w oy

I IR !S]lj[)‘! ceveevene

The news eaxpremed 1a Qus paper e thoes of the suthor
md do not necessanly refllect the vnews of the pRO ECT
Department of Defense or amy of its agemcis. This

document may not be released for open publicadon yadl

it has been cleared by the appropnate military servce or
government agency.

ECONOMIC REFORMS IN THE SOVIET UNION:
A TRANSFORMATION TO THE MARKET

BY

LIEUTENANT COLONEL RICHARD K. RANKIN
United States Army

DISTRIBUTION STATEMENT A: Approved for public
release; distribution 1is unlimited,

USAWC CLASS OF 1991

US. ARMY WAR COLLEGE, CARLISLE BARRACKS, PA 17013-5050




SECURITY CLASSIFICATION OF TH S PAGE ~
Form Approved
REPORT DOCUMENTATION PAGE OME No. 0704-0188
1a. REPORT SECURITY CLASSF CAT:-ON Tn RESTRICTIVE MARKINGS
Unclassified
2a. SECURITY CLASSIFICATION AUTHORITY 3 DSTRIBUT ON. AVALABILITY OF REPORT

Approved for Public Release. Distribution

[3 | SR C \ . P
2b. DECLASSIFICATION ' DOWNGRADING SCHEDULE is unlimited.

4. PERFORMING ORGANIZATION REPQORT NUMBER(S) 5 MOCNITORING ORGAN:IZATION REPORT NUMBERIS)
6a NAME OF PERFORMING ORGANIZATION 6b. OFFICE SYMBOL 73 NAME CF MONITORING QRCANIZATION
(If applicable)
U.S. Army War College AWCAB
6c. ADDRESS (City, State, and ZIP Code) 7o. ADDRESS (City, State. and Zi Code)

Carlisle Barracks, PA 17013-5050

8a. NAME OF FUNDING : SPONSORING 8o QFFICE SYMBOCL 3 PROCUREMENT INSTRUMENT DENTFICAT.ON NUMBER
ORGANIZATION (if apniicable)
8¢c. ADDRESS (City, State, and ZIP Code) 10 SOURCE OF FUNDING NUMBERS
PROGRAM PROLECT TASK WORK UNT
ELEMENT NO. NO NO ACCESSION NC

11 TITLE (Include Security Classification)

Economic Reforms in the Soviet Union: A Transformation to the Market

12. PERSONAL AUTHOR(S)

Lieutenant Colopel Richard K, Rapkip
13a TYPE OF REPORT 13b TIME COVERED 14 DATE OF REPORT (Year, Month, Day) |15 PAGE COUNT
[ndv. Study Project FROM TO 12 March 1991 40- - -

16. SUPPLEMENTARY NOTATION

17 COSATI CODES 18 SUBJECT TERMS {(Continue on reverse if necessary and identify by biock number)

FIELD GROUP SUB-GROUP

19. ABSTRACT (Continue on reverse f necessary and identify by block number)

[n August of 1990, the Soviet economy was in such bad shape that Mikhail Gorbachev
sequestered his leading reform-minded economists to study and recommend a solution. Led by
Stanislav Shatalin, these economists drafted the "500 Day Plan'" detailing the necessary
steps to transform the Soviet economy from a centrally planned to a market economy.
Gorbachev initially endorsed this plan and the world-wide expectation and wonder was not
whether the Soviet Union would transform its economy to a market ecoiomy, but when and how
fast such a transformation should or could take place. This study will first present what
the author believes to be the key components of a successful transformation to a market
economy. Next, the study will examine the '"500 Day Plan" or "Shatalin Plan'" and compare and
contrast it to the Council of Ministers' alternative reform proposal known as the "Rychhov
Plan" recommended by Prime Mininster Nikolai Ryzhkov. The study will then explore Mikhail
Gorbachev's decicions as well as offer possible motives for these decisions. Finally, this

study will conclude with some predictions about the future of the Soviet economy.
20 DISTRIBUTION/AVAILABILITY OF ABSTRACT 21 ABSTRACT SECURITY CLASSIFICATION
£d uncLassipeounumviTed O SAME AS RPT ] 37°C useRy
22a NAME OF RESPONSIBLE INDIVIDUAL 22b TELEPHONE (inc/lude Area Code) | 22¢ OFFICE SYMBOL
LETEF R. ROSENBERGER, PROF OF ECONOMICS (717)245-3021 AWCAB
DD Form 1473, JUN 86 Previous editions are obsolete SECURITY CLASSIFICATION OF THIS PAGE

‘ R




USAWE MILiTARY - TUDIES rFROGRAM FAFER

ressed in this paper are those of the
Zzth::e::dg:g not necessarily reflect the views of
the Department of Defernse or any of its agenci:s. t1on
This document may not be released for cpen publica
until it has been cleared by the appropriate military
service or government agency.

ECONOMIC REFORMS IN THE SOVIET UNION:

[r

A TRANSFORMATION TO THE MARKET fi

AN INDIVIDUAL STUDY FPROJECT N
by

Lieutenant Colonel Richard kK. Rankin
Uni1ted States Army
Dr. Li1e+ R. Rosenberger
Project Advisor

DISTRIBUTION STATEMENT A: Approved for public
releases digtribution is unlimited,

U.S. Army War College
tarlisle Barracks, Fennsylvania 17013




I

g
U
-1
Ti
I

Ct

C

Al

Alrimi s Fycnaea b gm0 LT,

TITL=: Zconomic rRe+orms 1n the Soviet uniaon:

A transt+otrmation to the Market
FormMei: Individoal Stuay FProject
ODATE: 21 Marcn 1991 FAGES: 40
LLASSIFICATION: Unc53551f1ed

In August ot 1990, the Soviet econamy was 1n such Dad shape
that Mitnall Gorbachev seguestered his leading reform—milinaed
economists to study ana recommend a Solution. Led by sStanislav
shatatin, these economists drafted the "5w0 Day Filan® aetailing
the necessary steps to transform the Soviet economy ++om a
centrally planned to a market econamy. Gorbachev 1ini1tiatly
endorsed this plan and the world—-wide expectation and wonasr was
not whatner the Soviet Union would transform 1ts economy to a
mareer 2C0N0oMmy, but when and how tast such a transtormation
should or could take place. This study will fi1rst present what
the autnor belleves to be the key components ot a successtul
transtormation to a market economy. Next, the study wlll s.amine
the “Sul Day Flan® or “Shatalin Flan" and compare and contrast 1t
ta the Council of Ministers alternative reform proposal known as
the “Ryzhkov Flan" recaommended by Frime Minister Nikolai Ryzhkov.
The study will then explore Mikhail Gorbachev s decisions as well
as offer possible motives for these decisions. Finally, this
study wlll conclude with some predictions about the future of the
Soviet economy.
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CHAFTER |

Introauction

in the tall or 1989, when the bBeriin wall was demoiisnea 1n

BZermany and statues of Lenin were torn down throughout Eastern

surape., tew se=amed to qguestion what was being disIxr2eaq.
Similarly., tew seemed to question what would take 1ts plrace. Tne
question which tad not been sutficiently paondereda was how to get

+rom the crumbling wall and demolished statues to something

resembling a smooth functioning and, most 1mportantly, praoductive

economy . Faor the Soviet Union, the seventy—plus year experiment

with communism proved the system was pailntully 1netficient and

wrought with problems. M. Welsey Shoemaker abserves:

“The essential problem——and 1t 1s a continuing one—-—-i1s that
Soviet productivity slowed to a negligible rate 1n the
1900 s and all the tinkering with thzs economy since that
time did nothing to reverse that trend.?t

Talk of economic reform is nothing new for the Soviet Union.

Even prior to Mikhail Gorbachev, many economic reform packages

had been considered and attempted. However, 1t was Gorbachev who

1ntroduced 1deas of glasnost and perestroika. Basically,

glasnost means openness and perestrolka means restructuring. To




a great ectent, the glasnost begets the need +{o+ perestroika.

Me op=nness to western ecanamlc ana paoliitical 19eas has resulteo

1N =ome Jsery di+terent thinkling 1N the scoviet uUnion. John Farker

comm2nts:

“Ferestrolka, which began as a Dubcek—-like policy ot making
spcraiism mare et+tficient and humane, has become an attempt
to turn the Soviet Union 1nto a multi—-party democracy and a
tree martet...Mr. Garbachev says that his main abjective 1s
to manage the transition from totalitarianism to liberal
democracy wlitnout piunging the country 1nto civil war."=2

Stanislav Shatalin, a key econamic advisor to Gorbachev,

adds:
“What this country needs to survive and to thrive 1s a new
economic tfoundation, a new system. There 1S nNnOo escaping
U AR

These comments seemed to reflect a dynamic maod 1n the
Soviet Union and to portend forthcoming signitficant econamist,
political and social changes. The econaomlic 1ssue was not whether
there would be a transformation to a market economy. The central
economic question was how to successfully transtform a centrally
controlled command economy with the least amount of turmoil
overall. Must you proceed slowly and spread the turmoil and pain

o+ adjustment over a longer period of time? Should you make the




changes as rapidly as possibie to pass therough the tougn
agustment peri10d more rapidly” HOwW much Turmoli and +or how
iong cowla the political system witnhstand These are some ot the
1=3aues and Juestions whilicn are belnq consildered at the time the
athar began this study.

furing tne course of the study, certain events have untolded
in the Soviet Union that nave made these i1ssues moot for the time
beina. Sti1ll, 1t 1s the author s opinion that these economic

guestions wlll one day be considered once again and therefore

must be addressed.

SCUFE AND FURFOSE

The central purpose of this paper 1s to present a tramework

tor market oriented economic re+orm 1N the Soviet Union.

Speci1tically, the aim 1s to describe the essential economic

tactors necessary to transform the GCoviet economy from a

centrally-planned economy to a market—oriented economy.




The essential elements ot sucn transtormation are presentea

1N unaprer 11. whnile there are a countiess number ot elements,

the linltsed sZope 0Ot thls paper dicrates a d1scussion ot only the

essentlal trtactors. Chapter I1I1 1s aevoted to a description of

the unigue =gviet psychology. It 15 the author s oplnion that any

economic  refaorm ptan must take this uwunique psychology 1nto

Aaccount. Chapter lv fl1rst e<amines the two major and most recent

economic plans under conslderation. Tne chapter will continue

wlth a descript1on ot the choices Mikhalil Gorbachev nas made.

Ine +inal chapter ot++ers an expianation o+ the ireasons for

vorbachev s decisions and a prognosis tor future economic change

1in the Soviet Union.
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HAS211Ne Framewotk t0or ECcOnNomic [tanstormation
to_3a Market Econgamy

in this chapter, we will examine the most essentlal elements

nejii1eved to be reguired +tor a successtul transtormation trom a

ce2ntrativ directeg commanag economy to a +ree market economy. Ine

Q1ISCUSSLON 15 not intended to be all inclusi1ve. and 1t 15

recoqgqnized there are otnher ancilliary actions and reactions

in.0lved tn such an economilc transtormation. However, thne

limi1teg scope o0+ this study dictates a discussion ot only the

2gsential eflements.

In order to transftorm a centrally—-planned state econamy 1nto

a tree market economy, five major conditions must ex1st 1N some

faorm. In order of discussion, there must bDe private property

r1ghts, a system ot free and flexible prices, +i1nancial retorm to

tne lude international convertibility ot the currency, and

simultaneity. Finally, and most i1mportantly, there must bDe a

strong gqovernment in favar o+ the transtormation ands/or stronqg




Suppurt tor the trans+ormation among tne vast majority 0+ the

DOl ace, ter a3 eramine £2ach o+ thes2 polnts tndl.i1auadal v,

ne $1rEt o rey 1mperative tor success+ul trans+ormation rg a

MAar e - 2CCNOomy 15 the guarantee ot the tr1gnts s ] [o i VR= I o]

JrOCEr T, ., The vetry toundation of a +ree marvet system 1S Drivahte

Ownat 3N1p Ot prop=rty, plant and capital. It 15 ownersnip ara

tne » 1390« to reap the economilc rewards (proti1ts) ot hard worth

tnat provides the tncentive to take risk anc work Nnard to achieve

SCONSMII SUCIess. The entrepreneur must be gquaranteed the fruits

ot his ar her laboar and risk-taking.?t

Ouring a ¢trip to his hometown this past summet, Mikhail

sorbachev encountered an old woman wha spoke to the i1ncreased

1ncentive o+ ownership. She said she looked atter SU cows on a

collective +arm but got almost nothing out o+ 1t. She suggested

that she would make a far better living 1+ she were allowed to

own Just two cows and sell their milk 1n a free market. =

ln contrast, Hungarian Economist Jonas kornai points out:

“"The critical deti1ciency of sociralist state property
consists 1n the 1mpersanalization o+ ownership: state
property belongs to everyone and to no one.">




No one key individual assumes the risk of a new 1nvestment
DroJRect with puplic own2rship. The risk 1s spreaag to ail ang no
cne te=2is gauch ot 1t as  an 1indivigual. whiie one can 1magine
strict spery1s1o0n and sti++ penalties could be applieac 1n a
soci~list state to achieve higher incentives to ptroduce, sucn
incentives come naturally wilithout supervision wlith prrvate
ownership and committed i1ndividual risk—taking. It 15 private

ownership together with
martet system a buirlt—in
A second

ingredient

marktet economy 1s a

price serves as the signal of what to praoduce,

(twhat resources

In simple terms,

for example)

to produce more o+ that product

The higher profits will attract

tree entry)

system of free prices.

to use),

higher retail prices

for a certain product will cause

to praduce the

the praofit 1ncentive that gives the +ree

etficiency +actor.

tor a successtul trans+ormation to a

In a market system,

Row to produce 1t

and as to who gets what (distribution).

(caused by consumer demand,

(si1gnal) producers

1n pursult of the nigher protits.

(signal) more proqucers (assuming

product until the increased supply




raguces the price to an equililibrium lievel and reduces the protit

tevel pack to a2 mormal level .+

similarly, 1t 1s the relative orice o0t raw matsrlals anag

compinations ot caoital and labor tnat getermine the most

2+ticrent and most orat+itable way to proaguce a 9given proauct.,

Charies E. Lindblom 1n Feolitics and markets comments:

"Markret incentives are paowertul. Ingian opeasants, tor
examplie, whose soci1al 1solation might be expected to render
them 1Mmpery 10us to markvet incentives, have repeatedly

agemonstrated their sensitivity to them by snifting from one
o

crop to another as relative prices change. '™

Without a svstem Ot tiexible and +tree ptrices, economic
signals are distorted. Frices too high cause surpluses and
prices too low cause shortages. As a case 1n point, prices for
most basic foodstut+s are held artificially low 1n the Soviet
Union. The result has been constant shortages. Rkather than
ptrice dictating who gets what in the Soviet Union, the person
willing to stand 1in line the longest or push to the front the
hardest gets the bread.* "Frice distortions proguce large trade
distortions (that 1s large deviations +from the pattern of trade

that would prevail 1f goods were sold at worid market prices).”?




The third major 1ngredient tor a successtul transformation
1s t1nancial reform to 1nclude an internationally convertible
currency. The central bank will have to +freely exchange fareign
currency tor the ruble. Only then will the ruble establish a
true market value. In the GSoviet case, this adjiustment will
certainly spell a devaluation 1n the value o+ the ruble.
However, once the market rate is determined, 1t is then possible
to achiave meaningtul trade with other nations. Un this point,
academician 0. Bogomulav adds, "Recognition of the importance of
the market uwunder socialism wil! remain empty words without teal,
soli1d money that serves as a real, not conditional purchasing
means."®

Trade with other countries implies competition for sellers.
As a free market advocate, Janos Kornai argues:

“The competition in turn is one of the strongest incentives
to ensure that the general public is better supplied,
shor tages eliminated and technical standards are

developed."®

The fourth major requisite for a successful transformation

to a market economy is simultaneity. All of these major actions

10




J1scussed, as well as otners which could not be discussea dgue to

the tength ot this paper, musSt be taren at the same time. “il ot

the 1nhii1fti1ati.=25 wiil have interconneccteg s2cond and thiera order

ripple et+tects. For example, a private entrepreneur decilding

what new venture to pursue will certainly pbe i1mpacted Dy toreign

competition brought on by a iegitimate exchange rate. lnaeed,
the increasad international trade will ott+ter many new
opportunities +or these new profit-seeking entrepreneurs. 1¢

si1mul tanerty 1s not achieved, distorted signals will continue to

be sent to decision makers (buyers, sellers, producers, workers,

]

v ali. Distorted signals and resulting miscalculations and bad

decisi1ons spell further disruptive adjiustments 1n the future.

Jonas kornair put 1t this way, “The sum total of ten ditrterent

ti1inds of half—-results 1s not five Ffull successes but five full

f1ascos. "9

The +final and most essential element of a successtul

transtarmation 1s government ands/or popular suppotrt. The

transtormation to a free market economy will involve winners and

11




losers. While the winners will outnumber the losers, (otherwise

the transtarmation should be discard2d), the fact that there will

be losers .nmplies dissension, instability, and perhaps, conflict.

Obvious losers are those wotrkers +rom ine+ficient firms and

factories, which will close as a result of the transformation.

Another group are those living at the margin of paverty now who

will drop below the line—--at least 1initially--with expected

higher prices. Sti1ll another group are those who disagree with

wealth accumulation and signiticant differences 1n standards of

living among individuals. All these groups and more could be the

source of 1nstability during the trans+formation.

Only a straong government can implement an economic policy of

transformation to a market economy. As Janos Kornai says,

"Of course there are various kinds of 'strong governments.’
A stabilization program accompanied by a qgreat upheaval and
a reinforcement of the market economy might be cartried out
by a responsive, authoritarian administration, a military
dictatorship of the Chilean or Turkish variety...the other
possibility is a government whose strength lies in the
support of the people, one to which free elections have
given a real popular mandate to set the ecaonomy right with a
firm hand."t?

Whatever the form of gaovernment, social concern 15 a key

ingredient to successful transformation. Dr. Jeanine




Brairthwaite, Economist +tar the Centetr 29t nternational researcn,

[ Butreau o+ the Census., argques thar stronga 1eadsrship can help

SSCurs YNE necessary copuiar supcort. b=

1]

Mary Wwoui2—-be reformers in the 20viet 4nion nave rrecodnl zea

tha 1mparcance o+ popular support and have ~,..compiainea: tha

treason Ccur government cannot introauce a reform programnme like

[N . 3

roland 5 15 thnat we do not have the support o+ a Solidarity...

in +tact, "'Univ atter the Folish people electeda a government 1n

whicn tnev had contfidence did a free—-market revolution become

possitbie."14

The reader should keep these key and essential elements ror

a successtul transformation to a market econamy 1N  Nni1nNng as we

e-plore the Soviet ret+orm proposals and actions taken in the

following chapters.

13




_HarTer |1

eMDNOTES
1. Erailthwairte, Jeanine, sgvier Transition to tne Mareret: iha
snatatn (Suw Days  Fiany.
- Femnice., Davia, ‘"Gorbacnev Shitts on tnhe cconomy, The

wasnhingron Fost, 13 Septemper 1990, p. IO.

e Fornal, Janos, The Roaa to Free Economy, Unpuolisneaq
manuscript, January 1990, p. 16.

1. Ey normal level, I mean the rate ot resturn which
sntrepreneurs feel 15 appropriate for the level ot risk and a
level which will not cause entry or exit from the 1ndaustry 1n

gquestion.

. rindblom, Charles E. Folitics and HMarkets, p. 9.

. Remnicy+, David, "“Soviet Shoppers Scutfle +or Fooa," The
washington Fgst, pp. Al % ASZ.

7 “The Soviet Union, Massed ARgainst the Fast," The economist,

i oa

<0 Jdctober 19290, p. 14Q.

3. yanowi tch, Murrey, "Economist—-Deputies on radical Economic
Retorm,” Tne Saoviet kReview, September 19920, p.b.

?. kornai1i, pp. B7 % B88.

10, Ibi1d, p. B8.

11. kornai1, Janos pp. 118 & 119,
1z. Braithwaite, Jeanine.

12, “The Soviet Union Massed Against the Past,” The Ecgnomisct,
Z) October 1990, p. 21.

14. Dobbs, Michael, “"Gorbachev's Dilemma a Familiar One, The
washington Post, 22 October 1990, p. Al9.

14




CHAFTER 1Ql

The Sovier Fsycnoi1oqgqy

in tneory, a tree market svstem showld wore to 2t+t+iciently
ailtocate soclety s scarce resgurces Just as ~dam bsmith advocated.
At tne nucleus or this +ree market svstem 135 ‘ractional man' who
mares dec1sions which are optimal for himself and aesigned to
ptrop=21t himsel+ ahead. Fartunately, tor society as a whole,
"rati1onal man s success results 1n society s benefit. On the
one nand, soclety’'s weltare is mainly the sum ot i1ndividual

1

wel tare. More 1mportantly, “"rational man can 1improve hi1s
2conomic positian 1n a free market only by producing or peroviding
sonething society places value on and 1s thus willing to pay for.

Untortunately, the "rational man® theory may not hold up 1n
the Soviet Union. In fact, the social psychology 1n the Soviet
Union 15 90 different from the west and may play such a critical,
as well as detrimental, role in any economic reform that this

entire chapter 1s devoted to its description and possible 1mpact.

In general, the key characteristics of the Soviet

15



psychology, which couid 1mpact agversely on attempts o ret+orm
tne ooviet economy , are thei1r apathy towaras work, their
d2penc2nc2 an the state, thetr esciapilsm, theatrr viZious enyy Cf
pecpie who nave more o+ something and their overall lack of
entreprenaurlal sk1llis.
1tst, the Soviet people, 1n general. are lacking 1in terms
or o =lrong work =2thic.
Hedri1ck Smith comments:

"I¥ Amerilica 1s dominated by workaholic type A s. the
soviet Union 1s mired 1n hard-to-motivate Type B's.” " ¢

This lack of motivation on the part of workers 1n the Soviet
Union 1s well recognized by the Soviets, Abel Aqanbegqyan, chief
econamic advisor to Mikhail Gorbachev, in his book, Insige

Ferestroika, the Future g+ the Soviet Economy, says, "the central

problem ot the new economic system: (is) how to make people care

about the results of their work, how to initiate, as part of the

economic retorm, feelings of petrsonal responsibility.=

Second, the Soviets have a ‘“cradle—-to-grave" mentality,

That 1s. they are extremely dependent on the state tor guidance,

16




ini1tiative, +0or survival. A Sovietr would typicaliy ask what tne

Irase2 Can do +or bhim rather than what can ne aJQ +tor himselt.,

inis dependence on the state gates back prior to Socialism,

ptoc2oly as ftar back as the days o+ Ser+dom.S

regardless ot 1ts histosical troots, Hedrick Smith notes that this

gepenrdency an aothers begins at childhood:

"Russi1ans are sotftt on their chilaren. spaliilng tnem, trying
to praotect them trom hardship; they keep them living at home
at+ter university and otten support them +inancially during
thos2 vyears. The contrast with American young people 1S5 soO
striking that Soviet writers and journalists, repotrting on
travels across America, have been moved to send home
detallea descriptions of the summer Jobs taken oy American
college students."*

Wwith respect to litelong dependency, Hedrick Smith adds:

“"Dependence on parents 1s a prelude to dependence on the

state, which the Saviet system encourages. ~fter
qraduation, university students are assigned 3Jobs under
respradeleniye——literailly, the ‘'"distribution'--which they

must accept as a way of paying back to the state for tneir
education...The 1individual fits 1nto the local hierarchy,

which both supports him and checks his
in1ti1ative...Dependence 1s also nurtured by subsidies tor
the essentials of living——housing, food, health care,

education."S

A third general characteristic of Soviet psychology 1s

escapism. On the one hand, life has been so harsh +tor so long

for the average Soviet citizen that he or she can endure much

hardship betore complaining.

17




dJn tne other hand, Saeviets do not like to admit rhings are

25 Dad A3 they are.

Fedtrrcr omith notes:

“ln tnis vi2w, Russians are prone to escapism, whetner 1t be
the lazy, dreamy phillosophizing of the i1ntelligentsia, as

[slstoy put 1%, or the brutal, otten selt-destructi.e macss
aiconolism ot workers and peasants...The system i1tself not
oniy =2ncourages but nourishes, such behavior. The gtim
shortage o+ qoodas sends Russians seek1ng instant
gratitication, Why, 1+ the future otters little nope, plan
tor the lang term: Why not blow a month s salary on a

birthday party“‘...Russi1ans are not a career—driven people;
their primary touvuchstones are not success, getting ahead,
mar 1Ng deals, accumulating material possessions.'"*

A +ourth characteristic, and the one which could most

adversely affect attempts at economic reform, 15 Soviet envy and

abnorrence of unequal success. The Soviets have a deep mistrust

of anyone who 1s successful or who has more o+ samething. The

Soviets believe 1n more than Just equal opportunity. They

believe there should be an equal outcome for all. Felici1ty

bBoninger, a former New York Times correspondent i1n Moscow, once

made the observation that "in America, 1t's a si1in to be a loser,

but 1f there's one sin 1n Soviet society, 1t's being a winner."”

18




ANatQiy #H. Sobchak, tne mayor of La2Nn1Ngrad, once comnmenced:

“Uur people cannot endure seeinqg someone else earn more than
thay do. Our peaople  want 2303 JLSTr10T1IIn DO+ Mon=, ,
whetner that means wealtn or poverty. They are so jealous
Ot oftner Deaple that £hey want Jtners to pe warse Orr, 1%
needa pe, to +teep thin3s egual. e

- +i1+tn cnaractrteri1stic sranding N Tne WYy D+ e Inoml
transt+ormation 15 really the lack o+ needed traitc or abiriity.
tne 9Soviets nave a disparity of tolks witn 2ntrepreneurial

S-p=rience or spitit. In commenting on this shortcoming, the 15

Ca2zamo2r 1990 1ssue ot The Economist notes:

"R key question mark 1s) whether the Russians can spor and
=2:ploi1t potential markets, sntrepreneurtial sk1lls +or which
thev are not tamous.'"*®

It tutrrns out the Soviets have had very little practical

e peri1ence at entrepreneurship +for over 70 years. However, this

concern may not be valid below the surtace o+ general economic

activity. On one hand, 1n the agricultural sector, small private

plot owners have been extremely productive. vLertainly those

skl1lls could be successtully transterred to ijarger ownership

plaots that might become available and legal under economic

re+orm. in addition, an extensive black market economy ex1sts 1n
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the So.:12ft arrze, N ona EMNDOwsS Now large tne birack market 1=,

Yo ormos2 skills would certalnly pecome usetul once legali1:z-ed

wrejer tne bl Ot market retorm, Ihe point 1= that, whtile the=
Lot 10N ages have a shortage g+ entreprengurlal sklils. this
S ha32 may not be as acutea as might aooear an t1r st
e aminat:on. The  real question mav be how to wunleash arg

e 1ent thagae entreprenewrlal skills.

in summar sy, any attempt to transtorm tne Soviet economy to a

tree martet s,stem must take 1nto account tnes=2 Soviet trai1ts.

Mivrmall Dorbachev 1S fully aware that ne must considet tnese

spec1al  characteristics. Soviet Economist Anatolr Strelyan:

notes that Gorbachev “"deplores the well known character traits of

ntLs countrymen—-—to obey order unquestioningly, to shun

responsibility or risks, to put up meekly with hardsnhips.''®
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CHRETER LV

gaorbachev s Economic Choices and Decisions

In this chapter we wiil tirst examine the essential

camponents O+ the two most seriously and recentiv consigdered

2conomic +tetorm plans 1n the Soviet Untion. we will then descripe

and evaluate the cnoilces Mikhall Gorbachev has made. The fi1irst
plan 1s the more radical SJdl-day Shatalin Flan recommended by
Economist Stanislov Shatalin. The second pian 1S a more

conservative plan set +forth by Frime Minister Nikolai rRyzhkov and
the council ot ministers.

The Shatalin 500-day plan unequivocally endarses the free
market. The plan begins with the woras:

"Humanity has not yet developed anything more et+ticient
than a market economy...The prerequisite to ensure the
ettective functioning o+ the market i1ncludes de jure
equality of all types of property, incluaing private
property...Revenue +rom property should be recognised
as lawful profit."s

The plan calls for a loose fedetration of sovereign republics
bound by a system o+ bilateral economic pacts. The republics
retain full control over theilr resources. Central planning 1s

abolished along with most union economic ministries. The Union
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budget deficit would be reduced by 1mm2airate and radical buaget

cuts tocused mainly on the army | LEe ang 1Ndustriais constructi1an

projacns., w2 plan also advocates sales ot state property to

achieve as high as 70%4 private ownership ot enterprises and some

unknown high percentage ot inarvidual torm ot owhersnip. In

audition, the Shatalin plan urges rapid movement toward a free

grice structure with some temporary exceptions granted tor

essenti1als.® The Shatalin plan also calls +or a stoctk market and

other 1nstitutions tound 1n western economies.> Culturally, the

Shatalin pian stresses economic freedom, entrepreneurship, tree

martet spontaneity, and accepts the resultant econamic

1inequalities.* YThe best known feature of the Shatalin plan

detatils the order in which 1ts retorms are to be i1ntroduced.

This 1s the '5S0U-day programme, which provides what 1s virtually

a day-by—-day timetable. The Shatalin timetable 1tselt+r, however,

should not be taken literally. It 15 more a public commitment to

practical action than a detailed schedule +for ecaonomic retarm."S

The pian appeals to youth and the educated classes.
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[n contrast, the Fyzhtov plan retains the Union government

at tne pinnacle ot a politicaliy t1ghtly bound union with control

2T enatgy resources, transport, conminication, price, wage and

other Mmacroeconomlc policaies remalining wlth the central

government. While the central government continues £0 oOperate

these strategic state Jfunctions, the civilian ministries’

rcansumer goods! industerial property 1s turned aver to

enterprises and trusts. The central government retains only a

coordinating role 1n the latter. Thus, there 1s decentralization

ot control witn respect to the production ct consumer goods.

However, the Ryzhkov plan i1s biased toward the military sector,

central controls, and massive capital projects rather than

—onsumer goods. The Ryzhkov plan demands a reterendum on private

ownership o+ land. There is emphasis on Joint stock companies

with strong state participation 1n i1ndustry. In addition, the

plan recommends collective and state f{forums. Frices continue to

be regulated ana accompanied by 1ndexing ot wages and subsidies.

The cultural aspects embodied 1n the plan are the continuous need
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+tor stare regulation, and social quarantee tcradie to grave

concectr and the traditional s2mphasis on sovs1et and Fussian state

intare=t s, "her2 1s a special concern +ar  order, ihe plan

1z to oijder, less skilled workters and state emplr.ees,.~

appe

)

It apn=2ars on the surtrace that gorbachev nas thus tar

ceclded on a compromlise petween these two plans. However, a

Zloser evamination reveals a tejection ot the shatalin plan on

the kev i1ssues. Let us here explotre borpachev s choices. In the

+1nal chapter we will attempt to explain wnhy he made those

cholces.

Initi1alily, Gorbachev backed the S0U-day Shatalin plan.” In

tact, many, i¥f not most, Soviet analysts were surprised and

shaockad at Gorbachev s apparent rejection of central planning 1n

favor of the free market. Gorbachev even appeared to recognize

the 1mportance of strong governmental backing and leadetrship of

such a drastic change. M. Welsey Shoemaker points out:

“Th2 3Jeneral Secretary has thus been waging a propaganda
campaign to convince the Soviet people that major economic
reforms are necessary."®

Un+artunately, shortly after the public endorsement ot the
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ohatalin pian, 19Nt wWlng ptresswure  +rom the  army, tobk oand

ot

government pureaucrats torced gorbacnay to seew COoOmptonise. For
aone ponea Ot coantentilon, none of tnese groups 100t ed upon tne
prroaposad arastic budgst cuts 1n thernr arenas tavarably. RS Mary
Lejevser » OOSEr. €853

M. Qoroachev appears to have heeded critics within the
government and gone back on his otigqinal preterence +for

the dasn to the market advocatad by his economlc

agvisor Stani1slov Shatalin."*<

Mi-hael Dobbs attributes the shi+t to Gorbachevy S wavering
back and +torth 1ngecisiveness:

“Over the past year, he nas appeared to veer +ram one to the
other, hopilng to avold the tfatetul moment ot deci1s10n.

Une day, he appears on the verge ot torming a political
alliance with his principal rival, Boris Yeltsin, president
of the Russian republic. A few days later, he 15 raising
the spector of emergency measures 1n selected parts

o+ the country to cope with unrest.“t<

M. welsey Shoemaker adds:

"Gorbachev s greatest problem 1is, and has been, tnat while
the top leadership favors refarm, the wotrking level
bureaucrats who have to 1mplement any retform remained
unconvinced, particularly when 1t mignt i1nvolve loss of
thei1r Jobs".3*? While ‘“everyone 1n the top leadership
accents the necessity o+ economic retorm. .. several want
the re+orm to be as narrow and technical as possible.'t*=

Let us examine some of the specifics ot Gorbachev s choices

1n terms o+ the necessary framework for econamic ret+orm as set
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+ortn 1n Chapter 1l. On the 1ssue of privsate property +1g9nts,

DOrpasnay CNOSe Nat £0 2NJdorsSe prilvate praperty £i1ghcs. Insteao,

ne ged o8 TS DUt thls contraversial 1ssue to a reterendaum whilch

~2n he2en schedualed as at this weriliting. while tnete nas beer

J
DY
u

much gepbate and discussion of prices and 1nflation, there nas
b2en no taix 0of free ptrilces. Monetary retorm to achieve
stabilii1zation nas been attempted via contiscatlion measures. tne
such measure was a plan to declare large banknotes (v and 100
rubie notes) as na longer legal tender at+ter midnight, 23 January
1991. “A presidential decree restricted the right of exchange 1n
most cases to one month ' s salary."1>

This monetary retorm measure was reportedly directed at

black marketeers. However, Michael Dobbs reports:

“"The primary purpose of Borbachev s decree was (o restore
balance to the consumer market and shore up the purchasing
pawer of the ruble by soaking up the excess money Now 1n
circulation. Over the past three years, the state ot mind
has been pumping out bank notes wunmatched by +0od ar
consumer goods. As a result, stores throughout the Soviet
Uni1on have been cleaned out."*+

By solving the excess ruble problem 1n this draconian

fashi1on, Gorbachev has signaled the complete abandonment ot any
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tmedlate plan t0 embrace the +ree marcet. Hada he been seri1ous

T+
J
1]

AD2U L TA2 +ree markar, he could npave more tRAan apsorpesd

2:C2ss rubles by sellingd ot+f state property as agvocateg oy the

Shartaiitn plan. As an alternative, merely treeing  prices and

letting them rise would have absorbedg excess rupbles. The higner

crices wonld have stimulated supply (production: 1n the longer

tun 1N a t+ree market environment. The 1mmediate result of this

Cconfiscation policy 1s the ruble remains and will likely continue

to  remaln nonconvertible on the i1nternational exchange market.

f1is addressed 1n Chapter 11, this lack of convertibility stands as

a major hinderance to much needed i1nternationail trade.

In summary, Gorbachev has taken little, 1+ any, paositive

action on the measures described i1n Chapter 11 as necessary to

trans+orm the Soviet econamy into a free market sconomy. "After

weeks of hesitation, Gorbachev eviaently concluded that he could

not +riskt such a leap 1ntao the unknown, S

Having abandoned the dash to the free market, Gorbachev now

seeks reform partly 1n terms of conversion of Soviet detrense

28




tx-tor1es to produce consumatr qQoods. Howewer, acs the 15 [Lecember

lv=- r1335u4e 0Ot lhe fEcomnomist points owt, "sSoviet  Zonsumer gooos

ang mMar23=r= wWilll 1mprove 1N quallty and number nct when de+t+snse

pureancrats are replaced by civil ones, but wnen cney are rorcead

to 1mpro.e by market competition. i

In the next chapter, we will examine why Gorbachev mage

tnese cnolces.
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Lonciusion ang Frognosis

When the researcn +or this study began, tne Soviert
12adershlip was ponderi1ng the guestion of nat whether but how fast
and how tar they shoulda move toward a free martet ecanom-y.
Unfortunateiy, trecent events l1ndicate that these decisions have
been pushed aside +or the time beinqg. The oaverall political
instapi1lity o+ the Soviet Union has overshadowed the debate on
eccnomic reform.

The i1rony ot the current political instability 1s that 1t
iikely resulted 1n a large part from the +ailure vto act
pragressively on the economic reform i1ssues. In August or 1990,
M. Welsey Shoemaker warned:

It is unlikely Gorbachev will be successtul on any ot his
political reforms "unless he 1s able to carry through his
economic reforms quickly and to demonstrate that they will
actually make life better for everybody. Unfortunately, 1t
1S 1n precisely this area that he has shown the least amount

of vision."?
The Soviet Union today is 1n a sivate of political ana

ecaonomic turmoil. Several republics have sought independence and
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many others want less control from the centrai governmant. In

Srader to make 1t tnrough the winter, the S50viets nave requested

Aard tEcel .ea massive +o0oad aid +rom the west, Ine Sdv-nay

chatalin plan was discarded, and despite ail the talk apout

giasngst and parsstroika, the Soviet Union 13 still a cencrallv—

plannea economy. Basic patterns of ownership remain essentially

the same. The central ministries continue to run  BSu%n ot the

companties,. There ate nao marktets +for land, labor and capital, and

prices are still set by government ti1at.=

Gorpbachev s compromise plan 1s under attack from both le+tt

and tright. Wwhile right wing conservative leglislators criticicze

him ftor +ai1lure to take decisive action against separatists and

to prevent ethnic strife, radical reformers say even hatrshert

measures are needed now that Gorbachev has delaved taking any

material reform action.>

As a result of the failure of the central government to act

decisi1vely, many of the republics have decided to go 1t alone

both politically as well as economically. Fockets ot free market
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e pe2riments exist througnout the Soviet union.

Trne proolem 1s tnat, 3all ove:r Tne Country, aSNtNU31astic
trree marketeers are putting tneilr 1Jdeas 1nto practice
17 tn2 oniy place they can——tnaltr reglion—-whiie w31ng

the ns12:0us 1nstrument o+ rati1oning to detena
DLN2rwisz 32ns10le policies. Leningraa, t+or e:ample,
1= oM Ot A doIzen c1ltles hoplng ta set 1tsel+ up as

a tres2 2C3namy Zone. [ts admirably ftree marveceering
deputy mayor, Mr. Anatolz Chubais. wants to start bv
tari1ng ail the tactories 1n the city unger the wing

ot tne local council. presumanly as a +i1rst stepn
towards the i1ntroductlion ot genuine +ree market
policles. Eut how do vyou 1solate Leningraag +rom

the surrounding econaomy which uses the same currency '

ra2rnaps the primary reason Gorbachev rejected the SdO-day
praogram  urged by his and Borls Yeltsin s economic advisors 1S
tnat he recognised the remedy 1t 1mplies 15 the decentralization
3+ powsat: in the Soviet Union. For a multinational empire lite
the Sovaiet Union, decentralization 1s the equivalent of
dismantling that empire.® Fure and si1mple, the circles ot power
in the tGE, the army and the communist party faithfuls, would not
stand by and watch the dismantling ot the Soviet Union.

So, like Poland 1n 1981, the Soviets have shifted back to
the right. Will the Soviets ever see democtacy and, tor the
purpose ot this study, a free market? was Chapter [l of this

stuly, the <framework for success+tul transtormation to a market
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economy, wtitten 1n vain’”

fhe sileyar Li1ning T2 tN1S gark cloud 13 tn2 pDosSz101l1f, that
True =0 troeZoeqn 2CcoNOomlc rerorm m1ant samedav be succeesfully
Ia YRR TR -Th IR “The <Soviet Union hnas ooat et proved that economtc

c@=Jrn Cannot wotk. e

In tnhis auvthor s upinion, the 2conomic and political trsegaom
e:peri1enced thus +ar 10 the Soviet Union willl precliude a complete
reversay. The Soviets are clamping down pol:ticailvy and
ecanomicalily. However, once political stabpility 1s achieved, the
oD.1et% Jr1on willl be torced to develope a more productive
economic system, perhaps saomething that resembles very closely
the +ree market economic system. While the new system may
resemble the free market system, 1t will be uniquely soviet. Its
development will certainly reflect the unique Soviet psychology
described earlier. Even the pace of the transtormation will most
l1kely be 1nfluenced by the almost eternal Soviet patience tor

sutt+ering.”? This current crackaown and shi+t to the right 1s but

a step backward to be followed by twa or more steps farward 1n
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rne +tuture. Miknail Gorbachev must be Qg1l1.2n the credit +or tne

D2 LittINg At the ret+orm mc-.2ment .12 his  olasnmDeEr palic~.

Howe .2, he has +alled miserably at Ferestrolrra. In this autnor s

opinion, h2 miss2d his window af oppartunity wh2n e aDarJoned

tne Shatatln plan in Septemper 1+9¢. 1t 1s untilrely vworoacn2v

willl survive the next round of reform attempts. And there will be

re+0rms 1n the tuture. As the wiaow 2of Andrel1 Sararov, Elena

Bocnner, says 1n reference to possible reversal:

“MO...Things have gone too far."®
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