





in chooking investments; respond to profit ihcentives to obtain additional
investment funds and, consetuently, Se guided to promote a ﬁigher degree
of technological development,

The key element in the new system is enterprise profit, and
the scheme is therefore an outgrowth of Libermanism, and of experience
gained from experiments in the past two years in transferring selected
groups of enterprises to a simplified system of plan indicators., A new
enterprise statute, approved in October 1965, provided for the creation
of three enterprise funds to be formed from enterprise profits: a bonus
fund for "material incentives;" a fund to provide social-cultural amenities
and workers' housing; and a fund for expanding enterprise production, This
third enterprise fund, to be built up partly from profits and partly from
depreciaticn reserves, will provide the decentralized means of investment
finance,

4s in the case of loan financing arrangements, descriptions in
Soviet sources are far from complete, suggesting that many details of the
new enterprise fund have not yet been worked ocut. 1In part, this may
reflect the current phase of experimentation in introducing the new
methods to seclected groups of enterprises; and it is probably correct to
thionk that implementation of the reforms will be a long and tedious process
of trial and error, For example, the published rules indicate considerable
variations in the norms specified for the shares of depreciation reserves
to be retained in the fund for expanding production, confirming Finance

Minister Garbuzov's earlier statement that the regulations might be
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differentiated by branch of industry, and even by groups of enterprises.gg/
This, too, may be indicative of conservative opposition; devising detailed
and differentiated regulations can be effective in limiting, or at least
slowing, the pace of reform, Because the system is therefore in an

interim stage of development, information on the composition and opera-
tion of the enterprise fund for increasing production has still to be
presented in very general terms. One writer suggests that in 1567 the fund
will amount to 4.2 billion rubles, of which retained profits will account
for one-third and depreciation reserves for the remainder.gl/ According
to other sources, this compares with 720 million rubles expended out of
enterprise funds and bank credits for new technology in 1964, for the
purpose of expanding production.ég/

In addition to the two types of reform discussed here, mention
should be made of the new system of charges on enterprise capital, also
adopted in principle at the September 1965 Central Committee plenum,
Adoption of these capital charges, a topic of earlier intermittent discussion
in the Soviet specialized literature, reflects recognition that capital is

a scarce resource, The charges are to be levied as a share of the combined

total cost of fixed and working capital of Soviet enterprises and will be

30/ 1t should indeed be noted that the regulations apply to selected
enterprises in the industrial branches identified in the official instructions,
that were to be converted to the new system this year. The "Mathodological
Guidelines" are published in Ekonomicheskaya gazeta, 1966, No.6, pp.31-35,

31/ R. Vinokur, "Finansy i stimulirovanie rosta proizvoditel'nosti truda,"
Finansy SSSR, October 1565, page 32,

32/ N. Kisman and I, Slavnyi, "Nekotorye voprosy finansov v svete reshenii
sentyabr'skovo plenuma,'" Finansy SSSR, November 165, page 7. This sum
amounted, however, to roughly 5 per cent of total investment in Soviet
industry In 1964, See "Fond razvitiya proizvodstva," Voprosy Ekonomiki,
August 1956, page 115,
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paid iafo the governtient Buéget ot of Het ihcome of the enterprise., At
the present time, discussion in Soviet sources still mirrors a continuing
division between those who advocate adoption of a uniform rate and those
who favor a differentiated scale of such capital charges.gé/ Apart from
these uncertainties regarding operating details, the connection between the
new system of capital charges and investment fipance--in the sense discussed
earlier ir this paper--is far from clear. The capital charges may be one
way of establishing more realistic depreciation norms. Enterprise payments
of capital charges into the budget constitute an additional source of funds
available for investment and other uses, but at least one authority suggests
that these payments will gradually come to replace the two existing major
types of tax revenue.éﬁ/ In any event, the discussion is distinctly less
specific in relating capital charges to investment incentives or to investe
ment financing, than is the case with respect to loan financing and the
use of enterprise funds,

Prospects, The September 1965 decisions marked the culmination
of interesting and lively debate, which will undoubtedly continue until

workable arrangements can be decided upon, Despite the interim nature of the

1¢65 reforms, however, some tentative evaluation is clearly called for,

33/ Thus, Professor D. Allakhverdyan wants a single rate (see
“Finansovoe planirovanie v novykh usloviyakh," Planovoye Khozyaistvo,
September 1966, page 47) while Kisman and Slavnyi (loc.cit., page 9), and
some other writers, suggest an average range of 3-6 per cent, It is reported
that these charges averaged 5-6 per cent of capital cost in 43 enterprises
converted to the new system in the first quarter of 1266, where the charges
also amounted to 20 per cent of total profits, and about 30 per cent of total
payments into the government budget., See P. Krylov, L, Rotshteyn and D. Tsarev,
"0 poryadke i usloviyakh perekhoda k novoi sisteme," Planovoye Khozyaistvo,
April 1€66, p.66.

34/ Allakhverdyan, loc.cit.,, pp.47-48,
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The problems are, as Grossman suggests) “COmplexa~theoreticélly,
practically, and politically." One can perhaps distinguish degrees ot
kinds of difficulties, some of which may prove temporary and others that
may present more fundamental obstacles. Certainly the notion that invest=
ment decisions, except for some limited types, should be dependent upon
enterprise profits is entirely novel to the whole working concept of the
Soviet system, The hesitation evident in the field of action suggests
that reform is not easy to implement. As with food, it is not true that
the appetite grows with eating; for it depends after all on the nourish-
ment, with inertia, conservatism and uncertainty in the face of change
acting to limit reform to small portions.éé/ The gradual extension of
Libermanism to selected enterprises on an experimental basis in the last
two years may have shown good results partly because better-than-average
producing units were involved. Reform may prove more difficult as the
attempt is made to integrate less efficlent enterprises into the system,
On the other hand, the importance of such difficulties can be exaggerated,
It may be that the Soviet economy will tend toward a system in which
different organizational patterns and operating rules will prove to be

sensible, Thus, the planners may discover sectors in which reforms can be

35/ In his recent comparative study, Garvy shows clearly that the trend
toward financial reform is much more advanced in Eastern Europe than in the
Soviet Union. See Garvy, op.cit., pp.108-116, passim. We cannot go into
the reasons for this contrast, but the more "open' character of the Eastern
European economies, and the fact that isolation from outside influences was
neither total nor greatly prolonged, are probably key elements in any
explanatilon of the difference.
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introduced without necessarily impairing planning principles or central control
over investment--perhaps along the lines sugpested by Nove, who cites the
examples of textiles and electric power to illustrate that planning (and
central control) may be easier in high priority industries, at least in

those with a high degree of product homogeneity, which makes for
"plannability‘ﬂééf

Determined action by the Soviet leadership may be sufficient
to overcome intertia, to devise workable operating rules, and to implement
the 1965 reforms in some more definite manner than is now the case. But
meaningful change in the system of planning and management faces two
fundamental obstacles, and real progress is difficult to predict in the
absence of some decision on these basic matters,

Perhaps the most important requisite for change is a more
realistic system of industrial wholesale prices. The difficulties are
formidable, as evidenced by repeated postponement of scheduled price
reforms in recent years, The deficiencies of existing prices as guides
to planning and to enterprise behavior are widely recognized by Soviet
economists, but there is evidently no unanimity of views regarding the
structure that should replace the current system, under which wholesale
prices are administratively determined by the central authorities, and
remain unchanged for relatively long periods, The difficulty is obvious:
profit can act to guide enterprise behavior in a rational sense only 1if prices
reflect relative scarcities and lead the manager to choose that combination

of inputs that will yield lowest cost operation,

gg/ Alec Nove, Economic Rationality and Soviet Polirics {New York:
Frederick A. Praeger, 1964), pp.122-123,




"he second difficulty is posed by the system of materials
supply and allocation. Most planned tasks, whether relating to current
production targets or to investment programs, include provisions for
materials supply from centralized organizations; and the realiability of
supplies for any task depends to a great extent on the priority position
of the particular plan assignment. On the one hand, coordination of
supplies and equipment with working schedules has always been extra-
ordinarily comples, which explains the establishment of hierarchies of
priority tasks by administrative means. On the other hand, this complexity
will make it difficult to implement new financing methods or decentralized
investment procedures if centralized materials supply is retained, The
suggested solution, to permit direct ties between producing units and
supply agencies on a contract basis, would introduce a significant modifica-
tion in the traditional system, and one which planners may understandably
resist beccuse of the implied threat to the retention of much of the familiar
apparatus of central planning and administration.

Mo observer of the Soviet economic scene in the baker's dozen of
years since Stalin's death--remembering the air of excitement engendered by
earlier wisps of imminent transformation--can regard speculation on likely
policy changes as an easy matter. The realist, intent on viewing the
Soviet system as an arrangement for the exercise of national power and
ideological messianism In every sphere, may argue that there is no compelling
reason for the system to change, or to change in any fundamental sense. It
would be unrealistic to dismiss this point of view, supported as it is by

a great welght of historical evidence. On the other hand, the optimist will
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say that it is easy to overestimate practical difficulties, or the influence
of ideological commitment in resisting change, He can show evidence that

in many ways--and nowhere so visibly as in the economic sphere--practical
objections and ideological argument have yielded to necessity in recent
years, If some solutions have not been correct, it has been possible to
unravel them and begin again, From this experience, one cannot yet conclude

that correct alternatives will not be worked out in time by reasonable and

dedicated men,





