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Summary
Information available

as of 20 August 1986
was used in this report.

Gorba;:hev’s Agricultural Policy:
Building on the Brezhnev
Food Program

Since becoming General Secretary, Gorbachev has assigned high priority
to improving efficiency and reducing the enormous costs of food produc-
tion. He has called for changes in policy toward agriculture and other
sectors involved in food production and is pushing hard to:

o Accelerate the shift in the share of investment resources dedicated to
food production away from farms and into development of rural infra-
structure, food processing, and the machine-building and chemical
industries that support agriculture.

" o Further restructure management of the agro-industria! sector to elimi-

pate interdepartmental conflicts and better synchronize the process of
moving food products from farms to retail outlets.
« Replace “administrative means” with stronger economic incentives as a
means of regulating enterprise activity. T :
F)
These proposals build on the 1982 Brezhnev Food Program and, in concept,
represent a fundamentally sound attack on the problems in food produc-

tion. Gorbachev has made a good start in implementing at least some of his
ideas. To date, he has:

« Replaced top agro-industrial officials with his own associates and made
major cuts in administrative staffs. The new agro-industrial czar,
Vsevolod Murakbovskiy, seems committed to moving ahead rapidly in
implementing Gorbachev’s program. . .

« Moved aggressively to further revise and enhance organizational aspects
of the Food Program by merging five ministries and one state committee
into a state agro-industrial committee that is intended to have broad
authority to plan and finance activitics of all branches concerned with
production and processing of food and natural fiber.

Issued a decree on agro-industrial management that gives local authori-
ties and farms more control over disposal of above-plan production and
allows the sale of more produce, particularly perishables, at market-
influenced prices.

Provided for the transfer of all production subunits on farms and in other
agro-industrial enterprises to the collective contract system of labor
payments that makes financial rewards for workers somewhat more
dependent on results.
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 Promised to come up with specific proposals for improving planning,
financing, and incentives in time for the 199195 Plan.© = *

Gorbachev's strategy rescmbles that of past regimes in that it so far relies
on reorganizing bureaucracy, manipulating investment, and revising the
existing incentive system while dodging the very difficult and controversial
issues of major reforms in incentives, price formation, and decisionmaking
latitude permitted individual farm managers. Gorbachev acknowledges
that his present program is only a first step. His prior experience in
agriculture and political strength in the area, which allowed him to
undertake major reorganization first in this sector, put him in a good
position—if he so chooses—to introduce additional initiatives that would
be difficult to sell in other parts of the economy. '

Effective implementation of even the limited programs adopted to date
requires, first, that Gorbachev, with Murakhovskiy's active support, over-
come bureaucratic resistance to the reorganization and successfully imple-
ment new lines of authority. Second, if the investment program is to pay
off, Gorbachev must have at least some success in the campaign to
modernize industry. Finally, Gorbachev must follow through on his stated
intention to provide an environment that relates rewards to effort. This
requires a pattern of incentives (and penalties) to induce managers of farms
and enterprises providing goods and services to farms (including transpor-
tation, marketing, and processing of farm output) to carry out their

functions in an efficient and timely manner. As long as, for example; prices - -

are poor guides to decisionmaking, supplies are centrally allocated, and )
detailed plans are issued “from above,” there will be pressure for bureau-
cratic interference in farm affairs and no way to make enterprises
accountable for inefficiency and high costs.

\ To achieve productivity gains large enough to reduce costs, subsidies, and

the flow of resources to food production, therefore, Gorbachev must be
willing and able to implement additional, fundamental changes. The
March 1986 decree on agricultural management and the experiments
currently under way in the farm sector, however, demonstrate that
Gorbachev is not yet ready to pursue such fundamental reforms. He
undoubtedly perceives that such reforms carry unacceptable risks at
present because they would threaten the prerogatives of the firmly
entrenched party and government bureaucracies and might cause economic
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dislocations in the short run. Apparently he has achieved a consensus in the
Politburo on the major aspects of his program, but those initiatives in the
March decree allowing an expanded role for market influences appear to
be the subject of continuing controversy. Gorbachev himself will probably
wait to assess the results of his present program before scnously consider-
ing more radical alternatives. ‘

We believe that the leadership will be disappointed in the limited
improvements possible within the confines of the modified Food Program.
While some progress may be made toward increasing per capita consump-
tion of perishable foods and reducing food imports, the growth targets in
the 12th Five-Year Plan are undoubtedly out of reach, and fittle progress is
likely to be made on reducing costs and subsidies. By the late 1980s,
disappointment with the results achieved along with the continued consoli-
dation of Gorbachev's power may reduce leadership resistance to funda-
mental changes allowing a larger role for market forces and on-farm
decisionmaking. Continued failure to make progress in this sector, where
Gorbachev’s power is strongest and productivity the lowest, would bode ill
for reform in other sectors. Indicators of a willingness to move to this
“second stage™ of agricultural reform might include:
« Expanding the right of local authorities to set some prices in response to
changing conditions.
» Reducing local party interference in day-to-day farm operations.
» Moving toward lower minimum wages and giving farms more authority
over what they pay out.
* Providing farms with more authority to decide what to produce and
greater say over the acquisition of supplies such as equipment and
fertilizer.

"o Following through on the promise to keep product procurement targets

stable to expand the amount controlled by the farms.
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Gorbachev’s Agricultural Policy:
Building on the Brezhnev o
Food Program ‘* " & : .

Background the high costs and inefficienCy in Sovict food

production:

General Secretary Gorbachev has inherited an ineffi-
cient food-production sector that has one-third of all
fixed capital (excluding housing and services) but
provides a dict well below that of other industrialized
countries in terms of quality and variety.' The legiti-
macy of Gorbachev's economic and social revitaliza-

 tion programs will be judged, in part, by his ability to
improve the quality of the Soviet dict. At the same
time, he needs to raise productivity in this sector so

« A proliferation of specialized administrative bod-
jes—decveloped as part of past cfiorts to address
agricultural problems—has led to bloated adminis-
trative staffs. In the absence of a mechanism to
regulate the relations of these “partners,” bureau-
cratic sclf-interest has encouraged the pursuit of
often conflicting goals. Excessive bureaucratic inter-
ference in local farm management has led to ineffi-

that he can divert new resource flows from agriculture
to his industrial modernization effort:

N 4

T};e farm sector alone absorbs about 20 percent of

the labor force and investment resources (excluding

housing and services) compared with less than 5
percent in the United States.

State subsidy payments to cover the differences
between relatively low state retail food prices and
procurement prices paid to farms have tripled since
the early 1970s. They now account for 15 percent of
the state budget and are equivalent to about one-
third of total national income generated in the farm
sector.-.-

The additional fixed capital needéd to generate an
additional ruble's worth of farm output has gone up
by a factor of four; it is now three times as high as
comparable capital requirements in industry.

Hard currency outlays for farm product imports are
about four iimes the level of the carly 1970s. They
account for one-third of hard currency imports, up
from one-fourth in the early 1970s.

The leadership has acknowledged that problems not
related to weather have contributed substantially to

' In Soviet usage, the food production sector, or “agro-industrial
complex,” traditionally includes agriculture; organizations supply-
ing goods and services to agriculture such as fertilizer, pesticides,
machinery, repair, and other services; procurement agengcics; food-
processing industries; and trade orggnim(ions

-
¢

cient production decisions and encouraged irrespon-
sibility among farm managers.

A grossly inadequate farm-to-market road system
and a lack of storage and transportation capacity
have been responsible for large losses of farm
products between field and retail outlet.

Industrial inputs to farms and food-processing en-
terprises have been deficient in quality and
assortment.

Financial incentives for farm managers and workers
do not depend sufficiently on the size and quality of

~ the harvest. As a result, efficiency and initiative are

" not encouraged.

Inadequate housing and poor rural living conditions
have encouraged younger, better educated workers
to migrate to cities.

The Soviets made a major effort to rectify these
problems with the May 1982 Brezhnev Food Pro-
gram. It was a package of measures designed to
improve the efficiency of food production through
better integration of all branches of the agro-industri-
al complex, in terms of both the allocation of re- |
sources and planning and management. The program
also contained schemes to improve agriculture’s infra-
structure and better the quality of life in the rural
areas (sce inset, “Key Features of the Brezhnev Food
Program™). .




The Food Program was flawed in a number of
respects. Its organizational measures included conces-
sions to the interests of the central branch agencics,
which made integration largely unworkable. It also
failed to come to grips with the more fundamental
problems, of linking rewards to performance, giving
farms freedom to make production decisions, and
instituting a rational price system that would elicit the
right mix and volume of farm output and inputs.

Nevertheless, Soviet citizens experienced an increase
in per capita consumption of quality foods during the
first three years (1983-85) of the Food Program.
Despite drier and therefore less favorable growing
conditions, the regime was able to boost forage crop
production substantially and increase the production
and distribution of fertilizer and other agricultural
chemicals. Increased feed availability, milder winter
weather, large grain imports, and improved feeding
practices allowed the livestock sector to continue
steady growth, which began in 1980.2 Modest gains
were achieved in the production of fruits and vegeta-
bles. Progress in the production of other important
crops during this period has been negligible, however,
with average annual production of grain, potatoes,
sugarbects, and oilseeds below 1976-80 levels.?

While the regime has made progress in per capita
consumption of quality foods such as meat, milk,
fruit, and vegetables, the Food Program has done
little to further other important regime objectives—
arresting the rapid rises in costs of production, raising
productivity, and reducing waste (figure 1)
« Real per capita food imports in 1983-85 were
60 percent above their mid-1970s’ levels.
« There was no apparent improvement in transporta-
tion and storage.
« Production costs for major farm products rosc -
steadily.
« Gains in productivity were. small.

1 The average annual rate of growth of net tivestock production was
3.1 peroent in 1983-85, up from 2.1 percent in 1981-82 and 0.9
percent in 1976-80.

1 The average annual rate of growth in net crop production was
—0.5 percent In 1983-85. down from 3.9 percent in 1981-82 and
1.6 percent in 1976-80

Key Features of the Brezhnev Food Program

. The Brezhnev Food Program included three key

measures almed at improving food production and
distribution. -

First, to promote “unified management” of food
production, the Food Program brought under a single
administrative hierarchy the Ministry of Agriculture;
the ministries supplying agriculture with mainte-.
nance, transportation, and other services; the Minis-
try of Procurement; and the ministries managing the
food-processing industry. This organization was re-
sponsible for coordinating the entire food-production
process from farm to retail outlet. Commissions
made up of the heads of the organizations involved
were formed at the natlonal, republic, kray, and
oblast levels. At the rayon (district) level, “rayon
agro-industrial assoclations” (RAPOs) were formed.
They include all farms, service agencies, and process-
ing enterprises In a given district and theoretically cut
across ministerial lines, concentrating authority at
the local level.

Second, the administrative reorganization was
backed up by an investment program (o upgrade the
system for handling, storing, and processing food and
to improve housing and living conditions in the
countryside. The heavy emphasis on investment in
rural infrastructure reflected Moscow's desire to
{rprove farm-to-market transportation and stem the
flow of younger workers 1o urban areas. Increasingly,
the Soviet agricultural labor force is made up of
older, less productive workers as younger adults
migrate to cities.

Third, the Food Program provided an increase in
financial incentives that was intended to increase
output and retain younger, better educated workers-
onfarmis. Procurement prices, especially for livestock
products, were raised substantially on 1 January
1983.°
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USSR: Measures of Performance in Agriculture
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Moring the Food Program Forward

As Brezhnev's agriculture secretary, Gorbachev was a
major architect of the Food Program, but his speeches
at the time reflected dissatisfaction with some of the
compromises. Since Brezhnev's dcath in late 1982,
Gotbachev has sought to usc his growing influence in
the leadership to reshape the program to reflect more
closely his own views and priorities. In particular, he
has sought to:

« Go faster and further than originally planned in
shifting investments within the agro-industrial
sector. :

o Push for a substantial modification of the organiza-
tional structure of the Food Program.

« Provide, through better economic incentives, an
environment to foster enterprise accountability and
link reward to effort.

« Promote the private sector in agriculturc as a
valuable adjunct to the socialized sector

Gorbachev's influence in changing the pace and focus
of the program was apparent during Andropov's brief
teaure, but Chernenko's subsequent, equally brief
tenure was generally a period of marking time. It was
not until Gorbachev took over as General Secretary in
March 1985 that he was in a position to sct forth fully
his plans for implementing the Food Program.

Gorbachev probably views the agro-industrial sector
as critical to his overall strategy for economic revital-
ization (sec inset, “Gorbachev's Game Plan™). The
highly inefficient nature of agricultural production
and distribution, in particular, offers him the potential
for major productivity gains and the attendant accel-
cration in growth of badly needed resources for the
industrial modernization effort. He probably under-
stands the problems of the agricultural sector better
than those of the industrial sectors, and the Food
Program provides a political and policy framework for
instituting change. He is close to key personnel in the
field, and his strong political authority in this sector
makes it possible for him to initiate modifications to it
that are likely to be more difficult to sell in other parts
of the economy.

Gorbachev's plans for reorganizing economic plan-

ning and management are, in fact, being implemented
first in agriculture, and the sector seems 10 be the

W

Gorbachev's Ga_mg g{aq

Gorbachev’s views on agriculture are part and parcel
of a general strategy that he would like to carry out
for the economy as a whole—a multifaceted ap-
proach that he hopes will rapidly place the country on
a modern, more efficient footing once it is fully
implemented:

o A redistribution of resources in favor of machine-
building and other industries vital to the modern-
{zation of the econony.

o A streamlining of the central government bureau-
cracy to facilitate a shift of more decisionmaking
authority to the enterprise level.

o Improvement in the role and cffectiveness of eco-
nomic levers—prices, credit, taxes—io stimulate
more efficlent production and reduce the need for
detailed, centrally set directives.

o A short-term focus on improving discipline and
uncovering *“hidden reserves“—tacit acknowledg-
ment that his strategy may take years to translate
into specific policies or to show results. -

General Secretary's testing ground for some of his
more innovative and controversial idcas (sec inset,
“The Impetus for Agricultural Reform™). He has
moved aggressively to initiate changes in less contro-
versial arcas—investment, organization—while avoid-
ing the politically risky and economically difficult
giving greater autonomy to farm managers. By all
indications, however, Gorbachev realizes that sub-
stantial progress in improving agricultural productivi-
ty hinges on resolving these latter issues.

The Component Parts of Gorbachev’s
Agricultural Strategy

Restructuring Investment

Gorbachev appears to have been the driving force
behind the Food Program’s inve-‘ment strategy—
concentrating resources where they would do most to

changes such as overhauling the price structure and T 7
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The Impetsis for Agricultural Reform

The agricultural sector will serve as an important
testing ground for more far-reaching changes that
Gorbachev appears to have in mind. Because of the
vagarles of the weather and the need for timeliness,
flexibility, and on-the-spot initiative, reform-minded
Soviet economists have long looked to agriculture as
the sector most in need of reform, most likely to
benefit from it, and the place to begin any such
serious effort. )

The case was most forcefully argued by Novosibirsk
. economist Tatyana Zaslavskaya in an interview with
the government newspaper Izvestiya. “The impor-
tance of agriculture’s ploneering role has been pro-
ved,” she said in the interview, “by the experience of
other soclalist countries which have implemented
economic reform.” She went on to argue that “agri-
culture is the most responsive sector 1o economlc
rather than administrative forms of leadership. New
Sforms of economiémanagement, many of them qulte
effective, fruitful, and original, constantly emerge in
agriculture in spite of administrative control.” Ac-
cording to Soviet sources, Gorbachev has had a
longstanding acquaintance with Zaslavskaya that
dates back to his days as a regional party boss in
Stavropol Kray. He reportedly traveled frequently to
Novosibirsk to seek her advice,on various experimen-
tal management innovations that he-was-rying-in -—
Stavropol

improve efficiency and reduce waste—and he has
consistently pushed for more energetic measures to
carry out this strategy. In his report to the 27th Party
Congress in carly 1986, he highlighted the fact that
losses of farm produce amounted to 20 to 30 percent,
adding that the cost of eliminating losses would be
one-half to onc-third the cost of obtaining the same
supply through additional production. In particular,
he has argued for a more rapid shift away from the
traditional concentration of resources on farm produc-
tion—livestock facilities, land reclamation, and so
forth—to:
« Development of the industries that supply the farm
sector with goods and services—machine building,
chemicals.

Table 1 ) Percent.
USSR: Distribution of Capital Stock
in the Agro-Industrial Complex * -
1983 1984
Total 1000 100.0
Branches producing machinery and 90 9.1
other inputs
Construction ® 13 12
Agriculture and forestry . 64.5 64.6
Food processing 1ns 119
Procurement and retail trade < 14 12

a Reproducible fixed assets excluding housing and services.
& The definition of this category is not & ilable. It probably
includes capital stock belonging to organizations that carry
out construction and land reclamation for farms.

< Includes retail trade in food products and public dining.

« Improvement of rural infrastucture—housing,
roads, storage.

« Modernization of industries that process agricultur-
al raw materials. ’

According to Soviet statistics, a shift in investment
away from facilities used in farm production took
place toward the end of the 1981-85 period—presum-

----ably-reflecting Gorbachev's growing influence. Dur-
ing this period, the share of investment in housing and ™™™

rural amenities showed a comparatively large in-
crease. There was a slight increase in the share for
machinery production, food processing, and other
clements of the nonfarm sector.* Nevertheless, Soviet
statistics show that the distribution of capital stock in
the agro-industrial complex changed little during
1983-84 (table 1)

« Because complete, consistent plans for investment in the agro-
industrial complex and in its various branches during 1986-90 have
not been published, there is presently no precise statistical evidence
on the extent to which these shares arc scheduled to shift over the
next few years
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Table 2 Percent
USSR: Distribution of Capital Stock
in Industries Supplying Agriculture and

Table 3
USSR: Production of Selected Types of
Farm Machinery, 1981-85

Food Processing With Inputs *
1983 1984 1981 1982 _1983 1984  198S.
Total 100.0 100.0 Billion 1982 rubles
icultural machi . 5.3 56.3
':‘;c::’:l :gncu ural machinery S Value of outpiit
Machinery for food processing 31 EX) Machinery for crop 3.1 33 34 36 337
Fertilizer and chemicals 343 328 production
= £ Machinery for 27 23 24 26 29
Otber 73 78 ivestock and feed
« Reproducible fixed dssets excluding housing and services. production
mlc::’ncuou' for agricultural usc and assets of the Thousand units
i iological industry.
Production
Tractors 559 555 564 5T 585
Grain combines 106 112 118 118 112
. : Bal 2 3 3 3
Farm Machinery. Gorbachev appears to have had ld —e 32 3 2 3
. N . . o Fertilizer-application 47 46 46 48 NA
some success during Andropov’s tenure in gaining machines
Politburo approval for additional investment in farm  Coton harvesters 56 99 104 101 94

machinery production. A party-state decree on agri-
cultural machine building published in April 1983
apparently carmarked an additional 5.6 billion rubles
for this sector over and above what had been called
for in the Food Program. In a reference last year to
this measure, Gorbachev noted that it was beginning
to show good results.’ Soviet statistics confirm that
during 1983-84 producers of tractors, agricultural
machinery, and repair facilities for farm machinery
attained the largest increase in the share of capital
stock among the various industries that provide agri-
culture with inputs (table 2).¢ Producers of agricultur-
al machinery are likely to achieve comparatively large
increases in capacity in the 12th Five-Year Plan
(1986-90) period as a result of the rapid growth slated
for the machine-building secior as a whole.

Progress in actual machinery production has been
mixed. Last year production of machinery for live-
stock and feed production grew at faster rates, while

3 The 5.6 billion rubles appasently is to be spent over the period
covered by the decree (1983-90). Under these circumstances, annual
outlays would be 700 million rubles, equal to approximately 5
percent of annual investment in the machine-building industry.

« Nevertheless, the farm sector still accounts for almost two-thirds
of all capital stock in the agro-industrial complex.

€ entia

Self-propelled silage 6.6 8.6 10.9 122 14.6
and feed harvesters

growth rates fell for machinery involved in crop
production (table 3).-

Storage and Transportation. Gorbachev has been
particularly critical of the failure to follow through on
the Food Program’s plans for investment in storage
and transportation. “Despite frequent talk of the
importance of developing them,” he complained earli-
er last year, “no perceptible improvement is yet
visible, and nearly ono-ﬁf_th of the harvest continues

to be lost.” The Food Program called for storage

capacity for food products to be built on farms and in
food-processing eaterprises. Farms were also to re-
ceive more storage capacity for perishable inputs such
as fertilizer and livestock feed, but frequent com-
plaints by Sovict officials suggest that little progress

e ———

—



.~

has _Bcen made. The paucity of data on storage
capacity makes it impossible to measure progress and
to assess future plans in detail.

The Food Program plan for improving transportation
is centered on expanding and improving the network
of interfarm and farm-to-market roads and providing
more vehicles such as refrigerator trucks, milk tank-
ers, and cattle trailers. Investment in paved roads is
needed badly to reduce high transportation costs and
reduce losses in marketing farm products. Soviet
sources claim, for example, that only 20 percent of the
roads used to move workers to jobs, feed to livestock,
and machinery to ficlds are paved [_ T} Although
statistics on planned investment in storage and trans-
portation for the 12th Five-Year Plan period have not

—

appeared, a decision was taken in early February to

greatly increase investment ifi the fogistic-base of the- -~ - -~

consumer's cooperative trade network. -

Food Processing and Packaging. Gorbachev has as-
signed the highest priority to upgrading food-process-
ing and packaging cquipment in the 1986-90 Five-
Year Plan. Sovict goals include reduced encrgy
consumption and labor requirements in food process-
ing, increased quality and variety of food products
available to consumers, reduced losses and transporta- .
tion costs, and extended shelf life of food products.
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In one of his earliest speeches as General Secretary,
Gorbachev charged that work in carrying out the
Food Program goals for building up the material- ‘
technical base of the food-processing industry was
lagging badly.’ On two scparate occasions during
1985, the Politburo approved measures for the devel-
opment of this sector that presumably involved the
allocation of additional funds. The sccond 1985 Polit-
buro decision, taken as late as December, suggests ’
that Gorbachev continued to work for a further
upward revision of investment in food processing after
publication of the draft guidelines for the 12th Five-
Year Plan. Premier Nikolay Ryzhkov stated in his
party congress speech that priority in the agro-indus-
trial complex will be assigned during the 12th Five-
Year Plan period to the sectors processing agricultur-
al raw materials and that capital investment in these
sectors will increase by 51 percent—f{rom 26 billion
rubles in 1981-85 to 39 billion rubles in 1986-90.*

Housing. The heavy emphasis in the Food Program
on improving living conditions in Soviet rural commu-
nities resulted in a sharp rise in the share of farm
investment going for “ponproductive” purposes—
housing, schools, and so forth—in 1985. Commission-
ings of rural housing, furthermore, which declined
steadily in the 1960s and 1970s, not only increased
during 1981-85 but also grew more rapidly than
commissionings of urban housing. Nevertheless, dur-
ing this period growth declined in the employntent of-
workers that better housing is intended to attract—
such as agronomists, veterinarians, and drivers of

. tractors and grain combines:”

Other Investment Priorities. Improvement in on-farm
technology depends in part on following through on
Food Program plans to increase supplies of fertilizer,

' According to Sovict statistics, annual commissionings of new
capacity for processing meat, dairy products, and vegetable oil have
not increased substantially since the Food Program was implernent-
d N

 This amount probably includes investment in food-processing
capacity on farms as well as investment in food-processing indus-
trics. )

pesticides, and livestock feed supplements.” Fertilizer
and pesticides are key inputsfor the “intensive tech-
nology™ cffort strongly endorsed by Gorbachev to
increase grain production.® Growth rates for deliver-
ies of these products to agriculture have picked up
sharply since the introduction of the Food Program."
Per hectare application rates of fertilizer on grain in
1983-85 were 24 percent above that of 1981-82. The
increase in quantities available for usc on forage crops
was even larger. Despite these gains, there are fre-
queat complaints in the Soviet press about shortages
of fertilizer-application machinery and improper ap-
plication techniques on farms. Further, total supplies
of agricultuml chemicals are still far short of needs.

Taking the Money From Traditional Areas. Gorba-
chev has been far more emphatic than Brezhnev in
insisting that the restructuring of investment within
the agro-industrial complex should not catail an in-
crease in its overall share. “We have reached the
rational limits of building up capital investment in
this sector,” Gorbachev bluntly told a June 1985
conference. He went out of his way to note approving-
ly that the additional resources allocated in mid-1983
for agricultural machine building had been taken
from the farm sector and indicated that he favored
further shifts of this sort

Gorbachev appears to be particularly eager to cut

back on-the large amount of resources going tothe

land-reclamation program.” Since the mid-1960s,

e

—~—— ——]
" Fertilizer deliverics 10 agriculture grew at an average annual rate
of 8.0 percent in 1983-85 compared with 3.6 percent in 1981-82
and 1.7 percent in 1976-80.

1 According 10 Soviet calculations, rettsis on these investments
have been fower than those for other major investment projects in
agriculture.
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investment in icrigation and drainage projects has
consumed almost onc-fourth of total investment in
agriculture. The Sovict leader has consistently held
that emphasis should be put on improving yiclds
through better maintenance and repair of existing -
reclaimed lands rather than on undertaking new
projects. He appears to have had little part in the
fong-term land-reclamation program adopted during
Chernenko’s tenure and has clearly been responsible
for the decline in Moscow's support for many of the
locally backed projects. '

Party sccretary for agriculture Viktor Nikonov told a
]: Ty t summer that the regime
would not halt projects that had already been started,
but he sharply criticized such projects as the ambi-
tious Siberian river diversion scheme, long under
study, as inordinately expensive. References to the
completion of feasibility studies for this highly contro-
versial project were dropped from the draft guidelines
for the 12th Five-Year Plan published last fall, and
public lobbying by central Asian spokesmen at the
same time came to an abrupt halt. Moreover, scveral
other water diversion projects that were included in
the draft guidelines—the most controversial being the
diversion of water from the northern lakes and rivers
to the. Volga—subsequently came under sharp public
attack from eminent academicians, including Gorba-
chev's reputed adviser Abel Aganbegyan, and were -
removed from the final version of the plan approved at
the 27th Party Congress in February and March
1986. The close timing between this last-minute deci-
sion to shelve the river diversion scheme and the
decisions carmarking additional resources for the
consumers’ cooperatives and the food-processing in-
dustry appear to reflect Gorbachev's prioritics.”

Streamlining the Bureaucracy

Gorbachev has viewed the central burcaucracy, with
its organization along narrow departmental lines, as
the main obstacle to his plans to redirect investments,
resolve interbranch conflicts, and transfer greater

“ A subsequent decrec was published in August announcing the
tcrmination of all planning and preparatory work on both the
northern and Siberian river diversion projects. Firancial and
material resources released as a result of this decision are to be
channeled into other land-reclamation and irrigation repair projects
in the Russian Republic.

authority to the regional and enterprise levels. Not
surprisingly, Food Program initiatives to coordinate
the management of the entire food-production and
distribution process were cfiectively quashed by the
ministrics and statec committees that stood to lose
authority if a regionally oricnted system were fully
established. The district-level commissions
(RAPOs)—the Program’s solution to coordinating ag-
ricultural decision making at the crucial local level—
were never cffectively established. Many RAPOs
exist in name only. Few have gained sufficient author-
ity to even attempt to oncrate as originally eavisioned.

On becoming General Secretary, Gorbachev acknowl-
edged the inadequacy of the 1982 organizational
measures and pushed hard for more extensive man-
agement restructuring that would streamline decision-
making and establish clear lines of authority. In one
of his first spceches as new party boss, Gorbachev
bluntly reminded Central Committee members: “We
agreed at the May 1982 plenum that the agro-
industrial complex should be planned, managed, and
financed as a single entity at all levels. We must carry
this to its logical conclusion.” Such a broad interpre-
tation of the Food Program was intended both to °
justify the creation of a central coordinating body
with more tecth than the existing commission and to
give the RAPOs cnhanced authority, at the expense of
the central ministries, to distribute resources ear-

marked for their districts and assign production plans - -

among association partners.”

This call was followed by a November 1985 decree
establishing a USSR Union-Republic state agro-
industrial committee (Gosagroprom) with broad au-
thority over all components of the agro-industrial

* Gorbachev's interpretation appears to reflect the views of two
reformist economists connected with Gosplaa's agro-industrial sec-
tion, onc of whom. Viadimir Miloscrdov, was reported several years
ago by 1 to be a key consultant to
Gorbachev. Miloserdov has written a2 number of articles arguing
that the concept of creating unified management and planning of
the agro-industrial complex at ali levels logically means that
material and financial resov-ces should pass dowa to the individual
enterprises through onc channel, that of the agro-industrial bodics,
and not through many diffcrent branch channels

Confidential—

e

cimad AL ra— #toe o8

T R T

i e adtaha




sector. While the Food Program’s Agro-industrial
Commission served a coordinating function—in effect
by working with the various ministeries involved with
agriculture—Gosagroprom has been given substantial
line authority. The committec merges five ministrics
and one state committee and includes elements of
three other ministries (figure 3). The Ministry of
Procuxcment———teorganizod into the Ministry of Grain
Products—and the Ministry of Land Reclamation
were not included in the merger.," but Gosagroprom—
as the “central organ of management of the agro-
industrial complex”—was given the authority to plan
and finance their activitics and that of all other
branches concerned with the production and process-
ing of food and natural fibers. Ministrics involved
with the production of material and technical inputs
for agriculture and the food industry have been
enjoined to coordinate their activities with Gosagro-
prom and are included 6n the committee as members.

The way for the reorganization was cleared by the
removal in late October of the two top government
‘agro-industrial officials, Deputy Premier Ziya Nur-
iyev and Minister of Agriculture Valentin Mesyats—
both Brezhnev holdovers—and the appointment of 2
close Gorbachev protege, Vsevolod Murakhovskiy, as
the new government agro-industrial czar. His position
as First Deputy Premier gives him more influence
than his predecessor Nuriyev possessed and may put
him in line for a seat on the Politburo, the party’s top
policymaking body, at some future date.

The reorganization was accompanied by a major cut
in administrative staffs. Sovict officials state that 50
percent of the personnel in the central apparatuses of
the abolished agricultural ministries have been let go,
cither transferred to jobs at the production fevel or
fired. Similar cuts are reportedly being made at the

focal level. The decree includes a number of provisions
to smooth the transition for those released, but such a

 The exclusion from the merger of the roorganized Ministry of
Grain Products—the major food-production branch—is puzzling.
This arrangement may be only temporary, but it is also possible
that it is intended to allow the regime to retain tight control over
grain—the most important basic crop—while permitting more, Yocal
control over other agricultural produce. £

) rgsp_qnsibility for-resolving questions.

major reduction in force has no parallel since Khrush-

chev's 1957 sovnarkhoz reorganization and is report-
edly generating much unhappiness and confusion.

Nevertheless, Murakhovskiy can be cxpected to carry

oiit this policy with vigor. In an article published in
the party journal Partiynaya Zhizn’ not long before
his appointment, Murakhovskiy argued that the ad-
ministrative staff of the agro-industrial complex
should be reduced by “no less than a third and
paperwork by a factor of 2 to 3.” He remarked that he
made the same pitch at the all-union agro-industrial
conference scveral years ago. ’

Soviet agriculture officials have expressed confidence
that Gosagroprom will put an end to the special-
interest lobbying, which often encouraged previously
existing ministries to work at cross-purposes. They
contend that Gosagroprom will have a vested interest
in seeing that the entire input-producﬁon-pmc&ssing
chain runs smoothly, as well as the latitude to make
the requisite investment and resource-allocation deci-
sions. Six months after the reorganization, however,
the new committee was apparently still going through
a difficult shakedown period. Writing in the May
issue of the journal Voprosy Istorii KPSS, party
secretary Nikonov complained that the functions of
subdivisions within Gosagroprom and the duties of
cach worker had not yet been clearly defined, result-
ing in & lack of coordination and efficiency and an
unwillingness on the part of many specialists to accept

The reorganization is intended to be the first step in
shifting more decisionmaking authority to the region-
al and enterprise levels. At least on paper, the reorga-
nization eliminates the dual subordination of enter-
prises that plagued the RAPOs and opens the way for
strengthening their role in planning and resource
allocation. Provisions enhancing their authority were

- spelled out in the revised RAPO statutes issued in

March 1986. Again, however, lack of progress in
working out and implementing these measures has
caused concern in Moscow. In the same journal article
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Figure 3 ’ : . : .
The New Organwaﬁonof the Agro—lndusu'hl Sector: Gosagroprom w
Ministrics oft
. il .
 foad 103 Organizations merged
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Nikonov charged that the apparatus of Gosagroprom
at the national level was continuing to examine
questions that should be resolved at the local level just
as the former ministries had. He went.on to complain,
as did Gosagroprom chief Murakhovskiy in the April
issue of Kommunist, that “old-style departmenta-
lism”™ was also making its presince felt in the new
organizations at the regional level, and he criticized
the failure of many regional Gosagroprom officials to
move more quickly in including agncultuml—rdated
mta'pnss in the RAPO structure -

Moscow's slow progress in delegating decisionmaking
to the regional and local levels is not too surprising.
Besides having to deal with bureaucratic foot-
dragging, Gosagroprom is probably still in the process
of weeding out deadwood, selecting regional officials,
and establishing its own role within the Council of
Ministers. Even when Gosagroprom is fully operation-
al, there is no guarantee that it will be able to
effectively delegate authority to the farm. Local party
leaders have traditionally played a major role in
resource allocation and production decisions within
their respective regions. As long as local political
officials—whose interests may not coincide with those
of their farm managers—retain decisionmaking con-
trol, decentralization measures may have only limited
effect.

Effective delegation of authority to the local level,

however, is also dependent-on the far more challeng- .. management and production subunits on a self-

ing issue of establishing a set of economic incentives
that will ensure that this additional authority is
properly exercised at each level-—that the RAPO, in
particular, does not become one more bureaucratic
fayer impinging on the operational autonomy of the
farms. - .

Improving Economic Inceatives

Gorbachev has repeatedly emphasized that changing
the role of ministries and giving the RAPOs and
farms greater autonomy cannot be fully accomplished
unless accompanied by stronger economic incentives
as a means of influencing enterprise activity and has
stressed the need to overhaul the existing system of
economic levers. His rhetoric—his repeated call since
the congress for “radical reform,™ for instance—
suggests that he is inclined toward and would support

fairly major changes, and he has pressed hard for the
implementation of a number of specific policies that,
although not new in themselves, may push the regime
in the direction of more meaningful reforms. He has,
however, avoided any concrete proposais for basic
changes in the system of economic incentives. Gorba-
chev ach\owledgt: that coming to grips with this issue
is the most eontmvmml complex, and difficult aspect
of hxs program.

" Self-finaacing. Gorbachev has attached particular

importance to the introduction of self-financing—
requiring enterprises to finance their opérations out of
their own revenues—as the main vehicle for creating
positive incentives for producers and as a prerequisite
for managerial autonomy. While self-financing has
been a regime goal for years, it has largely been
introduced only on paper and has not been an effec-
tive means of increasing farm accountability. During
the late 1970s and carly 1980s, unfavorable weather,
rising production costs, and inadequate procurement
prices combined to cause the virtual collapse of the
regime’s efforts at self-financing in the agricultural
sector. /

On becoming party secretary for agriculture in 1978,
Gorbachev argued for the need to create more “profi-
table” conditions for the farms and began to work in

other ways to make self-financing a2 more meaningful
proposition. Gorbachev has since called for putting all

financing basis. He has stressed in particular that

“contracting brigades”-—an innovative form of orga-
nizing labor on the farms that he began pushing most
vigorously during Andropov’s tenure—should also op-
erate on a self-financing basis (sec inset “Contracting
Brigades™).

Although self-financing has the potential to encour-
age grcater responsibility on the part of farm manage-
ment and labor collectives for the efficient use of
resources allotted them, it docs not provide the incen-
tives of true profit-and-loss accounting because farms
do not face rational procurement prices or have

- emamia
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Contracting Brigades _ .

The semiautonomous brigades or teams operate un-
der a contract with the farms and are given latitude
to manage the production process as they see fit.
During the growing season, workers receive monthly
cash advances. After the harvest, total wages are
increased if crop ytelds or livestock production have
improved. Where self-financing has been fully intro-
duced, an effort Is made to take into uccount produc-
tion costs. The March decree calls for all production
subunits on farms and in food-processing and other
enterprises to shift to the collective contract system.
Contracts with families are also encouraged * *

The effectiveness of this type of brigade is directly
dependent upon the success of farm self-financing.
Although many teams operate on some form of
collective contract, few have reportedly switched to
Sull cost accounting because of the many unresolved
problems. *

Machinery, fertilizer, and other supplies guaranteed
to teams operating on collective contracts, for exam-
ple, are frequently shilfted by farm managers to other
uses, leaving teams with no alternative suppliers.
Furthermore, personnel sufficiently trained to as-
sume responsibility for all phases of the crop-produc-
tion cycle and for maintenance and use of machinery
are in short supply. High turnover among skilled
machine operators, the core of a team, undermines
the team’s effec.iveness. Finally, farm managers, who
have been reluctant to hand control over to teams,
receive relatively small financlal rewards for operat-
ing under the collective contract system

enough choice about what to produce, what inputs to
purchase, and how to spend heir profits. The system
of centralized allocation of material resources means
that deliveries of goods to farms are planned in
physical terms and that farms must pay for these
deliveries regardless of their utility or quality, a
situation that has a negative impact on production
costs. Self-financing is also weakened by the payment
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of high minimum wages and by writing off debts of
unprofitable farms. In response to spreading farm
losses in the late 1970s and carly 1980s, the central
authoritics resorted to writing off debts and issuing
cheap bank loans, effectively undermining efforts to
penalize incfficient farmers./

Most of all, self-financing has been undermined by
the existing price system. Specifically, rigid, centrally
set prices do not cover costs for some farm products
and cannot take into account the impact on costs of
constantly changing growing conditions and the ex-
treme differences in soil and climate that exist from
region to region. A farm chairman bluntly addressed
one aspect of the problem in a Rural Life article:
“Financial autonomy remains just wishful thinking,”
he asserted, “as long as there are such wide swings in
carnings from good to bad years. How is it possible to
expect farms to finance their own development when

. incomes swing from huge losses to enormous profits?”

What is needed, the farm chairman suggests, are
modifications to procurement prices so that they will
rise in years of drought when the harvest is small and
fall in years of plenty when the demand is correspond-
ingly less. ~

Some reform-minded economists have gone further in
explicitly arguing that a major price reform is
needed—one that would reflect scarcity and would
balance supply and demand. For example, agricultur-
al economist Ivan Buzdalov insisted in an article
appearing in a leading Soviet economic journal in the
spring-of 1985 that “a comprehensive approach to
price formation presupposes a consideration of general
market laws, supply and demand.” .

Gorbachev is well aware of these basic obstacles to
the implementation of fully effective self-financing

‘and acknowledges that changes in the economic sys-

tem are required. He has argued that the practice of

automatically bailing out the farms breeds irresponsi-
bility and in his congress report urged that the system
of bank credits be “substantially altered.” He has also




called for a more rapid shift to a system of wnolesale
trade 10 increase the.reliability and timeliness of
industrial deliveries to agriculture. While Gorbachev
has not taken as reformist a stand on prices as some
economists such as Buzdalov and clearly docs not
bave in mind abandoning the system of officially
administered prices, he has called for more price
ficxibility, noting in his party congress speech that
prices should be “coordinated™ with consumer de-
mand.

Public exhortation for change notwithstanding, Gor-
bachev is well aware that he lacks a significant
bureaucratic constituency for reform measures. He
appears to be pushing sclf-financing partly as a way to
" define and highlight the problems and, more impor-
tant, to help build the broadly based support for a
program of change that is necessary if it is to work. In
a oonvcrsatlon this summer[ _

“the economics editor of a leading Soviet
journal noted that a debate was under way between
those who argued that expansion of self-financing
should not proceed until a price reform had been
worked out and those who saw this as a delaying
tactic and, like Gorbachev, felt that expansion should
proceed now.[ ' {this latter
group felt there would be little pressure for price
reform unless sclf-financing was rigorously pursued.

While little progress has been made in formulatinga

comprehensive reform package, a few initial steps
have been taken. A major decree on agricultural
management issued in late March after the party
eongrm includes some measures aimed at improving
the “economic mechanism™ and the conditions for
farm financial independence and lays the groundwork
for some other changes in the future. -

Marck Decree on Agricultural Management. In his
congress report, Gorbachev unveiled a scheme to give
regional officials and farms greater control over the
disposal of above-plan production and allow the sale
of more produce, particularly perishables, at market-
influenced prices. Gorbachev repeated a promise often
made in the past, but never kept, that farms will be
given stable annual procurement quotas for the entire
five-year period. What they produce in excess of these

quotas they may dispose of at their owa discretion:
cither keep for intcrnal use, or scll on the oollective
farm market, through the consumer cooperative nct-
work, or to state agencies. Gorbachev described this .
scheme as a contemporary version of Lenin's tax in
kind (prodnalog), a measurc introduced in 1921 that
put an end to the policy of confiscating all farm
surpluses and opened the way for the New Economic
Policy with its more tolerant attitude toward private
enterprisc and the market.® :

The decree incorporating Gorbachev’s congress initia-
tive, published at the end of March 1986, includes a
complex array of changes in planning, procurcment,
and marketing procedures, which Sovict spokesmen
contend will provide the farms better incentives and
improve conditions for their financial independence.
The decree is not, however, the bold new program that
Gorbachev's reference to prodnalog scemed to prom-
ise. While some of the measures in the decree are
promising, none is radically new, and much that has
promoted economic inefficiencics in the past has been
retained:

« Farm autonomy. is not enhanced in any important
way. Farms will continuc to reccive plans for sales,
investment quotas, and input deliveries.

Elements that tend to undermine self-financing,
such as minimum wages and measures to bail out
unprofitable farms, are preserved.

The overall level of procurement targets is not

concept of prodnalog. Furthermore, the targets for
grain procurement may have been increased.

« The system of bonuses for above-plan procure-
ments—which causes large annual fluctuations in
farm incomo—was preserved, and, in the case of
grain, was enhanced.

Because the decrec specifies that procurement targets
are 1o be sct at least at the 1981-85 level, much of the
fiexibility granted to farms and local officials will

under the decree apply only to what they can produce

% The measure established a progressive tax in kind that was
deliberately set very low. The peasants were permitted to sell their
after-tax surplus on the open market
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above plan. Moreover, a key factor will be whether
procurement quotas, once sct, remain unaltered, re-
leasing the farms from the traditional vicious circle in
which increased production is inevitably followed by
an increased quota. Regime officials appear deter-
mined to adhere to their promise of stable plans for
this five-year period, but farms may continue to seck
understated plans, anticipating a big jump in procure-
ment targets in the next five-year plan.

While the decree is not likely to have a substantial
impact on productivity, it holds out some promise of
reducing losses and improving local food supplies.
Specifically, officials at the oblast and republic fevel
are given greater responsibility for managing focal
food supply. They will continue to receive centrally set
procurement targeis for delivery into ali-union and
republic stocks, but, starting in 1987, procurement -
targets for agricultural produce destined for “local
supply” will be set by officials at the oblast and kray
level. In the case of republics that have no oblasts,
targets will be determined at the republic level.”

Local authorities are also authorized to exchange food
products with other regions directly instead of chan-
neling requests through Moscow—a measure that
could improve food distribution. More important,
union republics will be able to set procurement prices
for individual farm products as long as the total
procurement budget is not exceeded.' By adjusting
prices, and therefore profits, republic authorities will
be able to increase the willingness of farms to produce
products called for in the plan but that at present
provide little profit. While this measure will not
reduce costs or subsidies, it could increase the assort-
ment of products procured in a given area.

It seems clear that the regime hopes to channel more )

food products through the consumer cooperative net-
work—a quasi-independent organization that sells
food at retail prices somewhere between the low state

" This procedure appears 1o be drawn from an experiment in
Lithuania that began several years ago. Probiems developed,
however, because cven though procurcment targets for tocal supply
were set locally, central authorities oontinued to hand down specific
plans for what should be produced by whom and in what quantitics.

* [t Is not clear from the decree whether this applics to alf products
or only to thase procured for local supply.

ala

store prices and the much higher prices at the collec-.
tive farm markets. Meat and poultry products raised

under contract with private plot owners, for example,
will be sold through consumer cooperatives rather

than through state procurement channels.”

Farms are given the most flexibility in disposing of
perishable produce such as fruits and vegetables, for
which timely delivery to stores is vital and where
losses have been greatest—at least 40 percent in the
case of fruit. This scems to be onc arca where
Gorbachev's call at the congress for coordinating
prices with supply and demand will be applied. Indi-
vidual farms will continuc to be able to selt their
above-plan produce where they can get the best price.
Moreover, the quota for fruit and vegetables that they
can sell to consumer cooperatives or on collective farm
markets that wijll count toward fulfillment of the
procurement plan has now been raised from 10 to 30
percent. -

Agricultural officials express the hope that these
measures will improve quality and profitability of
production and help drive down prices on the coliec-
tive farm markets. Any sizable increase in the sale of
fruits, vegetables, and meat to the consumer through
nonprocurement channels would also help reduce the
burden of state subsidies somewhat.® The consumer
would face a risc in the average retail priccs of these

~products, but the resulting xmprovcmcnt in quantxty

and assortment should help compensate.

The degree of success that the regime will have in
selling these measures, however, is uncertain. For the
three years during which the farms had the right to

" In his speech to the 27th Party Congress, the chairman of the
Centra) Union of Consumer Cooperatives, Mikhail Trunov, claimed
that 3 billion rubles would be aliocated during the 12th Five-Year
Plan to improve the cooperatives® logistic basc—as much as had
been allocated for this purpose for the entire 20 years past. He
indicated that major atiention would go to building up interregional
trade capabilities, the weakest link in the Soviet food distribution
system.

* Any reduction in subsidies from higher retail prices, however, |
probably will be offset oy the cflects on grain procurement prices of
doubling the bonus for above-plan sales—especially in years of
large harvests
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Gorbachev Raps With Khabarovsk Farm Managers (see photo)

Gorbachev: Are you making use of the right of the 30-percent sale of vegetables? *

Farm manager:  Yes, we are. We have set up stalls at the [collective farm] market.

Another manager: Last year we were recelving 47 kopeks from selling 1 kilogram, now it ts 80 kopeks.

Gorbachev: Precisely because of those 30 percent.

Manager: Right. That is really an extraordinary decision, Mikhall Sergeyevich.

Gorbachev: The main thing is, nothing is wasted now. If someone gets annoyed, Uf the fruit and
vegetable [procurement] base makes difficulties, you go right back to your stall. And the
prices will fall in the market, t0o. g

Manager: Recently prices have been beaten down in no time at all. Tomatoes were 5 rubles from the

. speculators. But f one turns to the state farm they are 2 rubles.

‘Gorbachev: You should not refer to all of them as speculators. Your workers might be there too. There
is nothing wrong with growing something for onesel/.

Manager: The point is that prices have fallen by 50 percent.

Gorbachev: You know, the problem of prices cannot be resolved with administrative means. It could

be, but then the market would be empty. But what you have said is another thing. That is

good. And it is profitable for you.

Manager: Yes. And we would like to grow other things now—carrots, eggplant, and green crops.

Green crops were not profitable before; but now they will be.

Official: They are learning to trade.

« Gorbachev Is referring to the provision in the Marck decree that
allows farms to sell 30 percent of thelr procurement quota for
fruits and vegetables through collective farm markets and consum-
er cooperatives.

sell 10 percent of their procurement quota for fruits
and vegetables on the collective farm market or to the
consumer cooperatives, ‘ery little advantage was tak-
en of it Agricultural spokesmen now ackrnowledge

# 1 ess than § percent of potatocs, meat, and milk marketed by
farms in 1984 was sold to purchasers other than state procurcment
organizations. Sales of vegetables and cggs through cooperative and
collective farm market channels was slightly larger but still no more
than 10 percent of marketings

—Confidentisl—

that this was the case, blaming it on the conservatism
of local officials and their hostility to innovation. In
sharp contrast; however, to t.c almost total lack of
official public attention in support of the 1982 mea-
sure granting the farms the right to sell 10 percent of
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their procurement plan on the open market, Gorba-
chev’s supporters seem determined to move aggres-
sively in promoting the present expansion of this
measure. Not only. are cases of local obstructionism
being publicly scored, but Gorbachev also made a
special point of putting in a plug for the concept in his
informal talk with farm officials during his trip to the
Soviet Far East in late July (sce inset, “Gorbachev
Raps With Farm Officials™). Moreover, as farms
come under increasing pressure to become financially
self-sufficient, they are likely to take a greater inter-
est in the opportunities afforded by the measures in
the decree. '

There are nevertheless signs that opinions within the
top leadership differ on the role that market influ-
ences should play under the conditions of the March
decree. Gorbachev's two closest agricultural advisers
have been the most upbeat on this issue—even more
so than Gorbachev. Gosagroprom head Murakhovskiy
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described the decree in his April Kommunist article
as “exclusively” devoted to strengthening and devel-
oping “commodity-money” relations (Soviet jargon

_ for market forces), and he focused at length on those

measures in the decrée that allow some greater pric-
ing and marketing fiexibility. In a subsequent Kom-
munist article, Aleksandr Nikonov, President of the
Academy of Agricultural Sciences and a longtime
Gorbachev associate, implied that the concept of
prodnalog would be greatly expanded. Agricultural
policy in the next five-year plan, he said, will “cre-
atively embody™ Lenin’s tax in kind. Party secretary
for agriculture Viktor Nikonov, on the other hand, in
another lengthy journal discussion of the decree,
avoided any reference to the specific market-related
elements of the decree entirely
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The Second Stage. The March decrec is clearly
intended as an interim measure. It calls for further

economic experiments to xmpmve ‘planning, finanicing,

and the incentive system with proposals to be clabo-

rated by 1990 and incorporated in thc 1991-95 plan.%?
This scems consistent with Gorbachev’s ‘timetable for
" reform throughout the eoonomy—cxpmments and -

initiatives that promise quick gains now, laymg the
groundwork for, more fundammtal reforms in thc
second xtazc

'I'hc Soviet leader appears tobe fau'ly opcnmindcd in

producuon. He has turned to reform-minded ccono- *
mists like Abel Aganbegyan, former head of the
Novosibirsk branch of the USSR Academy of Sci-
ences and now head of onc of the academy’s institutes
in Moscow, and Tatyana Zaslavskaya, a former asso-
ciate of Aganbegyan's at the Siberian branch.[_

: ] Aganbegyan is playing
an important role as an informal adviser to Gorba-
chev, drafting economic proposals and speeches for
him. Zaslavskaya’s ties to thc Soviet leader reportedly
go back a number of years.” ’ <

Public debate on reform issues has also picked up -
since. Gorbachev came to power. What is pamcularly
notable is the attention that reformist proposals are
receiving in the mass media. Ideas that in the past
would have appeared, if a(}’all, ‘only in obscure jour-.
nals are now often vetted in the central press. Izves-.
tiya, in particular, has prov:dcd 4 forum for propo-

. nents of controversial ideas. Telcvmon has also
provided a vehicle for the exposure of such views.. In '

the summer of 1985, for instance, the TV news
carried an interview with an eminent agncultuml
economist, Viadimir T‘khonov. in which he spelled out
in very straightforward language a eomphrehcnswc

- ;proposal for the. radleal reformof azncultural man-.":
‘agement that app&red t0 go: almost asfarin reduang v
. central administrative controls as that. aoeomphshcd e
,m Hungary. Hc mdlcatcd that his mstltute had '

:improv:ng eeonotmc mdhods of ma gement “

: plan :hould be worked out asa stralegy ql' natlonal
his search for practical approaches to stimulate farm g

The 7 tklwuov Proposal . e

eoonomic ‘development dmed at.creating a propor-
xtonal aud balanced ngrb-lnduﬂrlal complex. Gos-

, plan ‘should rot be engaged in ‘making detailed

.decistons for the farms—for example, in allocating
tractors to farms whether they want them or not—or
in assigning specific production tqsks

Tikhonov further maintained that the farms them-
selves should have the right to choose their own
suppliers, decide on thelr own production structure,
and sell their produce to whom they choose. He
insisted that the state could ensure that what was

. prafitable for the farms was also what was wanted by

-Soclety as a whole, partly by’ maafpulating credit and
Interest rates and by instituting a moreﬂexlble price’
structure—that s, by allowing prices to float between
certain set limits. Tikhonov noted, however, that in
view of the “current dx‘sre:pectful attitude” toward .

. pﬂ‘ée.f. reliance ‘on them -alone would ot help-He
“also proposed in addition the introdiction of a sys-

tem of taxation to include a tax on. land value,

: capltal assets, and praﬁts

e Finally, lehouov asserted, the system of economic

contracts must conte to play a major role. Contracts

: :lgned between :upplxers and produocm that is, be-

tween thefarms and processors, ‘should be used not

the ba:isforformulatl i

,only ‘as an instrument, forfulﬁllmg the plan Iml aIso ]

uggcstod to hlgbcr authon o |
tried out-on an cxpcnmcntal basis in scvcral Soviet .
cpublm (sce inset, “Thc lehonov 'posal"
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Local Experiments

Experiments in new approaches to planning and -
management are presently under way in a number of
administrative regions in the USSR. In one district in
the southern Russian area of the Kuban, an experi-
mental territorial agro-industrial combine has been
given extraordinarily broad managerial indepen-
dence. The Kuban combine, which includes all the
farms and processing enterprises in the district, is
totally self-supporting. makes its own production
decisions, and is permitted to sell some aof its prod-
ucts at combine-owned outlets for whatever price it
can command. In addition, the combine is answerable
to only one ministry and receives all of its material
assets through one specially organized wholeésale
outlet.

In another experiment with 4ecentralized planning,
centrally set procurement targets for the Lithuanian
Republic only speclly the amount of produce to be
delivered for all-union supplies. This was reportedly
to allow republic authorities greater tndependence
and responsibility for providing local food supplies.
The experiment was extended to Stavropol Kray in
January 1986, and subsequently elements of It were
incorporated in the March decree. Proponents of this
measure see it as the first step toward freeing some
agricultural products from central controls altogeth-
er, as has been done in Hungary. In another experi-
ment being conducted in several districts in the
Russian Republic, centrally set targets have reported-
ly been sharply reduced and the farms allowed t0
establish their own plans for the production and sale

of output to the state. Again, the March 1986 decree

has approvgd elements of this experiment for nation-
wide use. ’ '

Finally there are a number aof experiments with more
radical forms of selffinancing. In several collective
farms in the Altay Kray, for example, all elements of
the farms, including managers and speciallists, as well
as contract brigades, are pald out of the farm reve-
nues. ‘I'heexpalmntsaresaidtohavehada:ub—
stantial impact on work attitudes, encouraging not
only a greater sense of thrift but also a greater '
willingness to challenge established instructions.

All of the experiments appear 10 have encountered
some resistance at the outset from the central bu-
reaucracy. The Kuban combine executives com-
plained, for instance, that individual ministries were
reluctant to turn over machinery and other capital
assets to the combine and continued to try to assign
production tasks to enterprises in the combine.
Tatyana Zaslavskaya, the architect of the Altay
Kray experiment, was particularly bitter about the
problem (t has encountered with the central bureau-
cracy, noting in her Yzvestiya interview last summer
that plans to extend the Altay experiment to several
state farms finally had to be dropped because of the
refusal of central departments to allow the necessary
changes In wage norms. The ministerial reorganiza-
tion should alleviate some of these problems.

Several experiments incorporating clements of Gorba-
chev's proposals for management and planning re-
forms and for improving the economic mechanism are
now being conducted at the regional level, They
-provide a clearer picture of the changes that Gorba-
chev would like to introduce than can be gleaned from
his specches. Not only are many of them being
conducted in Stavropol Kray, his former political
base, but several are evidently being monitored by
economists with whom he is reportedly in close con-
tact. While none of the experiments are as radical as
the one proposed by Tikhonov, all are aimed at
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enhancing authority at the focal level and point up the
potentially reformist thrust of Gorbachev’s approach.
A number of clements of these experiments have now
been included in the March decree (see inset, “Local

Experiments™).

Even these experiments, however, dodge the most

difficult issues of price formation and farm manager
autonomy. Soviet sources say that Gorbachev has

®
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commissioned a number of high-level study groups to
come up with a comprehensive package of measures.
They are said, however, to be far from reaching a
consensus. Even reform-minded economists, for exam-
ple, reportedly are deeply divided on what the proper
role of prices should be, and, in interviews with
Waestern newsmen since the party congress, Gorba-
chev's reputed adviser, Abel Aganbegyan, has ex-
pressed considerable pessimism about the prospects
for any major price reform in the near future.

Gorbachev is aware of the obstacles he faces in
pressing for major reforms. He has gone out of his
way, for example, to answer potential critics by
emphasizing that his call for flexible prices and
greater use of economic means. of management does
not represent the abolition of ‘central planning or the
victory of “spontancous market forces.” He is, more-
over, apparently prepared to allow considerable time
for economic reform measures to be worked out.
Although Gorbachev stated in his congress speech
that the Politburo had drafted general guidelines for
transforming the economic mechanism, he stressed
that this was only the “start of the journey” and that
the actual restructuring of the economic system would
take both “time and energy.” He appeared to indi-
cate, as have other Soviets in private conversations,
that it might be a number of years before a program
appears.

The Private Sector . .
While Gorbachev’s main concern is the revitalization
of agriculture’s socialized sector, he has been one of

the strongest supporters of the private sector, viewing

it as a valuable complement to large-scale farming.
He was, for instance, closely jdentified with a 1981
decree that was intended to be a major concession to
private agriculture. He has more recently made favor-
able references to experiments in Georgia and the
Baltic republics involving sizable family-run farms
operating under contract with the state and has
sought in other ways to achieve a closer integration of
private and socialized farming (sec insct, “Private
Agriculture in the USSR™).¥ ;

» Since the initiation of the Food Program, private-sector produc-
tion has increased at fess than onc-half of 1 percent per year, and it
fell sharply in 1985, The socialized sector maintained slow but
steady growth during this period.

The President of the Academy of Agricultural Sci-
ences, Alcksandr Nikonov, stated last summer that
the role of private plots had probably “stabilized,” but
he indicated that a more flexible policy would be
pursued and that measures would be taken to create’
better conditions for the more efficient use of the
private plots. The March decree, in particular, if fully
implemented, may open new opportunitics. While the
measures to make the state sector more competitive
could drive down prices on the collective farm mar-
kets, the loss to the private producers could be offsct
by potential benefits from such measures as the
expansion of the consumer cooperative network. The
full effect of the March decree on the private sector is,
however, uncertain at this carly juncture.” ’

Poteatial Impact

Gorbachev's attempts to refocus and strengthen the
Brezhnev Food Program, even if fully implemented,
have only limited potential for improving agricultural
performance for the rest of the decade. Morcover,
positive impact will not be immediate and will be
heavily dependent on fulfilling other goals (table 4):

« If the reorganization and streamlining of agro-
industrial management is carried out according to
Gorbachev’s plans, it could reduce the bureaucratic
haggling and competition, which has traditionally
hampered cffective decisionmaking: The climination
of dual subordination would facilitate coordination
between farms, food-processing enterpriscs, and oth-
er clements of the food-production chain. Service
organizations that supply farms with machinery,
chemicals, and repair services would be in a better
position to meet farm needs. The process of redraw-
ing lines of authority and developing a new modus
operandi for the ministerial reorganization, howev-
er, is still far from complete, and old habits and
constituencices die hard.

20

Lol
PP S

———




Private Agriculture in the USSR

Private agriculture in the USSR~—the one remaining
sizable element of the economy still legally operating
on a free market basis—is carried out on some
40 million small plots of land, up to 0.5 hectare in
stze, which the state allocates for individual use. In
addition, families usually keep a few head of cattle or
pigs and a small flock of poultry. For most people
with private plots, private agricultural activity is a

- secondary occupation. Although the private agricul-
tural sector produces about one-fourth of the gross
value of agricultural output, its economic significance
cannot be measured by Uts overall share of agricultur-
al production alone. Because low quality and short-
ages are chronic problems with state-supplied perish-
ables, Soviet consumers rely on their own plots or on
direct purchases from private producers for a major
share of their consumption of fresh vegetables, meat,
dalry products, and other highly perishable produce.

Although restrictions on private agriculture are now
relatively relaxed, the gradual decline in the role of
private farming s continuing. The private sector’s
share in the number of livestock declined from one-
Jourth in 1971 1o one-fifth in 1985. In addition, the
share of potatoes, vegetables, meat, milk, and eggs
produced in the private sector has fallen steadily

Soviet policymakers have made concessions to
private agriculture, viéwing private farming as tempo-
rary compensation for shortfalls in soclalized agri-
culture. In the most recent decrees, the leadership

explicitly acknowledged the private sector’s depen-
dence on state and collective farms for inputs suck as
livestock feed and urged, but did not force, farm
managers to make resources available to private
producers. " '

Because of the high degree of interdependence be-
tween private and soclalized agriculture, the private
sector has been affected by many of the same difficul-
ties faced by state and collective farms, such as the
aging of the rural population, poor housing and
services in rural areas, and inadequate marketing
and transportation. Private agriculture faces addi-
tional negative influences, however, that make a
surge in production unlikely:

o Although the leadership has acknowledged the
private sector’s dependence on the socialized sector
Jor livestock feed and other inputs, private produc-
ers are the lowest priority claimants on state
resources. )

* Rising levels of education and occupational ranking
in rural areas have been accompanied by a declin-
ing interest in private farming.

o The gap between urban and rural availability of
Jood in state stores has narrowed, as has the gap
between urban and rural incomes.

o Experience has taught private farmers that cam-
paigns to boost private farming do not result in
substantial long-term eflorts on the part of the
leadership but tend to be temporary.

o The supply of machinery and tools for small-scale
SJarming is inadequate

« If investment in the 12th Five-Year Plan is shifted
along the lines suggested by Soviet policymakers,
the results of this redistribution, which may take
some time to appear, should cut Josses caused by
poor transportation, storage, and processing and
eventually result in more and higher quality farm
equipment. Success in the investment program,
however, depends on Gorbachev's industrial mod-
ernization program.
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« Increased accountability at the farm level achieved
by discipline campaigns and administrative means
could bring a somewhat more rational use of inputs,
thereby increasing productivity. These gains will be
very small, however, unless Gorbachev follows
through on his stated intentions of improving the
economic incentives.




Table 4

Gorbachev’s Initiatives: Bene

fits a.d Obstacles

Intended Benefits

Additional Requircments for

matesials and food prescrvatives

Measure Likely Obstacles
Maximum Benefits
Areas siated for rapid growth in investment
Rural housing Attract and keep higher Greater availability of other consumer  Very tong lead time and very few
quality labor goods in rural arcas resources

Rural roads, trans- Substantial reduction in More financial incentive for all work-  Long lead time and difficulty in devis-
portation, and stor- - fosses of food products rs 10 maintain product quality from ing and implementing incentives

age farm to store

Industrics producing Higher yiclds and animal Timely deliveries; more incentives for Lagging dcliverics from supplicrs and
goods and services productivity through better farm workers to maintain and use in- tong lead time
.for farms on-farm technology puts efficiently

Food-processing Greater variety of food for High-quality agricultural raw materi- Insufficicnt improvement in quality of
equipment consumers, fower losses als; adequate deliverics of packaging agricultural raw materials, shortages

of packaging, and long lead time

Alw:hted‘foulowamwthiahvm

Laod reclamation

Frees resources for other
projects and concentrates
effort on improving return
from existing stocks

Greater supplies of fertilizer and spe-
.cialized machinery

Republic officials lobby for large
waterworks projects

Reorganization of planalng, management, and incentives

More authority for
RAPOs

Elimination of dual subordi-
nation and better inter-
branch coordination

More autonomy for farm managers

Burcaucratic resistance 10 toss of cen-
tral control

Self-financing

Producers acquire more
concern for quality and cost

More control for producers over costs
they incur and over how profits are
spent; more rational prices

Regime unwillingness to retreat from
central allocation of resources in physi-
cal terms and administratively set
prices

More scasonal ad-
justments to central-
1y set procurement
prices

Smaller annual fluctuations
in farm income

Burcaucratic ineptitude in administer-
ing annual price changes

More cfficient
wholesale trade

More reliable, timely deliv-
erics of inputs to farms and
food-processing enterprises

More authority for consumer cater-
priscs to seek alternative suppliers and
stronger penalties for failure to deliver

Suppliers are constrained by their own
centrally determined production plans;
system of alternative supplicrs would
require reliance on rational prices to
allocate resources

Collective contracts

Much greater cfficiency in
farm production

Greater supplies of industrial goods,
less complicated rules and regulations,
workers better trained to manage the
production process, and willingness to
tolerate greater fluctuations in worker
income

Long lead time for industrial goods,
unwillingness to let tow yiclds in poor
years reduce workers® income, and con-
ccrn that worker income will be too .
high in good ycars
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Will 1990 Goals for Farm Production Be Met? .. ’

If the 1983-85 rate of growth in net Jarm output is
maintained during 1986-90, targets set in the 1 2th

" Five-Year Plan and in the Food Program for overall

growth in farm-sector production will not be met.

Shortfalls would occur mainly in crop production. If
recent growth rates in livestock production continue,
1990 targets for important livestock products would

" be met. To meet 1990 targets for overall growth, farm

production must grow at 4.5 percent per year during
1986-90 compared with 1.5 percent in 1 983-85.

Negative influences that will tend to hold growth
rates in the farm sector below present levels over the
next few years, assuming 1983-85 average weather
continues, are:

o Plans to slow growth of capital stock on farms as a
larger share of investment goes to other activities of
the agro-industrial complex.

o Continuing gradual decline of labor inputs.

o Little progress in devising new economic incentives
capable of generating large gains in SJarm productiv-
ity.

Present programs, if implemented effectively, affer
positive influences ;/hat have the potential to raise

growth rates to the 1960-85 average rate of 2 percent

per year, given the same weather conditions of 1983-

85. These include:

o Improvements in the quality of capital stock and

other industrial goods.

o Measures to raise ylelds on reclaimed lands.

o Improvements in education programs Jor farm
workers.

« Efforts to improve seed quality and livestock
breeds. '

If positive irfluences are enhanced by a return to
more favorable weather conditions, growth rates in

farm production would be above long-term average

rates. Raising growth rates infarm production to
plan levels, however, would require very large gains.
in productivity andfor weather conditions so favor-
able that they have less than a I-percent chance of
occurring over the five-year period. With somewhat
more favorable weather and modest gains in produc-
tivity, farm production during 1986-90 would grow at
rates above the long-term average but well below
plan.

Gorbach;;/’s farm strategy—while threatening the”

prerogatives of local party officials—provides him
with an opportunity to shake up the burcaucracy,
bring in people whose views on farm policy paraliel his
own, and strengthen his political power base in the
agro-industrial bureaucracy and on the local level.

Although the growth targets in the 12th Five-Year
Plan for the farm sector are undoubtedly out of reach,
these initiatives, if implemented cffectively and paired
with ongoing actions to improve feeding practices,
have the potential—barring less favorable weather—
to allow the Soviets to make some progress toward
two of their four major agricultural policy goals (see
inset, “Will 1990 Goals for Farm Production Be
Met?” and figure 4):
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« Improvements in storage, transportation, and lives -+ . . oo

stock feeding could contribute to gains in per capita
availability of perishable food products including
meat. The 1990 targets for per capita consumption
for meat, milk, and eggs would be met cven if
current growth rates only remain constant. Im-
provements in storage and transportation alone
would be insufficient to meet 1990 per capita
consumption goals for fruit and vegetables; produc-
tion of these crops must also be substantially accel-
erated for this to occur.




Figure 4
USSR: Strategy for Improving Efficiency in Food Production

Policy Initiatives
Tochnical improvements in: Incentives tying financial gain
Farm machinery o b
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Feed ingredients Personnel changes
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Food packaging
Transportation and storage
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' ter Efficiency Higher level of agrotechnology More timely agricultaral operations
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make best use of local conditions
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o Reduction in food imports. Maintaining 1983-85
growth rates in livestock production would require
that grain imports continue, but continued impreve-
ment in feeding practices would reduce demand. At
the same time, meat imports could be climinated
and butter imports reduced. If past production
trends continue, however, prospects would be poor.
for cutting imports of vegetable oil and sugar.

Limited progress is l;icdy to be made toward the
remaining two goals over the next few years:

o Reduction in costs of production. Continuing the
policy incentives of high minimum wages and bail-
ing out unprofitable farms will tend to keep costs
high, particularly in poor crop years. Rapid growth
in the use of industrial goods in farm production will
tend to raise costs, especially if incentives for farm
workers do not improve substantially. While the
regime may be able to limit growth in overall
investment in agriculturo—particularly if Gorba-
chev is successful in scaling down the land-reclama-
tion effort—it will be unable to free up investment
funds to support industrial modernization.

Lower subsidies. Announced policies are likely to
result in higher procurement prices and, in the
absence of retail food price increases, higher subsi-
dies. As a result, agricultural subsidies will continue
to account for 15 percent or more of the state
budget.

Beyond the Food Program. The major productivity
gains sought by the leadership depend, in the final

" analysis, on the implementation of additional organi-

zational and economic measures that effectively link
all branches and levels of the agro-industrial sector.
Perhaps most important, cconomic criteria must re-
place administrative means for regulating farm activi-
ties. As long as prices are poor guides to decisionmak-
ing, supplies arc centrally allocated, and detailed
procurcment targets are issued, farms and labor
teams do not have the incentive or wherewithal to
effectively respond to opportunities to improve the
mix of inputs and outputs nor can they be held
responsible for the results
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While the potential economic gains are certainly
attractive, any reform calling for a larger role for
market forces and farm autonomy threatens the pow-
er and prerogatives of the party and could bring a
period of economic instability. While Gorbachev has
apparently achieved Politburo conseasus on his initia-
tives thus far, there is apparent disagreement over
moves toward market-influenced prices. In all likeli-
hood, Gorbachev himself is hoping that current initia-

_ tives, including his campaigns for greater discipline

and accountability, will bring notable improvements
in the consumer diet while allowing some reduction in
the share of resources allocated to the agro-industrial
sector. :

We believe that the leadership will probably discover,
over time, that this limited approach will not yield the
productivity gains needed to reduce the economic
burden of this sector and allow a shift of resources to
Gorbachev's modernization cffort. This realization, if
accompanied by an expansion of his power through

the regional as well as the central bureaucracics, may

reduce leadership resistance to implementing a more
radical option

Indicators of a willingness by the leadership to make

more fundamental changes might include:

« Expanding the right of local authorities to set some
prices in response to changing conditions.

« Reducing interference in day-to-day farm opera-
tions by both central and local officials.

« Moving toward lower minimum wages and giving
farms more authority over what they pay out.

« Following through on the promise to keep procure-
ment targets stable to expand-the amount controlled
by the farms.

+ Providing local farms with more authority to decide
what to produce and greater say over the acquisition
of supplies such as equipment and fertilizer.

Contidentiat s
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