directorate,-
the trust or combine, and the enterprise or firm -- ‘has a plan which
it must fulfill during a specified period, and each level operates under :
constant pressure from those above it to attain or surpass the ass1gned‘
goals. Since each administrator is judged in terms of his success or
failure in meeting these goals, he strives for the assignment of .
feasible tasks and for an adequate allocation of resources. This
struggle for a tenable position is es sentially political, and each con-’
testant seeks to enlist the suppost of those in positions of power and _
influence.  In effect, each sector in the managerial hierarchy strives = .
to achieve an equilibrium position for itself; it seeks to strike a tenable
balance between constant pressure from above for maximum output and. -
resistance from below to commitments believed to be infeasible. The |
insecurities engendered at each managerial 1ével by these cross- ‘
pressures and by the constant surveillance of control authorities ha.ve
led to the adoption of an ingenious array of extra-legal practices
devised by administrators .to make their lot more tolerable. -

-

TOP $ECRET




Z

TOP YECRET

In contrast with liberal economic systems, the:individual Soviet .
enterprise is not directed, controlled, and administered. excluswely
by an internal managerial body having the- r1ght of final decision con-. ...
cerning the appropriate use of resources to'ach,lev,e optimum pro-. «.. ..
duction. Management in the USSR rather comprises a whole hiera.rchy
from the Party Presidium, which establishes the over-all goals:and;
the means by which they are to be implemented, - down: to. the d1rector
of the individual factory which turns out the physical: units of \pro_duct:._,, B
Once the tasks for each sector of the economy are set by an approved :-~{~;__; X
plan, however, the implementation of the plans -- that is,:the-day- .. -
to-day management of that sector -- devolves upon the responsible ..::
economic ministry and its components, and particularly upon. the . ;
individual enterprises. To engender order and efficiency in the.:;
management of each economic unit,. Soviet doctrine decrees: that: -, i«
managerial authority and responsibility shall reside in the head of '
that unit, .and in him alone. - Applicable to all levels in the managerial
structure,- this concept (yedinonachaliye) postulates, in essence, that ..
the head of ‘each unit in the hierarchy shall be given. sufficient. authorlty
to manage his unit in accordance Wwith the plans and then shall.be held .-
strictly accountable for the results. It does not imply either that the -
manager is free to act outside the general framework of approved
economic plans or that he is free from surveillance by Party a.nd .
governmental control authorities. ‘ : :

Ranking with la.nd labor, and capital as one. of the four basic. . ..
factors of production, management is as essential a product1ve
factor to a centrally planned economy like the USSR as it is-to a
capitalistic economy. The importance of managerial efficiency may
be even greater. ih .a planned economy; because here the criteria of -
mana.gerla,l efficiency include the ability to.complete on schedule .
production tasks fixed by a legally binding plan, as well as to com-.
plete them with a minimum expenditure of productive resources:
In recent years, Soviet-leaders have laid increasing stress.on the - ‘
importance of the managerial factor and on the necessity for . - = & .~
improvement. ' Although the USSR has been aided in meeting past .
industrial production goals by the presence of a large pool of sur-
plus 'manpower which could be channeled into industry, during the
1956-60 plan pertod,the country will face decreased annual.’ -

-6 -
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increments to the industrial labor force and will have to reljr" pri-- '
marily on technological advancement and on 1mprovement 1n ‘ o
ma.nagena.l efficiency to fulfill productlon goals. - Fe

II. @;‘ gamzatwna.l Structure of: Sov1et Industnal Management

A, Doctrina.l Framework.

Y -

Broadly considered, Soviet'doctrine concerning economic- "
administration envisages both centralization of decision-making in-all -
important policy matters and concomitant decentralization of opera=’
tional functions.. In harmony with Communist principles: of: “demo-" SR
cratic centrahsm, " this means, more specifically, (1) that the .

admm1strat1ve structure should be hierarchical, with strict subor- . .' i

dination of lower to higher organs and with each higher level havmg
the right to exercise direct supervision over all lower levels; -~ «i i
(2) that each unit in the hierarchy is to be assigned obligatory tasks :
(its plan), ‘the sum of the pla.ns of all units on one level comprising

- the pla.n of the immediately superior level; and (3) that the principle

of one-man authority and responsibility is to govern the work. of
each level. ‘But these tenets are not to be regarded as absolutes,
for Soviet managerial doctrine also contemplates "appropriate! -
modﬁxcatxons. Thus, with respect to higher-levels in the h1erarchy,
the principle of one-man management is tempered with an emphasis =
on thé importance of collegial decision-making, presumably in -
order to bring a wider range of experience to bear on the solution

of problems. And although thesguidance and supervision exercised
by an organ over its subordinates is to be concrete and realistic, -
based on first-hand knowledge of operating problems, such super~- -
vision must not extend to petty detail or encroach unduly on the = -
prerogatives- a551gned to these subordma.te organs. - AR

The system of management through a hierarchical structure,
with centralization of authority and responsibility at each level, is
used in both Soviet and capitalist economies. The hierarchical
‘structure through which the Soviet state manages its enterprises,
however, extends above the individual firm to include units of the
central government. Moreover, each level of this public
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administrative structure is assigned tasks Wthh are fixed and linked .

to those of other levels through central planning and are enforced -
through a complex network of overlapping checks and controls., - . -

B. Policymaking Machinery.

Supreme policymaking power in the USSR rests with the -
Presidium of the Central Committee of the Communist Party, The
Presidium has 11 members, 7 of whom are also members of the

highest executive body in the USSR, the All-Union Council of - Do
Ministers. All strategic, political, and economic policy- determv— AR

nations which are basic to the formation of the national economlc
plans are made by the Party Presidium, though major policy -

decisions are given formal ratification, usually ex post factq, by: .- .-«

the Party Central Committee and by the Supreme Soviet of the: USSR.:
The locus of decision-making authority is indicated by the factithat - . .

major changes in economic policy are announced through decrees .-

of the Central Committee of the Party or through joint decrees of-
the Central Committee and the Council of Ministers. Through -
directives which become the basis for plan formation the Party - .
Presidium determines such fundamental questions as the. following:

what production goals shall be set for important strategic com-- - .. - -°

modities, which sectors of industry are to be given priority in. . -

development, how the national income is to be divided between con= ;.

sumption and investment, what are the more important measures
which shall be taken to implement established goals; and what - -

alterations must be made in alre28y established plans to meet .. . ..

changed conditions or policies. Such basic policy determinations
obviously are not made in a vacuum, for the Presidium has“avail-
able to it the fact-gathering machinery of the entire administrative . -
bureaucracy and may seek advice and counsel from whomever it .
wishes,

s.
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‘C. . Executive and Administrative Structure. *

-1. Council of Ministers.

‘ he highest executive body in the USSR, the ‘All-Union -
Counc11 of Ministers, is comprised mainly of the heads of ministries,

and has final responsibility for carrying out policies set by the" Party

Presidium. The 6-member Presidium of the Council is the locus
of decision~ makmg power; it is composed of a chairman and 5 first
deputy chairmen. There are also 8 deputy chairmen, ** The Co’uncﬂ’
approves the annual and quarterly economic plans, issues decisions
and decrees relating to formation and implementation of plan. direc-
tives, exercises general supervision over the economic mm1stnes,
and coordinates their work with a view to the attainment of over-all
economic and political objectives. In addition to supervising the
ministries, the Council also oversees the work of various spec1a1
‘agencies, most: of wh1ch play an. 1mporta.nt pa.rt in economlc
management, %*¥% : - :

* :See F1gure 1 following p. 10. S -

w¥% Most of the deputy chairmen have no specific mimsterial
_assignment and -devote their time to supraministerial problems of -
policy or coordination, - generally in fields related to their individual
background and experience. Since the death of Stalin the supraminis- -
terial group has become larger and more formalized, reflecting the
increased emphasis on collegial ndle in the Party and the govern- ’
ment as a whole. : : L
 *%x Insofar as economic management in the USSR is concerned, the

‘most important of these organizations are as follows: the State’ 'com-
mittee of the Council of Ministers for Long~Term Plannig 6fithe -
National Economy, (Gosplait), the:State Economic Comniission of the
Council of Ministers for Current Planning of the National Economy -
(Gosekonomkomissiya), the State Bank (Gosbank), the Main Adminis-
tration for Material Reserves (Gosreserv), the State Committee for
Construction Affairs, the Chief Directorate for Labor Reserves, the
State Committee of the Council of Ministers for New Techniques,
and the State Committee for Questions of Labor and Wages.

-9 .
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2. Economic. Ministries.. . ...

The day-to-day management of specific segments of
Soviet industry is assigned to various economic ministries. KEach
ministry is responsible for the activities of all enterprises subor-
dinate to it and may exercise its .supervisory responsibilities- d1rect1y e
through staff departments or. 1nd1rect1y through ch1ef directorates . - :
(glavk1*) : : S : :

: , Each rmnlstry is headed by a m1mster, who is. alded by
deputy m1n1sters, each in charge of specific functions, and by a
collegtum, an ddvisory bédy:composéd. of the deputy ministers a.nd
the heads of important iinisterial departments and chief:direc=. -
torates.** The central headquarters of the ministry operate RRT
through a number of departments established along functional. 11nes. ~
Though there are differences in organizational Structure among the -
ministries, they usually have the following staff departments:-
planning, production, technology, finance, accounting, supply,. - -

* The term glavk (plural glavki) is variously translated as chief _
directorate, main administration, and chief administration, Further-"' h
more, some.of the ministerial departments are sometimes called
glavki. “ To avoid confusion,the following. terminology will be used o
throughout this reporti -chief directorate will refer to those pro--.. -
ductmn-terrltonal glavki‘which are a.part of the chain of command,
between the ministry and the enterprlse, and deEa.rtmen t will. refer
to the staff departments: of the mﬁustry which'are, orgamzed along
functional lines. S o
*% In.line with the emphasis-on collegial rule in recent y.earv's;?,;‘; TR
government and Party leaders have urged the ministers tomake :
more use -of the ministerial collegia in order to bring a broader "
range of experience to bear on the solution .of ‘problems. 1/ (For
ser1a11y numbered Deferences, see Appendix C.). “At, the,
same time the ministers have been urged to show more 1n1t1at1ve
in dec191on -makingand have been given additional authority.to -
formulate and alter. ministerial.plans and to allocate supplies and
distribute output within the ministry. . Similar delegation.of aqtho_rlt}{
has also been extended to.the.councils of ministers. of the individual :. _.
republics. 2/

- 10 -
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capital construction, personnel, labor and wages, and sales, 3/ ‘These
ministerial departments are not a part of the formal chain of command
between the ministry and the enterprise; hence officials. of these staff:
departments as a general rule are not supposed to deal directly with @ =

an individual enterprise without the approval of the appropnate ;
official of the chief directorate unmedmtely in charge of the pla.nt. 4/ o

P In add1t10n to functmnal departments, the orgamza.tmnal
structure of each ministry also includes a number of chief dxrectorates,
each of which has direct charge of -a number of md1v1dua1 enterprises,
A chief directorate may supervise all enterprises’ subordmate to the

~ ministry located in a designated geographic area (for example, Chief
Directorate of the Cement Industry of Eastern Areas) or all those
producmg a given product (for exa.mple, Chief Directorate of the
Combine Industry), * Functioning as a kind of subministry and a Imk

in the formal chain of command between the ministry and the enter-
prise, the chief directorate has an internal structure similar to that

of its ministry.. Thus a. typical chief directorate has such departments .
as economic planning, supply, production management, techn1ca1
problems, sales, and finance. 5/

. 3. | .T.he Enterprise.»

The lowest level in the managerxal structure is. occupled
by ‘the d1rectors of the individual industrial enterprises. In some '
industries, notably mining, construction, trade, and food products,"
a number of individual plants aresfrequently grouped into trusts
(tresti) or associations (ob''yedineniya) for the: purpose of uniting
ng, -servicing, and distribution functions under common
management. 6/. A related form of organization, the combine

* ‘Most enterprises are put under the direct supervision of a chief.
directorate. In some instances, however, large or important firms
are subordinated directly to the ministry and are supervised-b)'r' the
ministerial production department, Sometimes, also, an enterprise '_
which is failing to fulfill its plan may be removed from control of

the chief directorate and placed under the ministry itself until the
shortcomings are overcome.

- 11 -

- TOP SECRET




(kombinat), is also used in some industries. The combine usually is:: -
a vertical trust, integrating under one management plants at. Su'cc‘es'sive
stages of production, from raw materials to finished product 7/ the
Magnitogorsk Steel Kombinat is.an example. - For. all- pract1ca1 purposes,
however, these trusts and combines function in much the same way-as:
do individual enterpnses subordinated directly to.a chief directorate;:::
the most typical arrangement. All three institutions -- individual.
enterprise; trust, and combine -- fall into the category of predpriyatiye,
which means enterprise, business, or undertaking. -The organizatlonal
structure of the enterprise is patterned in general after: that of the
rrumstry and the ch1ef d1rectorate LI R I RSt

©oge
%

[

III. The Indiv1dua1 Enterpnse ManagerialPrinciples and Structure. -

A. Natqre pf the Enterpnse IO L N

In the Soviet economy, as in capltahst economies,. the enter~
prise** is the ultimate producing unit and as such has:long been-: .- &
regarded by Soviet leaders as the 'basic link" in industrial manage-
ment. 8/ The firm is legally obligated to conduct its operations ini: .: -
accordance with a government-approved plan which sets output goals
and fixes input limits. Within the framework of its plan and of the

control structure essential to a centrally planned economy, however,
the Soviet firm carries on its producing activities as an independent
entity, in many respects not much different from its cap1ta11st
counterpart. Every f1rm is allocated a supply of fixed capital -

- (buildings, machinery, a.nd the 1f®e), for which it is held legally
accountable. Likewise, it is supplied with working capital (f1xed by
its plan), which is credlted to its account in Gosbank and which can‘
be augmented if necessary by loans from the Bank. It pays for its:-
own labor and materials from these funds and from receipts from
the sale of 1ts products, all financ1al transactions bemg cleared '

* The mterna.l orgamza.txon of the enterpnse is d1scussed in more
detail in III, below. : - R Co e
*% Unless otherwise stated the terms enterpmse and firm are used
in this report to refer to-an individual : pplant or factory subordmated

directly to a chief directorate or ministry. - - Lo e
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through its checking account. -Vested with legal personality, the fu'm 5
~ is solely responsible for its own financial obligations, generally-
expressed in formal or informal contracts, and may be sued in court -
for failure to fulfill commitments. - Finally, the firm hires and fires " -
its own employees and establishes internal arrangements so as to - ~
meet production. obhga.tlons set by its plan S SRR R T

Unlike its capitalist counterpart, ‘however, the Sov1et
firm is state-owned and forms the final link in an administrative
chain in which all links share responsibility for its performance.
Hence,in.a strict sense.there are no areas in which.the firm has
complete autonomy, for higher administrative organs have the’right
to intervene in any and all enterprise activities to ensure plan ful- :

‘ ﬁllment for the firm and for themselves.

¢

: " The prmc1pa1 limitations on the mdependence of the
Sov1et firm are inherent in its subordination to central planning -
au(:honty -The enterprise plan sets tasks with respect to quantity, -

‘quality, and assortment of production. The plan also fixes the amounts
of materials that may be used in producing the prescribed output, the

" amount of fuel to be cansumed, the number of workers to be employed,
and the total wages to be paid. The firm's products are sold at prices
fixed by the state to predetermmed customers in accordance with
contracts generally drawn up by the chief directorate or ‘ministry.
These organs usually also purchase supplies and materials and -
a.lloca.te them to the firm as prescribed in its plan. The firm ma.y
secure credit only for the purposges and in the amounts specified in

~its financial plan. Finally, the firm may not dispose of any of its
fixed capital through sale or retirement without specific author-
ization from superiors, nor may it divert working capital to pur-
poses not called'for, by its plan. -

Although the 11m1ta,t1ons on the autonomy of the enter-
prise stem from the fact that it is:publicly owned and from the Sov:let
need for central direction and control, the simultaneous provision
for some degree of enterprise freedom and initiative stems from
the concomitant need to achieve tangible results and to promote :

- 13 -
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flexibility and progress.* The firm is not, supposed to function, as a.
mere automaton, routinely carrying out. the: orders: .of. supenors, rather
it is supposed to.show initiative.and to. strive to. surpass its forma.lA
commitments. Thus the firm is free to overfulfill its productmn
plan and to produce goods of higher. quahty than the requxred
specifications, if it can do so without using productive resources )
in excess of those allowed by its plan. In fact, liberal bonuses for
overfulfillment provide firm management with the incentive to
exercise such initiative, Likewise the firm is free to Pproduce at ..
lower costs than permitted in its plan, thus increasing over -all
economic efficiency, Within the limitations imposed by its: pla.n R
and by regulations of supervisory bodies, enterprise management, ;...:
may organize its phys1ca1 plant and productive resources as. it see :
fit, and the more successful it is in plan fulfillment, the more free-___‘:'-.,',
dom it is likely to have to manage its internal affairs with minimum
interference. Plant management may make recommendations to
superiors concerning production goals and allocation of. materials. for- -
the plant and is usually Permitted to work out detailed 1mp1ementa.t1oxp
at the plant level of general directives from superior.bodies, 9/
Fmally, . the. enterpnse is. encouraged to exercise initiative in 1mprov1ng
methods of production, including development of new technologu:al
devmes. : : : : :

.

B. P-rineiple.e. N

‘ Sov1et managenal doctrme prov1des t;hree basxc pr1nc1p1es
considered to be particularly appdicable to 1nd1vidua.1 enterprises. . . ..
The f1rst is tha.t the enterprise director, or manager, as a -reprer . . :
sentatwe and authorized agent of the government, can in no:sense . :
be completely independent. He is merely a link in a chain of comma.nd

% To ach1eve some sort of workable ba.lance a,mong these basm needs )
(for control, results, flexibility, and progress).is probably the most
critical problem of Soviet managers at all levels. This problem:is. .. ..
particularly evident in the relationships between plant directors and
officials.of the supervising ministry and the chief directorate; .Some .
of the results of their attempts to solve this complex problem in day- .
to-day operations are examined in subsequent sections of this report.
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providing strict subordination of lower to higher organs; hence the. so-"

‘called ''powers'.and “nghts" -of enterprise managers are .delegatéd

powers s_ubJect_ to rescission, and heads of the chief directorate and .
ministry,  since they too share responsibility for the firm's perform-.:

‘ance, have the right and the duty to mtervene in its mternal opera.tions:. '
~ as they deem necessary. . .. : , : . R R

The second Principle is embodied in the doctrme of Xedanona-,;;.

chaliye, .or one-man authority and responsibility, a concept similar to.

~ that used in.the management of large capitalist enterprises.*  As.:

applied to'the enterprise, yedinonachaliye means that the plant direc- -

‘tor has .full ;authority and responsibility within the plant, - His formal..
- powers and duties include the following: appointment and removal of

employees, issuance of internal orders and instructions binding upon
all employees, delegation of authority to the heads of shops and to
other units within the plant management and control over the plant's.
material and financial resources, and maintenance of dxsc1p1me in .
all phases of operations. In return for these delegated powers the
director is held responsible for the security of plant (state) property. :
entrusted to his care and for operating his plant in such a way as to
fulfill tasks established for the plant in its formal plan and through
special assignments.. 11/ SRR

In reality, -the doctrine of yedinonachaliye is merely a .
formal device for centralizing authority and responsibility. Since
the Soviet firm and its management are an integral part of a
centrally planned economy, the plant director's managerial powers
must be exercised within the total context of the Soviet system. . -

‘Hence he is bound by directives and regulations issued by higher

bodies; his activities are continually subject to checks not only by

_.his unmedxate superiors in the chain of comma.nd but-algo. by

* As expla1ned earher (p., 6, ,above), ,thlS doctmne a.pphes to all’

levels in the managerial hierarchy, although Soviet leaders have. long
stressed its particular applicability to the enterprise. The system:

of yedinonachaliye was put into effect.in 1934, replacing the so-called

"functional" system under which authority and responsibility were
shared by the heads of various plant departments. The latter system
had resulted in great managerial confusion and duplication. 10/
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agencies especially charged with such responsibilities:(the Communist .

Party, Gosbank, the Ministry of State Control, and others); he must :.
pay .attention‘to the opinions of the Party and trade union groups in the.

plant and to the suggestions of so-called "actives!" and:of the "masses!;

he must support-general policies and campaigns currently-espoused by . -
the Party and central government (such as the Stakhanovite movement .

and the encouragement of inventors and rationalizers) regardless of
the impact on plant operations; and finally, since superior organs in
the chain of command are coresponsible with the director for the. ‘plant's
performance. ‘he must expect varying amounts of personal- mte,rvem:i.onx
by superiors in the internal management.of the plant. when they consu ;-
sider it necessary in order ‘to.ensure completmn of the. fzrmls tasks..

The third fundamental prmc1p1e guiding the: operatlons of
Soviet firms is embodied in the concept -of economic: accounta.bﬂ.ity
(khozraschet¥), which mearns that the firm: must use.bus_mes,s z ‘.
accounting techniques and must manage its resources-soas-to :..° . .
realize maximum business profits within the framework of its plan.. :.:
Khozraschet thus is-a device by which Soviet leaders seek-to achieve: -

their goals with a minimum expenditure of productive: res‘o‘urcés.‘ RS IS

Although the firm's monetary production costs and prof1t are- o
specified in its annual plan, one of plant management's- primary

tasks is to strive for the largest possible reduction of actual costs
below planned costs, thereby maximizing unplanned profits. ..The

size of the differential between planned and actual costs; provided: ;-
product quality specifications are met,.  serves as one of the-basic ..
measures of the success of the fitm. 12/ - Although earned profits

. belong to the state, -a fixed part is put -at the disposal of the .enter- -
prise to be spent for so-called "production-welfare:- necessities." 13/ '
Most of the retained earnings are used for plant expansion and.’ ,
additions to working capital, but a predetermined portion -goes. into.

* Though most enterprises operate on the basis of khozraschet con-
siderations, there ‘are also some which are subsidized from the.
state budget a.s are institutions (uchrezhdeniya) such as “postal. and-.
telegraph serv1ces, schools, and sc1ent1f1c laboratones : o

£ 16 -
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. the "director's fund" to be spent for improvements in worker housmgwt :
‘and commu.mty facilities and for bonuses to me r1torious employees.

G- ‘S.tr.u.cture.' .#‘ |

: : The mternal or ganization of the enterprise varies. somewhat,- :
depend.mg on the branch of industry;. the type of product, the method
of production, the size of the enterprise, and other factors, 14/ In °

. most industrial enterprises, however;, the chain of command extends' -

downward from the director through the deputy director or chief

engineer to the shop or department chiefs and foremen. The enter-

. ‘prise: director, ‘who is appointed by the supervisory minister with

" Party a.pproval ‘has full authority and responsibility w1thm the plant
_-His prmcipal duties have been noted above. - -

SR In mdustrial enterpnses the. deputy to the du'ector, usua.lly
the “chief engineer, is likewme appointéd by the supervisory ministry ‘
subject to Party: app;rova.l and is in charge of the plant when the
" director is absent. Primarily responsible for the technical phases
of production, the chief engineer exercises general supervision
. over all of the production shops and production service departments. 15 /
 He is regarded as a highly important plant official, frequently com- -
mumcatmg directly with officials of the supervising chief. directorate
and ministry. 16/ In a large enterprise the chief engineer may have
a deputy (chief di dispatcher) who plans and controls the daily schedultsng
-of production
"

Next in line of command are the chiefs of production shops,
- ‘which are considered independent units for accounting purposes and
hence must operate in accordance with the principles of khozraschet, 17/
.»V“-:[‘he chief works' out the plan for his shop, sets norms and piece rates.
' -»’within prescribed limits, ‘and has. authority to hire and fire. workers, :
impose administrative penalt_ies, and award bonu‘ses. ‘The final link
in the chain of command is the foreman, who heads a section within
-the shop and, nominally at least, is ''the full powered supervisor. in

production section as 51gned to him carrying the respons1b111ty for«"f.r:
e 1

*: See Figure 2 followmg p. 18.
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fulfilling the plan in all of its ‘indices. ! ,18/ _All orders to individual
workers are supposed to be channeled through the foreman “The fore-
man's duties include the followmg supervision over the production =
process and the use of equipment in his section, assignment of workers
to specific tasks, hiring and discharge of workers (sub_]ect to approval
of the shop chief), rating of workers!' efficiency and qualifications, and
administering of rewards. and penalt1es w1th1n prescnbed 11m1ts. In
pract1ce, however,. foremen have not been permltted to.exercige; such
broad powers in many plants, and the Soviet press has often pomted
out the need for increasing the actual powers of foremen., 19/ '

In larger enterpnses the heads of staﬂ departments concerned
with general admlnistratlon and services are someti.xnes called as s1stant
directors, although they are not part of the chain of command The o
following are the more 1mportant aux111ary departments planmng,
which coordinates all enterprise planning activities and prepares draft
5-year, annual, quarterly, and monthly plans, technical control which
checks the quality of output for conformance to'spec1f1cations, labor
and wages, which works out problems of norms and piece rates and
methods of raising labor productivity; personnel which is concerned
with hiring, training, and discharge of employees .and accountmg, wh1ch
-mamtams central bookkeeping for the whole enterprlse Add1t1ona1
departments mclude finance, . supply, sales, and capital constructlon

I

Iv. F,ormulation of the Enterprise Plan_.

Soviet doctrine holds that thesformation of economic plans
neces. sar11y involves both ''planning from above'" and. "planmng from
below, "t the former to provide central d1rect1on and coordmatmn for,
‘the economy and the latter to ensure that the plans will be realistic.
“The fmal plans do, in fact, result from a combination of the two, ‘
kinds of planning, Plannmg from above is mamfested through pla.n .-
’dlrectives from the Party Central Comrmttee and the Council of .
‘Ministers establishing over-all tasks for each sector of the economy
and through more detailed d1rectwes from mmlstrles and ch1ef , -
directorates to.individual enterprises fixing spec1f1c output goals and
input limits to guide their detailed planning. Planning from below is
that done by enterprise management in embodying these directives in

- 18 -
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a detailed plan for plant operatmn and, if deemed necessary, proposmg
mod1f1cat10ns Final plans are of course determlned from above

The 5-year plans, represent1ng perspect1ve planmng, 'are '
largely made from above.* “These’ plans give formal’ expression to t
long-range policy of the regime, fix the principal areas of concentra’
tion for the period, and establish goals to serve as a source of inspi- .’
ration for the general public. The actual operatxon of the’ economy, e
however, is conducted on the basis of the annual national-economic = *
plan, whichis a composite of the plans of all’ producmg units and whlch
when- approved by the Supreme Soviet, becomes the law of the land For
the 1nd1v1dua1 industrial enterprise the counterpart of this plan is 1ts “f ’_
an.nual techmcal 1ndustr1a1-£1nanc1al plan (Tekhpromfinplan); which ,
serves ‘as an initial blueprint for the year's operations. The procedure
by which this plan is formulated serves not only to illustrate the role' .
played by enterprise directors in plan formation and the relatwe G
amount of planning from below in the total plamnng process, but also
reveals many of the over-all problems inherent in present Soviet
planmng

A Function_s and ‘Components.

' The functions of the annual enterprise plan are threefold
First, it provides supporting details for the broader plans dra.fted at
higher levels, enabling the economic mimstnes and ultimately’ the ‘
highest planning agencies to evaluate and refine their Trespective
drafts. Second, the enterprise pfan, after its approval by the Coun-
cil of Ministers as part of the ministerial plan, isa legal instru-
ment of control used by the ministry and the chief directorate in
regulating the operations of the enterprise. - Third, it is the blue-
print by which internal enterprlse management d1rects and con-
trols all aspects of the operatmns of its plant

* The enterprises have recently been delegated authority to pre- "
pare drafts of their own 5-year plans 21/ "
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The enterprise plan has séven major components, as follows;.
(1) a productldn plan, (2) a plan for utilization of productmn capac1ty,
(3) a technical development plan, (4) a plan for labor, (5) a plan for
~materials, (6) a plan for production cost, and (7) a financial plan. 22/
Each component includes a large amount of techmcal detail which con- .
stitutes a bmdmg comm1tment on the enterprise. -

: A companion piece to the enterpnse pla.n is the deta11ed opera-
tional (operat1vnyy) plan, which is ratified by the mmistry every month 23/
In contrast to the enterpnse plan, which fixes the plant techmcal pro-—- ‘
Aduct1on, and financial tasks for each month, quarter, and year,. the ,
operational plan establishes detailed assignments for monthly, yveekly,
or 24-hour periods for the enterprise and for individual departments .
and shifts. The operational plan regulates the begummg and end of
each job, the operating hours of each machine, the flow of productmn, .
and the allowable repair time. It also establishes with respect to. each
productmn task detailed requirements for quant1ty, quahty, and a
number of other factors. 24/

3

The requirements of the operational plan for a given month
apparently need not necessarily be the same as those of the annual
plan, for available evidence indicates that ministries have sometlmes

o demanded higher monthly production than required by the. pla.nt‘ v

ﬁ Tekhpromfinplan. 25/ Such practices presumably are means of pro-
viding a cushion against future contingencies that otherw1se might
adversely affect the plant's fulﬁllment of the plan

“a

B. Governmg Dxrectives.

Annua.l plann1ng at the mxnlstenal level is governed by L
specific asmgnments (or "mdexes") developed by higher planning .
agencies. These indexes establish minimum. -requirements for
production by value and by volume for each ma_]or co'mmodxty They
also specify the amount of materials, equipment,-manpower, and
financial resources which a ministry will be permitted to use for
current output and for capital investment. These specifications
are based on the assumption that each m1n1stry will be able to -
achieve certain projected rates of improvement in labor productlwty,

- 20 -
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techn1ca1 efficiency, and net Cost.. . In the initial pla.mnng stage th1s
underlying assumption is bmdmg upon the ministries, although the
opportun1ty to ra1se questxons ma.y anse in the rev1ew process

~ Each'ministry divides the progected productmn tasks and )
resources among subordinate units. Accordmg to doctrine, the
ministry distributes assignments in the form of plan directives to
the chiéf directorates, which in turn reassign them to subordmate
enterprises. In practice, however, the ministry frequently issues
assignments ta the larger: entétprises as well as'to the chief dir'ec-
torates. 26/." The ministérial plan directives:are binding on.chief :.
directorates and.enterprises during this stage of the procedure.
Although the directives do not elaborate on technical or operational
details, they speci.fy for each firm the annual production quotas (with
' semiannual,. quarterly, ;and’ monthly breakdowns) ‘and détérmine -the.. .
allowable amount of materials, manpower, new equipment, fma.nma.l
expenditures, and capital investment. '27/ Plan directives from the
ministry also prescribe the amount of techmcal detail to be mcluded
in the 1nd1v1dua1 enterpnse plan. 28/ )

In the determmatlon of plan quotas, estabhshed norms. for
production and utilization of resources are customanly taken into '
consideration. According to basic Soviet doctrine, these norms :
must be based on technical and product1ve capacity* rather than on :
statistical data of past performance. 30/ This specifically precludes .
the situation in which a new plan is necessanly based on.the norms
underlying an old plan. In many‘fhdustnes, moreover, plan
directives reportedly require higher norms ea.ch year by a.utoma.tl-.
cally raising the plant's production goals by a fixed percentage‘ 31[ :
Although chiéf directorates may discuss such new norms with 1nd1v1d-
ual enterprises, this consultation does not enable plant- managements
to exert much influence on thelr determmatwn of norms, since the

* In Soviet usage, technical capacity is defined as the amount of
work which ¢an be performed on glven equlpment in a prescribed :
work area by a given labor shift. Productive capacity is defined .
as the number of parts or units which can be produced by a glven‘ :
shop or section fully explo1tmg its technical capacity. 29/ )
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dxscussmns take place after productxon goal-s have. already ‘been fixed
at h1g‘her levels, Furthermore, _any request for, lower norms. ‘would ' L
necessarﬂy 1nvolve a suggestlon to scale down productlon goals "
established by hlgher agencies, a suggestion which there is consider-
able reluctance to make. ] The rmmstnes == Which dec1de whether

tended to. ms1st on the apphcatmn of norms as 1n1t1a11y f1xed, m ,

order to force hxgher productlon goals m accordance w1th over-all
natxonal pohcy. _

c. ‘Drafting. =

L - pa‘r‘t‘mpaats L

Over-all planmng respons1b111ty at the enterprlse level
rests w1th the enterpnse director and may not be delegated ‘The_
actual’ draftmg of the plans, however, _is done by the- admlmstratwe ‘ -
and techmcal departments of the-enterprise: The plant's planmng o
department usually comp11es the detailed data subm1tted by the
technical departments into summary economic and financial esti-
mates and acts as a general coordinator in all planning matters.
Soviet 11terature emphasmes that shop leaders. and workers 11kew1$e
participate in- the plannmg Process in large measure and that the .

Party and trade unions exercise a '"guiding and mob111z1ng“ mfluence o

on it, 33/ Smce draftmg of the plans is pr1mar1ly a techn1ca1 job
and has to be performed with tight deadhnes, it is doubtful whether '
‘there is more than token part1C1pae10n by the rank and file.’ The _
plant Party. orgamzatlons, being coresponS1b1e for fulflllment or
nonfulflllment of . enterpr1se plans, apparently are 1nc11ned to o
support management protests agamst difficult norms. or productlon .
ass1gnmen£s and usually do not.interfere in the planmng process, o
provided the enterprise manager has made the appropnate gestur’es o
to ensure their support. 34/ '

Planmng comm1sszons of Iocal government executlve '
comm1ttees may also be held responsible for faulty planning in
enterprises falling under their territorial jurisdiction. 35/
Accordmgly, they have taken an actlve 1nterest 1n plannlng by
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these establishments, but in general have tended to confine mter- R :
ventmn to steps considered necessary in the local public mterest 36/”_'.’_

. 2. Procedure. e
Offmlally, prepa.ra.tmn of the dra.ft plan begms when the
enterprise receives from the chief directorate figures establishmg _
production goals and input limits. Such control figures are not usua.lly
received unt11 March or April (or, in some cases, as late asMay 37/):
of the year precedmg the plan year, too late to- enable the plant to sub-'_"‘:
mit its complete draft plan on schedule. Nevertheless the plant must. &
proceed with prelimmary drafting of its plan and is able'to doso
because most managers can secure informal indications of the prob- -
able magnitude of their future production quota. With or without '
control figures, the plant must be gin preliminary planning ea.rly in '
the year because certain measures which are essential to the success—'
ful executlon of the plan require considerable lead- time, princ1pa.lly '
the cap1tal goods requirements of the enterprise. I‘ l"»
[ |Work on the norms for the next year begins as early as :
February and continues for several months. 38/ By March the pla.nt ;
usually begins to face deadlines for submitting its planned require- -
ments for equipment for the following year. Requirements for new
construction: likewise receive considerable attention during the =~ e
preliminary planning sta.ge. 39/ |

The chief concern of the individual plant in the early
drafting stage is to develop in dotail the various commitments in
the entérprise plan and to supply the chief directorate and the '
ministry with the detailed information requested. Proper sequence
is particularly important in drafting the several parts of the enter-
prise plan. Plans for plant capacity (new equipment and structures)
precede all other sections because they establish physical limits on.
production. Plans for production, utilization of capacity, and -
technological development follow, each worked out in consxderable
detail. - This much of the plan must be developed before plans for
productlon inputs (labor, power, materials, and financial expendi-
tures) ,canvbe prepared, because the production and technical ’
sections of the plan establish the requirements for detailed
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enumeration of production inputs. Estimates of requ1rements for _
electrical power, for example, depend on the production a.smgnments o
and techn1ca1 processes adopted for the various shops of the plant.

Responsibility for developing the technical details of
different parts of the production plan usually falls to an experiénced
engineer or group of engineers. 40/ In consultation with production_,
shops and other plant departments these engineers con51der a11 ' T
questions concerning capacity, production methods, and norms.. D S
design spec1f1cat10ns are impractical from a production standpomt L
changes are requested. Questions which cannot be settled at the .. .
plant level are usually referred to the ministry. After careful e
review by the chief engineer and chief technician, the work of the .
engineers is compiled to form the draft plans for production, s
utilization of capacity, and technical development. Proper pr.e;p-'; o
aration of these .sections is particularly vital because lack of .
capacity and technical difficulties are usually the only grounds :
upon which the plant management can successfully obtain adjust-
ments in production quotas. 41/ In fact, plant capacity and .
planned technical development are considered so important that
higher authorities sometimes send representatives to the enter -
prise to make on-the-spot 1nvest1ga.t10ns wh11e the draft plan_ is
being prepared. 42/

Both the chief directorate and the ministry participate
in supervision of the drafting progess. Although the former has
immediate supervision over the enterprise in this respect, the
ministry maintains a close check on the progress being made, .
particularly in the more important plants, and does not hesitate .
to 1ntervene if delays occur, 43/

"The economic and financial sections of the plan -- tha.t "
is, those dealing with labor, power and matenals costs and requ1re-
ments, and other financial matters -- are, as indicated above, N
derivative in nature and cannot be drawn up in detail until the pro-
duction and technological sections have been approved at higher
levels. Although an attempt is made to complete these derivative _
sections well before the end of the year preceding the plan year, _‘_l_é/ ,
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they are frequently not finally approved for several months a.fter the -
begmnmg of the plan year itself. 45/ ' : S

D. ' Rev1ew.»

1L Timihg.
The enterprise draft of the annual plan is submltted to :
the chief directorate for review as soon as the productmn and techm.cal

. sections have been worked out in detail. (The economic and fmanmal

sections; as stated above, are tentative at this stage.) Generally Ry
speaking, the planning schedule of the Soviet economy appears to call
for submission of enterprise plans to the chief directorates by the end
of June. ‘Individual enterprises, however, seldom seem to meet their
deadlines, 46/ probably largely because of the late receipt of. speciﬁc
plan d1rect1ves from superiors. When a complete draft does not .
arrive in time, officials at the higher level 1mmed1ate1y beginto
demand subm1ss1on of at'least the completed parts, so that hubnussmn
is apt to be on a p1ecemea1 bas1s 47/ : -

For the plants examined in this study, review of draft
plans at the chief directorate and ministerial level was carried on
from late June until about the middle of -August. This is apparently a
period of intense activity, during which the chief directorate asks for
much additional information from the enterprises, but makes few )
requests for decisions from the m1n1stry. 48/ Enterprise off101als
are frequently called to-Moscow Yo part1c1pate in the formal rev1ew '__ o
of their draft plans. During this period the chief’ d1rectorates are-
also preparing their own sections of the m1n15ter1a1 plan for pre-
sentation to Gosplan and to the Council of Ministers: Although -
evidence regarding the precise timing of th1s presentation is :
fragmentary, indications are that it takes place in late August or
early September 49/ ' -

Although in the past, as noted previously, review and -

' approval of the annual plans at the highest 1eve1 often have not been
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completed until well into the plan year itself, * an effort is made to
complete at least the f1rst-quarter plan in all deta1ls before the s
beginning of the new plan year. The central planmng ‘agency, after ‘
reviewing the ministerial draft plan, issues to the ministry general
instructions for revising the whole annual plan and more specific
directives covering the first quarter. The latter enable the ministry
to send to the enterprise directives specific enough ‘to make possible
final formulation of the first-quarter .enterprise plan. These direc-
tives usually reach the enterpnse between late September and late,,
November, although on: occaswn delays in resolving ba31c quest),ons
in the" annual plan may cause planmng for the fxrst quarter to be
delayed 1nto the plan year. 51/ -

) The m1mstr1es rev1se their plans on the ba51s ,of the
general dlrectxves given them and resubmit the plans. After fmal
review of the revised draft plans the central planning agency sub- .
mits the completed nat1onal economic plan to the Council -of Muns,,‘_ '
ters for: approval Upon ratification by the. Council,, the, pla.n as.
a Whole (specifically incorporating the detailed annual plans of all
ministries and enterprises) is promulgated as a law by the Supreme

Soviet. | . L

2 _:Procedure.' _

In splte of an apparent orderlmess in the t1m1ng of.
the rev1ew process, order is not in fact a notable characteristic of
the procedure Nor is there in pract1ce a clear separat1on of the o
respons1b111t1es of the several echelons 1nvolved Chlef d1rectora.tes -
assume httle respons1b111ty for decisions even in the 1n1t1al ‘stage.. -
During ali’ stages of planmng, moreover, members of the m1n1ster1al
collegia and’ other ministry officials frequently bypass the ch1ef
directorates and ‘deal directlyuwith enterprlse managers. _ Even -
officials of Gosplan may concern themseives with some of the .
detailed minutiae of the plant's plan. 52/

* Itis reported that Dn the ma_]onty of mm1str1es the development X
of technical industrial-financial plans for 1954 was completed only
in the second quarter of 1954.| [50/
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‘While awaiting approval of the basic parts of the enter-

pr1se plan, plant officials must complete the economic and fma.nc1a1
sections and proceed with the draft of the operational plan, They o
must prepare also the specxflc details of materials requisitions. and o
contracts for the plan'year. These activities aré carried forward ~
on the assumption that the basic parts of the plan will be approved

as submitted. - In fact, however, these parts are often substant1a11y o

changed by higher authorities during the review procedure, thus

necessitating -extensive rev1s1ons of the opera.tmnal economm, a.nd_""“' o

financial: pla.ns. 53/

Slnce the review procedure takes so much time and so E

many changes must usually be made in the original draft, the enter- T

prise plan often is not completed and approved until well into the
plan year: - 54/ Under these circurnstances the enterprise has to
proceed on the basis of informal indications from ministry’ off1c1als E
of the probable production schedule and resource allocatiomns. 55/
‘Dunng the period of operation without an approved plan the plant”

has no, formal legal claim to labor, wages, supplies, or finances. '_ o

Hence the plant suffers delays in securing supplies ‘and funds for
payment of wages and other financial obligations, since spec1a1
authorization from higher authorities is usually needéd in such
instances.. Even after approval of the plan the enterprise remains
in this difficult position for a while, because the approved pla.n must' "
be registered with Gosbank.and.the:Ministry of Finafice before .
: fman(nal resources called for by the pla.n W111 be released.* -
S . . A )

An approved final annual plan for the firm does not

necessarily remain unchanged throughout the year. A firm's total

production obligations may be increased or the product -mix altered

‘as a result of changes in plans for the whole economy, particularl'y' .
in the priority status of its various sectors. Also, :the enterprise..
production plan may sometimes be revised by central ‘planning
authorities if it becomes obvions that essential materials or

* In plants examined for the purposes of this report, registration
with.these ageéncies required about ‘a month after final approva.l of
the enterprise plans. 56/
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component parts cannot be made available. In unusual circumstances,
such as a major fire or other natural catastrophe, the plant's com- .. .
mltments ,may even be reduced : :

E.- 'G\eneral Characterlstics of the Present,' Pla.nnmgProcedure |

From thls analysm of the process of enterprxse plan formu-v.
lation 1t is clear that Soviet planning procedures are ‘heavily: we1ghted el
in favor of plannmg from above. Although enterprise managements., .. .
supply central planners with the estimates and detail concerning planti
productive capacity indispensable to realistic planning, most of the
basic decisions affecting each firm's plan are made by the ‘ministry
and other h1gher authorities, and apparently the f1rm has relatively ...
little mﬂuence on these dec1s1ons ‘The ongmal draft plan subm1tted
by the firm must conform to control f1gures fixed by higher.author- ..
ities, who may. make major revisions at any stage of the draft1ng and :
review. procedure A,lthough enterprlse officials are: consulted .
frequently cconcerning the firm's plan, consultatmn often amounts to e
no more than requests for 1nformat10n. The plan as finally. a.pproved
may bear httle resemblance to that originally submitted and may be .

‘unrealistic in terms of the capacity of the enterprise to fulfill it, %

Consequently. because both the success of the firm and the. 1nc0me of'L, : .‘;
its managenal off1c1als depend on plan fulﬁllment, the whole planning. ..
process becomes somethmg of a tug-of-war, with enterprlse managers
striving to estabhsh plan goals Wthh they think they can fulfill, and
central planning. author1t1es seekrng to .get the maximum possible pro-, .
duction out of the plant. Officials of the ministries and chief directo-
rates tend to support the latter in th1s struggle .

Both draft and f1na1 plans of the enterprxse 1nclude a large
amount of minute detail, indicating a general pohcy of close control

* The unrea11st1c nature of the plans for some enterprlses may be

one of the reasons. why s0 many firms fail to fulfill their plans.
According to Bulgamn, "The proportion of enterpnses which did

not fulfill their annual plans amounted.in 1951 to 31 percent; in ... .
1952 to 39 percent; in 1953 to 40 percent; in 1954 to 36 percent " 57/
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by superior organs over each facet of the firm's operations. * “The
procedure by which these detailed plans are developed from m1t1al
d1rect1ves and’ draft proposals to finally approved plans becomes so
complex and time- consum1ng that enterprise plans often have not o

been approved until after the begmnmg of the plan year. Such

delays, coupled with the probability that the final plan w111 differ -

from the draft plan, lead to meff1c1ency in plant operatmn because S
the director cannot lay out productmn schedules in advance on the S
basis of stable expectations concerning tasks and resources. = 7
Furthermore, preparation of such detailed and complex plans tends o
to inflate the plamnng staffs of enterprises and diverts managenal .
and engineering personnel from productlon work for long periods =~ ‘7
of time. Inthe plants studied for this report, plant officials seemed _‘
to be engaged in planning activities throughout the entire year, for -
no sooner had the belatedly approved plan for one year been received
than'the plants would receive control figures for the next year's plan.

F 'Effort’s'to"_ Ifnprdve Planning Procedure.

Sov1et leaders have recognized for a long time the senous o
shortcomings in the established procedures for formulating enter--
prise plans And from time to time have taken steps to correct some’ =~
of the defects," appa.rently without great success. *% Durmg 1953- 55
according to official statements, a number of new measures were T
adopted to improve the quality of plans and to shorten the plan- o
formulation period. Most notable of these was the division’ (in 1955) ' . o
of Gosplan into two committees,“bne concerned with short-term
plan.ning and the other with long-ter'm planning. In additiOn, the

* Apparently ‘the ministries have required enterprises to subm1t

an enormous amount of detail in their annual plans. It is reported
for example, that the Tekhpromfinplans f6r cement:plants had" (in
1954) 89 forms, and those for peat enterprises had 79. 58/
*% It is significant to note that a recent study of Soviet industrial ~
management based largely on information for the 1930's describes
the same shortcomings in planning as,were found by the present., '
study to be still prevalent. 59/ : ;
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number of lndexes, or. ob_]ectlves, included in the national economic.
plan and also in the plans of the m1n1str1es and chief d1rectorates o
was greatly reduced Accordmg to Fmance Minister Zverev, the .
1955 Plan contained 46 percent fewer 1ndexes than the 1954 Plan.. 60/
The effect of such reductions is to limit the a,rnount of detall that is
planned centrally and thus to enhance the rights of the mmlstrles, o
which now can give final approval to many details formerly requ1r1ng o
the approval of Gosplan or the Counc il of Ministers.. At the same .
time the number of forms.and the amount of technical detail wh1ch

the rn1n1str1es must submit with their draft plans have been con- .
s1dera.bly reduced Fmally, the ministries have been glven the rlght,_"_"';
before transm1tt1ng the indexes in the state plan to 1nd1v1dua1 enter- 3 .
prises, to make partial changes in respect to. quarterly breakdowns -
and cost. outlays for 1nd1v1dual products. 61/ »

f S1m11ar decentrahzatmn in pla.mung also has been extended
recently to the enterpnse level. Formerly, 5- -year plans were
initiated and almost exclusively drawn up by the ministries; now the
enterprises are to prepare first drafts of their-own 5-year plans.
With respect to the annual plan, the enterprise now must submit to
the ministry proposals. and estimates relatmg to only a limited N
number .of basic indexes -- for exa.mple, productlon output expressed'm
in monetary costs and in natural units, number of workers and - A
employees, total wage fund, and percentage increase in labor pro-
ductivity. 62/ These estimates and proposals are submitted over ,
the joint :-ugnature of the enterpnse director, the secretary of the "
plant Party orgamzatmn, and the cha1rma,n of the plant trade umonv'
commlttee. In case of dlsagreement concernmg plan proposals, .
these organizations may submit dissenting opinions and alternative
recommendations. 63/ Following approval of the basic indexes in 7
the enterpnse ‘plan (by the ministry and by central planning author- .
ities as part of the over-all national plan), the plant itself works .
out details of its complete techmcal 1ndustr1a1 financial plan, R
which is gwen final approval by the enterpnse d1rector and wh1ch
is then sent to the ministry merely for control purposes. The _
detailed enterpr1se plan.must be completed not later than 1- 1/2
months after approval of the national plan. 64/ Finally, the
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ministries have been charged with the responsibility for reducing the -
number of forms and the amount of detail required in enterpnse
Tekhpromflnplans 65/

* “Although at least soine of these changes in:planning pro- -
ceduré were supposed to have been put:into effect’in.1953 and 1954,
formulation of the 1955 Plan in the firms investigated in this report
seemed to require-about as much time as-in previous yéars.: 66/ -
Further evidence’ concerning the difficultiés and delays in: 1mp1e-~’ e
mentlng ‘the new, somewhat decentralized planning procedures is
afforded by Finance ‘Minister ' Zverev's statement late in 1954 tha.t

“in spité of increased authority in the planning field, the- m1n1.stries
were continuing to refer many petty questions-to higher authorities.:
He sharply censured them for attempting to -anticipate-every- deta11
of enterpnse operatmns, pointing out that the resultant demands’
for large amounts of detailed data unduly prolonged and; comphcated
the planning process. 67/ It appears, however, that the new.pro-. - ::
cedures have had some effect-in accelerating and simplifying the .. -« 7
drafting of the plans for 1956, for according to Moscow radio, the
national economic plan was approved by the government on 16 Novem-
ber 1955, and "each enterprise and construction site was. informed
of its tasks before the beginning of the year." _fﬁ/

V. Implementation of the Enterprise Plan.

Plan fulfillment is the primary standard used in evaluatmg"ma;'na-.
gerial personnel at each level of the hierarchy, and failure to fu1f111
the plan may entail legal ‘political, or economic sanctions on all .
responsible parties. ‘The emphasis on plan fulfillment and over-

“fulfillment pervades the Soviet system tc such an extent that ,
managers at all levels tend to weighi'each decision on this balance. -
For the enterprise director, .an added incentive is provided by the: - :
fact'that his personal income is substantially:-dependent on the firm's * -
accomplishment’ with respect to the plan. **When production-difficulties.
threaten plan fulfillment and cannot be overcome through official .- -
channels, the director has the difficult choice of deciding whether to
use illegal or officially disapproved means to.attain his ob jective:
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His choice.is influenced. by the. knowledge: that plan fulfillment covers .
many sins, but fajlure,. even w1thout fault of h1s own,. is seldom
excused. :

Once the .enterprise plan has been approved, the director must
proceed to carry it out:in all. detail -- that is, he must see to 1t that .
“the plant. produces goods.in the speC1f1ed quantlty, assortment, -and ,
quality in the designated time with the prescribed. productwe resources.
But for the most part he cannot expect to program the year's opera- .. .
tions solely on the basis of the plan and to carry it out as he sees. fzt
Since Soviet planning necessarily must be flex1b1e, he faces the .
possibility that his plan may be changed during the year. or, more
probably, -that he will be required to deviate from the plan to meet
priority directives from superiors. .He must also,e;;pect_‘thes'e‘v_ G e e
superiors, -particularly officials of thé ministry and. chief directo-: s
rate, .to intervené to influence his day<to-day management of the .
plant when they consider such action necessary, for their own. success
depends on success-.at the enterprise level. '

A Role of Supra. Plant Agenmes in Coordmatlon and Control
- - of Pla.nt Productmn. ST g

The Council of M1n1sters, as the top executive boa.rd for

Soviet industry, not only approves the annual enterprise economic.
plan and subsequent formal changes in it, but also establishes cur—
rent-priorities to.govern specifig production tasks. In addition, it
regulates operational practices, checks on progress in carrying
out specific production orders, and sometlmes provides support .
for solving .operational problems. To implement new economic , _
programs and revisions in policy the Council first issues broa.d
general decrees.and follows. them with deta11ed decrees fixing i e
- specific new assignments and revised resource alloca.tmns required
by the new program. 69/ From time to time the Council. also issues
special decrees, each a applying solely.to an individual enterprise,. ' .-
Such decrees are usually issued to meet some especially .critical .
situation and- may order priority for deliveries to. des1gnated ' .
industries or impose deadlines for. -shipments. of certain items to
those industries. 70/
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"~ In additxon ‘to 1ssu1ng such’ decrees, the Counc11 of M1n1sters .

may use less formal methods to order changes in off1c1al plans and
allocations in order to cope’ with spot problems 71/ The' Councﬂ
also initiates national drives to improve unsat1sfactory operational '
practices, such as slow loadmg and unloading of railroad cars at’”

plants, and orders ministerial officials to follow’ up. ‘Council decrees

with spec1£1c mstructmns to subordinate ch1ef directorates and

enterprises. 72/ Finally, the Council issues regulations to govern

enterprise productton procedures and practxces, dealing with even

such detailed matters as the issuance of liquor to certain categones

of outdoor workers, the minimum coal reserve to be mamtamed
the plant, and the reduction of scrap metal balances at’ shops and
loading areas. 73/ By means of these various: techxuques the =
Council of Ministers is able to achieve some measure of ﬂex1b111ty

in the .implementation of over-all plans and to make such _plans.
dynamic. - Should production problems of great urgency.arise or y
should plan revisions become imperative, the Council can qmckly
mob111ze the resources necessary to meet the s1tuat10n ‘

Each industrial ministry maintains direct control over sub- ,

ordinate enterprlses and makes many basic operational dec1s1ons

for them Not only does it require elaborate and systematxc report1ng ,

by eath enterprise, but also many of its officials keep close check on

the status of the production program and Prov1de needed support to the"";'

enterprises. The minister himself sometimes’ intervenes in the .

operational affairs of an individual plant to bring the weight of h1s ..

posu:mn to bear on a specific prbblem |' I |nis n

- directives to plants are in many instances the result of his contacts’

with other ministries and their enterprises and with the Council of
Ministers. His directive may; .for. ‘examplé,: be a rush prodiction .
order, an order reﬂectmg criticism heard in the Council of M1ms- ’

ters, or general or detailed mstructions relating toa spec1ﬁc pro- ,

duction’ ‘assignment. 74/ The deputy ministers, as well as the L.
minister, may also become involved in any and all phases of plant S
production. 75/ Finally, the minister also receives complaints
from plant ma.nagement concernmg such ma.tters as reJection of a v
request or failure of a chief directorate or a ministerial depart- B
ment to provide adequate support to the plant. Such complaints .

are sometimes successful and sometimes not.
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The ministerial collegmm considers, all. .major, policy problems _
and mamtams a contmumg check on plan 1mplementat10n. At the start
of the plan year the collegmm apparently reviews in some deta1l the :

situation in each individual enterprlse, espe01ally those wh1ch are .
expected to encounter d1ff1cu1t1es it follows up- these 1n1t1al rev1ews '
thoroughly during the plan, year and may. requ1re plant off1c1als to _
appear at collegmm sessions in Moscow to answer, spec1f1c questmns. .7_6/

' Moreover, it may modify enterprise operatmnal plans, constder the _

fate of major. officials of plants consistently falhng to meet obhgatlons,

questmns are settled at formal collegium meetmgs, most of the
colleglum.s surve11‘1ance and control functmns are apparently pel

formed by those deputy ministers and heads of chief dlrectorates :
havmg d1rect lme respons1b111ty 78/ ;

The productmn department of the mxmstry is the staff arm 1
of the m1mster, having over-all respons1b111ty for ensuring completmn
of the ministerial productmn plan. Although not in the direct cha1n .
of command between the minister and the plant, officials of the pro- T
duction department often behave as if they were agents empowered
with d1rect superv1sory a.uthority. This department handles problems., .
imme dlately related to the implementation of current productmn plans :
of- subordmate enterpnses Its ability to coordinate the assignment;
of productmn orders among plants is limited, however, since it can-
not reject demands from higher levels for acceleratmn of dehvery o
schedules or changes in priorities. Nevertheless, it can somet1mes
help a plant by giving advance. wdfning of 1mpendmg changes in orders -
or by supportmg plant off1c1als in their deahngs w1th the m1mstry. 79/

In_ 1ts efforts to assure fulf1llment of both spec:flc pr1or1ty e
orders’s d of the product1on program as a whole, the production ., .~
department’ checks on timely delivery of raw materials and: supplies .. .
to the enterpnses and analyzes systematmally their regular. 10- day
reports., 80/ If an enterprise is behind schedule, or other operat10na1
problems aj arise, representat1ves of the department will investigate to . .
ascertain the causes and, through discussjons with plant off1c1als, —_—
determme whether the problems can be. resolved W1thout outside . N )
help. 81/ If. worse comes to worst off1c1als of the prqductmn R
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department may even suggest subterfuges- designed to:create: the=
appearance of compliance with the plan:: 82 /+:Near the “end of each -
month, quarter, and year, the production department if necessary
stages a final plan fulfillment drive using exhortations and: threats m
add1t1on to last- mmute support 83/

if, despa.t‘e' these precautions; a plant- :
underfulﬁlls its monthly plan, "the production department: proceeds
accordmg to an almost ritualistic pattern.- 84/ First, a suitable -
amount of official wrath is displayed, and written. explanatmns are -
demanded, ‘Thereafter, representatives of the productmn depart- e
ment discuss thé situation with officials of the enterprise; "If - -
underfulfillment ‘can legitimately be attributed to technical factors’ ,
or delinquency of suppliers, the discussions are relatively peaceful, "
If not, officials of both the department and the plant:try.to assign:the -~
blame to" one: another by referrmg to prevmus d1rect1ves or appeals -k
for help. TSR L . N .

. As noted'previously, the chief directorate, though a'~
separate link in the chain of managerial command, is frequently by- e
passed in ministry- enterprise relations. This practice ‘has apparently
resulted in a considerable amount of duplication of effort in the day-
to-day implementation of plans.: The principal difference between the
activities of the chief directorate and those of the minister and R
ministerial production department seems to be one of intensity rather -
than siubject matter. The measures usually taken by the chief direc--*
torates probably are more spectic and continucus.-iThe'reu_ti_ne
operations of the chief directorate include thorough examination of
plant preparations for executing the production program,A day- to”-' -
day checks on-the progress of all phases of work under the plan, S e
and occasional on-the-spot investigations. 85/ Issuance of e
categorical orders to fulfill or overfulfill the plan are a prominent -
feature of chief directorate behavior. 86/ These orders often set
forth detailed instructions, and the chief directorate may even:send~ ~
a representative to the plant to check upon compliance, 87/ In some™
cases the directorate also can decide what part of the pla-rl-t s planned
delivery schedule may be modified in order to.fill unforeseen prlority
orders:" 88/ F1na.lly, the d1rectorate attempts ‘to ensure completlon i
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of all production orders on schedule, a.ctlng in this.connection as a ‘high-

X B Plant_ _Productmn Scheduling. e

Ministries, chief directorates, and enterprises alike base‘
decisions concerning production schedules upon the annual plan and its
quarterly and annual production quotas. They must also observe any
supplementdry directives of governmental and Party organs, ‘The. .
annual production quotas set in the enterprise plan can be changed’ only
by the Council of Ministers, but considerable flexibility exists with , . -.
respect to quartérly and monthly production and delivery schedules. . ..

- The formal production schedule of the enterprise originates inthe.. ..

ministerial operational plan, which contains itemized monthly pro- . . .
duction and delivery.schedules for all subordinate plants and is
transmitted to the plant in the form of approved monthly operatmnal
plans, 90/ On the basis of these plans the planning department of the
enterprise draws up 10-day operational plans for each production shop
and for the plant as a whole, 91/ A production progress report must
be submitted to.the chief directorate and to the m1mstry for each .

10- day per1od *. 92/

A . If an enterpnse cannot meet producuon schedules, 1t may
petztmn 1ts chief directorate and its ministry for-a reduction. 93/

‘The ministry may grant such a petition within the framework of t the L

national plan,; by deferring productmn from one.month or quartexr to .

the next. 94/ If approval of such a deferral would threaten fulfill-.

ment of the annual enterprise plan, however, the mmlstry may .

refer the petition to the Council of Ministers for. decision. 95/ ‘
‘evidence concerning the plants studied in this report 1nd1-

~ cates that failure of an enterprise to fulfill even a 10- -day plan will.

entail immediate inquiries by the chief directorate or ministry, .
which may then require the enterprise to submit reports every 5 days

.or even every day. 96/ The intent of such close control is to fore- - ..

stall last-minute difficulties or underfulfillment.

* Seme plantsvare.reqﬁired to éubmit routine reﬁorts more fre‘que.ntlﬂy
than every 10 days. Daily reports are required of cement plants, for
example, and 5-day reports must be submitted by oil reflnerles
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o Judging by the experience of some plants 0
planned production scheduling and scheduling control in.
the enterprise is frequently interfered with in a2 manner irreconcilable
 with orderly product1on On the average, these plants received.about
a dozen orders each month from deputy ministers or. from: off1c1als of
the ministerial productlon department and the chief directorate - '
requiring the manufacture and shipment of items" irrespective of -
planned de11very schedules.’ 97/ Press cr1t1c1sm of such practu:es
suggests that the experience “of these plants may be fairly: tprca.l 98/
The plant director may protest to the ministry -- generally without
success,’ ’however, bécause such special orders usually result from
pressure by top Party and government officials. 99/ He must then
deviate from the planned production schedule and'_prepar‘e'fOr the
consequences as best he can. Under these circumstances, established
productlon schedules are less meaningful in pract1ce than they are in
a.ppearance. * ' o

"The plant's planned productlon schedule also often has to be .

rearra.nged to meet demands of the ministry or chief directorate that
the plant overfulfill its plan. 101/ Although these demands are usually
couched as “requests, ' plant ‘officials can ill afford to 1gnore them

Such requests are frequently used by the ministry as a means of - _
sh1ft1ng assignments from less efficient to more efficient producers Lol
'who are expected to be able to cope with the added product1on load.

Finally, radical rescheduling of plant production ma be ’
required by shifts in over-all n3tional economic policy. li| :

| las soon as a new policy is announced, ministe-
rial'and chief directorate officials:attémipt to implement it at.ohce by
igsuing directives to. the:: enterprises. to adjust productlon and . dehvery
schedules.: . Apparently, detailed.planning for these necessary '

* "Such unscheduled orders and revisions in plans. may explam' in part
the prevalence of shturmovshchina (storming) in'Soviet industry, »whére-
by planned output is accomplished mainly during the last half of the '
month rather than being distributed evenly throughout the period.
Irregular and belated delivery of supplies also contributes to this

practice. 100/
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adjustments does not usually precede public announcement. For example,
when an increase in agr1cultural and consumer goods productmn was ...
decided upon in 1953, machme-bu1ld1ng plants were pressed to begm '
immediate del1very of equipment and other products needed to carry
through the new pol1cy 102/ Since plans apparently had not been e
adjusted in advance of the c changed requlrements productlon was d1s—
rupted during the time that new schedules were being developed Sov1et
leaders apparently considered such temporary disruptions not too h1gh
a price to pay for the psychological benefits to be derived from the
speedy announcement of a new economic policy, thus perm1tt1ng
inauguration of pubhc drives for its immediate 1mplementat1on o

c. Pr.ocurement of Supplies and E_quipr_ment.

" Strict central control is exerc1sed over allocatmn of supphes-
and equlpment required by the individual enterpr1se in 1mp1ement1ng'1ts
plan. A long list of critical items (''funded commodities''*) has in the
past been directly allocated by Gosplan in accordance.with the national
economic plan, presumably this function is now performed by the, .
recently established Gosekonomkom1SS1ya. To secure allocat1on of .
funded commod1t1es, the individual enterprise includes in its draft
plan spec1f1c material requirements which are reviewed and collated .
in the m1n1stry and then are submitted to the central planning’ author- S
ities as part of the annual plan, Fmally approved commod1ty allocatxons
are made by ‘means of special vouchers, first to the ministries and then
to enterprises in accordance w1th norms or ''coefficients' fixed in the
plan. Severe penalt1es are prov1ded for using funded commodities. for
purposes other than those specifically approved. 104/ “Quota" com-
modities (a large category of items somewhat less scarce than funded
commodities) may be .sold by producmg ministries directly to con-
sumer ministries w1thout specific central government approval of each

* From time to.time the USSR has attempted to reduce the number of
funded commodities. It is. reported for example, that some time in
1953 "A number of items of equipment and supply ...-are being taken
off ‘the Council of Ministers' controlled list and transferred to the :
Jurlsd1ct1on of the Ministers themselves " 103/ L
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sale. Ministries, in turn, allocate such goods to subordinate chief:: -
directorates-and firms in accordance with specifications in their:
plans. ' Other commodities may be procured by ministries and sub-: -
ordinate enterprises directly from producing cooperatives and local
mdustnal plants w1thout formal allocatmn. 105/ L S

Bes1des this formal system of alloca.tmg ma.tena.ls and :
equlpment, the Soviet government also maintains centra.lly controlled"
- reserves, which may be used to meet: unforeseen supply problems. - -
"Reserves of the Council of Ministers, /' essentially a part’. of the
plant inventory, may be used (with special autborization from the
Council) to satisfy needs arising in the process of carrying out the
plan -- for example, to meet unplanned 'assignments' or to overful-
fill the plan. 106/ In addition, state reserves are maintained by the
Chief D1rectorate of State Material Reserves for mobilization and
similar emergencies and may be made available to entérprises for
critical current productmn requ1rements, with the: approval of the -
Council of Mimsters. . S o S

\The procurement of allocated goods -- that 15, their physical
acqu1s1t10n by the enterprise -- is closely controlled by the ministry
through a staff department of supply (Gla.vsnab*l After receipt of
orders from chief d1rectorates or enterprises,. Gla.vsnab negotiates’ -
n" general economic or business-contracts" (khozyaystvennyy’ dogovor) '
witH supply ministries. 107/ These contracts stipulate the qua.ntlty _
and assortment of materials to be supplied and their speca.ﬁcatmns, c
delivery dates, and penalties fowxtnonfulfillment. . In some cases
chief directorates of the consuming industry also conclude general - -
.contracts with suppl_iers through their own supply departments.’

In the cas‘ede standardized articles, enterprise management -
partm1pates in the negotiation of the contract only if ‘its reqmrements '
differ algmfu:antly from the kind of goods ava11able from supply

* Glavsnab is sometimes also referred to as chief d1rectorate40f:.°
supply or main administration of supply. For the sake of clarity
the term '""department of supply' will be used in this report. . -
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departments of superior organs and covered by their general con- ..
- tracts. 108/ Jn the case. of. nonstandard1zed articles.the consumer. .. ;. .
enterpnse may negotiate (with. the permission of its ministerial supply
department) a local contract d1rect1y with.the: producmg enterprise. .
Such local contracts, however, .Jmerely supplement the. general con-;_-,:»-;
tracts by stipulating detailed technical and sales terms, including the -
conditions under which. .orders may be canceled or damages. claimed
for contract- violatlon. The ministerial supply department.fixes. the .. ..
amount of goods that may be bought and. demgnates the- suppher for. the .
enterprise. % 111/ e e e

Goods acqmred through general contracts ne gotlated by the
supply depa.rtments of the ministry or. Chlef d1rectorate usually.are .. :-
delivered to them and d1str1buted to consumer enterprises through a -;. f
network. of regmnal offlces, depots, and warehouses. 112/. .Other.. . .-
items are dehvered d1rectly to the ultimate consumers. ** :|

|quant1tat1ve or. quahtatwe adjustments in. good.s
supplied under contracts usually require specific approval of the
department of supply, whether the goods are delivered to Glavsnab
or to the;:en,terp_rise.-. 113/ ‘

Top off1C1als of. the m1mstry play an act1ve role thh .
respect to procurement The, minister. h1mse1f somet1mes a.ppeals
to higher governmental authorit1es on behalf of consumer firms -

* For many years, consumer enterpnses frequently negotxated
contracts directly with producer% In 1949, however, the Counc11
of Ministers du-ected khozraschet enterprises (those operating .- .- . .
under cost accountmg) to minimize direct contracting, which . ... .
allegedly had resulted in inadequate control, wasteful precontract
negotiations, .and other evils. : :109/.. Since then, direct contracts
-have been confmed pr1mar11y to. spec1a1 cases .-~ for example, ... e
instances in which. equ1pment is ma.nufactured on the: 1nd1v1dua1
specifications of the consumer -- and such contracts are now
subject to careful review by ministerial officials.. 110/ - R
** Enterprises are requ1red to submit regular 1nventory reports Ce e
to the supply department of the ministry. These reports enable .
the ministry to redistribute scarce materials among subordxnate
enterprises when necessary.
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under ‘his superwsmn, in order to expedfte supplies from producer
ministries. 114/ Also he may order subbrdlnate producer f!cr‘rns to
make priority: ty deliveries ta designated .consumers and . when necessary v
may act as a high-level expediter’in supply matters. 115/ ‘Healso
decides disputes over allocations and pr1orit1es ‘submitted to him -
from’lower levels. - Deputy ministers and collegmm:members per-
form similar tasks. In dealing with spot problems of enterprises, Lo
they act regularly as expediters (especially in interministerial
transactions), adjust priorities, and sometimes allocate specific
items to'an enterprise directly or through its supervisory chief
directorate. 116/ They also give special attention to the control = - '
and the maximum utilization of enterprise inventories,’ superv1se o
interplant programs* under which enterprises with a surplus of a -
given commodity must upon request relinqmsh it to those in short
supply. and 1ntervene if an enterprise shows relucta.nce to comply 117/

" Although procurement off1c1ally is ch1ef1y the respons1b111ty_
of higher echelons, in actual practice individual enterprises must '
‘take many steps of their own to ensure that required materials w111
be available when needed. They must often find a suitable suppller
when a local contract is to be made and must persuade the supply
department to make necesaary contract arrangements. Enterprise .
officials- usually must follow up requests for allocation and dehvery _
of goods in order to make sure that needed raw materials and’ equrp- ‘
ment will be available. 118/ When such action does not lead to
timely delivery, enterpnse directors sometimes appeal to top
Party and government leaders £3% help. 119/ Enterprises also
have often‘found it necessary to follow up p interventions made by

 superiors in their behalf by sending a representative to the supplier
to ensure the timely production and delivery of ordered goods, and
even m1n1ster1a1 officials sometlmes have urged enterpnses to do B
so. 120/ :

* | these programs are interministerial as
well as intraministerial in character. This fact probably explams
why they are undér the direct supervision of deputy ministers.
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In spite of efforts of this kind, . supply problems frequently
have dlsrupted production, even in relatwely favored sect,ors of the;
economy. . 121/ A recent Sov1et survey of the machine -burldmg
industry revealed that 30 percent of the 1d1eness of workers An that
industry had been. due to ill- t1med prov1swn of materla.ls.: The
director of the 1mportant Stalm ‘Motor Plant in Moscow has. stated
that he sometimes has to spend as much as nine- tenths of hrs
working day on supply problems.» 1227

Under such c1rcumstances it is not surpnsmg that plant: Eogd i
officials frequently resort to supply pract1ces which are improper ... ...
under Soviet rules. One. of the most common is to overstaté . .. _ -
material requrrements in prepanng annual aud quarterly plans. i
A second practxce is the employment of. ”pushers" at supply. —
organs and 1mportant suppher plants their’ Job is to see to it that e N
the firm gets ordered materials on schedule. Still another wrdely -
used technique is the use of blat (improper influence), whereby
managenal offrcxals of one plant attempt to persuade those of .
another to supply needed 1tems by promising to grant specral
favors m return. 123/ :

Another pract1ce arrsmg from the uncerta.lntles and T RTRTA
shortcommgs of regular supply channels is the tendency of mdus— :
trial enterpnses to produce many of therr own materials and parts,.:
even though they could be made more cheaply by outside supphers. s
A factory frequently operates its lwn small foundry or castings. .
shop, for. example, in spite of the fact that it can. obtam such:com-~ .. ...
ponents from other firms at lower cost (though probably with: less
assurance) Durmg the ‘past year, Soviet leaders have.shown. great ..
concern over the growmg tendency toward such vertical integration
in mdustry In a speech to the plenary session of the Central Com- ;-
mittee of the Communist Party in July 1955, Premier Bulganin dis- -
cussed this problem at some length and urged the ministries to take’
steps to increase the number of specialized plants. 124/ Followmg
up the points made by Bulganin, the Central Commlttee adopted
resolutions’ obhgatmg the ministries and central planning agenc1es ,
to take steps to increase spec1ahzat1on in Soviet industry and, D W,
eliminate unjustified and inefficient instances of vertical product1on 125/
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Other resolutmns also obl1gated these organs and the enterpnses to :
find means for regularizing provision of supplies -- measures whxch,m ‘
if successful, would remove one of the ‘main: mot1ves for fxrms to ‘
produce their own raw materials and parts. . Tl ot e ‘e

In any attempt to determine the causes of- the supply d1ff1- _ E
culties discussed above, * it must be réecognized that the USSR is
attempting to secure a maximum rate of economic growth and maxi-,
mumni production from the given production establishment. Attempts
to maximize growth 1nev1ta.bly lead to limitation upon certain lines . -
of capital expansion and encouragement of others. A detailed system';;;:-%
for éllocatwn and distribution of critical materials is mdlspensable 5
to such a- program of forced growth. Given the absence of consumer [ : .. -
ch01ce and conventional market controls, moreover, a planned S
economy must develop a structure to substitute for the market .- -' i .
mechanism. The system of allocation employed by the USSR is . S
capable of effecting the distribution of production materials, although
it is cumbersome compared to a simple market system *% SR

Although the system undoubtedly has. mJected some semblance
of order into plan implementation, it does not appear to function nearly
so.smoothly as Soviet leaders intended. Part of the malfunctioning is ‘
inevitable in an economy operating at full capacity with scarce. resources,
but part also seems to. be.attributable to inadequate planning.for matenals
distribution and to overlappmg and duplication of effort among supply -
agencies of ministries, chief directorates, and enterprlses. In the
procurement field, probably mor®*than any other, the individual. enter-
prise has had to use its own ingenuity to assure 1tself production

* It is s1gmf1cant to note tha.t the shortcnomings in the supply anddm-- .
tribution system found to be currently prevalent in the USSR are - .
essentially the same as those found in a recent study to be prevalent
during the 1930's. 126/ '
*% It should be 1mp11c1t1y recogmzed tha.t the expenditure entailed in,
maintaining and reportmg upon elaborate central and regional mar- '
kets is tremendously high and is a cost the USSR avoids by the .
existing orgamzatmn. The recurring d1ff1cult1es with a continuous -
flow of supplies are more a result of ‘Soviet preSSure to force h1gher RN
production from the economy than they are an 1nd1ctment of the mecha-
nism or the procedures '
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materials, with the result that a wide variety of illegal and off1c1a11y
censured practices have become a regular feature of the system
The ‘sufferance of such practices by top Soviet managers is a‘tacit -
P admission that it is considered exped1ent to permlt the development
E 2 of needed flexibility in this way. :

D. Quality Control and Inspection.
The principal techrnque for quahty control in the USSR is’ the
establishment by the government of legally binding standards --'that
is, rules and technical specifications for the measurement. of qua.lity —-_"'
for all important products. The prevaﬂmg quality standardifor'a -
given product is the All-Union State Standard (GOST), which defines -
technical properties and sets minimum quality requirements to which" ~
the product must conform. A published GOST will usually include the -
following: (1) description bf the product; (2) physical and ‘mechanical
specifications; (3) sampling rules or testing methods; and (4) rules
for packaging, transportation, and storage. 127/ Where GOST =
standards do not apply, technical specifications, consisting of a -
detailed description of the product and constituent materials, are
fixed by contract between producer and consumer enterpnses.

0

Nl

' ’ . Top Party and government echelons have attached great -
importance to quality control. The State Committee for Sta.ndardx-x"_ o
zation, Measures, and Measuring Instruments: (attached to the = =
Council of Ministers) enforces compliance by the ministries with -
the rules governing technical stantiards, while ministries and chlef _
directorates supervise the inspection systems and practices in the o
plants. 128/ Each industrial enterprise maintains a department

of technical control (OTK) which operates under a kind of dual . e
subordination, in that the chief of the OTK, though adm1n1strat1vely k
subordinate to the enterprise director, receives substantive' S
instructions from the. chief of inspection in the ministry and’ may
correspond on matters of quality and rejects directly with the

ministry and other outside agencies. 129/ His reports go to both

the enterprise director and the chief of ir inspection. The enterprise =
director may rescind decisions of the OTK chief, but the latter may
appeal to the ministerial chief of inspection if he con51ders the
d1rector s action unwarranted 130/
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In practme, ministries apparently tend to restrict the1r

quality control activities to establishing general inspection policies =~ |

and to acting as arbiters in technjcal questions. ' The.actual control
of plant inspection activities seems to be primarily in the hands of
the chief dlrectorates, which specifically supervise testing pro--
cedures and inspection of major production items. If it becomes

necessary to deviate significantly from established specﬁlcanons, N .

however, both chief direcforate and enterprise usually will refer
the matter to the ministry for decision. il./

. The OTK performs three general types of 1nspectlon .
activ1t1es. The first is the preliminary inspection of semxfmwhed o
parts and assemblies for the purpose of preventing further pro- '
cessing of poor- quality items. The second involves spot checks to
ascertain the observance of technologu:al rules and to prevent

violations which might increase the rejection rate. The third is a .

complete examination of finished products, including checks on the
thoroughness of preliminary and intermediate inspections and tests _:
to determine compliance with dimensional tolerances, material ‘

' specxﬁcatxons, and other technical standards. Before the OTK

check the productlon foreman makes his own examination and afﬁxes o

his personal stamp. Especially complex units also require stamping
by the shop chief. After final inspection the product is stamped by .
the OTK control foreman and either sent to the shop warehouse or .
shipped to the customer. - ‘

Defective products are stassified as total or as correctable
rejects. Total rejects are placed in special locked bins or ‘ware- :
houses under the control of designated OTK officials. 132/ A
rejection certificate is made out stating the nature and cause of
the defect and designating responsible individuals who.4re then
usually billed for the direct cost. Thus, if a machinist performmg
the fmal operation on a part was at fault, he is billed for all. pre-
ceding" work, including the cost of the materials. Similarly, if the
technical staff designed a faulty special reamer used by a lathe
operator with the approval of the foreman, the cost of the resultarit
rejects is levied against the designer, lathe operator, and foreman.
In practice, the costs often exceedithe individual ability to pay, and
the plant ma.kes up the difference. 133/ Correctable rejects are
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returned to the shop with specific mstructmns for correction and
usually are- reworked even though the cost of reworkmg may exceed .
the cost. of scrappmg 134/ ‘

Smce the OTK is responsible for the prevention as we11 as o
the detection of substandard production, it has a direct interest in
keeping the number of rejects down, an interest wh1ch it shares w:.th
the rest of the enterprise. 135/ Accordmgly, the OTK chief and the
enterprise director may informally agree upon the number of rejects
that can be safely reported, and the OTK may occasionally ignore -
defective products which are not too far below standard. Such
manipulations can be carried through successfully. only if the plant
has funds and supplies sufficient to replace the concealed reJects. 136/

'Customers and purchasing agencies examine finished prod- o
ucts and testing procedures in plants from which they buy. If the ~ 7
order is for large or particularly important equipment, accepta.nce L
of the goods may be handled by an ad hoc committee composed of -
representatives of the customer, the supervisory chief directorate
and ministry, a central governmental design bureau, * and the L
producer, 137/ Military customers also may exercme contmumg o
supervision over the production of ordered items. Ifa d1sagreement A
about the quality of a delivery cannot be settled at the plant level, 1t o
is taken up by the chief directorates or ministries concerned a,nd may .
be referred for final decision to the State Arbitration Commxssion
(Gosarbitrazh), attached to the Council of Ministers, e

«a

The enterpnse central accounting office receives a copy
of each OTK rejection slip and charges net reject losses to:the cost
of the production order. Rejects may not be included in plan ful-
fillment figures, nor is allowance for the cost of reworkmg correct- _
able re_)ects made in the enterpnse plan. 138/ Dehvery of low—quahty '

* Specialized central design burea.us are attached to industrial mlms- 'f
tries to assist chief directorates and enterprises in solving partlcula.rly
difficult technical problems. Their role is primarily that of a con- '
sultant, and their recommendations generally are not put into. force _
without prlor acceptance by the chief d1rectorate and the enterprlse '
concerned.
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or 1ncomp1ete products not only is a crime for which the enterprlse '
director, chief engineer, and OTK chief may be imprisoned, but is

also a breach of contract, obligating the enterprise concerned to -

rework or replace the rejects and to pay a fine to the customer or to*
the government in the case of 111ega11y concluded contracts. - 139/

E Role of the Mana.gert SR

Soviet doctrine 'concerning economic administration envisages ‘
that the individual enterprise shall be *'centrally managed" but Bopera-
tionally 1ndependent " Centralized management, expressed principally

-

through the: plamnng process, -is essential to ensure coordination of -

enterpnse activities with the rest of the economy,.and operat1ona1
independence is necessary to achieve maximum efficiency in the use
of-scarce economic resources by encouraging initiative at the pro-

ducmg level., These Principles are considered to be not confhctmg,
but complementary, and establishment of the proper 1nterrela.t1onsh1p

between them is deemed a necessary cond1t1on for successful operatlon

of socialist industry. 140/

: Achievement of such’la"proper balance has proved exceedingly
difficult, and in day-to-day implementation of plans the operational

independence of firms, until recently, has tended to give way to
centralized management. Evidence of this shift is provided in two
ways. First, the formal rights allowed the enterprise director in
carrying out the work of his plant have been severely limited. For
example, until late in 1955 he di*not have the right to transfer
administrative and technical employees from one shop or depart-

ment to another, nor could he usually alter their salaries; he could
not on his own initiative use working capital funds to purchase needed
items of equ1pment costing-more than 300 rubles; and. many restric-
tions were placed on his use of the 'director's fund. In recent years

plant managers, as well as top Soviet leaders, have frequently com-
plained that such restrictions on the powers delegated to enterprise
directors hamper initiative and prevent the speedy solution of .
urgent problems arising almost daily in the plant. 141/ They have -
stressed the need for increasing the rights of enterprise managers
and the 1mportance of the principle of one-man management on the

enterprrse level.

TOP
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In fact, recently (in July.1955) the Plenum of the Central
Committee of the Communist Party adopted.a.resolution calling for

extension of the rlghts of enterprise. d1rectors 142/ Shortly. there-- _
after.the powers of enterprlse rmanagers were conmderably broadened, .
and’it was announced that a new statute was. bemg prepared to define ..
in more complete detail the status of the individual enterprise and the

rights of its director. Although only fragmentary information is

available concerning the nature of the newly granted powers, they are
known to include the following 143/:
orders for product1on of goods from materials supplied by the con-: . ..«

(1) the enterprise may accept

sumer or from the firm's own supplies, provided such acceptance;;.

will not mterfere with plan fulfillment; (2) working capital funds may_.,; :
be used to: ‘purchase. certain kinds. of equipment costing not. more than .
500 rubles; (3) the technological process of production may be altered,
provided product quality is not impaired or production costs increased;.,
(4) delivery schedules within a quarter may be modified, . in .agreement :;
with the customer; (5) the structure of the staffs of shops.and depa.rt-
ments may be esta.bhshed and altered within the limits ‘of the firm? B
plan for labor; (6) wage funds saved during one quarter of the year , - : .
may be used to pay wages in subsequent quarters; and (7) under cer-

tain condxtxons, surplus materials and equlpment not used by-the

enterpr:se may be sold.

S'ecorrd the natlrre of .the day-to-day relationships between . .
the enterprise and its supervising agencies provides further ev1dence

that in practice the principle of centralized management has tended. -
to triumph over that of operation3?! 1ndependence. In supervising. :
plan 1mplementat1on and the execution of supplemental directives..
by the enterprise, officials :of. the ministry and chief dlrectorate
have frequently exerc1sed what the Soviet press terms !'petty

tutelage" over the firm., .

|super-

visory officials have bombarded the enterprise managements with .

directives, quasi-directives, and'detailéd instructions’ for~carrymg_.
out the orders, which sometimes have been conflicting. .:The extent...

and closeness of such supervisory activity seems to be related to .
the success of the enterprise in fulfilling its assigned .tasks;.

superior organs tend to leave successful firms alone, :but to super- -

vise uns__uccessful ones in mmute,detaﬂ._
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Though enterprise management has tended to regard’ many
of the activities of ministry and chief directorate officials as
unwarranted interference in the internal affairs of the firm, " many
such actions undoubtedly were justiﬁed from the broader point of
view of these superiors. To. ensure fulflllment of the plan for the
ministry as a whole, ministry officials sometunes have had to
shift assignments or materials allocations from one plant to
another. Such shifts may be disastrous from the point of view of
the pla.nt directors concerned, but necessary from the point of
view of the ministry.” The tendency of superior organs to keep
close watch over subordinate firms -and to intervene in their
activities when deemed necessary stems from the fact that these
organs, too, are judged on their success in fulfilling assigned
tasks; a firm's failures are their failures, wh1ch they seek to
prevent by all posmble means.

- Even W1thout the burden of excessive interference by _
supervisory organs, the position of the enterprise manager.if the
USSR is not enviable. Smooth and orderly operation of the plant
according to plan is ‘seldom possible. Among the factors 11ke1y to
cause interruptions of pla.nned production schedules are the
following: "difficulties in obtaining trained manpower; belated
delivery and poor quality of supplies and equipment; and numerous
requests for information and reports from central and local orga.ns,'
requiring much time in preparation. ' In addition to these more or
less chronic difficulties, the plant isften required to deviate
from its plan in order to fulfill higher priority orders levied by
superiors. Sometimes its plan may be formally changed or -
additional resources allocated, but more often than not the firm
must complete both the plan and the priority orders as best 1t can._ "

" The fact that industrial enterprises usually mana.ge
nevertheless to fulfill assignments attests to the ingenuity of
enterprise management and to the large measure of flexibility
that in practice has become an informal part of the Soviet system.
To fulfill both planned and unplanned tasks, enterprise managers
often have to resort to a variety of improper and illegal practices,
which are overlooked by superlor organs so long as the plant is =~
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successful. Higher authontles apparently try to select as plant
directots persons whom they expect to. d1sp1ay 1n1tiat1ve and assume . '
responsibﬂity for gettmg thmgs done m one way or another. 144/

The new powers granted to enterprise d1rectors followxng the- .
July Plenum are intended to.increase the nperatlonal independence of
firms. L1kew1se, the broader. authorzty in the field of planning and
allocation of resources Wwhich was recently accorded the economic
ministries* ig des1gned to reduce centralization of management and L
decision-making. Through these measures for limited. decentrali- PO
zation of economic management Sov1et leaders evidentlyr hope to,,.
improve over -all. economic eff1c1ency by encouraging initiative at the o
producing level and by reducing delays and waste motion caused by
the constant referral of a host of minor problems to successwely
higher levels for decision. The realization of these hopes depends ..
on the extent to which lower and intermediate-level management
actually exercises its increased authority.  Enterprise managers
accustomed to bemg closely controlled and to coordmatmg each:
step W1th h1gher author1t1es may be reluctant to act on the broader
authonty ofﬁcially accorded them, Sunilarly, ‘of£1c1als of rmmstries
and chief directorates may hesitate to give up close control over :
enterprise affairs, since they still retain over-~all respons1b111ty for o
plan fulﬁllment, and the consequences of failure are serious. . Indeed-- e
some recent statements by Soviet leaders suggest that the new .. ... ..
measures for’ decentralization are not being implemented as rap1dly
as desired. ** 145/ ) L S : '

VI. Manag‘ement"o_f“’thé.Ent,eﬁrprise Labor Force., " o ._" ~ o

A plan for labor is one of the basic components of the enterpnse
Tekhpromfinplan. It includes measures for increasing labor pro-
ductivity, estimates of the total labor force and the number in each
important occupatmnal group, the total wage fund and the average: .
for each worker’ category, the plan for training workers, the sources .
for recruitment of additmnal personnel and. the plan for social and

* See pp. 29 30 a'bove. . :g:.‘ ' o
** See’ P- 31 above I .
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cultural beneﬁts for workers : Implementatmn of these Pplans covers
a wide range of act1v1t1es and respons1b111t1es of plant management, -
the most important ones bemg the following: establishment of the
plant's table of organization and recruitment of a labor force;
trammg, assignment, and dismissal of employees, remuneratlon of
employees; maintenance of internal plant discipline; and estabhsh-
ment and maintenance of channels for worker-management com-
munication. In some of these areas the plant director has been
-allowed wide latitude for action, but in others.his authority. is.limited
to a, greater or lesser extent by provisions of Soviet labor law; by

proscnphons 1mposed by supervisory organs; and by controls, both ,

‘latent and actual exercised by Party, trade union, and finance
agents_.

A. E stabli'shme‘n't. of a Labor.Force. -

. The size and d1str1but10n of the plant's labor force is
governed by the limits set forth in its annual plan for labor and by
its approved:table.of organization. The staffing pattern must.con-
form to that established for comparable enterprises by the ministry
and the State Tables of Orgaxnza.tton Commission. * The plant's
table of orgamzation (apphcable only to admuustratwe mana.gement
personnel) must be registered annually with finance offices of the. ’
city or rayon governments.and is- sub;ect. to:close surveillance by
these organs. To circumvent the stringent controls over the _
employment of such nonproduction wowrkers, plant managers have
adopted a- vanety of ingenious and illegal measures for inflating
adm1mstrative management staffs., 146/ 1f d1scovered these >
pract1ces are forbldden, and the guilty off1c1als may be fined or
1mpr1soned To cope w1th this recurrent problem of mﬂated white-
collar staffs, not. only in the enterprlses but throughout the state '
apparatus, the government in recent years also has ordered flat
percentage reductions. (usually 5 percent annually) in the number

* The State Tables of Orgamzatwn Commlssmn, formerly attached'“
to the Council of M1n1sters, was subordmated to the Ministry of -
Finance in 1953,
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‘of such positions. * These orders are 1mp1emented at the enterprise
level by the plant director, “who’ must ‘abolish’the } "r’escribed number

of pos1tions in the’ designated time,__ dismiss the ‘e 'oyees affected

- and find ‘othier jobs for them) Submit detdiled’ progress repOrts to
the ministry; and transfer payroll funds saved in" this waytothe
state’budget. 148/’ Failure' to-carry out such orders is’ pumshable T

by reprimand fme, or dismissal 149/ o

Followmg approval of the plant's labor pla.n and table of ™
organization the plant director must employ workers in strict dccord- A
with these" directives %% - The plant's labor force is drawn pnmarily e
from‘the local population, like their Western counterparts, Soviet " -
firms in need 'of workers advertise in newspapers or over the radic
Though recruitment is the responsibility of the enterprise director;"
he may obtain important assistance from the supervising chief
directorate, ministry, and other. agencies concerned with é¢entralized
- direction of the labor force. Engineering and technical workers
graduating from universitiés and other schools are ‘allocated among
enterprises by the economic ministries and the directors of the 7+ " 4
schools, ‘In order to secure such specialists ‘the enterprise must"

submit -annual lists of requirements to 'the ministry. - In addition’to " -

placing recent. graduates, the ministry,; through its department of
supe’rwsory‘ personnel assists the enterprise in obtammg managerial
employees and others w1th spec1a1 skills. 151/ ’

* In'a report to the Supreme Soviet qa the: proposed State Budget for

1956, Finance Minister Zverev stated, "The number employed in'the "~

administrative apparatus of enterprises, establishments, and or gani- -
zations has beén cut in'the course of two years /1954-55/ by nearly
750, 000, YA conszderable number of these have been transferred

fromithe administrative’ apparatus to production.’ ‘Savings connected
-with the above reductions amounted to over 7.2 bilhon rubles per S

annum. 1] 147/ AR . P - R : -

k% In August 1955, enterprise managers were ‘given the right’ to
"establish.and alter the. structure and staffs of. shops .and.divisions

of a plant a.dmimstration within the limits of the enterprise's plan. .. ... ..
for labor' and to'""économize on the wage fund received in the ' -
preceding quarters for the payment'of wages in the subsequent

quarters of the same year." 150/
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.. A plant unable to obtain unskilled or semiskilled employees
locally may request the ministry to recruit such workers through ..
the organized recruitment program. This pProgram is operated on:a.
nationwide basis by the Chief. Direcmrate for. OrganiZed Recruit=- -
ment of Manpower (Gla.vorgnabor*) through local units attached to
city, kray, and oblast executive committees. Workers are. recruited
under individual 1- to 3-year employment contracts in accordancec
with the specifications of the enterprise. In connection with this
program, ministries and their chief directorates distribute recruits
among the enterprises, handle. comp1a1nts, and generally act as

intermediaries between the enterprise and local offices of Glavorgna.-
bor. 152/

Although the plant director is allowed wide latitude in the
hirmg of rank-and-file office and plant workers, his appointments
to many managerial and technical positions in the plant require
approval of the ministry and the Party.. According |:|, such |,
approva.l is required for the following: the chief accountant, the
chief engineer, the chief metallurgist, the chief technologist, and
‘the chiefs of 1mporta.nt plant departments, 153/ In addition, the
ministry appoints recent graduates from the ur umversities and techni-
cal schools, assignments of particular individuals often being made
in accord with the wishes of Party offic1a1s. *k »

B. Assignment Transfer, and Dismissal of Plant Employees.

_ The enterprise director distributes manual employees
among the various departments and positions in the. plant in a
manner which, in his opinion, will ensure efficient operation and
plan fulfillment. Shop chiefs and foremen, under the general
supervision of the. director, do the same within their domains;
The director 8 liberty to take personnel action, however, ‘is

* Atta.ched to the Counc:il of Mimsters.
- %% It is reported, for -example, that the. Party Central Comxmttee
~ placed three-fifths of the university graduates in 1939 and that it
intervened in 1940 to force the. Minister of the Chemical Industry
to send engmeering gra.duates to a certa.m plant. 154/
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limited by the provisions ‘of ‘Soviet labor law and other regulatlons in
much the same way as the freedom of his ‘Western' counterpart is '

limited by law and by provisions of collective bargaining agreements .

Soviet labor law provides that, except under exp11c1t1y defined:con-
ditions, a.Soviet worker may not be transferred from one job to ‘
another or from one plant to another without his consent. 155/
Young specialists assigned to the plant from the universities and
technical schools may not be transferred to administrative work or
to jobs outmde their spec1ahty. 156/ The plant director may not -
send administrative-managefient employees (including engineering- -
technical workers) on detached duty without perm1ss1on of the chief
directorate.

: indicate that ministries, chief directorates,
and even the Council of Ministers issue a variety of orders to the
enterprise which affect utilization of its labor force, In their efforts
to ensure over-all plan fulfillment, ministerial officials sometimes -
order temporary transfers of workers, both skilled and unskilled,
from one enterprise to another within the jurisdiction of the minis-
try. 157/ In particularly critical cases of underfulfillment of plans,
both interministerial and intraministerial transfers of workers may
be ordered by decree of the Council of Ministers. ' In _1953-54, for
example, the Ministry of the Timber and Paper Industry, in a.ccord-
ance with such a Council devree designed to improve output in the J
logging industry, ordered extensive transfers of workers from paper
mills, match factories, and woodworkihg trusts to logging enter~
prises, and the latter were ordered to transfer a maximum number
of workers from secondary and auxiliary operations to basic logging
operations, 158/

The plant director rnay not dismiss an employee against
his will except on grounds specified in Soviet labor law. Until =
recently, ¥ an employee could not quit his job without authorization
of his employer, who had full authority to refuse any request for a' -
release not based on lega.l grounds making release mandatory - * -

* A Supreme Soviet decree of 11 May ¥956 gives employees: the r1ght
to leave their Jobs by merely giving 2 weeks' notice to the plant
director.
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(health; 'p'ei‘sbnal hardship, or entrance in sChOol) Although plant
dlrectors were responsible for ensuring-that approval of a request
for releasé ‘did not adversely affect the intereésts of the enterprise;
they apparently exercised their authority quite freely, judging from -
press-reports of high labor: turnover in Soviet factories. 159/
Skilled workers, being less ea.sﬂy replaceable, ‘were undoubtedly
released with much more reluctance than were unskilled workers.
the release or discharge of higher
Ievel administrative and technical employees had to be approved by
the ministry and chief directorate. 160/ Also, officials of these
organs and of the Communist Party sometimes ordered a plant
director to dxscharge a designated employee or to 'freely relea.se” '
those who volunteered for work on high-priority projects, 161/

C. Tr‘ain'ing.‘

Securmg of ma.npower trained to run machines and factones o
has been one ‘of the critical problems of Soviet industrial develop- e
ment. Dunng the early decades of industrialization the training of - - ﬁ
workers was; of sheer- necess1ty, primarily the responsibility of S
the plants where they were to work, but the government has gradually
taken over a major share of this responsibility. - Generally speaking,
it may Be sa1d that two training systems are now in operation, one" _
formal and the other informal." ! The:formal system comprises .teclini- -
cal schools under the direction of the economic ministries and the
Ministry of Higher Education-and labwY reserve schools under the’
Chief Directorate of L.abor Reserves,* Certain types of labor
reserve schools are often attached directly to industrial enterprises.
Plant managers, consequently, must take care of them to some
extent, even though they have no over all responmbﬂxty for their- =
ad.m1n13trat10n 162/ R : : -

' In addition to formal training of young employees in
special schools, workers receive informal training in the plants,
partly on-the-job and partly through course work. Provisions for

* Attached to the Council of Ministers.
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tralmng new personnel and ''raising of workers! skills'" are a part..

of the annual enterprise plan and must. be 1mplemented and fulftlled

like the other parts. - Enterprise managers seem to have cons1derable _
latitude in working out training programs and to take an active and .
constructive interest in them. 163/ Ministries, also a1d in training by
establishing” spec1al courses to teach Stakhanowte work methods and. -

new techniques.

D . Wage and\Sal-ary Determination.

Enterpnse d1rectors have. only l1m1ted authonty to flx ’vvages.,‘_‘
The compensation of employees is.determined by a wage and salary
system established by the economic ministries on the ba,'s‘1_s of prin- -
ciples laid down by the central government. White collar workers
are usually paid flat monthly salaries fixed by the ministry and set -
forth in the enterprise plan and table of organization. The enter-
prise, manager may not change these rates, though under certain
conditions he may sometimes be allowed to grant ''personal rates,'. . .
which exceed the official rates. If he wants to depart from the - ... , B
governmenta.l rules under other c1rcumstances, he must rely on . :
one, of the. var1ous methods which managers have developed to cir- . .
cumvent: the _existing stringent controls. * 164/ In the case of. ” L
productlon workers, however, he has more leeway to manipulate ; .
the compensation of 1nd1v1duals, smce "he determ1nes the job .
classification and wage category of the worker as well as the work
norms, and since, further, the mm1s‘t‘er1al s(:andard schedules
cannot in practice. take care. of each 1nd1v1dua1 s1tuat10n. -

In addition to the basic ‘wage or. salary, employees may. .
receive various bonuses and premiums which are financed e1ther e
from the director's fund or from special funds. The enterprise .
director supposedly may pay the bonuses, within the legal frame-
work, as he thinks best. ..In‘practl_ce, howeyer, ‘his-discretion:is

* -The. chronlc problem of overexpend1t:ure of wage funds and 1ts .
consequences, as well as recent efforts to cope with the problem, o
is discussed in more detail on p. 67, below.
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limited by the necessity in some cases to consult with the plant's
trade union, and by interferences of the chief directorate and.
ministry. 165/ Bonuses for top managerial personnel in the plant.
(the director, deputy director, chief engineer, chief accountant,

and chiefs of planning and production) are awarded by the ministry. -

- - Plant employees also receive overtime pay and various
‘fringe benefits. As a rule, the enterprise director must secure
advance authorization for overtime work from both the chief
directorate and the central committee of his workers' trade
union. ‘He is apparently authorized to order emergency overtime
work on his own initiative, however, provided he has wage funds -
covering the cost and the plant trade union committee approves.
Although the prerequisite of trade union approval appears to be
a mere formality, the union may intercede if it believes that the
amount of overtime work is excessive. 166/ Major changes in
the workday or week may be imposed by—g;der of the Council of
Ministers or the ministry. 167/ Fringe benefits (such as night
shift borius and vacation pa_yTaTre fixed by law or ministerial ..
regulation, and plant management may not deviate from them. -

E. Labor-Management Relations.

Soviet labor law defines the actions of workers which con-.
stitute violations of labor discipline and fixes penalties for them.
The ‘managerial staff in individual entgrprises has the right and the -
duty to punish contravening employees. Failure to do so may N
result in imposition of reprimands, fines,: or prison sentences.
Although the internal plant managements apparently have authority
commensurate with this responsibility, they seem to have been
lenient whenever they considered this expedient. They have been
particularly reluctant to punish every instance of absenteeism or

unauthorized changing of jobs and thereby have taken the risk of . ..

being punished themselves. 168/ Plant trade union committees
must support'management's_e_f_f—orts to maintain labor discipline, - -
since safeguarding of the latter is one of the major functions of
Soviet unionism. :Individual workers may file appeals against
disciplinary punishment with the intrapldant conflicts.commissidns
and the people's courts. '
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As a more positive means. of creating:and preserving an atmos-
phere sultable to promote maximum output, the internal enterprise .
managements.attempt to-maintain communications systemsdesigned not
only to get their point of view to the workers but also to get the latters!'
point .of view to management, - ,Commumcatm_ns channels are inherent. -
in the established chain of command and in the role played by the
factory trade union committee (zavkom). - In addition, widespread use
is made of the "production conference, " which may be called at the, . . -
initiative of management, -the trade union, or ‘the Party group in the ..
plant. These conferences are held regularly or intermittently to con-:,
sider reports by management concerning production and workers® .
welfar,e.-;\matte‘r_sfa,nd,to discuss production problems, operational = .- .
changes propo's.ed-byvma;nagement, and workers' suggestions and.
criticisms.  Though some of these arrangements have been sub.-'je;;,l_:l;-
to criticism, they seem,: by and large, to have functioned fairly ,
satisfactorily and to have provided an element of strength in the . .
' operatlon of Soviet mdustry 169/

Sin’ce it is obvious that Wherever' employees have to perform-
work under the direction of superiors, the will of one man is subor-.. -.
dinated to that of another, and friction cannot be avoided, irrespective
of the prevailing economic, social, and political system, the same
conflicts or grievances arise in the day-to-day working relations of
Soviet:plant managements and workers as arise between Western
employers and their ‘personnel, ‘-and similar.methods or grievance. . .
procedures are used to adjust them. Phe standard method provides:
for the submission,of complaints to.successively higher-levels until -
they are adjusted or referred to final dec1s1on by a neutral agency. -
In the USSR the grievance .is first presented to the plant trade union.
organizer, who may take it up with the plant trade union committee ..
or discuss it. directly with rhanagement -If the matter cannot be ;. .
adjusted in this stage, ‘it may be submitted in a-more formal manner
to the plant-appraisement and conflicts commission (RKK). - This
bipartite body is composed of representatives of the union and of .
management in.equal -numbers .and may be invoked not only by labor
but also by management to obtain, for. example, punishment of RS
workers for violating rules of employment or for damaging enter~ REE
prise property. Decisions of the RKK, which must. be. unanimous,

- 58 -

TOP SECRET

i
b
§‘.



| &

. TOPSECRET

are binding." If a unanimous dec1smn cannot be reached or if the com-
pla:mant is not satisfied with the award the issue may be referred for
final decision to hlgher levels of the trade union or to the people's
court. The commission, in addition to settlmg grlevances, has the
power to decide ‘whether a worker may be discharged for lack of
quahﬁcatmn or reasons of health. Wi thout its a.ffu'matwe dec1smn,
such a discharge is not legally valid. 170/

“The general practice of attempting to settle issues outside -
of prescribed channels, already noted in connection with production
and supply matters, is also present in the field of labor-management
dxsputes. Workers have complained directly to the Kremlin, the
All-Union Central Council of Trade Unions, and the ministry, not
onIy in matters over which the RKK and the courts have no juris-- =
diction,* but also concerning issues which shoud have been settled
through'the grievance procedure. Officials on high administrative
levels have accepted such complaints and have channeled them back
for 1nvest1gat1on 171/ By and large, however, extensive use is
apparently made of the grievance machinery. Some sources state
that workers have been fairly successful in grievance proceedings,
though other observers declare the system to be unsatisfactory. 172/

'On balance, the operation of the machinery for settlement of disputes:

probably affects worker morale favorably and thereby contr1butes to -
labor productlvtty

F. ‘Functmn of the Manager. -~ wa

A st‘ea.dy"ir'icreiavsé in the. 'productivit'? of labor has beena

continuing objective of Soviet economic pollcy, an mcrease of .~

50 percent is scheduled for the industrial sector of the economy
during the ,S1xt_:h.F1ve Year Plan period. Although the principal .

* A number of issues have been considered not suitable to be deter-
mined by the RKK and have been excluded from its jurisdiction.

- Examples are disputes about norms set by management; dismissal

and reinstatement of certain types of managerial employees, changes
in official wage and salary scales, and discharges due to reduction
in force.
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methods of increasing productivity are through mechanization,and.
improved production and supply schedulmg, important. contrlbutxons

can also be made. through improving the management. of 1abor 1tse1f L
At the plant level the director is responmble for 1mplementmg t:he
plan for increasing labor: product1v1ty, and in many. aspects of this .
task he has been accorded commensurate authonty and con51derab1e
freedom of action. His rights to deploy his Iabor force w1th1n the,
plant and to reward individual effort, however, have been greatly
restricted, although a receént delegation ‘of- a:uthonty in. th1s regard

has lessened these restrictions. :

fl?lant trade umon and Party groups havmg the same ov. T
all obJectwe as management -- namely, plan fu1f111ment - suppor\ ;
management efforts to train workers, to promote max1mum output
at minimum cost; and to maintain labor discipline. There is no _ .
evidence; that trade unions interfere in areas that are management
prerogatwes QL. attempt to assume managenal respons1b1ht1es.
The Party intervenes in personnel matters, thus posing an actual
or potent1a1 11m1tatxon on management s r1ght to hire and f1re
employees.. On.the other hand, both the Party and the trade. union
aid management by mob1hz1ng workers in support of productlon
ob_;ectlves and other: t_a,.sks. e e

4 s,
PRI .»-'.»‘

VII. External Controls over Plan Implementatmn. A

In Soviet 1deology the concept of ®8ntrol signifies essentlally '
(1) the process of checking on fulfillment of central government and
Party decisions by individuals and institutions and their adherence
to relevant. laws and regulatmns and to the vanous forms of .
"Soc1a11st d1sc1p11ne" and (2) the 1mpos1t10n of necessary restramts.
As already evident, state control over plan 1mp1ementat1on m the o
individual industrial enterpnse is obtained primarily through the
day-torday exercise of the supervisory functions of the responsible .
chief dlrectorate .and m1nlstry Besides the controls normally RN
inherent.in.an. esta.bhshed chain of command two other. dlrect . f , ,-
means, are empl,oye_d_ _one is the "control by the ruble" exerc1sed L

el .
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by banking and financial ‘organs;* and the other is the inspection -
system of ‘the:Ministry. of State Control..- Less formal and direct,
though no less'effective, are the all-pervasive surveillance and
control activities of local and territorial units of the" Commumst
Party.’ The cost of maintaining sucha complex control apparatus
is considerable, but is indispensable to a: centrally planned and
centrally administered economy such as that of the USSR, -

A. Gosbank.

The State Bank or Gosbank, ** is the central Sov1et bankmg
institution and as such serves as a master clearing house for Sov1et :
industry. - The 'Bank's principal task is to perform normal’ bankmg
functions for its customers -- that'is; to execute settlement: pay- -

ments between enterprises, to provide them with cash, and to = = -

extend short-term credits. -Each industrial enterprise: mamtams )
a bank account (settlement or clearmg account), in which“are
deposited the working-capital funds allotted: by the annual enter-
Prise plan, the receipts from the sale of goods and services, and
the proceeds of loans authorized in the firm's credit plan or
otherw1se approved '

V1rtua.11y all payments between md1v1dua1 enterpnses must
be trahsacted through debits and credits to the appropriate‘bank -
accounts;jicash being used usually only for payment of wages. "The-
enterprise must use its financial resqurces for purposes spec:.ﬁed
in its plan or otherwise authorized.  If the balance in a firim's "

settlement account becomes 1nsuff1¢1ent to meet all its obhgatlons,

* Control by the ‘ruble is“a broad concept, embracmg essentlally
all aspects- of control‘that stem from'the facts that’ amoney (the:.:
ruble) is used as'a means of account in the Soviet system and tha.t
monetary units are employ‘ed to measure success of" enterprlse '
operations. - Thus:the concept includes not only controls over

credit and cash expenditures exercised by.the banks, but alsé con-"- o

trols exercised through budgets;  cost- accountmg, and proflts. 173/
*%k Attached to-the Council of M1msters.-.. e S R
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Gosbank will insist upon observance of the priorities established by -
the government in a resolution of 21 August 1954, .which assigned -
first pr1or1ty to wage payments, second. to debts due other enter- -
prises, * and third to repayment of bank loans. 175/ This order -

of payment priority emphasizes the fact that in_ the Soviet economy,
considerations related to continued productlon and unhampered
operations in the enterprises take precedence over f1nanc1a1 con-:
siderations.

Through performance of its normal banking functions,
however, Gosbank exercises a much larger measure of control over
the affairs of industrial enterprises than do the banks in-capitalist _ :
economies. In administering the settlement account of an enterprise - :-
the Bank must make sure that the firm is observing its production - ;'
and financial -plans and that payments are being made only for : B
authorized purposes. This form of control by the ruble is accom- " -
plished through exercise of the Bank's authorlty to extend short-, o
term credit and regulate cash éxpenditures, '

1 . Short—Term Credits.

Gosbank grants credits to individual enterprises in
accordance with the limits and purposes stipulated in the annual
enterpnse plan or on the basis of supplementa.l authorizations of the
: superv151ng chlef dlrectorate and minisgtry, %% Loans may be granted

’ . . P \A

* Enforcement of contract obhgatmns is the respons1b111ty of the oy
State Arbxtratxon Commission and not of Gosbank _Should an . " - : ¢
enterprise: refuse to pay for a purchase, however, the bank is
supposed to check on the legality of such refusal. 174/ I
‘%% Long- term loans for cap1ta1 constructlon and other. purposes are :
made by a spec1a1 1nst1tut10n, Prombank, which exercises with: S
respect to:such loans- controls over the enterprise similar to those - !
exercised by Gosbank with respect to. short-term loans. Thus"
Prombank sees to it that loan, proceeds are used for the purposes ‘-
designated, that price lists are observed, and that investment.
projects are undertaken and completed in accordance with the
enterprise plan for capital construction. _l_'_ié/

s
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to augment workmg cap1ta1 to fmance goods in transit, and to pay
for above -norm.raw matenal stocks,' 1nventor1es, and productlon _
expenses. 177/ Individual loans are usually granted for spec1f1ed
purposes, bear interest, and are secured by approved collateral.

In connection with such secured loans the enterprise must make a
full disclosure to the Bank with respect’ to collateral, to supplement
the Bank's almost complete knowledge of the firm's transaction
pattern. | In addition to credits specifically authorized in the enter-
prise. plan, the Bank may grant unplanned loans for special purposes,

upon authorlzatwn of the enterpnse 8 superv1s1ng chlef d1rectorate _

or mm1stry.. 178 /

. ' In g1v1ng credit to an enterpnse the Bank is empowered
to 1nqu1re ‘into the firm's financial position and its ut111zat1on of

physical productlon resources. The -Bank may 1nvest1gate to ascer- -

tain whether excess inventories or stocks of raw materials are bemg

ma1nta1ned and’ whether the enterprise is fu1f1111ng its ob11gat1ons to

other enterpnses, to the Bank, and to the state on schedule.-., The

Bank makes monthly checks of the securlty of its loans by deta.lled‘ C

examination of enterpnse operatxonal reports. 179/ Fmally, the
Bank must make sure that loans are used for the pt purposes :
author1zed £l The effectiveness of such bank control over enter—
prise. a.ffalrs is enhanced by the ‘Bank's right to apply credit e
sanct1ons and to deb1t the firm's settlement account when deemed
necessary to force repayment of loans or other obhgatlons.

In order to strengthen the hand of Gosbank, the
extensmn of credit between enterpnses is strictly Qmscmbed.
The control functmns of the banking system are further enhanced
by provision | for the Bank to supply. through credits a spec1f1ed
proportlon of the normal work1ng capithl funds for those enter-
prises, chlefly in heavy mdustry and trade, that do not experlence

seasonal variations in working capital requirements. The effect R

% One method used by the Bank to ensure that credits are used
for the purpose authorized is the issuance of a "limited checkbogk "o
" which can be used as scrip | to purchase only one type of serv1ce, : ‘

usually transportation. 180/
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of:this: provxsxon is.to give the Badk a fixed share’in. every ‘purchase;
of matemals and. ifi all of the fu:m st goods in process ‘and mventones,
with the' concozhltant nght to 'keep c'lgsevwatch over the ﬁrm s actLv-“
ities. 181./ i A : :

In its loan acthtxes, Gosbank also strwes to 1mprove
the f1nanc1al eff1c1ency of the enterprlse For this purpose it has f‘_
established three "regimes. of credlt " namely, the "preferent1al"' L
(l'gotnyy), the ”regular" (obychnyy) and the "spec1al" (osobyy)
regimes, 182/ Enterprises which are fulfilling their profit and cost
reduction plans and maintaining their working capital may be placed
under the preferential regime, thus enabling them to obtain additional
loans relatively easily in time of financial strain. Firms which fail
in any of these. tasks but nevertheless fulfill their productton plan are
put under the regular reg1me. Inefficient enterprises (that is, those
fa111ng to fulfill their plans or to repay creditors) may be placed _
under the. "spec:1al reg1me of credltmg" (osobyy rezhim kred1t1rovan1ya),
under. which’ f1nanc1a1 pressure is applied "to improve eff1c1ency orto
force fthe7 enterpnse out of operation." 183/ A firm is placed under
the spec1a1 regime by order of the Bank, and while in this status 1t;
cannot obtain credit without a specrhc guarantee fror its chief
directorate or mlmstry In the absence of a guarantee the Bank must
stop all cred1t to the f1rm and recall credits prevmusly 1ssued ‘these”
measures are tantamount to declarmg the fxrm bankrupt. Even though
a guarantee from’ hlgher adm1n1strat1ve organs is rece1ved the Bank
nevertheless intensifies its observat1og of the firm's operations and '
imposes various kinds of sanctions if malpractices are found. If,
for example, the firm defaults on payments to supphers, the Bank .
may impose the "system of responsible custody, " by whlch the f1rm
is charged by bank order with the safe custody of the goods 1n quest1on )
until payment is ‘made 184/ this means that the goods ‘¢cannot be’ used
. in productlon. The Bank also may require an enterprise under the o
spec1al regune to pay suppllers for ordered matenals in advance of
their delLvery : AR

_ If an enterprlse unproves its’ operatmns suff1c1ent1y 4
within 6 months after havmg been placed under the spec1al reglme. it
is restored to a regular regime status. Otherw1.se the Bank w1ll elther
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continue ‘the spec1a.1 reg1me or declare-‘the enterprise bankrupt 185/ -

In the latter case, -the ehterprise’loses its r1ght to dispose freely of -
currernt income,; and Gosbank may 'stop ‘credits, control settlement
account expend1tures closely, sell’ matenal ‘assets, and direct pay--
ments strictly according to priority. 186/ In addition, responsible
officers’ of the enterprise may be pubhcly stigmatized by the Soviet "
press for inefficiency and malfeasance in office. Finally, the -
Ministry of State Control (Goskontrol) may take up the case for -
investigation and appropriate legal action.

The controls exerc1sed by Gosbank are not absolute, -
‘however, 1 |-a. mxnlstry or:chief
directorate can cause the Bank to continue credits to an enterprise,
with its guarantee, even where the Bank previously had threatened
to revoke them, 187/ or a ministry may have the Bank "write ... -
off, /overdue loans /" agdinst_ /i /1ts/ ‘guarazntee.'’188/ [ |‘
| la chief-directorate may exert pressure on a local -
branch of ‘Gosbank in behalf of an enterprise by threatening to-
complain to Gosbank's boa.rd of d1rectors or to the M1mstry of’ State
Control." 189/ ’ P . S Do

2. Cash Operatmns
»Except for small petty cash funds used by enterprises
for minor expense items, all cash transactions of industrial enter-
pPrises are subject to control by the bamking system. The only
important use of cash by enterprises is for payment of wages and =

salaries, ¥ and Gosbank disburses cash for this purpose in a'c”cord'ance '

with the wage ‘plan of the enterprise. To secure the necessary cash,

the enterprlse must present two documents to the Bank each month: :°

one is the" regxstratlon card received from the appropriate local:
agency of the Ministry of Finance’ 1nd1ca.t1ng the proper: reg1strat1on
of the plant's table of organization and other details of its ‘annual

* Cash d1sbursements for: wages seem to’ average about 80 percent’
of Gosbank's total cash- outlay each year and sometimes rise as high -
as 90 percent. 190/

- 65 -




TOP SEZRET

labor and. wage plan¥*j and the other is a certificate, signed by the.:
enterprlse director and the senior accountant, setting forth the. .

planned wage. fund, the wage ob11gat1ons actually incurred, and. the

percentage of plan fulﬁllment durmg the month, . 192/ By checkmg
the information contamed in.these documents agamst the wage fund -
allotment under. the cash plan, the Bank can determine the correct
amount that. should be d1sbursed from the enterprise account,.
making due allowance for the extent of plan fulfillment.

.Disbursements rnayi exceed the planned Wage fund fhorv _

the month to the extent warranted by overfulfillment of the firm's
production plan. According to the basic. decree governing wage
funds, such overexpendltures may. be covered automatically by the..
Bank for the first month; after that, a mm1ster1a1 guarantee is ..,
required. ** Provrsmn is also made to cover overexpend1tures
for reasons. other than plan overfulﬁllment For any month v
following a month in which the enterprise did not exceed its wage...
fund, the Bank may permlt an overexpendlture up to 10 percent.

of the allotted monthly wage. fund (primary overexpend1ture)

Add1t1ona.1 disbursements require. authorization from the appro-

priate ministry, 194/ which either will supply the necessary
funds from its own resources or will order the plant to make up
‘the overexpendlture by using funds allocated to'a succeedmg
quarter, - 195/
. K \&. . .

* Agents of local flnance agencres exercise 1mportant control .
over. enterpnse staffs and. ‘wage. funds, partmularly those mvolvmg
adm1mstrat1ve management employees._,‘ In this. connection these .

agenmes (1) exarmne in deta11 the reglstratlon statements of the .. ..
enterpr1se and may order changes in the proposed tables of organx-

zation, . (2) check on enterpnse cornphance with government. decrees
ordering reductlons in: admmlstranve -management staffs, and .

(3) conduct per1od1c inspections in the enterprises to uncover
violations of approved staffing patterns and expenditures. 191/

**% A redistribution of funds within the ministry will generally be
arranged to make up for the unpla.nned wage expenditures. 193/
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- Thus; recunrentwva.ge overexpend1tures are possible,., L
with or ‘without simultaneous overfulfillment of pla.ns and with or .\
without specific: m1nister1a.1 'sanction. Judging from |_|—‘—]
| | wage fund overexpenditures, it o
would appear that chief directorates and ministries authorize them
rather freely in cases where a ministerial guarantee'is requ1red
The ministries seem to be more concerned with maximizing pro-
duction than with strict compliance with fixed wage fund limits and
therefore tend to lend assistance to enterprises in financial difficulty.

Overexpenditure of planned wage funds has béen a

recurrent problem in the USSR. | | estimates that

total wage overexpenditures during the first 9 months of 1953 ran into
“millions of rubles." 196/ . Above-plan wage payments of such a
magnitude contrlbute to 1nf1at10nary pressures in the Soviet economy,
where consumer goods have been perennidlly in short supply TO :
cope with the problem of wage fund overexpenditures and other cr1t1-
cal problems. in the labor field a State Committee for Questions of -

Labor and’ Wages (attached to the Council of M1msters) was estabhshed‘

in May 1955, - This Committee is engaged in-a basic revision of the

whole wage structure, for the purpose, among others, of reducing the"

pressure for wage -fund overpayment which stems- from the nature of
the wage system. The Committee also undoubtedly will approach the
problem in another way through exercise of its duty "to 1nspect and

check the work of Ministries departments and enterprises on questions

of labor and wages." 197/ | |

In spite of the possibilities for exceeding planned wage '
allotments, . éht'e’rp'rise managers A._appar'e'zil;lyfi;havd found'the:controls
over staffs and wage"funds to be relatively tight. Accordingly, they
have engaged in a variety of illegal and improper practices in ‘order
to provide more flexibility in staffing and to enhance their ablhty to

offer financial incentives to obtain workers and to reward performance.’
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Some of these practices include.the manipulation of gross output
figures so as to justify higher wage outlays, the diversion of funds
for leave pay'to cover regular wage -payments, and the paddmg of
payrolls and improper upgrading .of workers.. 199/ Gosbank,
together with agents of the Ministry of State Control and the '
Ministry of Finance, is empowered ta inspect the prermses of
enterprises for possible violation of financial and. table of organi--

zation discipline and to report any discrepancies to. the superv1sory -

ministry for appropnate action. 200/

B. M1n1stry of State Control. . . .. - = o

. The M1n1stry of State Control (Goskontrol) cooperates _
closely w1th the Ministry of Finance and the Committee on. Pa.rty
Control of. the. Party's Central Committee in '"combatting bureau- -, .
cratism, red tape, 1ax1ty of direction, and the embezzlement of

state funds and material assets.!" 201/ Goskontrol has the power B

to make on -the -spot inspections, audlt books, and operate a system

of per10d1c control over industrial enterprises and all other state :

estabhshments. The purpose of the inspection system is to pro-. .:
mote fulflllment of government decrees. and production goals through

exposure .and elimination of defects in the financial and production .., ..

operatmns of enterpr1ses. 202/ .

Goskontrol schedules routme quarterly, , semlannual, ,or‘,._' e

annual mspectmns of enterprises, covering mainly financial anda;‘___ .
production aspects of plant operation.  Since Goskontrol is pri- _

marily concerned with questions of management and production;: ~;~A'-_'ff' L

however,.i its: f1nanc1a1 audits are less detailed.than those of the . .
Ministry of Financé, except in cases of suspected embezzlementg:;,‘

or fraud, * In connection with routine 1nspect10ns, Goskontrol is e

* There,are.some indications that Goskontrol may be able to
1nf1uence future governmental budget allocations to ministries _and

enterpnses by budget recommendations to. the. Councxl of M1n1sters :

derived from experience gained in its financial audits of these -
enterprises. and ministries, 203/ The extent of such influence, .
however, is not clear. .
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empowered to examine in detail all phases of enterprise operatlons.
Its mspectors thus are consta.ntly on the lookout for malpractices,
such as productmn of goods not specified by the plan, paddmg of
productlon norins, unnecessary increases in the amount of raw
materials used in manufactured articles, and overproducing cer-
tain components of a product and underproducmg others. " 204/
Inspectors also determine whether the productive capacﬂ:y y of a
plant is being fully utilized and may suggest means for utilizing
idle capacity and recommend the introduction of new production " -
techniques. 205/ Goskontrol's routine inspections are all- -per-
vasive; theymer the following, for ‘example: adherence to
quality standards (particularly for consumer goods) general
storage facilities, stockpiled raw materials, and fuel reserves,’_
the condition and use of equipment; the shipment of manufactured
goods, mcludlng reasons for any delay; the preparedness of the
enterprise to receive new workers; and dmmg room, dorm1tory,
and med1ca1 fac111t1es. 206/ o

‘In addltxon to regular routine mspecl:mn,s, Goskontrol
also conducts unscheduled or spec1a1 mspectmns of enterpnses
and other state inshtuhons. ‘Such inspections’ usually result from
a complaint’ concernmg 111ega1 practices or operatmg deficiencies

.or from an administrative order to investigate a given situation. 207/

Local government and Party organs apparently have the right to
request unscheduled 1nspect1ons at any time and for almost any
reason.’ Inspectlon orders are also. 168ued by:the Council of
Ministers 1tse1f,,‘usua11y for:the .purpose .of: improving: the admm- :
istrative apparatus and. prox:edures of state institutions. 208/ In
addition to verifying the execution of" Counc11 decrees calling for
reductions in admmlstratlve rnanagemenl: staffs and expenditures; '
Goskontrol sometimes is also directed to conduct mdependent o N
investigations of the rnanagenal apparatus of an enterprise or.

other agency and to rnake approprlate recommendannrm 209/

If 111ega1 practices or serious operatmnal defects are
found in the course of either routine or special inspections, a =~ = -
detailed report, called an inspection akt, is prepared by the
responsible inspector. 210/ Such a report amounts to a bill of
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indictment.and not only.contains findings.of fact, but.also attempts. to
determ1ne the causes of shortcommgs and to as 51gn gu11t 211/ All
statements in. the report must be. supported by approprlate f1nanc1a1
and. productmn data and by photostat copies of relevant documents

e y,akt are sent to Goskontrol hea.dquarters, to the d1rector )
of the enterpnse concerned to a.dm1nlstra.t1ve agenc1es superv1s1ng '
the enterprise,. and to 1oca1 government a.nd Party organs, 212/ N
Managerial off1c1als are given an opportumty to offer explanatmns '
for defects An, enterprlse operations reported in the akt.. 213/

. ds‘;- .

The 1nspect1on akt serves as an order to the enterpnse
director to correct the operating defects designated and contalns _
recommendatlons for that purpose. Compliance with the akt is R
checked by a subsequent inspection and if necessary, Goskontrol '
""must force" the agencies superv1s1ng the enterprise to enforce )
observance. 214/ It also has the right to issue "compulsory
orders' to ministries directing them to remedy discovered N
deficiencies either in their own operations or in those of subor-
dinate agenc1es. 215/ If these measures are not sufficient or if
serious questions s of legahty are, 1nv01ved Goskontrol may 1mpose
fines or. reductmns in salary on. responmble officials, may pet1t1on -
the Counc11 of Mmlsters for their d1srmssa1 or. may demand
institution of court proceedmgs. 216/ As a result of findings in © "
the course of regular or special mspectmns or on specific orders o
of the government, Goskontrol may 1nst1tute contxnuous control :
over productmn act1v1t1es in. 1nd1v1duahenterpr1ses. Such control
is referred, to var1ously as S1stemat1chesk1y (systematm or. con-
tmuous),‘ operatwnyy (operatwe), and povsednevnyy (daily). .
The act1v1t1es involved, however, are probably ahout the same
in each type. 217/ The measure, which.is ‘initiated by a spec1a1
order to a Goskontrol offxcer in the field d1rect1ng him to. expedlte
' product1on in a des1gnated laggmg enterprlse, estabhshes dlrect s
continuous Goskontrol supervision over productwn. When e
efficiency is 1mproved satisfactorily and quotas are met, the con-
tinuous control .is drscontumed and Goskontrol returns to the ,
system of perlodlc -inspections. »

T
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tinuous control indicate that it was undertaken to overcome specific '
difficulties in meeting production goals. 218/ In many of these
situations the order to Goskontrol to _exezt'c;{ge continuous control
probably emanated from the Council of Ministers itself and -
represented its attempt to obtain an expeditious solution to some -
critical production problem. Thus Goskontrol seems to function
as a kind of trouble-shooter to deal with emergency situations, as
well as an agency to provide a continuing check on the implemen-
tation of government and Party decisions. * -

C. Communist Pa rty.

The territorial and local organs of the Party apparatus
provide still another means through which Soviet leaders check on
the implementation of government and Party decisions and the
adherence of state institutions and Soviet cﬂnzens to all phases of
Party pohcy. With respect to the individual enterprise, the:

-factory and territorial organizations of the Party#** function

essentially as examiners, trouble-shooters, and expediters. - :
Since Party organizations share responsibilities for plan fulfill-
ment with the enterprise management and its superiors, they
must keep continuous watch over all aspects of enterprise affairs,
provide aid in case of difficulties, and keep superiors in the chain
of Party command informed concerning activities at the producing
-
* In 1954,, certain. unspetlﬁed functions. of Goskontrol, were. trans-
ferred to Gosbank. in connection with a broad reorgamzatmn and
some decentralization of banking operations,. 219/ [ |
some recent cutbacks: in_Goskontrol: field personnél as

part of the reductions in administrative management staff con-

ducted throughout the government. In a speech made in May 1955,
however, Khrughcheyv. stated:that:'the Ministry of State Control
"must be used more fully'" with respect to the government-wide
drive to increase production and economic efficiency. E_Z_Q/

*%* Special Party representatives, responsible directly to the
Party Central Committee, are sometimes stationed in strategic -
plants subordinate to All-Union ministries. 221/
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level. In addition to direct plan fulfillment, Party organizations are
also coresponsible with management for the. execution of all other
government orders, decrees, and campa1gns : EENEA

““The role of local Party groups-in’ relatmn to- enterprxse AR
management, however, is somewhat ‘ambivalent. 222/ On'the one - ::
hand, they share the plant manager's interest in successful per--
formance of the plant in all phases of its activities. ' To this end,
they often provide important aid by “mobilizing" plant e;'npl’oyeé’s. in- .
support of production goals, expediting the 'receipt of necessary
raw materials, aiding in the solution of financial problems, and..:
assisting in obtaining additional employees for the plant. 223/ '
Party channels provide enterprise management with an avenue
through which to direct complaints or to attempt the solut1on of
problems not remediable through regular admmxstratwe channels. _2_2i/
In this aspect of ‘its activities the Party group not only must uncover' -.
operating shortcomings which may threaten the success of the plant, )
but also must render-assistance in overcoming them by "doing all .
it can to help the management " 225/ : .

On the other hand the Party groups must act on the ba.sls
ma.nagem'ent and may.even be a.ntagomst1c. - Because these gro.ups '
respond to pressures along Party lines rather'than administrative .. .-
lines, they must support over-all Party goals:of ‘maximizing total o
output in‘indicated direétions at a muuinum expenditure of: S
resources. Hence they exert pressure on management to increase
its plan "voluntarlly, 1o overfulfill its plan; to encourage
‘Stakhanovites and-rationalize¥s with the ultimate purpose: of -
raising ‘work norms, -and touncover and expose: instances of vio- .-
lations of Socialist discipliné in‘all its ramifications. In carr}/mg
out these aspects of their‘activities the officials of local Party ::
groups have no authority to overruleidecisions of plant manage- . . .-
ment, 226/ for in accordance with the doctrine of ‘yeédinonachaliye -
the director's decisions are binding within the plant.@ These groups,
nevertheless, are in-a position to exert great influence on'his
decisions ‘and even to bring about their reversal.' As a result.of
the Party's checking .and "mobilizing' activities; for example,:the -
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director may have to 1nclude goals in the draft plan Wthh he thmks
unwise or ‘adopt:. "suggestlons“ for changes in work processes whlch
he may not like. ‘Moreover, his appointments and d1smlssals of key=
l1eutenants usually must conform to Party w1shes * 228/ ‘

“In carrying out- the1r dual role of partner and controller m R
relation to the- enterpr1se, local Party off1c1als must steer some
kind of a middle course..” They must not usurp the power's of enter-
prise directors or goad'them unduly‘, since they will share the blame_’ '
for any subsequent failures. On the other hand, they must not pass
up opportumt1es for uncovermg and "mobilizing'' hidden productive
reserves. " Their task'is  probably facilitated by the fact that enter-
prise directors are usually Party members and presumably are
subject to some of the same pressures as those to which local Party
officials respond Hk- 230/ In practice, however, this middle course.
apparently has. proved d1ff1cult to achieve. In his report to the )
Plenum of the Communist Party in July 1955, Bulganin criticized
local Party units for excesses in both directions. 231/ Accordmgly.
subsequent resolution of the Party Central. ‘Committee called for -
measures to be taken to ""raise standards of’ Party gu1dance of
industry. " 232/ In order to maintain adequate control while pro--
viding some measure-of decentralization in economic plannmg and '
plan implementation, the role of local Party units apparently is to~
be strengthened in ways not yet made clear. 233/

'D. " Effectiveness of Controls. -

In managing their Socialist economy, Soviet leaders have
substituted planning and highly centralized administration for a
market (price) mechanism and have established a comprehensive,
rigid, and complex structure of controls designed to channel day-
to-day activities of enterprises in accordance with predetermined

* ] plant directors are gaining in Party
status, for some of them have recently been appointed to key
positions in local Party and government organs. 227/
ok | | emphasis on Party affil-
iation in recommendations for appointment seems to have been
declining somewhat, 229/

- 73 -

TOP SECRET

T C e T e I

FPRIRRE TR T T T TN P R O T T T T A e S A R e S P e or s

T




TOP SECRET

pohmes. - The enterpnse is subject not only to controls- imposed by

superior orga.ns in the chain of administrative. com;mand but also-
to 1nspect10ns, supervision, and constraints exercised by a number
of external agencies estabhshed pr1mar11y or even exclusively for
that purpose. In so complex a structure there is bound to be over-
lapping and duphcatmn of activities. Plant management has often
complained of the "petty tutelage' over its. operations exercised by
some of the controlling agencies and has alleged that they cause
unwarranted work for plant managerial personnel and interfere
with plan fulfﬂlment. 234/

’ Sovxet rulers have attempted per1od1ca11y to cope w1th the
problem of high costs of administering direct controls by reducing .
the number of controllers, but not the number of controls. Indeed,
the role of the principal external controlhng agencies -~ Gosba.nk
the Munstry of State Control, and local units of the Party --.
‘apparently is being increased concom1tant1y with the decentrali-
zation of respons1b111ties for planning and plan implementation
that is taking place in the hierarchy directly engaged in managing
Soviet industry. The burden of increased:controls may oifset in
some respects the added authority and respons1b11.1ty given to
lower-level management and frustrate the hoped-for gam in
eff1c1ency and ﬂex1b1hty at the enterpnse level.

. wA
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"METHODOLOGY " ="

 For this initial-all-source study of the functioning of Soviet indus-::
trial management an inténsive background examination was made of = -
Soviet doctrine as expressed in the Soviet press and speeches of -
Soviet-leaders and as-developed in: more detail in journals and: spec1al
treatises. To balance this somewhat theoretical or formal presen= S
tation; 'a broad study was made of the information and opinions given:
by Soviet returnees ho had participated in or observed -
Soviet management m—‘p‘ral‘n‘c—e_lﬁpressmns obtained from foreign
business men, |and others during visits to a few areas of
the USSR were also noted. :
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with respect to the principles,
procedures, and operation of industrial management and of managerial
decision-making in general in the USSR, is the relative scarcity of
information on the application in practice of the extensive body of
Soviet doctrine dealing with Soviet management. Such knowledge is
required as a basis for arriving at firm conclusions concerning the
strengths, weaknesses, and long-term potential of Soviet managerial
officials operating at all levels of the Soviet system, especially that
of the producing enterprise. Although a cértain amount of such infor-
mation is available with reference to the prewar period, it is quite
limited in scope of treatment of managerial functions and in
representativeness of coverage with regard to sectors of the indus-
trial economy. Little postwar information'is available except in - ' m
published Soviet criticism. '

The broad range of managerial functions and problems encom-
passed within the general subject area of industrial management
relates to organizational structure of the enterprise, internal and
supervisory chain of command, economic plan formulation, pro-
duction management, manpower management, and control by Party
‘and other outside agencies.
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' APPENDIX C

" Evaliiations not otherwxse demgnated are those appearing on
.the cited document; those des1gnated "RRY are by the author’ of
this report No "RR" evaluation is given’ when the author agrees
- with the evaluation on the cxted document
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1, [:' FBIS Da11y Report (USSR and. Eastern Europe),
17 Aug 54. OFF USE. Eval. Doc.
2. Sovetskoye gosudarstvo i pravo, no 5 May 53 p 23 e
- U. Eval. RR 2. o
Pravda, 21 Mar 54. U. Eval RR 2
- 3. loffe, Ya. Plamrovamye promyshlennogo proizvodstva -
(Planning Industrial Production), Moscow, 1948 p. 12-14.
U. Eval. RR 2.
4. Bol'shaya sovetskaya ents1kloped1ya (Great Soviet Encyclo-
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