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1. The attached unclagaified paper "Aspects of Selactad
Economic Problems--Productive Factors ™ is forwarded as partial
fulfiliment of the commitments listed in the referenced memorandum.
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%wachem-tmmsiml&dmmismuonofthaeemmisa
remarkably bare skeslston at this point. Tt 1s {ntended to eliminate
excegsive centralization, simplify operational procedures, and
encourage. initiative. But there seems to have bsen very little thought
ofaxacmhowthanevm@ldmlmmiagoingtodotheaethings,
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exactly what changes mprocedmewilltakeplace, vhat will be
eliminated, what combined end stipiified, and so on. It is necessary,
therefore, to exmmine the principal problems areas of ecomomic
ammtmmaemwmwmm@wumm,
maplmmagar,mmecmemﬂ,mﬁnmy, the centrsl
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I. The Plant Menager.

ﬁheSovietplantmanagerisbedavil&dbymmrouaeriteriawm
his performance must satisfy. Some of these ariteris are very crudse,
Some are very cemplex, aud in practice all are often mutusally incon-
sistent. Unlike a capitalist massger whose yrimary responsibility
is to meke a prarit, the primary obligation of the Soviet
xpw%mu&mammmmtm,m
exeeed the plan for gross value of production. Great pressure is
exarted to reduce producticn ceats, the extant to vhich the mrnager
mmmmmmttwemmumhmm

quooess or fatlure of the prafits plsn vhich in twm determins how

g profits will ho rotsined by to plaxt for benuses o varker

In addttion to this welter of i
victim of certats instftutlonal prast

lower rate of profit thak oo that fs ecaster to yroduck. In crder 16
mrmmmrwmtmmmﬁmmdpmnmmuw
wwmmmformmmnwmm
means that cutput of the predust vhich is more Aifficult to produce will
fall short of the goal. In this case the manager will be rewsrded for
dodng well on the besis of the finaneisl criteria but at the amme tims
cengured because the final product mix (in physical units) differed
fram the plan. Amtmrsmedmmmmhamimuﬁthtbapnamt
aysmmmn@mmmmammmmmmmmmm‘
of various cammodities. Many mansgers feel that in a Marxist econcmy the
prices of various products should have a close correlation with the labor
inputs in the products. :







product Y. An example of this sort of thing in heavy industry on an
industry wide basis 18 provided by the coal industyry during the last
three years. It seems that beginning in 1954 the central plamners
digcovered that they had grosaly underestimated coed. requiresents
anaim&mdthepmd&mtimplmmcor&ngly. Rasauuce tions,

even providing a surplus for export. But the profit margin continuad
quits high. %ﬁwﬂythepﬂudmmmnto%mce&
petroleus provided no resscnsble guide to the scoiml value of the labor
exponded in the production of eamch. Furthermore, the mmnagers in the
coal industry could not be said to be working less efficlently than

fuch snonalies wond be climinsted by a price systen based prizarity

upon the valus of labor inputs into production With Freguent

in the rate of profit to reflect the relstive scar ty of earious goods
in ths econcmy.  This prieing policy would slso elimingts the unjust

Ancther desivshle changs would be to mke a mors rualistic .
metmmmmwmgmmm
varies widaly smong individual plants. When setting & uniform wviolesfie

%) re '.~’ :-._-’;; ‘W ppr i " ;-’ .m v, '
cofts to the le‘;l of the planbs with pew

mum&mmméammammum
8imply shdfting the basis for price setting to the myverags cost of ail

In addition to these changes in prieing policy the decision making
authority of the plant menagers should be broedened in other respects
if the managers are to be given the capability to really exercise their
initiative. AL preeent time about 90 percent of the profits are taxed
into the stats budget. At least 50 percent of the profits should be
retained by the plant mensgers for financing plent expension end for
housing and other facilities for the workers. Such a palicy would promote




the growth of labor productivity by increasing the effectiveness of
capital investment and by stimulating the materigl self-interest of
the workera. Capital investment would be mere effective bacsause more
investment would be chamnglled into the most efficlemt plants.
Furthermore, the md!.vidzmlplantmamaarumm,vuinabetter
poeitiontbantheeanbmlplmstoaud@meagimmtuf
capital investment will yleld the largast end most rapid return.

The material self-interest of the vorkers will be raised when thay
knowthutha.l.ftha mmvmuaummmmmmfw

Ammrmmmmwr«mutmmwmm
policy. mmcm,ﬂmmmlmmmbymotvanm
financiel and administrative controls have kept plant inventoriss of
key materisls at extrvemely low levels, a few days supply ab most. As a
result even minor faflures in the transport system or short delsys in
the shtpsent of miterislis from other plants produce work aloppages,
m@m@nm@m&mm m’aumm

Ednotion 16 alowed by lack of cd or iron cre, nachitgry
m mm m Lﬂﬂk d M, ALV et _ ":‘-5 1
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mwwwmma&mmwmﬂm}m

neoded mm m,w the plant n ) ‘M.Wm
arbit: % Ty ntpher mithovity. . -Amt 66 the sl s a0 ik
mmm&m nventaries, he should be inducad instesd of

coaresd fnto gatting the most profuction oub of his plant. mocﬁen
mmm&mmmmummmmm
m(mmmim"m@mu "exposed” Yy adninlstrative
ingpactdon and surveillince. Usuxlly the "internal reserves” are siuply
mmm.__z--'.:_'mmmmmmww
inventories. Or the mansger may be not making the mmximm. effort decsuss
oflankofaéeqmtammuvas,m'theendlessmmwﬁmwm
involved in a simple proposal to changs the plan after it has been
epproved. Or the mansger may go to bed with producticn of Mo prodncts
goingnicelyandvmuptoﬂndatelemﬁmwmmommgmt
midgets now have the top priority and the prodiction of widgeste should
cease at once! Or worse yet, in addition to his existing production
obligations he is required to produce yet another product with no additional
cepital lovestment, just more materials -- likely to be dalivered late —
andpossiblyamwmrewrms Nomndmtbenmngnrglikstokmp
"internal reserves’ handy in the form of some umised floor space, a few
umused or under-utilized machine tools, end maybe some extre workers.
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II. The Regional Econamic Counsils.

In order to administer the broed range of egoncmic activity in
the regions and to do it with inttiative, the economic councils will
reqxﬂmmarmdmiatanmkmauthm_ of the former ministries
and more. mm«m@mmmbenmhmmmm

authormr'ori&eemmcmmswummmx allocation
of material suppuea, wricing policy, and mveatmm; decisions.

or & particular consumer item is usually
reflected first in the appearance of qusues. Somstimes that is all that
bappens for it requires an independent edministrative deeision on the part




appropriate bonus on the vholegale price until supply of the item
mimemadamimwwaaﬁmw. The producing plant
wmﬁ:@ge-wabmatwmmmm. Untilthemigm




ITI. The Central Planning Organs .

The most important thing the eentral planning orgens and the Couneil
of Ministers in Moseow can eontribute to the suecess of the regional
administration of industry is a change of attitude. Moscow must learn
to coordinate and sesist rather than coeree. Moscow must delegate to

‘alternalives. Over the years & muber of Soviet econcuists have
pmmamwmamﬁmh&erm@a“eoeftmmwaftcetimss",
1.e.amuammmmmmmm“amu
chooaing investment elternstive. o far thesa proposals have 21l been
rejocted, principelly on the baais of 1ll-founded ideqlogicnl arguments

samz time' 1t does appesr that the use of "eocefffct nts of effentiveness”™
has been tolerated in practice in many moject plamning crgantzstions.

Just 83 1% has been officislly recognized since Gtalin's demth that
mmwm@Wammmaomtmmmmwmum
osaible wﬁlmtumttmm&c&tufmwnme@nm o
Ans to investment chsdces. Werking it & unifiony investadat chides
criteria for industry, transport, ard agriculture should be ous of the most

mmmmwuamatmwmmmwm
ofbri@ingWM&ndermo&spﬁmMoammMp
that corresponds to their respective soccisl values. In recent months s
great many Soviet economists have admitted that the prices of consumer
goods are well above their socixl value ~~ prineipally beesuse of the
tumovartaxwhiehoftwacgmmtafw?ﬂ-aopemmmfthemﬂcuprme--'
vhile the prices of producers goods are well undar their real soctial value.
It 18 clear thet retail prices should be lowered vhile the vholesale
prices of producer goods should be incressed. But bow much to lower the
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.one ‘end raise the other is virtually impossible to determine under -

yresent Soviet pricing policies. The only way the central suthorities

can errive at a reasonable approximation of the relative changes required

is too give the consumer ruble an econcmtc vote as suggasted above.

If an inerease in consumer demand is allowed to automatically call forth

an inerease in output and if the incresse in output of the item is mccampanied
by highar prices for the capita.lmteria.lmdhborreq}ﬁmdtoprodnce

it, .then ths central plamnera W1l be in a positicn to meamuwe the relative

In general, the success of the new system on econcumic sdminigbration
depends upon two things. First the plemt managers snd economte eommcils
must be delegated broad decision making powers eommenmrste vith their
responsibilities. Secomdly, econcmic demoeracy mmst be Introduned Ly
gammwmmgmammmmmmm
allocation of ecomomic resources.
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