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The Political Economy of Stalinism

Evidence from the Soviet Secret Archives

This book uses the formerly secret Soviet State and Communist
Party archives to describe the creation and operations of the Soviet
administrative-command system. It concludes that the system failed not
because of the “jockey” (i.e., Stalin and later leaders) but because of the
“horse” (the economic system). Although Stalin was the system’s prime
architect, the system was managed by thousands of “Stalins” in a nested
dictatorship. The core values of the Bolshevik Party dictated the choice
of the administrative-command system, and the system dictated the po-
litical victory of a Stalin-like figure. This study pinpoints the reasons
for the failure of the system — poor planning, unreliable supplies, the
preferential treatment of indigenous enterprises, the lack of knowledge
of planners, etc. — but also focuses on the basic principal-agent conflict
between planners and producers, which created a sixty-year reform
stalemate. Once Gorbachev gave enterprises their freedom, the system
had no direction from either a plan or a market, and the system im-
ploded. The Soviet administrative-command system was arguably the
most significant human experiment of the twentieth century. If repeated
today, its basic contradictions and inherent flaws would remain, and its
economic results would again prove inferior.

Paul R. Gregory is Cullen Professor of Economics at the University
of Houston and currently serves as a Research Fellow at the Hoover
Institution, Stanford University. He is also a research professor at the
German Institute for Economic Research (DIW) in Berlin. Professor
Gregory has published widely in the field of Russian and Soviet eco-
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Moscow State University. Among his numerous books are Restructur-
ing the Soviet Economic Bureaucracy (1990), Before Command: The
Russian Economy from Emancipation to Stalin (1994), and Russian
National Income, 1885-1913. He is the co-author (with Robert Stuart)
of Russian and Soviet Economic Structure and Performance, now in
its seventh edition. Professor Gregory received his Ph.D. in economics
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Preface

The collapse of the Soviet Union in December of 1991, in some sense, also
signaled the end of scholarly study of the Soviet administrative-command
economy by economists. As a long-term student of this economy, I was
acutely aware that our lack of knowledge about this economy remained
considerable. This ignorance was not due to the lack of acumen or effort
but to the veil of secrecy that had been erected by Soviet leaders around
this system. As Mikhail Gorbachev began his policy of Glasnost in the
mid-198o0s, the barriers of secrecy began to fall, but the scholarly com-
munity had by then turned its attention to more pressing agendas, such as
the Soviet system in collapse and then the fundamental issue of its transi-
tion. Specialists on the Soviet economy turned primarily to transition as
did numerous newcomers to the field, attracted by the challenge of transi-
tioning a planned socialist economy into something resembling a market
economy. Few continued to study the fundamental nature of the Soviet
administrative-command economy either due to the conviction that we
already knew all we needed to know or the belief that there were better
uses of our time.

This book studies the creation of the Soviet administrative-command
economy in the 1930s. [ have written it for three reasons: First, only now
is it possible to study the Soviet economic system without the barrier of
secrecy. The Soviet State and Party Archives were opened to scholars in
the early 1990s, and it is now possible to study the Soviet economy using
the very records that its administrators used many years earlier. More-
over, we can read the candid memoirs of actual participants that can now
be published with few restrictions or interview those persons who man-
aged the system prior to its demise. Second, I regard the Soviet Union’s

ix



X Preface

experience with the planned socialist system as the most important social,
political, and economic experiment of the twentieth century. This system
continues to have considerable emotional appeal throughout the world
to those who believe that it offers economic progress and fairness, free of
chaotic market forces. Despite its demise, the Soviet system continues to
have its apologists, who argue that it failed because of the wrong people
and the wrong policies. It is therefore vital to have a conclusive and defini-
tive record of how it operated in reality, not in stereotypic form, for its
devotees and enemies alike. Third, we cannot understand the transitions
taking place in the fifteen republics that once constituted the Soviet Union
without understanding their initial conditions. We must know what fea-
tures of these transition economies are deeply rooted in the Soviet past
and which are new (and hopefully transitory) phenomena associated with
the unique circumstances of transition.

The material presented in this book represents a substantial collab-
orative effort. I assembled a team of researchers who began the work
in 1996. We were fortunate to receive financial support from the Na-
tional Science Foundation, which carried us through the first four years
of the project. We were then particularly grateful to receive not only the
financial support of the Hoover Institution but also access to its growing
collection of Soviet archives and support from its archival staff to carry
the work through to the present. The research team consists of, in al-
phabetical order, Eugenia Belova, Valery Lazarev, Andrei Markevich, and
Aleksei Tikhonov. Our talented young researchers and scholars worked
in the Soviet archives both in Moscow and at the Hoover Institution, pro-
ducing the studies, articles, and research notes that serve as the core of
this work. The wider research team consists of the dedicated senior schol-
ars, both inside and outside of Russia, who have produced the invaluable
research articles and monographs that are used and widely cited through-
out this book. They are too numerous to mention, but I would single
out R. W. Davies, Mark Harrison, Oleg Khlevnyuk, E. A. Rees, Elena
Osokina, and Nikolai Simonov. Fortunately, we constitute a cooperative
group of scholars, who meet periodically to exchange results and orga-
nize our cooperation. Our Website, www.Soviet-archives-research.co.uk,
is maintained by Mark Harrison. This book also owes a strong debt to the
editors of the annotated collections of archival documents, which are also
used intensively, such as Oleg Khlevnyuk, V. P. Danilov, A. Berelovich,
Lars Lih, and Oleg Naumov. Following R. W. Davies’s admonition to
archival scholars to avoid reinventing the bicycle, I should also state a
debt of gratitude to those scholars who so effectively culled material from
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official Soviet publications from the 1950s and 1960s, in particular
Eugene Zaleski, Abram Bergson, Holland Hunter, Naum Jasny, Joseph
Berliner, and David Granick.

This book was made possible by many persons and organizations. I
hesitate to name them in fear of leaving someone out. This book and
much of the research was made possible by the financial support of the
Hoover Institution as represented by John Raisian and Charles Palm and
by the assistance of its archival staff directed by Elena Danielson. The
work could not have been initiated without a grant from the National Sci-
ence Foundation. I received advice and comments from many colleagues
whom I mention in random order: R. W. Davies, Mark Harrison, Valery
Lazarev, Eugenia Belova, Sergei Afontsev, Wolfram Schrettl, Irwin Collier,
Leonid Borodkin, Peter Boettke, Carol Leonard, Andrei Markevich, Dale
Steinreich, and Andrei Sokolov. T also must thank Natalie Volosovych for
patient editorial assistance in navigating this manuscript through many
drafts. T would also like to thank Nancy Hulan and her associates at
TechBooks for their skillful and professional editorial assistance.

PauL R. GREGORY






The Jockey or the Horse?

The Soviet administrative-command economy was the most important
social and economic experiment of the twentieth century. Its failure con-
tinues to reverberate throughout those countries in Europe, Asia, and
Latin America that adopted it, either forcibly or voluntarily. Its symbolic
end dates to December 25, 1991, when the flag of the once-powerful
Soviet Union was lowered over the Kremlin and replaced by that of the
Russian Federation. The abandonment of the administrative-command
economy began in the late 1980s in Central and Southern Europe, spread
throughout the fifteen Soviet republics with the collapse of the USSR,
and expanded into Asia.” The former administrative-command economies
have had to confront their pasts as they make their transitions to mar-
ket economies. Empirical studies show that the heavier the imprint of
the administrative-command system, the more difficult has been the
transition.”

The administrative-command economy was formed without a theo-
retical blueprint in the 1930s by a small coterie of revolutionaries with
little or no economic or administrative experience. Their first experiment,

I China, of course, had begun a major reform of its former administrative-command econ-
omy in 1979.

2 Robert Stuart and Christina Panayotopouolos, “Decline and Recovery in Transition
Economies: The Impact of Initial Conditions,” Post-Soviet Geography and Economics 40,
no. 4 (1999): 267-80; James Millar, “The Importance of Initial Conditions in Economic
Transitions: An Evaluation of Economic Reform Progress in Russia,” Journal of Socio-
Economics 26,10. 4 (1997): 359-81; Gary Krueger and Marek Ciolko, “A Note on Initial
Conditions and Liberalization During Transition,” Journal of Comparative Economics 1,
no. 4 (December 1998): 718-34.



2 The Political Economy of Stalinism

called War Communism, was motivated by ideology but later blamed on
wartime emergency; it caused a severe economic collapse, and a retreat
was sounded to the mixed economy of the New Economic Policy (NEP).
After resolution of a brutal power struggle over the succession to Lenin’s
mantle, the victorious Stalin and his allies embarked in 1929 on a course
of rapid industrialization and forced collectivization, which required the
creation of a new command system. This “Team Stalin” had fashioned,
by the mid-1930s, an economy of full state ownership run by administra-
tive resource allocation. As Stalin consolidated power, the team carried
less weight than did Stalin the dictator, but they remained important cogs
in the economic administration. Planning was carried out primarily by
the State Planning Commission (Gosplan), but production was the re-
sponsibility of industrial ministries, which managed state enterprises and
collective farms. The Soviet state was a close amalgam of the Politburo
of the Communist Party and the Council of People’s Commissars, the
highest state body. This “administrative-command system,” to use the
pejorative term later coined by Mikhail Gorbachev, remained remarkably
unchanged until its final collapse.

Blame the Jockey or the Horse?

Some contend that the Soviet system was doomed from the start. Ludwig
von Mises and F. A. Hayek, in their classic critique of planned social-
ism written in the 1920s and 1940s, outlined the system’s many Achilles’
heels.? They contended that socialism would fail in the end. Lacking mar-
kets, there could be no rational economic calculation, and no economy can
function if it does not know what is abundant and what is scarce. With
state ownership, there would be little incentive to use resources ratio-
nally, and even dedicated state managers would be left without operating
rules. A central planning board, charged with managing an entire econ-
omy, would find itself overwhelmed by the complexity of planning. In a
word, Hayek and Mises insisted on the inevitable unfeasibility of planned
socialism — the first prognosticators of its collapse. At best, the system
would operate at low levels of efficiency and would clearly be inferior
to market economies. The contemporary literature on the inefficiency of

3 Ludwig Mises, Socialism: An Economic and Sociological Analysis, trans. J. Kahane
(London: Jonathyn Cape Ltd., 1936); F. A. Hayek, “The Use of Knowledge in Society,”
American Economic Review 35 (1945): 510—50; E. A. Hayek, “Socialist Calculation: The
Competitive Solution,” Economica, n.s., 7 (May 1940): 125-49.



The Jockey or the Horse? 3

bureaucratic governance of state enterprises validates Hayek and Mises’s
conclusions, especially given that, in the Soviet case, the public sector
encompassed the entire economy.4

Contemporary defenders of the administrative-command economy,
however, argue that the Soviet system, which transformed Russia from
backwardness to industrial power, failed because of inept policies and in-
competent administrators, not because of its fundamental flaws. They cite
that, up to its end, the Soviet economic system was not unpopular among
the citizenry and that most Soviet officials and Western experts felt that
the status quo could have been continued, albeit at relatively low rates
of growth.5 Advocates also argue that if only someone other than Stalin
had won the power struggle or if policy mistakes had been avoided, the
system’s soundness would have been demonstrated.

The worldwide appeal of Marxism, communism, or the Radical Left
remains remarkably unaffected by the collapse of communism.® Some
avoid the implications of the collapse entirely by arguing that the Soviet
Union and Eastern Europe were simply “posing as ‘socialist’ or ‘com-
mand’ economies”” and were “tragic or misunderstood embodiments
of good intentions.”® Leading leftist intellectuals argue that “the tragic
abortive attempt [in the former Soviet Union] proves nothing about the
impossibility . .. of building socialism.” And “Marxist thought becomes
even more relevant after the collapse of communism in the Soviet Union
and Eastern Europe than it was before.”® Although contemporary so-
cialists focus on the coming crisis of capitalism, they do little to explain
how a “new” communist system would work differently. Some advance
a pragmatic market socialism, which will avoid dictatorship and use

4 W. A. Niskanen, Bureaucracy and Public Economics (Aldershot, England: Edward
Elgar, 1994); W. A. Niskanen, Public Analysis and Public Choice (Cheltenham, England:
Edward Elgar, 1998).

5 This is the conclusion reached based on interviews with former Soviet officials and advisors

in Michael Ellman and Vladimir Kontorovich, The Destruction of the Soviet Economic

System (Armonk, New York: Sharpe, 1998), 3—29.

Currently, there are more than five hundred leftist parties of different persuasions in Europe

alone, with the numbers of leftist parties in France and Italy exceeding one hundred each.

Argentina and Brazil have nearly fifty leftist parties each, and the number of parties of the

left appears to grow each month according to www.broadleft.com.

Platform of the International Bureau of the Revolutionary Party, available from

http:/lwww.geocities.com/leftcom.html.

Paul Hollander, “Which God Has Failed,” The New Criterion on Line, April 15, 2002,

p- 25 available from www.newcriterion.com.

Statements of Daniel Singer, Cornel West, and John Cassidy cited in Hollander, “Which

God Has Failed.”
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4 The Political Economy of Stalinism

market forces, but preserve state ownership.™ The continued appeal of
the communist system is easy to understand. It promises fairness and the
elimination of the anarchy of the market — business cycles, poverty, unem-
ployment, inflation, and currency crises. To those living in poor countries,
this is a powerful message. The Bolshevik leadership promised to create
such a fair, prosperous, and orderly system in 1917. They had some sixty
years to deliver on this promise. How and why they went wrong cannot
be ignored; it is one of the most significant questions of history.

The late Joseph Berliner used an analogy to characterize the debate.**
Did the administrative-command economy fail because of a bad jockey or
a bad horse? If it had been directed by smarter leaders, would it have been
a success, or were Mises and Hayek correct that the system’s collapse was
inevitable? This book seeks to answer Berliner’s jockey or horse question.

This book describes the first two and a half decades of the world’s first
administrative-command economy, under the tutelage of an increasingly
brutal dictatorship. The Soviet command system remains the most com-
plex organization ever constructed by mankind. How it really operated
was kept from public view by pervasive secrecy. Official Soviet writings
emphasized the fable of “scientific planning,” a mythical economy run
according to harmonious mathematical balances prepared by omniscient
planners and executed by selfless producers. Throughout the Soviet pe-
riod, we lacked open records, candid memoirs of officials, and a free
press to inform us how and how well the system operated. We had to rely
on a controlled press and a muzzled statistical office, émigré interviews,
and rare serendipitous behind-the-scenes glimpses of the system’s work-
ings.™ The published Soviet literature permitted only tantalizing hints of
massive “political-economy—type” negotiations, strategic behavior, and

° James Junker, Socialism Revised and Modernized: The Case for Pragmatic Market So-
cialism (New York: Praeger, 1992).
Joseph Berliner, “Soviet Initial Conditions: How They Have Affected Russian Transi-
tion,” paper presented at the International Conference sponsored by Moscow Univer-
sity, Harvard Davis Center, and University of Houston International Economics Program,
entitled “Soviet Economy in the 1930s-1970s,” Zvenigorod, Russia, June 22-24, 200T.
2 Joseph Berliner, “The Contribution of the Soviet Archives,” in Paul Gregory (ed.), Behind
the Facade of Stalin’s Command Economy (Stanford, Calif.: Hoover Institution Press,
2001), T-10. The most notable émigré research projects were the famous Harvard In-
terview Project of the 1950s and the Soviet Interview Project and Israel Soviet Interview
Projects of the 1980s. Representative publications are Alex Inkeles and Raymond Bauer,
The Soviet Citizen (Cambridge, Mass.: Harvard University Press, 1959) and James Millar
(ed.), Politics, Work and Daily Life in the USSR: A Survey of Former Citizens (Cambridge:
Cambridge University Press, 1987).

I1



The Jockey or the Horse? 5

opportunism taking place out of sight of Western observers.”> Thwarted
by this veil, we came to rely on convenient textbook stereotypes,™ de-
spite a number of scholarly efforts to probe for the real workings of the
system.”S As the postwar Soviet leadership, disappointed by economic
performance, opened the door for discussion of economic reform, we
learned more about the weaknesses of the system.*® The system’s inabil-
ity to reward risk takers meant limited technological progress.’” Unable
to calculate rates of return, planners could not make rational investment
choices.’® One reform initiative after another was aborted, placing the
system on a “treadmill of reform.”*?

We cannot answer Berliner’s jockey-versus-horse question without a
clear understanding of how the system really worked, both formally and
informally. We must obviously move beyond the convenient textbook gen-
eralities into the real world of the Soviet system. What we know for certain
is that the administrative-command system survived longer than Mises
and Hayek would have expected and, at its peak in the 1960s and 1970s,
it constituted a credible military threat as a world superpower. These facts
alone suggest that the real workings of the administrative-command econ-
omy were complex and subtle. Mises and Hayek’s critiques of a “pure”
planned economy are undoubtedly valid: The center cannot plan and price
millions of goods and services; the coordination and incentive problems
of such a complex organization would have been overwhelming; extract-
ing reliable information from reluctant subordinates must have been a
nightmare. Yet this system survived for more than sixty years!

'3 D. V. Averianov, Funktsii i Organizatsionnaia Struktura Organov Gosudarsatvennogo
Upravleniia (Kiev: Nauka, 1979).

™4 Paul Gregory and Robert Stuart, Russian and Soviet Economic Structure and Perfor-

mance, 6th ed. (Reading, Mass.: Addison Wesley, 1998). Alec Nove, The Soviet Economic

System (London: Allen & Unwin, 1977).

Peter Rutland, The Myth of the Plan (LaSalle, Ill.: Open Court, 1985). E. A. Hewett,

Reforming the Soviet Economy: Equality Versus Efficiency (Washington, D.C.: Brookings

Institution, 1988).

Alec Nove, “The Problem of Success Indicators in Soviet Industry,” Economica 25 (1985):

97; Paul Gregory, Restructuring the Soviet Economic Bureaucracy (Cambridge, England:

Cambridge University Press, 1990).

17 Joseph Berliner, The Innovation Decision in Soviet Industry, (Cambridge, Mass.: The

MIT Press, 1976).

Gregory Grossman, “Scarce Capital and Soviet Doctrine,” Quarterly Journal of Eco-

nomics 67, no. 3 (August 1953): 311—43.

9 Gertrude Schroeder, “The Soviet Economy on a Treadmill of Reforms,” U.S. Congress
Joint Economic Committee, Soviet Economy in a Time of Change (Washington, D.C.,
1979).
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6 The Political Economy of Stalinism

The first studies of Soviet managers suggested an answer to the appar-
ent puzzle of the system’s durability.?® At the microeconomic level, man-
agers, chief engineers, and accountants had an unexpectedly wide range
of discretion outside of the planning system. Vast expanses of unplanned
actions existed in the planned economy. Enterprises supplied themselves,
concealed information from superiors, and formed opportunistic alliances
with their immediate superiors. Studies from the postwar period, in turn,
disclosed a massive “second economy” existing alongside the official econ-
omy, which provided businesses and consumers the goods and services
that planners could not.*”

Managerial discretion and the second economy relate to actions taken
at relatively low levels. They do not explain how resources were allocated
in the real world of high-level decision making. My earlier study of the
“mature” Soviet economy concluded, based on interviews with former of-
ficials, that we still knew relatively little about how central institutions ac-
tually worked.** We did not know how central authorities dealt with each
other, how they coaxed information from subordinates, how they man-
aged the complex problem of planning, how they shared responsibility,
what incentives were used, what areas were planned and what areas re-
mained unplanned, and what the true goals of the leaders were. These are
only a few of the questions that remained unresolved as of the late 198o0s.

Raymond Powell, in an overlooked article written in 1977, attempted
to explain the puzzling durability of the Soviet system. He proposed that
the system could indeed generate enough information to be “workable,”*3
by utilizing unorthodox sources of economic information that are of sec-
ondary importance in market economies. State and party officials could
tune in on the thousands of petitions, complaints, emergency telephone
calls, and other appeals from subordinates to determine what must be
done and what could be put aside. Powell’s theoretical hunch was that
the Soviet system survived so long because its officials learned how to use

20 Joseph Berliner, Factory and Manager in the USSR (Cambridge, Mass.: Harvard Univer-
sity Press, 1957); David Granick, Management of Industrial Firms in the USSR (New
York: Columbia University Press, 1954).

2T Gregory Grossman, “The Second Economy of the USSR,” Problems of Communism
26 (September—October, 1977): 25—40; Vlad Treml, “Production and Consumption of
Alcoholic Beverages in the USSR: A Statistical Study,” Journal of Studies on Alcohol 36
(March 1975): 285-320.

22 Paul Gregory, Restructuring the Soviet Economic Bureaucracy, 146—67.

23 Raymond Powell, “Plan Execution and the Workability of Soviet Planning,” Journal of
Comparative Economics 1, no. 1 (March 1977): 69-73.
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unconventional information for decision making. He did not argue that
such “nonprice signals” made the system work well, only that they made
the system work.

The Soviet State and Party Archives

Ironically, it was the collapse of the administrative-command system that
made this study possible. With the lifting of the veil of secrecy, two new
research approaches were opened. First, persons who had worked at high
levels within this system could either be interviewed or their increasingly
candid memoirs could be read. Starting with the Glasnost initiated by
Gorbachev in the mid-1980s, former high-level actors could serve as “ex-
pert informants.”*+ Officials and managers who occupied responsible po-
sitions in the 1970s and early 1980s should still have vivid memories of
how things were done. One drawback is that living participants could
provide information only about the mature system, not about its origins.
The administrative-command economy was founded in the early 1930s;
even young administrators at the time would have been in their late eight-
ies or early nineties when they were allowed to speak freely. The demo-
graphic odds of such high-level administrators being alive in the 1990s
would have been relatively slim, given the hard times of the 1930s and
the war years of the 1940s. Moreover, few of the founding fathers sur-
vived the Great Purges of 1937-8. Fortunately, three of the highest-level
surviving founders did leave behind fragments of memoirs in the early
19908.*5

The search for the origins of the administrative-command economy
leads us to the Soviet State and Party Archives, which were opened to
scholars in the 1990s. This book deliberately focuses on the first two and
a half decades of the administrative-command economy because we are

24 Yuly Olsevich and Paul Gregory, Planovoia Sistema v Retrospektive: Analiz i Interviiu s
Rukovoditeliami Planirovaniia SSSR (Moscow: Teis, 2000).

Of Stalin’s original team, which numbered more than twenty, only four survived the Great
Purges: Lazar Kaganovich, Vyacheslav Molotov, Anastas Mikoian, and K. E. Voroshilov.
The first three lived to advanced ages, as did the former minister of oil and Gosplan
chairman, N. K. Baibakov. Molotov and Kaganovich were interviewed by Chuev in
F. 1. Chuev, Sto Sorok Besed s Molotovym (Moscow: Terra, 1991), and E. I. Chuev, Tak
Govoril Kaganovich (Moscow: Otechestvo, 1992). Baibakov was interviewed in Olsevich
and Gregory, Planovoia Sistema. Another founder’s (Anastas Mikoian) memoirs were
published as A. I. Mikoian, Tak Bylo. Razmyshleniia o Minuvshem (Moscow: Vagrius,
1999). Voroshilov died in 1960.
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8 The Political Economy of Stalinism

keenly interested in how its institutions were created. Russian archivists
have placed virtually no restrictions on the use of documents for this
early period. The Soviet State and Party Archives constitute a treasure
of records of the founders. The administrative-command system was run
by written decrees, instructions, reports, and studies, although many key
decisions were made in Stalin’s private study and not recorded. Most
actions, however, were recorded on paper, and these records were metic-
ulously maintained by generations of archivists. Officials and archivists
were loathe to discard documents; hence, the archives reveal both the
light and dark sides of the system. Unlike the Nazi regime, which carefully
avoided written records of its crimes, the Soviet archives speak frankly
about persecutions, purges, terror, executions, and the infamous gulag
system. Stalin’s correspondence is interspersed with terse orders to send
opponents of collectivization to concentration camps, to execute those
stealing property, and to shoot political opponents:*® “Kondratieff, Gro-
man [two prominent nonparty economists, especially reviled by Stalin],
and a few other scoundrels must definitely be shot.”27 Stalin’s signature
appears on documents authorizing mass executions.?® Stalin could casu-
ally order the resettlement of thirty thousand peasant families to desolate
regions where they stood little chance of survival.?? The archives also do
not whitewash the misdeeds of party officials, all supposedly dedicated to
building a better world of socialism. Thousands of party investigations of
criminal wrongdoing by party members are carefully filed in the archives
awaiting investigation by scholars. These documents show party officials
stealing millions of rubles, constructing massive bribery networks, and
selling party memberships to the highest bidder.3°

This book uses materials from the formerly secret Soviet State and Party
Archives, in particular from the Russian State Archive of the Economy
(RGAE) and the State Archive of the Russian Federation (GARF).3* These

26 Qleg Khlevnyuk et al., Stalin i Kaganovich. Perepiski. 19311936 gg. (Moscow: Rosspen,
2001), 235.

27 Lars Lih, Oleg Naumov, and Oleg Khlevniuk, Stalin’s Letters to Molotov, 1925-1936
(New Haven, Conn.: Yale University Press, 1995), 165—7, 200-T.

28 1. Arch Getty and Oleg Naumov, The Road to Terror: Stalin and the Destruction of the
Bolsheviks, 1932-1939 (New Haven, Conn.: Yale University Press, 1999), 25.

29 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 316.

3° For an analysis of economic crimes committed by party members, see Eugenia Belova,
“Economic Crime and Punishment,” in Paul Gregory (ed.), Behind the Facade of Stalin’s
Command Economy (Stanford, Calif.: Hoover Institution Press, 2001), 131-58.

31 Readers interested in learning more about these archives should start with the thorough
guides to the Soviet State and Party Archives, such as Kratkiy Putevoditel’: Fondy i
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archival materials were studied both in Moscow and at the Hoover Insti-
tution. The original archival material is drawn from the various archival
“funds” (fondy in Russian) described in Appendix A. We also draw heav-
ily from annotated collections of archival materials3* and from the various
monographs based on archival research cited throughout this book.

Models of Dictatorship

The Soviet system is one of many in a long line of brutal dictatorships,
dating from the Egyptian pharaohs to the latest African or Middle Eastern
despot. Stalin has earned the dubious record as Hitler’s rival as measured
by the sacrifice of innocent lives. Scarcely a Russian, Ukrainian, or Central
Asian family was spared his cruelty either in the form of executions and
deportations of peasants or in purges of officials, managers, and military
personnel. This book has more to say about an economic dictatorship than
of a political one, although the two are closely intertwined. It describes
an economic system where the dictator strives to gain full control of the
economy through an extreme concentration of power. Other dictators
have had different goals: in Pinochet’s Chile, the dictator used political
power to establish market allocation and private ownership.3? Hitler’s
dictatorship was based on nationalism, state control, ethnic hatred, and
the push for territorial expansion, but it preserved the property rights
of ethnic Germans. Iraq’s Saddam Hussein used the control of economic
resources to suppress opposition, eradicate ethnic groups, and reward
loyalty. Clearly, the Soviet dictatorship was unique in a number of re-
spects; nevertheless, we must consider whether general principles can be
gleaned that apply to other dictatorships, motivated by other principles
and pertaining to different circumstances.

All economic dictators presumably face common problems: they can-
not decide and control everything themselves. They must, therefore, use
an administrative structure in which subordinates are delegated authority.

Kollektsii Sobrannye Tsentral’nym Partiinym Arkhivom (Gosudarstvennaia Arkhivnaia
Sluzhba Rossiiskoi Federatsii) (Moscow: Blagovest, 1993); William Chase and Jeffrey
Burds (eds.), State Archival Service of the Russian Federation, A Research Guide: I.
Guide to Collections (Moscow: Blagovest, 1994).

32 Three annotated document collections cited frequently in this book are Lih et al., Stalin’s
Letters to Molotov; and O. V. Khlevnyuk, A. V. Kvashonkin, L. P. Kosheleva, and
L. A. Rogovaia (eds.), Stalinskoe Politburo v 30-¢ gody (Moscow: AIRO-XX, 1995);
and Khlevnyuk et al., Stalin i Kaganovich. Perepiski.

33 Carmelo Mesa-Lago, Market Socialist and Mixed Economies: Comparative Policy and
Performance, Chile, Cuba, and Costa Rica (Baltimore: The Johns Hopkins Press, 2000).
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The dictator must control these subordinates by incentives and threats —
carrots and sticks, if you will. Some subordinates will be closer to and
more trusted by the dictator. Others will possess skills necessary to the
dictator, such as the ability to manage production facilities or to plan, but
may be remote from or even inimical to the dictator. The performance
of all subordinates, both from the dictator’s immediate circle and from
outside, must be monitored and evaluated. Subordinates, seeking to avoid
the dictator’s wrath, will be inclined to report only positive information,
concealing unfavorable information from the dictator’s view.

How a socialist economic dictator would organize and control this
inevitable administrative hierarchy was an issue into which Mises and
Hayek did not delve deeply. They wrote vaguely of a Central Planning
Board or euphemistically of “the center,” but a command economic dic-
tatorship requires a massive administrative apparatus, whose workings
must be understood. Organization theory, information economics, and
the new institutional economics provide templates for studying complex
organizations, such as corporations, industrial ministries, or even entire
administrative-command economies.>* These literatures share common
features: they stress that the dealings of the superior (such as the dictator),
or principal, with subordinates, or agents, can be explained by transac-
tion and information costs. When it is too costly to use the agent to carry
out an action, the dictator will execute the action himself. Agents will not
faithfully interpret and execute the directives of principals because their
goals typically diverge. Agents possess more information about their lo-
cal circumstances; therefore, they engage in opportunistic behavior, taking
advantage of the dictator’s information disadvantage. The dictator must
establish checks and balances to limit such opportunism and must devise
appropriate incentives and punishments. The new institutional economics
particularly focuses on the dictator’s problems with organized groups
of agents — industrial, regional, or other lobbies formed to elicit actions
favorable to the narrow group but against encompassing interests.33

34 See, for example, Ronald Coase, “The New Institutional Economics,” American Eco-
nomic Review 88, no. 2 (May 1998), 72—4; D. C. North, “Institutions and Economic
Performance,” in Rationality, Institutions, and “Economic Methodology” (London:
Routledge, 1993), 242—63; O. E. Williamson and S. G. Winter (eds.), The Nature of
the Firm (Oxford: Oxford University Press, 1993); and Oliver Williamson, “The Institu-
tions of Governance,” American Economic Review 88, no. 2 (May 1998), 75-9.

35 The two most relevant works are Ronald Wintrobe, The Political Economy of Dictator-
ship (Cambridge: Cambridge University Press, 1998), and Mancur Olson, The Logic of
Collective Action: Public Goods and the Theory of Groups (Cambridge, Mass.: Harvard
University Press, 1971).
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The Stalin dictatorship, like any other dictatorship, could not have
been immune to such principal-agent problems, although socialist theory
predicted that a “new Soviet man” would emerge who would place the
interests of society above his own. How the Stalin dictatorship coped with
agents should provide general lessons that transcend time and geographi-
cal boundaries. We must particularly study how the dictator managed sub-
ordinates, differentiating between his natural “functional” allies, such as
the planning agency, and those agents whose narrow goals diverged from
those of the dictator, such as producers.3®

This book asks another core question: What truly motivated the Soviet
dictatorship? What was the dictator’s objective function? What did Stalin
and his allies most want to accomplish above all other things? We posit
and test four alternative models of economic dictatorship. Our first model
is the “scientific planner” —a benevolent dictator prepared to turn resource
allocation over to planning experts, content to set only general rules and
guidelines. The scientific planning model is that heralded in the official
Soviet literature. An all-knowing party (the dictator) plays its leading
role but leaves the concrete decisions to scientific planners. The planners
follow the general principles and guidelines of the party and plan outputs
and inputs using scientific norms and mathematical balances to achieve
the best results for society.3”

The second model is Mancur Olson’s “stationary bandit,” based on
Stalin as the exemplar.3® A stationary bandit is characterized by a long
time horizon. No matter how ruthless, despotic, or evil-intentioned, the
stationary bandit must maximize growth and development in his own
selfish interest. A reasonably efficient, growing economy is necessary to
maximize long-run tax revenues, achieve military power, and accumu-
late resources to reward political allies. The stationary-bandit model sug-
gests that the growth-maximizing policies of the 1930s would have been
pursued by any person in Stalin’s shoes. The stationary bandit is, in effect,
a development planner. Given that the Soviet Union was backward and

3¢ The distinction between functional agents and production agents was suggested in
Gregory, Restructuring the Soviet Economic Bureaucracy, chapters 2—3.

37 See, for example, Ekonomicheskaia Entsiklopedia: Promyshlennost’ i Stroitel’stvo
(Moscow: Gosudarstvennoe Nauchnoe Izdatel’stvo, 1962), 327-30; Gosplan USSR,
Metodicheskie Ukazania k Rasrabotke Gosudarstvennykh Planov Ekonomicheskogo i
Sotsial’nogo Razvitiia SSSR (Moscow: Economika, 1980).

38 Mancur Olson, “The Devolution of Power in Post-Communist Societies,” in Russia’s
Stormy Path to Reform, ed. Robert Skidelsky (London: The Social Market Foundation,
1995), 9—42. See also Peter Murrell and Mancur Olson, “The Devolution of Centrally
Planned Economies,” Journal of Comparative Economics 15, no. 2 (June 1991), 239-65.
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surrounded by capitalist enemies, the stationary bandit’s best strategy was
to aim for rapid industrialization, high investment rates, and autarky.

A third model is the “selfish dictator,” whose primary goal is the accu-
mulation of political power, which is achieved by strategic gift giving and
the buying of political loyalty. The selfish dictator is driven not to max-
imize growth or welfare but to consolidate totalitarian control. When
confronted with choices, the selfish dictator allocates resources to maxi-
mize political power not to achieve the best economic results. The selfish
dictator gains allies and political support by distributing the economic
rents extracted from ordinary citizens. Insofar as citizens will not part
with their economic resources voluntarily, the dictator must apply force
and coercion.?? Indeed, Stalin carefully chose and cultivated allies; he
reacted with fear and panic to threats to his political power, no matter
how small; he bullied and bribed associates.4® Selfish dictators, who sac-
rifice economic performance for political power, are not rare. Examples
would be those who initiated the Chinese Cultural Revolution, Pol Pot in
Cambodia, Mugabe in Zimbabwe, and Castro in Cuba.

The fourth model is the “referee—dictator,” who mediates among the
powerful vested interests that constitute the real sources of power. The
referee—dictator model would be expected at a mature phase of dicta-
torship, when the stationary bandit or power-maximizing dictator is no
longer able to dominate, but falls under the influence of industrial and
regional elites.4* In market economies, the domination of the political
process by interest groups may emerge slowly due to free riding and the
difficulty of organizing effective lobbying.4* Mancur Olson and others
have characterized the mature Soviet economy as dominated by inter-
est groups pulling the leadership in different directions and giving it a
lack of coherence.#? Interest groups, however, might form more quickly

39 These alternate models are elaborated in Valery Lazarev, “Initial Conditions and the
Transition Economy in Russia,” paper presented at the Evolution of the Soviet Elite
and its Post-Communism Transformation Conference; University of Houston; Houston,
Texas; April 19—21, 2001. Alternate models are also discussed in Valery Lazarev and
Paul Gregory, “Commissars and Cars: The Political Economy of Dictatorship,” Journal
of Comparative Economics, 31, no. 1, 1-19.

4° Getty and Naumov, The Road to Terror, 53-8, demanded the death penalty for M. N.
Riutin in 1932 for distributing a pamphlet calling for Stalin’s overthrow, a move Stalin’s
team failed to support.

4T See E. A. Rees (ed.), Decision Making in the Stalinist Command Economy, 193237
(London: MacMillan, 1997), 6—7, for a brief summary of these “interest-group” models.

42 Mancur Olson, The Logic of Collective Action: Public Goods and the Theory of Groups
(Cambridge, Mass.: Harvard University Press, 1971).

43 Mancur Olson, The Rise and Decline of Nations: Economic Growth, Stagflation, and
Social Rigidities (New Haven, Conn.: Yale University Press, 1982), has argued that the
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in young administrative-command economies because of the ready-made
concentration of economic power in industrial ministries and regional
authorities. Unlike others who relate interest-group power to the mature
Soviet system, historian J. Arch Getty has suggested that even Stalin had
to bow to lobbies in key decisions in the 1930s.44

The first two models, at least, incorporate the intent to produce
good economic performance. Scientific planning is implicitly an optimiz-
ing model but is subject to the information and computation problems
raised by Mises and Hayek. The stationary-bandit model at least aims
at rapid growth and development. The selfish dictator drops all pretense
of economic goals. The referee—dictator model implies poor economic
performance. Resource allocation disintegrates into an incoherent battle
among interest groups over economic rents; encompassing interests are
overlooked.

We would like to test which model best describes the Soviet Union of
the 1930s. We lack the quantifiable data usually required for hypothesis
testing; we have, instead, observations of the dictator’s behavior in con-
crete situations. Anecdotal information makes hypothesis testing more
difficult but not impossible. Some activities, such as direct loyalty buy-
ing, might not be recorded. A selfish dictator would characterize political
bribery as an act of economic rationality. Both a stationary bandit and a
power-maximizing dictator would place the most trusted allies in charge
of key industries. Concessions to industrial or regional lobbies could be
the acts of a referee—dictator, a stationary bandit, or a power maximizer.

The personal role of Stalin constitutes a complication. Economists pre-
fer models in which personalities are not particularly important, as op-
posed to historians who often emphasize the unique roles of individuals.
We like to think that our general models explain how any dictator, with
a defined objective function, behaves under a given set of circumstances
irrespective of time and place. The first three models assume a “rational”
dictator, who maximizes his objectives subject to economic and politi-
cal constraints, but can we apply rationality assumptions to a dictator
whose acts appear to be irrational? Was Stalin’s annihilation of his own

long-term decline of the Soviet economy can be attributed to the growing strength of
special interests, just like the long-run decline of Europe (Eurosclerosis) explains declining
economic performance in Europe. Peter Boettke, Calculation and Coordination: Essays
on Socialism and Transitional Political Economy (London: Routledge, 2001), makes
similar arguments about the mature Soviet economy under Brezhnev.

44 J. Arch Getty, Origins of the Great Purges (Cambridge, England: Cambridge University
Press, 1985). Getty and Naumov repeat this claim in a more careful tone in the preface
to their The Road to Terror.
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military staff and of leading managers and specialists during the Great
Purges of 1937-8 before the Nazi invasion the actions of a rational dic-
tator? The same can be asked of his imprisonment of returning POWs
in the vast gulag system. Stalin appeared to believe some of the more
bizarre stories of wrecking and sabotage, and he harbored paranoid fears
of contagion of loyal party members by nonparty specialists.45 However,
irrationality may be a rational strategy to intimidate opponents or to
ensure loyalty. Ronald Wintrobe writes,

Stalin may have been extraordinarily ruthless but was not irrational if we look at
the effects of terror from his point of view. He transformed the Communist Party
of the Soviet Union, especially its upper echelons, from an organization dominated
mainly by old Bolsheviks whose loyalties were primarily to the Party itself (or to
each other) into an elite which was entirely of Stalin’s own making.#®

On strictly economic matters, the archives show Stalin to be well in-
formed and consistent. He had well-defined goals, he gathered his facts
carefully, and he listened to advice and sometimes changed his mind as a
consequence of such advice.#” Stalin’s penchant to swing between para-
noia and rationality is illustrated in a routine letter to his trusted deputy,
V. Molotov, dated approximately August 6, 1929:

1. Transfer Comrade Mirzoian to the Trade Union International. 2. Purge the fi-
nance ministry and state bank of wreckers despite the wails of dubious communists
and definitely shoot two or three dozen wreckers from these apparaty, including
several dozen common cashiers. 3. Kondratieff, Groman and a few other scoun-
drels must definitely be shot. 4. A whole group of wreckers in the meat industry
must definitely be shot. 5. It is a mistake to issue nickel coins now. 6. It is a mistake
to import shoes from England. 7. It is good that the United States has allowed
the importation of our timber. 8. How are things with German credits? 9. Force
grain exports; credits will come. 10. Pay attention to the Stalingrad and Leningrad
tractor factories. Things are bad there.®

This letter could be either that of a paranoid person or a calculating
totalitarian ruler bound by no moral constraints. Stalin’s role is clearly
pivotal in deciding the jockey-or-horse issue. Clearly, the Soviet Union
would have been better off without Stalin. Yet, the purpose of modeling
dictatorship is to posit behavior that is independent of personalities. In

45 These conclusions are drawn in Khlevniuk et al., Stalinkkoe Politburo, and in Lih et al.,
Stalin’s Letters to Molotov, 50; also see Getty and Naumov, The Road to Terror, 26-8.

46 Wintrobe, The Political Economy of Dictatorship, 227.

47 For examples of Stalin’s economic policy making, see R. W. Davies, “Making Economic
Policy,” in Gregory (ed.), 61-80.

48 Lih et al., Stalin’s Letters to Molotov, 200-1.
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effect, the models suggest that the system itself predestines the personality
of the dictator.

Was Stalin Inevitable?

Alec Nove’s famous query “Was Stalin necessary?” can be rephrased
as “Was Stalin inevitable?” Are administrative-command economy and
brutal dictatorship inexorably linked like Siamese twins? Does the
administrative-command economy automatically breed totalitarianism or
does totalitarianism breed this type of economic system?

Obviously, the world’s first administrative-command economy was cre-
ated by more than one person. In the mid-1920s, Stalin joined the “mod-
erate” Politburo majority and was far from the dominant political figure.
After defeating his former moderate allies in 1929, Stalin was first among
equals in the ruling elite. It was not until the mid-1930s that Stalin became
“master of the house,” a moniker used by his Politburo associates. Stalin,
despite his growing absolute power, continued to involve his immediate
associates in decision making, was influenced by their arguments, and
insisted on the appearance of collective decision making, even when this
became a formality. Stalin could make few of the thousands or hundreds
of thousands decisions that had to be rendered each month, quarter, and
year. He was troubled by the shortage of executive talent among those he
trusted and used solicitous flattery, pleading, and bargaining to keep key
persons on his team. Yet, I attribute the creation of the administrative-
command system more to Stalin than to any other person because of his
clear conception of how power should be exercised.4® He scarcely partic-
ipated in the intellectual debates over development policy of the 1920s.
Stalin and his team won the support of the majority of the party in a
relatively open power struggle in the late 1920s (see Chapter 3). His allies
accepted him as their leader because of his superior leadership skills and
his innate expertise on raw political power. Stalin crafted and maintained
the fateful Politburo coalition through cunning, threats, manipulation,
blackmail, and an iron determination that made the fateful decisions for
forced collectivization and superindustrialization. Stalin’s political victo-
ries were the result of better preparation and harder work, the willingness

49 For documentation of the fact that Stalin alone had a firm conception of how the Soviet
system should be formed, see Oleg Khlevnyuk, Politburo: Mekhanizmy Politicheskoi
Vlasti v 1930-e gody (Moscow: Rosspen: 1996). This conclusion is also shared by Lih et
al., in Stalin’s Letters to Molotov, introduction, 17.
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to employ extreme and brutal methods, and a ward boss’s knowledge of
the people with whom he was dealing.

The Bolshevik Party was designed by V. I. Lenin as an elite group
of revolutionaries whose goal was to gain political power by socialist
revolution and to maintain power using any means necessary. As long
as the Bolsheviks remained in control, there would be no considera-
tion of democracy. The elections to the Constitutional Assembly, held on
November 26, 1917, showed that the Bolsheviks could command only a
quarter of the votes in a democratic election.’® Democracy was out of the
question for the Bolshevik leadership; the sole issue would be the degree
of democracy within the ruling party. Would power be exercised by party
democracy, by a relatively small group of top party officials such as a
Politburo, or by one person? Indeed, this was the fundamental political
issue that had to be resolved in the late 1920s and early 1930s.

The next chapter explains that these Bolshevik leaders would inevitably
choose a planned economy. Dedicated to preserving dictatorial political
control, they could not tolerate market allocation as an alternative source
of power in society. Hence, the choice of planning was inevitable. Would
Bolshevik leaders be inclined to turn resource-allocation authority over
to experts? Would they put economic interests above the consolidation
of political power? Would they be able to control industrial and regional
lobbies? If a command economic system was inevitable, what kind of
leaders would it breed?

F. A. Hayek contends that a dictator or dictators operating an
administrative-command system would be particularly skilled in polit-
ical intrigue and infighting.’" Resources cannot be administratively al-
located without the exercise of extreme political power. Administrative
orders must be backed by the threat of punishment and coercion. Re-
source allocation, by definition, means taking from one to give to another.
Only those with unscrupulous and uninhibited moral behavior will ad-
vance in the political apparatus.’> As Hayek wrote, although there may
be no original intent to exercise political power over people, “planning
leads to dictatorship because dictatorship is the most effective instrument
of coercion and enforcement of ideals and, as such, essential if central
planning on a large scale is to be possible.”53 “In order to achieve their

“©

° Encyclopedia of Russia and the Soviet Union (New York: McGraw-Hill, 1961), 114.

E A. Hayek, The Road to Serfdom, soth Anniversary Edition (Chicago: Chicago Univer-
sity Press, 1994), chapter 10.

Boettke, Calculation and Coordination, 52—6.

3 Hayek, Road to Serfdom, 78.
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end, collectivists must create power — power over men wielded by other
men — of a magnitude never before known, and ... their success will de-
pend on the extent to which they achieve such power.”54 Hayek writes
further that “the unscrupulous and uninhibited are more likely to be suc-
cessful” in a totalitarian society.’S Hayek’s conclusion is echoed by Frank
Knight, who argued that planning authorities would have to “exercise
their power ruthlessly to keep the machinery of organized production
and distribution running” and “They would do these things whether
they wanted to or not; and the probability of the people in power be-
ing individuals who dislike power is on the level with the probability
that an extremely tender-hearted person would get the job of whipping-
master on a slave plantation.”s® Hayek further contends that the moral
and economic behavior of dictators would be unconstrained by laws
and rules because a dictatorship “cannot tie itself down in advance
to general and formal rules that prevent arbitrariness.... It must con-
stantly decide questions which cannot be answered by formal principles
only.”57

Brutality was indeed a valued trait of the Bolshevik leadership. Stalin’s
first deputy throughout the 1930s, L. M. Kaganovich, was selected for
his personal brutality. He ordered thousands to be executed during the
collectivization drive and personally ordered thirty-six thousand execu-
tions, largely of his own subordinates, during the Great Purges.5® Nikolai
Bukharin (a leader of the opposition to Stalin in the late 1920s) was chas-
tised for lack of brutality by one of Stalin’s henchmen (K. E. Voroshilov)
in the following telling words: “Bukharin is a sincere and honest person,
but I fear Bukharin no less than Tomsky and Rykov [two other leaders
of the opposition]. Why do I fear Bukharin? Because he is a soft-hearted
person.” 39 Softness was a sign of weakness. One of Stalin’s closest friends
(A. S. Yenukidze) was ostracized for showing pity on discredited party
members and their families.®® Destitute widows of expelled leaders were
told to get jobs and stop complaining.®* Discredited party leaders were set
upon by their former friends and associates with the brutality of sharks

54 Hayek, Road to Serfdom, 159.

55 Hayek, Road to Serfdom, 149.

5¢ F. Knight, “Lippmann’s The Good Society,” Journal of Political Econonry (December
1936): 869, cited in Boettke, Calculation and Coordination, 53.

57 Hayek, Road to Serfdom, 82.

8 Khlevnyuk et al., Stalin i Kaganovich, Perepiski, 2.8.

9 Getty and Naumov, The Road to Terror, 102.

60 Ibid., 161-71.

61 Ibid., 291.
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circling a bleeding swimmer. There was open discussion of “working
over” (torturing) political opponents.

Stalin was clearly an expert on brutality. As the party’s General Secre-
tary, Stalin knew the party leadership inside out, and he was able to tick
off the names and backgrounds of all regional and local leaders. Stalin’s
correspondence reads like that of a party boss in Chicago or New Jersey —
full of recommendations and suggestions and discussions of strengths
and weaknesses of local party leaders. Stalin read all documents, includ-
ing articles written by friends and foes alike, and took meticulous notes
to later prove ideological violations. He was well prepared for meetings
and spent considerable thought in devising strategy. He was patient and
chose the right moment for his political maneuvers. He had few rivals in
terms of personal ruthlessness. Stalin was hateful and spiteful, as in his
angry denunciations of nonparty specialists who should be “hounded out
of Moscow.” Stalin organized clandestine intrigues against other Polit-
buro members, despite rules against informal Politburo meetings, while
his opponents obeyed party discipline and did not speak out publicly
against party decisions they opposed. True to Hayek’s predictions, those
who obeyed moral rules lost. Stalin abandoned ardent supporters, such as
Sergo Ordzhonikidze, when he (as Minister of Heavy Industry) defended
besieged managers. Stalin had been close to Nikolai Bukharin (their fam-
ilies had even vacationed together) but he could tell Bukharin that a de-
cision to shoot him was “nothing against you personally.”¢>
structed his faithful henchman, L. M. Kaganovich, how to interrogate
the wife of a political opponent: “It is necessary to bring her to Moscow
and subject her to careful interrogation. She could reveal much of inter-
est.”®3 Stalin could turn against his oldest friends on a moment’s notice:
“Enukidze is a foreigner to us. It is strange that Sergo [Ordzhonikidze]
continues to associate with him.”%4 Stalin’s pettiness was without lim-
its; when a famous academician (Pavlov) was nominated for a medal in
honor of his eighty-fifth birthday, Stalin responded: “No medal; he is not
one of us.”® During Politburo meetings Stalin doodled sadistic cartoons
depicting the intended fate of perceived opponents.®¢

Stalin in-
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3 Khlevnyuk et al., Stalin i Kaganovich Perepiski, 643.
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5 Ibid., 497.
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By the late 1920s, potential Stalin rivals were no longer in the picture:
Lenin had died in January 1924 and Leon Trotsky was exiled in 1927.
Most of the remaining “old Bolsheviks” were a poor match for Stalin,
and he crushed newcomers with ease. Any Stalin associate who showed
initiative and independence did not last long: Stalin’s fellow Georgian,
Sergo Ordzhonikidze, was hounded into suicide for his streak of inde-
pendence.®” The later Chairman of the State Planning Commission and
Deputy Prime Minister, N. A. Voznesensky, noted for independent think-
ing, was executed. Stalin’s telling praise of Voznesensky reveals the reason
for his fate:

Unlike other associates who mask disagreements by either agreeing or pretending
to agree among themselves before coming to me, Voznesensky, if he is not agreed,
does not agree on paper. He comes to me and expresses his disagreement. They
understand that I can’t know everything and they want to make of me a rubber
stamp. I pay attention to disagreements, to disputes, why they arose, what is going
on. But they try to hide them from me. They vote and then they hide. ... That is
why I prefer the objections of Voznesensky to their agreements.®8

Stalin readily acceded to Voznesensky’s execution when his Politburo col-
leagues fabricated charges of treason against him in 1949.%°

Notably, the few survivors from Stalin’s inner circle (i.e., Kaganovich,
Molotov, and Mikoian) shared the common characteristics of blind obe-
dience, loyalty, sycophantism, and lack of imagination and initiative.
Kaganovich served as Stalin’s deputy throughout most of the 1930s. In
his massive correspondence with Stalin, his most repeated phrases are
“You are absolutely correct” and “I am in perfect agreement with you.”7°
Kaganovich’s flattery knew no limits. Declaring himself Stalin’s “student,”
Kaganovich wrote: “You, Comrade Stalin, so broadly and clearly stated
the issue from the point of view of the Party that there can be no hesi-
tation.””" Notably, Kaganovich showed no loyalty to other Stalin team
members, passing up few opportunities to point out their flaws to Stalin.

The accompanying note reads: “To all members of the Politburo, for all present and
future sins, Briukhanov should be hung by his balls. If they should hold up, he should
be considered not guilty as in a court of law. If they give way, he should be drowned in
ariver.”

67 O. V. Khlevnyuk, Stalin i Ordzhonikidze: Konflikty v Politburo v 30-e gody (Moscow:
Izdatel’skiy Tsentr Rossiia Molodaia, 1993).

68 Q. V. Khlevnyuk, Sovetskaia Ekonomicheskaia Politika na Rubezhe 40-50 Godov i Delo
Gosplana (working paper, Florence, Italy, March 2000), 13.

9 Ibid., 13.

© Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 333.
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Conversely, when Kaganovich knew that another official was in Stalin’s
favor, he did not hesitate to heap praise, “Things are going well with
Comrade Ezhov [NKVD minister from 1936 to 1938]. He is firmly and
energetically eradicating counter-revolutionaries and is conducting inter-
rogations brilliantly and thoughtfully.”7> Ezhov’s high standing was tem-
porary and did not prevent his execution in 1940. Stalin’s faithful sup-
porters fit Hayek’s description:

The chances of imposing a totalitarian regime on a whole people depends on
the leader’s first collecting around him a group which is prepared voluntarily to
submit to that totalitarian discipline which they are to impose by force upon the
rest ... He [the dictator] will be able to obtain the support of all the docile and
gullible, who have no strong convictions of their own but are prepared to accept
a ready-made system of values.”?

Some Conclusions

Alec Nove’s question “Was Stalin necessary?” was answered long ago.
Collectivization ruined agriculture’s long-run chances; the imposition of
force in the countryside did not transfer net resources from agriculture to
industry. Superindustrialization created a massive industrial capital stock
that was either poorly selected or misused, and high investment rates gen-
erated only a temporary spurt in economic growth, followed by protracted
decline and stagnation. Stalin’s purges of the military and industrial elite
cost the country its best and brightest. Gulag labor proved to be ineffi-
cient, and the gulags spawned a professional criminal class that continues
to plague Russia even today.”# “Was Stalin inevitable?” can be answered in
the affirmative if we refer to a Stalin-like figure. After Lenin’s death, Stalin
had the greatest comparative advantage among the old Bolsheviks in the
exercise of political power and brutality. If there had been someone with
greater skills, that person would have been the “Stalin.” Oleg Khlevnyuk’s
authoritative account demonstrates Stalin’s personal inevitability as of the
late 1920s.75 Had Stalin had a better organized, more cunning, and more
brutal rival, that rival would have beaten out Stalin.

72 Ibid., 702.

73 Hayek, Road to Serfdom, 151-3.

74 Oleg Khlevnyuk, “The Economy of the Gulag,” in Behind the Facade of Stalin’s Com-
mand Economy, ed. Paul Gregory (Palo Alto, Calif.: Hoover Institution Press, 2001),
I11-30.

75 Khlevnyuk, Politburo: Mekhanizmy Politicheskoi Vlasti, chapters 1—2.
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Political and (ultimately) personal survival in the administrative-
command system required blind loyalty and a lack of initiative. This does
not mean that the Soviet dictatorship of the 1930s consisted of one dic-
tator. Rather, it consisted of hundreds or thousands of dictators. Just as
Stalin demanded fawning and obsequiousness, his immediate associates
demanded the same from their subordinates, and so on down the line.
Kaganovich’s handling of his subordinates was no less brutal than Stalin’s
treatment of Kaganovich, who rivaled Stalin in brutality but not in cun-
ning or resolve.

Berliner’s jockey-versus-horse question thus proves to be relatively
complicated. The jockey and horse are not selected independently. The
next chapter shows that the jockey (Stalin or the Bolshevik elite) inevitably
would have chosen only one kind of horse (the administrative-command
system). Likewise, the administrative-command system breeds a particu-
lar type of jockey —a specialist in brutality and the exercise of raw political
power. This insight appears to rule out one dictatorial model — the sci-
entific planner, content to let experts make the key decisions. As long as
the dictator exercises power effectively, the dictator-referee model is also
ruled out. This fourth model would come into play only when the bru-
tal dictator begins to lose control. Throughout the 1930s, the dictator’s
power and brutality appeared to strengthen rather than weaken.

The next chapter deals with the collectivization and industrialization
decisions of the late 1920s, and it shows that the choice of a market econ-
omy was ruled out by the core values of the Bolshevik Party. The chap-
ters that follow describe the building blocks of the Soviet administrative-
command system, beginning with the fateful decision to embark on the
course of creating a command system — a decision that could not be
made prior to Stalin’s victory in his power struggle against his political
opponents.



Collectivization, Accumulation, and Power

My grandfather grew up in a village where he cultivated the land with his
brother and their children. His neighbor, Petya, was a ne’er-do-well, who
slept on the porch of his ramshackle hut and spent his evenings drinking
and beating his miserable wife. He would watch in disdain as we sweated
in the hot sun building a new barn or brought home a new cow. During
hard times, Petya would appear at our door asking for a handout. In 1929,
Petya appeared at my grandfather’s door accompanied by a handful of
thugs, sporting a military uniform and cap bearing a red star, and declared:
“In the name of Soviet power, I order you to hand over all your property
and land to the collective.” This is why my grandfather hated communism
and Soviet power all his life.

(Story told to the author in Moscow by a seventy-five-year-old Russian.)

This book describes how and why a small group of socialist revolu-
tionaries, led by one of history’s worst tyrants, Josef Stalin, created the
world’s first administrative-command economy. The story is told from the
records of the formerly secret Soviet archives from the same documents
these “founders” used more than a half century earlier. This chapter de-
scribes the background of the 1929 decision to abandon the New Eco-
nomic Policy (NEP) for a never-before-tried feat of social engineering:
An entirely new system of economic and political management was to be
created in short order, founded on the principles of the “leading role of
the party” (read: dictatorship of the Communist Party), complete state
ownership, and elimination of private economic activity. Stalin termed
the fateful decision to create the administrative-command economy the
Great Break-Through (Velikii Perelom).

22
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The Great Break-Through began with the Sixteenth Party Congress’s
approval of the maximum variant of the first Five-Year Plan in April of
1929 and was sealed by the Politburo’s approval of Stalin’s “On Grain
Procurements” on August 15, 1929. The first action signaled not only
Stalin’s victory over his “right deviationist” opponents, but also the be-
ginning of a massive industrialization drive. “On Grain Procurements”
firmly ensconced the principle of compulsory agricultural deliveries from
a peasantry entrapped in collective farms.*

The decision to collectivize agriculture by force was far from settled as
of April 1929. The Sixteenth Party Congress projected that three quarters
of the peasant population would still be in private households in 1933.>
Collectivization was enshrined with the November 1929 Central Com-
mittee decision to force peasant households into collective farms.? The
declaration of war against the more prosperous peasants, the kulaks, was
issued by Stalin’s January 5, 1930, declaration: “We have gone over from
a policy of limiting the exploiting tendencies of the kulak to a policy of
liquidating the kulak as a class.”# Thus, in the eight months between April
and November of 1929, Stalin succeeded in emasculating opposition to
collectivization within the party’s ruling bodies, the elite Politburo, and
the larger Central Committee. The industrialization and collectivization
decisions of 1929 resolved once and for all the debate between the party’s
right wing and Stalin and his allies. The Soviet Union would thereafter
be directed by a national plan to create an industrialized economy in
the shortest possible time, characterized by collectivized agriculture, state
ownership, and a dictatorship by the Communist Party, which would
speak with one voice and would allow no internal opposition.

The official history of the Soviet Communist Party maintains that the
decisions of 1929 were preordained by two earlier failures; namely, the
failure of capitalism in Russia prior to the 1917 revolution and the fail-
ure of the NEP of 1921 to 1928.5 The aborted attempt to achieve full

T These events are described in considerable detail in R. W. Davies, The Socialist Offensive:
The Collectivization of Agriculture, vol. 1 (Cambridge, Mass.: Harvard University Press,
1980), chapter 3.

2 Ibid., 112.

3 Bolshaia Sovetskaia Entsiklopedia, vol. 21 (Moscow: Sovetskaia Entsiklopedia, 1975),
616; Kratkaia Istoria SSSR (Moscow: Nauka, 1972), 232.

4 Davies, The Socialist Offensive, 197.

5 Istoriia Kommunisticheskoi Partii Sovetskogo Soiuza (Moscow: Polizdat, 1959), chapters
-12.
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communism immediately, the War Communism system of 1918 to March
1921, is dismissed as an emergency measure brought on by the civil war.
The English socialist, Maurice Dobb, bought the official Soviet explana-
tion, which was then widely accepted in the West as a consequence of
Dobb’s influential texts first published in the late 1920s.° NEP, in particu-
lar, was represented as a crisis-ridden system that had to be replaced. Yet,
by all normal indicators, NEP was a resounding success. The economic
recovery that began in 1921 was one of history’s most rapid. NEP’s mix
of state and private ownership and market allocation and its apparent
success pose one of history’s great counterfactual questions: What would
have happened had the Soviet power struggle been won by the pro-NEP
right wing of the Bolshevik Party? A persuasive econometric study of
this counterfactual scenario suggests much more favorable economic out-
comes and the avoidance of the cataclysmic losses of forced collectiviza-
tion.” Yet, official Soviet doctrine states that a continuation of NEP was
not an option.

The Prerevolutionary Failure Story

With the exception of the fleeting attempt to create a command system
during War Communism, the period 1885 to 1929 was one in which
administrative commands played a relatively minor albeit growing role.
The Russian economy in 1913 was much poorer than its neighbors to the
West, and it shared many of the same institutional flaws with other rela-
tively backward market economies of the time. Corporate law was weak,
but there was an active Russian equity market in which private stocks
and bonds and government debt traded.® Bureaucratic interference was
strong but not paralyzing. Agriculture was divided between peasant and
gentry lands, with the latter declining in share. Peasants were organized
into traditional communes and village self-governments, but the Russian
grain market was integrated into the world grain market, transportation
costs were falling, and peasants had finally gained the right to exit the
commune as a consequence of the Stolypin Reforms of 1906 and 1911.
Russia was a major player in international trade, as the world’s second

¢ Maurice Dobb, Soviet Economic Development Since 1917, sth ed. (London: Routledge &
Kegan Paul, 1960). The first edition was published in 1928.

7 Holland Hunter and Janusz Szyrmer, Faulty Foundations: Soviet Economic Policies, 1928—
1940 (Princeton, N.].: Princeton University Press, 1992), chapters 13-14.

8 Thomas Owen, The Corporation Under Russian Law, 1800-1917 (Cambridge:
Cambridge University Press, 1991).
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largest agricultural exporter, although its trade was restricted by relatively
higher tariffs. Russia was a remote and forbidding place, but its natural
wealth and massive population attracted huge amounts of foreign cap-
ital by offering relatively high rates of return.® Russia was the world’s
largest debtor nation on the eve of World War I. Russia’s 1918 default
set off repercussions in world financial markets that eclipsed subsequent
defaults up to the present day.

Prerevolutionary Russia was a market economy in which economic
decisions were made primarily by individual businessmen, tradespersons,
and farmers; prices were dictated by markets; and state planning was
absent, despite a substantial Russian-Nationalistic and Marxist litera-
ture proclaiming the uniqueness of the Russian economic experience. The
Russian market economy was relatively successful, despite a political and
scholarly consensus that it failed. Writers as disparate as V. I. Lenin and
Alexander Gerschenkron, the Harvard economic historian, agreed on this
failure story, for quite different reasons. Lenin used the image of failure
to bolster his claim that the socialist revolution should start in Russia
as the “weakest link in the capitalist chain.” Gerschenkron argued that
the 1917 revolution was a result of policy errors and could easily have
been averted. The fateful delay of agricultural reform meant the loss of a
Westernized Russia, integrated into the Western world.™

My earlier book, Before Command, painted a picture of relative eco-
nomic success: Russian agriculture, despite its serious institutional prob-
lems, grew as fast as European agriculture (during a period of relatively
rapid agricultural progress throughout the industrialized world), and
Russia’s total output grew more rapidly than Europe’s did.** If one
projects forward this growth, Russia was several decades away from
developing into a middle-income, European economy when the massive
shock of World War I destroyed the institutions and much of the human
and physical capital that had created this impressive growth. These con-
clusions, which have not been seriously challenged, dispel the myth of
Russian economic failure prior to 1917 and of the futility of pursuing a
capitalist path in Russia after World War 1.

9 John McKay, Pioneers for Profit: Foreign Entrepreneurship and Russian Industrializa-
tion, 1885—1913 (Chicago: University of Chicago Press, 1970).

V. L. Lenin, The Development of Capitalism in Russia (Moscow: Progress, 1977);
Alexander Gerschenkron, Economic Backwardness in Historical Perspective (Cambridge,
Mass.: Harvard University Press, 1962).

T Paul Gregory, Before Command: An Economic History of Russia from Emancipation to
First Five-Year Plan (Princeton, N.].: Princeton University Press, 1994).
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Russia, despite its impressive growth, was an economy that was rela-
tively backward on the eve of the 1917 revolution. Its per capita income
was less than one third of France or Germany and was 60 percent of
the less-developed Austro-Hungarian Empire.’> The leaders of the new
socialist state, therefore, would have been concerned by encirclement by
hostile states whose economics were much more advanced.

The Communist victory over white forces in the Russian civil war
eliminated the option of market-economy development in Russia. From
late 1917 until 1991, the political monopoly of the Communist Party of
the Soviet Union (CPSU)™3 was not challenged, and the party leadership,
throughout this entire period, adhered to three core ideological principles:
complete state ownership, a planned economy to replace the “anarchy of
the market,” and the “leading role of the party.” Underlying these core
principles was the notion that the socialist cause was more important
than any individual (except Stalin, who was the socialist cause). In Stalin’s
words, “Don’t spare the individual; spare only the cause.” ™4

These core principles clearly ruled out a market capitalist economy and
were also incompatible with NEP’s mix of private and state ownership
and planned and market activity, as will be shown. The choice of the
administrative-command system, or a close substitute, would have been
inevitable, given the facts of party control and its three core principles.

The Experiments

Lenin was the consensus leader of the Bolshevik Party; during his life-
time, there would be no real challenge to his authority. He dominated
not only the rule of the Soviet Union, but also its ideology. The strug-
gle among various factions of the party had to wait his incapacitation in
March 1923 and his subsequent death on January 21, 1924. Lenin taught
that revolution could be sparked only by dedicated professional revolu-
tionaries: hence, the Bolshevik Party limited its ranks to a small group
of activists. The “old Bolsheviks” joined the party between 1898 and
1906."5 The Bolsheviks gained power in 1917 due not to their popularity

2 Paul Gregory, Russian National Income, 1885-1913 (New York: Cambridge University
Press, 1982), 156.

3 Throughout most of the 1930s, the CPSU was actually called the Great Communist Party
of Russia and then of the Soviet Union. Its acronym was VKP.

*4 Lih et al., Stalin’s Letters to Molotov deals with these ideological principles in the intro-
duction.

5 A convenient list of short biographies of top party and state officials is found in Khlevnyuk
et al., Stalinskoe Politburo, 259—321.
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but to the ineptitude of the hapless provisional government, which nei-
ther pulled Russia out of the war nor promised land and bread as did
Lenin. It was Lenin’s small group of revolutionaries, probably to their
great surprise, who took over the running of the country endowed with
the world’s largest land mass and a population (130 million) twice that
of its largest European neighbor (Germany).

As former outcasts and, in most cases, fugitives, no old Bolshevik had
appreciable administrative experience. Vladimir Lenin had written exten-
sively but in a theoretical vein on Russian capitalism and on revolutionary
strategy. Leon Trotsky was a charismatic leader able to marshal the Red
Army to its eventual civil war victory. Nikolai Bukharin was an intellec-
tual who had written extensively on socialist theory but lacked practical
experience. Josef Stalin had joined the Bolshevik Party in 1898, was edu-
cated in a Georgian seminary, and trained as a journalist, but worked as an
underground revolutionary most of his adult life. None had a reasonable
knowledge of conventional economics, as it was understood at the turn
of the century, and none had ever met a business payroll or run a govern-
ment department. The top leaders were in their thirties and early forties
when they came to power. They had to decide Lenin’s famous question,
“What is to be done?”

Their first step, the Land Decree of 1917, confiscated the land of the
remaining large estates and redistributed it to peasant households. Lenin
had little choice but to formalize the spontaneous peasant confiscations
that were going on in the countryside. The Land Decree eliminated the
remaining large estates and left Russian agriculture in the hands of peasant
households, who continued to maintain their traditional forms of village
self-government.

War Communism: The Founders’ Original Intent. War Communism has
been widely interpreted as forced upon the Bolshevik leadership by the
Russian civil war.™® Yet, there is contrary evidence of an original intent
to introduce a communist society immediately without going through
preparatory stages.”” The writings of the Bolshevik founders, both prior
to and during War Communism, reveal a clear desire to create an econ-
omy based on a “settled” plan and abolition of private property — tasks
that they enthusiastically embraced upon seizing power. The Bolsheviks

6 Silvana Malle, The Economic Organization of War Communism, 1918-1921
(Cambridge: Cambridge University Press, 1985).

7 Paul Craig Roberts, Alienation and the Soviet Economy (Albuquerque: University of New
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nationalized virtually all enterprises including those employing only one
or two persons, banned all private trade, abolished money, and confis-
cated what they termed “agricultural surpluses.” That wholesale nation-
alizations were carried out in mid and late 1917 before the outbreak
of civil war and the most extreme nationalization decree was passed
in November 1920 after the civil war had largely ended refute the of-
ficial position that War Communism was simply a reaction to wartime
emergency.

War Communism’s result was once described as “the greatest failure
in economic history.”*® Output collapsed, and there was massive de-
urbanization as people fled the cities. Industrial production fell to one
fifth of its prewar level in 1920. It is no surprise that such an abortive
attempt to create a money-less, market-less, private-property-less econ-
omy overnight under precarious political conditions would be disastrous.
The War Communism fiasco shows, however, both the inclination of the
new leadership to bow to ideological goals and their extreme ineptitude,
naiveté, and unpreparedness to govern.

NEP: Could Communists Tolerate Markets? Lenin announced the
NEP in March 1921 following the ominous Kronstadt Rebellion of
sailors, who only a few years earlier had counted among the Bolsheviks’
strongest supporters. On March 23, 1921, Lenin announced a propor-
tional tax on agriculture to replace the confiscation of grain. Private trade
was again legalized, although large state-run organizations continued to
dominate wholesale trade. A monetary reform introduced a new stable
currency, the chervonets, which was even quoted in international foreign
exchange markets. Although Lenin stuck with his fateful February 1o,
1918, decision to repudiate foreign debt, attempts were made to entice
foreign concessionaires back to Russia along with previous owners.™ The
Supreme Council of the National Economy tried to manage large state
enterprises but did not attempt to compile national plans. The finance
ministry exercised more influence on the economy through its direction
of credit “limits” than did any planning agency.

Peasants responded to NEP’ liberalization by sowing more grain,
empty shops were again stocked with goods, and people returned from

8 Quotation of William Chamberlin cited in Boettke, Calculation and Coordination, 78.
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the countryside to abandoned towns and cities. Industry and transporta-
tion, which had produced only one fifth of their prewar levels in 1920,
reached prewar production levels by 1926. Agriculture, which had fallen
to 60 percent of its prewar level, also recovered by 1926.>° Despite the
inducements to join collective and state farms, peasants were content to
farm their own plots within the familiar setting of the commune and
village self-government.>** Despite massive propaganda efforts, less than
2 percent of peasant households had joined collectives by 1928.2*

Could the conspiratorial Bolshevik Party accept an economic system in
which major decisions were made by impersonal grain markets, middle-
men, and peasant households? The opening of the archives allows us to
shed more light on this issue. The story of the end of the NEP and the Great
Break-Through can be told largely in terms of the battle over grain — who
should market it, to whom should it be sold, and at what prices?

Grain and Accumulation

So far, we have listed three core values of the Communist Party: state
ownership, a planned economy, and the leading role of the party. There
was a fourth value, based on Marxist thought, that was used so persis-
tently and consistently that it also qualifies as a core value: capital ac-
cumulation. The effect of this fourth core value can be seen in the rapid
increases in the investment rate in the 1930s and the extraordinarily high
investment rates of administrative-command economies throughout the
world.?3 Nikita Khrushchev won the post-Stalin power struggle in the
early 1950s by his adherence to the principle of priority of heavy indus-
try. The strategy of the Great Break-Through was clearly guided by the
forced capital accumulation strategy laid out in the mid 1920s by Leon
Trotsky’s left deviationists.>4 It was Trotsky’s theorists who explained the
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principles of forced accumulation. It was Stalin who created the instru-
ments of force to gather this surplus.

Marx had little practical economic advice to offer the leaders of the
world’s first socialist state, other than primitive capital accumulation.
Primitive accumulation argued that relatively poor societies accumulate
their initial capital by force. The first capitalists accumulated capital by
stealing from weaker elements of society or as wartime booty. The first
capital was raised not by patient saving (refraining from consumption) or
plowing back profits but by taking “surpluses” from someone else. Hence,
the Bolshevik leaders had to consider from whom to extract capital in a
new socialist state.

One of Stalin’s winning strategies was to control the rhetoric of dis-
cussion. Those opposed to his ideas represented a deviation (uklon) from
true Marxist-Leninist principles.*S Trotsky’s left deviationist strategy was
spelled out by his chief theoretician, E. A. Preobrazhensky,*® who ar-
gued in the mid-1920s that peasant agriculture should be the source of
primitive capital accumulation. Preobrazhensky’s reasoning was that in-
dustrialization required labor to move from the countryside to the city,
where industrial workers had to be fed with agricultural surpluses. In a
world of static agricultural production, such a transfer would occur only
if peasants consumed less (their standard of living fell) in order for the
growing city population to be fed more. According to Preobrazhensky,
Russian peasants had been accustomed to lower living standards before
the revolution, to which they could return without a loss of agricultural
output.

Preobrazhensky identified the source of primitive capital accumulation,
but he could not identify the transfer mechanism. He proposed that the
state establish a grain-purchasing monopoly, which would set low pur-
chase prices to drive down peasant income, resell at higher retail prices,
and use the trading profit to finance industrial investment. If private mar-
kets set agricultural prices, the gap between wholesale and retail prices
would narrow to a competitive trading margin, the state would lose its
profits, and peasant income would not fall. In effect, Preobrazhensky
proposed a massive income-redistribution scheme, which would transfer
income from agriculture to industry. He failed to answer the most im-
portant question: If peasants are offered low prices, what will motivate

25 Getty and Naumov, The Road to Terror, 20-2.
26 E. A. Preobrazhensky’s book from 1926 has been translated and published as The New
Economics, trans. Brian Pierce (Oxford: Oxford University Press, 1964).
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them to deliver their products to the state? They could either eat the grain
themselves, feed it to their livestock, or cut back on production. It was
Stalin who provided the mechanism to force deliveries at low prices.

The fate of the left deviationists is well known. Stalin allied himself
with the moderate majority in the Politburo to remove Trotsky from the
party in 1926. One year later, Stalin began to embrace the very principles
for which the left deviationists had been discredited. It is not known
whether Stalin opposed the left-deviation program for political gain only
or whether he later converted to their thinking. In either case, the practice
of compiling balances of oil, steel, and grain contributed to a growing
sense of emergency. As state planners began to prepare “balances” of
steel, oil, and notably grain, attention was directed to how much grain
the state was collecting for transfers to the city. This balance mentality
suggested that the state be both the collector (buyer) of goods and their
distributor.>” Important goods like grain should not be left to the “anarchy
of the market.” The proper distribution of grain to city dwellers and for
export could only be assured if the state was the purchaser. Agricultural
goods that disappeared into the private economy were regarded as lost,
even if the private market eventually sold these goods in urban markets.
The terminology is instructive: instead of state grain purchases, the state
collects or procures grain through “campaigns.” The state agency that
obtains grain from the agricultural population is not a purchasing agency
but a procurement agency. An integral part of the grain balance was the
grain-collection “target” to be purchased at state delivery prices. If these
targets were not met, a grain-collection crisis was declared.

The Grain-Collection Crises Revisited. The events of 1927 and 1928
leading up to forced collectivization have been well chronicled.
Throughout the early years of the NEP, agricultural producers had the
right to sell either to private traders (called Nepmen) or to state pro-
curement organizations, the three most important being “Central Union”
(Tsentrosoiuz), “Grain Central” (Khlebotsentr), and “Union Grain”
(Soiuzkhleb), all of which fell under the supervision of Anastas Mikoian,
the Commissar of Trade. Each year, the party’s Politburo set grain-
collection targets for the procurement campaign and anxiously followed

27 Gregory, Restructuring the Soviet Economic Bureaucracy, 156-8.
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the course of grain collections via reports from procurement agencies and
its informer network in the countryside.*® According to official statistics,
state grain purchases fell from 10.6 million tons in 1926 to 1927 to 10.1
million in 1927 to 1928 and then to 9.3 5 million tons in 1928 to 1929.3°
This 12 percent reduction forced the Soviet state to import grain for the
first time in Russian history.3* Alarm bells were sounded in the Kremlin,
which declared a grain-procurement emergency.

The grain-procurement crises provided Stalin with ammunition to
move against the more prosperous peasants — the kulaks and middle peas-
ants. Stalin, in a May 1928 report, cited data showing that grain output
had regained prewar levels but that grain marketings were only half their
prewar level.3* He blamed the middle and prosperous peasants; his figures
showed that poor peasants were marketing the same percentage of output
as before.33 The Politburo used these figures to justify the collection of
grain by “extraordinary (chrezvychainye) measures,” as police and mili-
tia grain confiscations were euphemistically called. The first extraordinary
grain collections were conducted on a large scale in October 1927. Party
officials, police, and secret police were dispatched to grain-producing re-
gions. Regional and local party authorities were made personally respon-
sible for procurement targets, roadblocks were set up, grain selling on
local markets was confiscated, and prison sentences were handed down
for grain burning and private grain trading.34 Stalin personally supervised
extraordinary measures in the Urals and Siberia. Some argue that Stalin’s
epiphany in favor of forced collectivization occurred during his supervi-
sion of extraordinary measures. Stalin’s conclusion, which became official
Soviet doctrine, was that as long as peasants remained free, they could
sabotage any industrialization effort by withholding their grain. The re-
duced grain collections of the late 1920s were depicted as intentional acts
of defiance of Soviet rule.

Starting in the 1960s, economists began to question the official Soviet
version of events. Jerzy Karcz showed that Stalin’s figures on the peas-
ant marketing “boycott” were distorted and perhaps doctored to bolster

29 A. Berelovich and B. Danilov, Sovetskaia Derevnia Glazami VChK-OGPU-NKVD, vol.
1, 1918-1922 (Moscow: Rosspen, 1998); vol. 2, 1923-1929 (Moscow: Rosspen, 2000).

3° Davies, The Socialist Offensive, 427.

31 Lewin, Russian Peasants, 214—44.

32 J. Karcz, “Thoughts on the Grain Problem,” Soviet Studies 18, no. 4 (April 1967):
399-402.

33 For Stalin’s figures, see Merl, Der Agrarmarkt, 446.

34 Ibid., 313-67.
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TABLE 2.1. Output, State Purchase, and Prices of Grain

Year
1926/1927 1927/1928 1928/1929
Grain production 74.6 72.8 72.5
(million tons)
Grain collection 11.6 II.1 9.4
(million tons)
Price of wheat in 861 892 1120
private market
(kopeks per centner)
State wheat prices 648 622 611
(kopeks per centner)
Ratio of state to 0.89 0.79 0.45

private grain prices
(1913 = 100)

Source: M. Lewin, Russian Peasants and Soviet Power (London: Allen & Unwin, 1968),
241—4; R. W. Davies, The Collectivization of Soviet Agriculture, vol. 1 (Cambridge, Mass.:
Harvard University Press, 1980), 419; Tsentral' noe Statisticheskoe upravlenie, Statisticheskii
Spravochnik 1928 (Moscow: Izdatel’stvo Ts.s.u, 1929), 723-30.

the case against the kulak. The procurement crisis was limited to state
procurements, not to overall agricultural marketings, and it was caused
by state pricing policy, not by a conspiracy to destroy Soviet power.?’
Mark Harrison, examining more extensive data almost twenty years af-
ter Karcz, concluded that peasants were retaining more grain and selling
less in the late 1920s because of the loss of large estates, unfavorable
prices, and increased production of nongrain crops, not as acts of politi-
cal defiance.3® Given the confusion surrounding agricultural marketings
in a mixed system that discourages sales to private traders, we shall never
know the exact figures. With entirely new conditions in agriculture after
the revolution, changes in marketing rates and production patterns would
not be surprising, but was this crisis grounds for the end of private agri-
culture? What was the true cause of the crisis: a purely political action by
enemies of the state or conventional economic factors?

Table 2.1 shows that state grain purchase prices declined as ratios of
market prices throughout the late 1920s. By the 1928 to 1929 agricultural

35 Much of this discussion is based on an earlier joint work: Manouchehr Mokhtari and
Paul Gregory, “State Grain Purchases, Relative Prices, and the Soviet Grain Procurement
Crisis,” Explorations in Economic History, 30 (1993): 182—94.

36 Mark Harrison, “The Peasantry and Industrialization,” in From Tsarism to the New
Economic Policy, ed. R. W. Davies (Houndsmills, England: MacMillan, 1990), 109-17.
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year, state prices were less than half of those offered in private markets.
These relative prices explain eloquently the grain-collection crises of 1927
and 1928. Grain producers preferred to sell at the full price to private
traders rather than at half price to the state, as long as the choice was
voluntary. State procurement prices offered little incentive to farmers.
After 1927, they failed to cover average costs,37 and many peasants chose
symbolically to burn grain rather than turn it over to the state. State
grain prices were set low relative to industrial crops and to meat and
dairy products so that peasants switched to industrial crops or to feed-
ing grain to livestock.3® As long as sales were voluntary, peasant sales
should be explained by economic factors such as relative prices. With
higher private prices, grain would be sold to private buyers. With grain
prices low relative to livestock and dairy products, peasants would feed
their grain to livestock rather than sell. When only the choice of selling
to the state at prices below production costs remained, peasants would
rather eat their grain or burn it. These choices are clearly economic, not
political.

Figure 2.1 shows the impact of extraordinary measures on state grain
collections by contrasting the normal periodicity of state grain purchases
in 1926/1927 with the crisis collections of 1927/1928. In 1926/1927,
most grain was purchased between August and December. However,
when the state announced a reduction in its grain procurement prices in
late August 1927, procurements dropped sharply during the very period
when grain purchasing was normally at its peak. Extraordinary measures
were applied in late October to counter the decline in state procurements.
Police and party commissars were sent to the countryside to organize col-
lections and to punish peasants who sold to private traders and to arrest
speculators. Their effects began to be felt in January 1928 with the partial
recoupment of procurements lost between September and December of
1927. The state’s inability to procure grain from private peasants at the
prices it dictated was the primary rationale for forced collectivization. “If
peasants do not hand over grain voluntarily, we must take it by force”
was the thinking.

Interpreting Stalin Correctly. The grain-collection crisis was caused in
large part by state pricing policy, not by the hostile political actions of re-
calcitrant peasants. If the state’s purchasing agents had competed in price
with private traders, grain purchases would have fluctuated with harvests

37 Merl, Der Agramarkt, 137-9.
38 Davies, The Socialist Offensive, 39-41.
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FIGURE 2.1. Soviet grain-procurement crisis.
Source: Stephan Merl, Der Agrarmarkt und die Neue Oekonomische Politik
(Munich: Oldenbourg, 1981), 322.

and with relative prices of various farm products. In fact, state agencies
could perhaps have offered somewhat less because of their superior dis-
tribution, transportation, and storage facilities.

One interpretation of the grain-collection crises is that Stalin and his
allies were economic illiterates, who expected peasants to sell to them
at half price! This explanation ignores the Bolshevik’s fundamental goal
of primitive accumulation — the collection of “tribute” from peasants to
finance industrialization. According to the Preobrazhensky model, peas-
ants had to deliver grain in the quantities targeted by the state and at low
prices. It was the low prices that would create the surplus when the state
resold the grain at higher retail prices. If the grain went to private traders,
the state would lose both physical control of its allocation and its profits.
Figure 2.2 illustrates the grain-procurement problem. The state wished to
procure (purchase) OT units of grain at the low state price but, at that
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FIGURE 2.2. Markets vs. coercion.

price, only OV units would be sold to state organizations voluntarily.
The difference (VT) would either be sold at prices above the state price
to private traders or fed to livestock, eaten, or burned, especially if the
state price was below the cost of production. The message is clear: The
state cannot procure its targets if the price is not high enough to elicit
that volume of sales except by force. There must be some mechanism to
force peasants to sell the targeted amount. The lack of such a mecha-
nism of force in the mid-1920s was the weak link in Preobrazhensky’s
program. Stalin’s forced collectivization supplied the coercive force that
would extract the surplus from the reluctant countryside.

Stalin’s letters (to his Prime Minister Molotov) and other records clearly
reveal Stalin’s logic in combining low prices with force. Stalin was no eco-
nomic illiterate; he had a reasonable understanding of how agricultural
markets worked and preferred to base his decisions on the logic of things
rather than on intelligence reports or the advice of others.? Stalin was
well aware that higher grain prices would elicit more sales. In September
1934, he ordered a 15-kopek increase in the purchase price of wheat
to stimulate sales.#*®> He was knowledgeable about world grain markets,

39 Lih et al., Stalin’s Letters to Molotov, 47.
4° Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 478.
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stating in a letter to Molotov dated approximately August 23, 1930, that,
“We have one and a half months left to export grain: starting in late
October (perhaps even earlier), American grain will come on the market
in massive quantities, and we won’t be able to withstand that. If we don’t
export 130-150 million puds of grain in these six weeks, our hard cur-
rency situation could become really desperate.”4* Stalin based the entire
success of his economic program on the fulfillment of state grain collec-
tion targets. In a letter to Molotov he states, “If we can beat this grain
thing, then we’ll prevail in everything, both in domestic and foreign poli-
cies.”#* Stalin’s mood became jubilant upon learning in December 1929
that grain collections were improving and that the stocks of grain in cities
were growing. “The eyes of our rightists are popping out of their heads in
amazement.” 4> What counted was grain in the hands of the state, not total
grain production. As stated later in 1934 by a Stalin deputy (Zhdanov),
referring to the elimination of rationing, “What determines our welfare,
our equilibrium with relation to grain...is the quantity of grain in the
hands of the state [author’s italics]. This matter is of the highest impor-
tance and we cannot lose sight of it for one minute.”## Stalin stressed the
importance of a single (low) grain-procurement price and railed against
“the presence of a large number of urban speculators at or near the grain
market who take the peasants’ grain away from the government [author’s
italics] and — the main thing — create a wait-and-see attitude among the
grain holders.”45 Stalin branded private traders as “vile,”
bandits,” and “enemies of the state.” In a letter dated September 1, 1929,
Stalin argued that there must be a monopoly state purchaser of grain
(instead of three state agencies): “Without such a reform, competition
among us is inevitable and its consequences are inevitable.”4® A Stalin
deputy (Zhdanov) reiterated this position, “We cannot allow the pres-
ence of a large number of buyers in one region, because where there is
overlap, there is competition, which raises prices.”47

Stalin’s correspondence demonstrates an intimate knowledge of the
course of procurement campaigns. He personally set grain-collection

criminals and

4! Ibid., 203.

42 Ibid., 175-6.

43 Ibid., 183.

44 This statement of Zhdanov is from a rare stenographic report of a Politburo meeting of
November 21, 1934, from Khlevnyuk et al., Stalinskoe Politburo, 51-3.

45 Lih et al., Stalin’s Letters to Molotov, 165.

46 Ibid., 176.

47 This statement of Zhdanov is from a rare stenographic report of a Politburo meeting of
November 21, 1934, from Khlevnyuk et al., Stalinskoe Politburo, 51-3.
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targets: Stalin (August 22, 193 1) to Kaganovich: “It is necessary to lower
the plan of the Siberians and Middle Volgans. I fear it is necessary to
lower the Lower Volgans a little. It is possible to give Middle Volga 100
million puds, and Western Siberia 85, but then Lower Volga will raise the
question — to give it too million. It would then be necessary to lower the
animal grain fund from 100 to 60 or 50 million puds.”+® Throughout
the 1930s, Stalin received petitions from regions to lower their procure-
ment targets. He denied most but granted some. In fact, by the mid-1930s,
Stalin’s correspondence with his deputy Kaganovich was dominated by
this issue. Kaganovich would usually pass petitions to Stalin with the
query: “Your opinion?”4? Stalin kept exact track of how much was be-
ing collected, from whom, and who needed to be punished for failure.
In his August 29, 1929, letter to Molotov, he wrote: “The grain procure-
ments have gone well. Stick to a firm policy regarding Siberia, Kazakhstan,
Bashkiria. No concessions to Eikhe and other comrades wishing to shirk
difficult responsibilities. We must and can accumulate roo million puds of
emergency reserves, if we are really Bolsheviks and not full of hot air.”5°
A rare verbatim report of a plenary meeting of the party Central Com-
mittee on October 1, 1931, shows Stalin’s handling of petitions.5T The
party secretaries of the Central and Lower Volga regions pled for lower
grain targets due to drought: “I must declare directly at this plenum that
in view of the bad harvest resulting from the drought in the Lower Volga
we cannot fulfill the plan issued to us.” After Stalin’s afternoon meeting
with the party secretaries, Anastas Mikoian, Stalin’s commissar for trade,
announced reductions in some regions and increases in others. The party
secretary of Kazakhstan, a Comrade Goloshchekin, objected to his in-
creased quota: “In any case, I must say that §5 million is impossible,” to
which Mikoian retorted, “I have read out to you an official document, a
decision of the Politburo, 55 million without rice. This is absolutely pre-
cise. I do not know why you are confusing things.” Stalin was particularly
incensed when high party leaders, assigned to grain-producing regions,
were unable to meet their quotas.5*

Stalin was convinced that little could be accomplished without force
and punishment. His directives are interspersed with terse orders to “start

48 Khlevnyuk et al., Stalin i Kaganovich. Perepiski. 59.

49 Ibid., 632, 639, 688, 696.

5¢ Lih et al., Stalin’s Letters to Molotov, 175.

5t This and following citations are taken from R. W. Davies, “Making Economic Policy,”
69—70.

52 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 74, 164, 225.
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punitive measures,” “turn over to the courts,” or “fight the vile wreckers.”
In a September 16, 1926, letter to Molotov, he ordered that “violators of
the pricing policy on state procurements must be removed and turned over
to the courts and their names published.”’? On August 10, 1929, Stalin
instructed Molotov “to expose and hand over immediately to the courts
(with immediate dismissal from their posts) all those procurement officials
caught trying to obtain grain by competing with other state officials.” 54

Collectivization was an institutional mechanism to control grain col-
lections. If peasants had been willing to sell to the state at its prices,
collectivization would not have been necessary, as a June 1929 statement
by Mikoian attested, “I fear my statement will be considered heretical,
but I am convinced that, if there were no grain difficulties, the question
of strong collective farms. .. would not have been posed at this moment
with such vigor, scope, and strength. . .. If grain were abundant, we would
not at the present time have set ourselves the problems of kolkhoz and
sovkhoz [state farms] construction in such a way.”5s

Collectivization achieved Stalin’s main economic goal: secure supplies
of grain at low prices. Figure 2.3 shows that, between 1929 and 1938,

53 Lih et al., Stalin’s Letters to Molotov, 127-8.

54 Tbid., 166.

55 Mikoian’s statement was published in Pravda on June 27, 1929. It is quoted in Davies,
The Socialist Offensive, 120.
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state grain collections rose steadily despite no increase in output. Col-
lectivization indeed placed the control of grain output directly in state
hands. Preobrazhensky, in a failed attempt to rehabilitate himself, en-
thused, “Collectivization — this is the crux of the matter. Did I have this
prognosis of collectivization? No, I did not.”5¢ To which a thoughtful
scholar added, “[Preobrazhensky] was careful not to add that neither did
Stalin at the time when the industrialization debate was in full swing. And
he was wise not to point out that the decision to collectivize hinged not on
superior intellectual perspicacity but on the incomparably higher resolve
to crush the opponent.”57

Collective Farms and Politics

Forced collectivization set off a rural war against Soviet power. Secret
police reports listed 1,300 peasant mutinies in 1929; February alone saw
736 mass peasant demonstrations of a quarter million peasants. New gov-
ernments, independent of Soviet power, were set up in western Ukraine.
In 1930, the interior ministry (OGPU) alone executed more than twenty
thousand peasants.5® Figure 2.3 shows that grain production dropped
in 1930 and 1931, whereas grain collections increased. With grain pro-
duction down and collections up, famine spread. The Politburo reacted
to famine with Draconian measures. Regions in which starvation was
rampant were ordered to deliver their quotas under the threat of ex-
treme punishment. Starving families were executed for stealing grain, and
penalties were imposed for feigning hunger. Politburo members who rec-
ommended assistance to starving regions were ridiculed by Stalin as being
soft. Figure 2.3 captures the enormous loss of foregone grain production.
Grain production in 1938 was not appreciably above that at the start of
collectivization.

The ability of Stalin and the Politburo to extract grain collections at
low delivery prices, despite massive unrest and starvation, underscores
what Stalin may have regarded as his greatest achievement: the imposition
of Soviet power in the countryside on his natural enemies — the peasant
class. Clearly, such a show of force would have failed at the time of the
revolution. In 1917, the USSR’s population was 163 million, of which
134 million lived in rural areas.3 Thus, slightly more than four of every

56 Quoted in Erlich, The Soviet Industrialization Debate, 177.

57 Ibid., 144.

58 These figures are cited by O. Khlevnyuk, Politburo, 17-19.

59 Narodnoe Khoziaistvo SSSR za 70 Let (Moscow: Finansy i Statistika, 1987), 5.
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five subjects lived in the countryside. The Bolshevik party was an urban
organization. Only 494 peasants belonged to the party in 1917 and before
1917 only four rural party cells existed. On October 1, 1928, out of
the 1.4 million party members and candidate members, only 198,000
were classified as peasants or agricultural workers. There was one peasant
party member in every 125 peasant households. According to E. H. Carr,
“Many villages can never have seen a communist except in the guise
of an occasional visiting official.”®® Stalin, as the architect of the Soviet
dictatorship, could not have been content with four out of every five of
his subjects effectively outside of his control.

Nor did Stalin like what he saw in the countryside. The party’s window
to the countryside was provided by the Ministry of Interior’s (called first
VchK, or Cheka, then OGPU, then NKVD, and then MVD) secret reports
on the Soviet countryside.®® As noted by the first head of the Soviet se-
cret police, Feliks Dzerzhinsky, these reports “give a one-sided picture —
only black — without correct perspective.”®* The OGPU/NKVD chose
their coverage to suit party leaders. Prior to Trotsky’s expulsion, peasants
were reported as declaring, “Trotsky is our leader.”®3 After the break
with right deviationists, reports spoke of “peasant-union slogans to cover
the flag of the right.”® At best, peasants were “indifferent to political
questions.”® In 1928, an antireligion campaign was resisted by peasants:
“Beat us, but we’ll not let you close the church.”® As forced collectiviza-
tion accelerated in 1930, peasant resistance became the primary theme of
reports replete with statistics on kulak resistance, de-kulakization norms,
arrests, banishments, transit to relocation centers, and peasants killed or
injured in the course of fleeing. Peasants were threatened: “If you do not
deliver grain, you’ll be considered an enemy of Soviet power, and we’ll
enter your name on the black board.”®” Table 2.2 is a summary table pre-
pared by the secret police on the fourteen thousand peasant uprisings of
1930. The accompanying note provides a flavor of individual reports.®3

These statistics and the quote from E. H. Carr are cited in Davies, The Socialist Offensive,
§T-2.

A. Berelovich and B. Danilov, Sovetskaia Derevnia Glazami, vols. 1 and 2.

62 Ibid., 16-31.

63 Ibid., 617.

64 Ibid., ToT9.

65 Ibid., 668.

66 Tbid., 825.

67 Ibid., 328.

68 These cases are from Berelovich and Danilov, Sovetskaia Derevnia Glazami vol. 1, 705—
16.
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Peasant resistance to Soviet power was a fact of life and was brought
to life by these secret reports. Hence, the forced collectivization drive
would have been viewed by the Soviet leadership as a way to gain control
of a hostile countryside. The Bolshevik leadership had hoped that it could
find allies among the poorer peasants by turning them against the rich
kulaks. In fact, the party debated the fate of the kulaks more than one
year. Most presumed that they would lose their property but would be
admitted to collective farms. Stalin rendered his decision in an electrifying
speech at the Communist Academy on December 27, 1929: “When the
head is cut off, you do not weep about the hair. . .. Can kulaks be admitted
to the collective farms? Of course it is wrong to admit the kulak into the
collective farms. It is wrong because he is the accursed enemy of the
kolkhoz movement.”® The exclusion of kulaks from collective farms
meant their deportation, execution, or, in the most fortunate cases, flight
to the anonymity of the city. Collectivization created the first major influx
into the gulags. As of January 1, 193 3, the camps housed 334,000 inmates

Smolensk Province, November 16: “Bands consisting of too and 200 peasants are
agitating against communists and attacking Soviet establishments.”

Moscow Province, November 20: “Communist candidates from the Russian Com-
munist Party were thrown out and as a result one communist was elected to the regional
Soviet, four nonparty candidates, and one candidate agitating against the Russian Com-
munist Party. Kulaks agitating against the agricultural tax and a tax collector murdered.”

Novonikailovsky Province, November 21: “The head of the provincial revolutionary
tribunal has gone on a drunken spree, buying liquor from peasants with flour from army
supplies.”

Tambov Province, November 22: “Peasants are indifferent to the Russian Communist
Party. Voluntary peasant committees are being formed.”

Tiumen Province, November 11: “In Ialutrvorovsky, kulaks are agitating against
Soviet power.”

Novgorod Province, November 24: “Six sessions of the people’s courts and two ses-
sions of the revolutionary tribunal are working in the province. Since the beginning of
the campaign, 3064 persons have been arrested ... 620 were turned over to the people’s
court and 161 were turned over to the revolutionary tribunal.”

Tver Province, December 2: “Several groups are refusing to participate in the election,
saying that agricultural Soviets are not necessary.”

Ryazan Province, December 11: “Peasants are indifferent to the Russian Communist
Party due to the lack of political workers . . . they are also indifferent to the cooperatives
[collective farms] because the cooperatives don’t fulfill their needs. For non-payment of
taxes 1699 persons were arrested — including nine people occupying responsible admin-
istrative positions.”

Armenia, December 25: “Peasants are refusing to pay their taxes, declaring that they
do not recognize the government of Armenia.”

9 Stalin’s speech was published in Pravda on December 29, 1929. It is quoted in Davies,
The Socialists Offensive, 197-8.
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and 1,142,000 were located in special settlements. The majority of these
were the victims of collectivization.”®

To strengthen Soviet power in the countryside, Stalin appointed the
former deputy head of the much-feared Worker-Peasant Inspection (Y.
A. Yakovlev) as Commissar of Agriculture. His trusted but beleaguered
Politburo associate (A. Mikoian, Commissar of Trade) oversaw grain col-
lections. Politburo members bombarded these agricultural organizations
with instructions.”* Politburo members were made personally responsible
for collections in specific regions.”> Thousands of party activists were sent
to the countryside. Police, militia, and OGPU/NKVD forces were every-
where. After initially limiting authority to order executions to the Central
Committee on April 20, 1931,73 authority to impose the death penalty
was extended to include the OGPU and courts of republics. A Politburo
Decree of September 16, 1932, required that death sentences be carried
out immediately.”4 By March 1930, the Politburo was authorizing specific
officials to order the death penalty.”s

Concluding Comments

This chapter relates the logic of forced collectivization, a decision that
doomed Soviet agriculture to mediocre performance until the end of the
Soviet Union in 1991. A country that was the world’s second largest agri-
cultural producer and exporter could no longer feed itself by the 1960s
and had to turn to grain imports from its arch rival, the United States.
It was Stalin’s indifference to rural suffering that led him to dismiss ear-
lier calls for grain imports as a “political minus” that would be used
by foreigners “crying about the lack of grain in the USSR.”7¢ But by
Stalin’s and his Politburo’s calculations, the benefits of the introduction of
force into the countryside outweighed these costs. The economic logic of
collectivization was enunciated by Preobrazhensky in his “primitive cap-
ital accumulation” model, which advised to sacrifice agricultural living

~

© Khlevnyuk, “The Economy of the Gulag,” 116.

7t R. W. Davies, The Soviet Collective Farm, 1929-1930 (Cambridge, Mass.: Harvard Uni-
versity Press, 1980), 7-8.

Khlevnyuk et al., Stalinskoe Politburo, 115.

73 Ibid., 59.

Ibid., 61.

5 Ibid., 63, 65. Comrades Belitsky, Karlson, and Leplersky in Ukraine, and Eikhe in Western
Siberia were authorized to pronounce death sentences.

Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 462.
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standards to achieve a surplus for industrial investment. When proposed
by Preobrazhensky in the mid-1920s, this scheme was unworkable. Peas-
ants would not voluntarily hand over their grain to the state at prices
below cost of production. Stalin’s contribution to primitive accumulation
was to create the institutions of force to extract the surplus from peasants.
Adherence to primitive accumulation was so consistent that we elevate it
to a core principle of Soviet power along with state ownership, planning,
and the leading role of the party.

Collectivization and the introduction of a network of force into the
countryside could be interpreted as actions either of a stationary bandit
or a power-maximizing dictator. A stationary bandit, convinced - rightly
or wrongly — that an investment surplus must be extracted from agricul-
ture for industrialization, would call for maximum political power in the
countryside. A selfish dictator, irrespective of economic objectives, could
not accept a political system that does not control three quarters of the
citizenry. Collectivization and the extreme pressure it placed on powerful
regional party leaders were not the actions of a referee-dictator respond-
ing to pressures from interest groups. Collectivization did not originate
as a consequence of powerful lobbies; rather, it was an action conceived
and executed at the highest levels.

Figure 2.2 brought home the contradiction between primitive accu-
mulation and the NEP. As long as private property rights remained and
peasants made market-based decisions, the state could not procure grain
at the low prices it wished. The so-called grain-collection crises, which
served as the official rationale for collectivization, cannot be considered
“failures” of private agriculture. Soviet agriculture, as it was constituted
during the NEP, grew at a rapid pace, slowing down only with increasing
state intervention. Although it is difficult to obtain accurate measures, it is
likely that peasants were producing more, eating more, and feeding more
grain to their livestock during the NEP than ever before. Their real in-
comes were rising. What they were not doing was selling their grain to the
state at low prices. Extraordinary measures and then forced collectiviza-
tion provided the venue for an immense battle over the distribution of
income. The communist leadership believed that the NEP gave too much
to the peasants (in terms of income from sales and from consumption of
own production) and too little to the city. The Great Break-Through put
in place a totalitarian system to change the distribution of income to the
disadvantage of the peasantry.

The core values of the Bolshevik Party consisted of state ownership, a
planned economy, and the leading role of the party. These three principles
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were in direct conflict with the NEP, and any decision in favor of the NEP
agriculture would have required an eventual dropping of these core val-
ues. The right deviationists favored the NEP mixed economy. Had they
been victorious and carried through on their pledge to continue the NEP
system, the administrative-command system would not have been cre-
ated. The result would have been, at least for a time, a highly regulated
market economy operated by a political system that tolerated different
points of view. The long-term outcome would have been an economic
system not much different from that of the more highly regulated Eu-
ropean economies on the eve of World War II. Hence, it was not only
Stalin’s greater political skill and brutality that carried the day. The right
deviationists were out of line with the core values of the Bolshevik Party,
whose rank and file supported these principles. Stalin won because he
understood this simple fact.

Collectivization was carried out following the logic of primitive accu-
mulation. The Soviet leadership presumed that, by buying grain at low
prices and selling at higher prices, budget surpluses would be generated
for investment finance. According to Marx’s model of expanded repro-
duction, a poor country must create capital at as fast a pace as possible.
From a simplistic point of view, any strategy that reduces consumption
(e.g., by reducing peasant incomes) increases saving, which is the differ-
ence between output and consumption. Primitive accumulation appeared
to work insofar as the investment rate doubled between 1928 and 1937,
but was this increase a consequence of collectivization’s depression of
rural living standards or did everyone’s consumption fall to accommo-
date more investment? Abram Bergson, the most noted student of Soviet
growth, answers as follows: “Contrary to a common supposition, the
industrial worker fared no better than peasants under Stalin’s five-year
plans.””7 In other words, something went wrong in Stalin’s execution of
primitive accumulation!

Grain is produced by land, labor, and capital, where agricultural capi-
tal consists of buildings, inventories, farm equipment, and animals, such
as horses and oxen that provide tractive power. If forced collectivization
were to cause a loss of labor effort or capital stock, the reduced standard
of living need not create a surplus if output itself is reduced. One of the
best documented costs of collectivization was the wholesale slaughter of

77 Abram Bergson, The Real National Income of Soviet Russia Since 1928 (Cambridge,
Mass.: Harvard University Press, 1961), 257.
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livestock, including the horses and oxen that were the traditional source
of tractive power in Russian agriculture. The loss of livestock was se-
vere. Agriculture’s stock of livestock in 1933 was 40 percent of its 1928
level.7® Given the widespread peasant opposition to collectivization, la-
bor effort must have declined as well. Whereas secret-police reports fab-
ricated left deviationist and right deviationist plots in the countryside in
the mid-1920s, they could now document the real outrage of peasants
as they fought against collectivization. If collectivization, therefore, de-
stroyed agricultural capital stock and reduced labor effort, it is unclear
whether the reduced peasant living standards produced any kind of a
surplus. The most direct test of agriculture’s surplus contribution is to
subtract the flow of industrial goods to agriculture from the flow of agri-
cultural goods to the city — a kind of balance of payments for agriculture
vis-a-vis industry. Such calculations, made by James Millar, Michael Ell-
man, and the Soviet economist A. A. Barsov, conclude that there was
virtually no surplus.” This finding is puzzling in light of the growing de-
liveries of grain to the city shown in Figure 2.3. The answer to this puzzle
is that industry had to make up for the loss of animal power by producing
tractors and combines for agriculture — a reverse flow of products back
into agriculture. The increase in the investment rate, therefore, was paid
for by general reductions in living standards of both farm and industrial
workers.

What appeared to be a simple and decisive strategy — gather tribute
from agriculture to pay for industrial investment — turned into a com-
plex equation with unanticipated consequences. The story related at the
beginning of the chapter eloquently explains what must have been the im-
pact of collectivization on incentives, even ignoring the fact that the most
able farmers were largely liquidated in an incredible loss of human capital.
Even Stalin recognized that agriculture cannot operate without positive in-
centives. By June 1932, Stalin was ordering to send a “maximum of man-
ufactured consumer goods to the grain-, sugar-, and cotton-producing
regions” to stimulate production.’® By September 1934, Stalin was

78 Hunter and Szyrmer, Faulty Foundations, 2.2.8.

79 James Millar, “Soviet Rapid Development and the Agricultural Surplus Hypothesis,”
Soviet Studies 22, no. 1 (July 1970); Michael Ellman, “Did the Agricultural Surplus Pro-
vide the Resources for the Increase in Investment in the USSR During the First Five-Year
Plan?” Economic Journal 85, no. 4 (December 1975); A. Vyas, “Primary Accumulation
in the USSR Revisited,” Cambridge Journal of Economics 3, no. 3 (1979), 119-30.

80 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 162.
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ordering “to raise the purchase price of grain in comparison to the cur-
. . »81 :

rent price by 15 kopeks for grain and 1o kopeks for rye.”?* Stalin and the

Politburo, who earlier had argued against any limits imposed by economic

laws, now found themselves constrained by the most basic of economic

laws — the need to provide economic incentives to encourage production

and effort.

81 Tbid., 478.
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Excerpts (condensed) from transcript of interrogation of S. I. Syrtsov, Chair-
man of the Council of People’s Commissars of the Russian Republic and
Candidate Member of the Politburo on October 23, 1930, accused of crit-
icizing the Politburo and Stalin, S. Ordzhonikidze presiding:

Syrtsov: “It seems abnormal that Politburo decisions are predetermined
by a leading group. I can completely understand when someone who has
followed an incorrect political line is excluded. But, as I see it, there are me-
chanical members of the Politburo, like Kuibyshev, Rudzutak, and Kalinin,
who do not participate at all, which creates a situation ...”
Ordzhonikidze (interrupting): “Who makes up this leading group?”
Syrtsov: “The other Politburo members, of course, or part of them.”
Ordzhonikidze: “You say so. You are the one who should know.”

Syrtsov: “I am explaining to you that if all members of the Politburo were
not bound by preliminary decisions, issues would be discussed in a different
way.”"

From transcript of Syrtsov’s expulsion on November 4, 1930:
Ordzhonikidze: “Every member of the party must come to his party if he
has doubts. The party should help such a comrade resolve his own doubts,
to save him, and set him on the right course. If he does this, no one will call
him to his party responsibility. But when he does these things in secret, this
becomes an anti-party matter. Can we have such people in our leadership
who try to tear it down?”

Stalin: “It is impossible!”>

T Statement of Syrtsov before the Central Control Commission chaired by Ordzhonikidze
in Khlevyuk et al., Stalinskoe Politburo, 99-100.
2 The protocol of this joint meeting is in Khlevnyuk et al., Stalinskoe Politburo, 103-5.
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The Power Struggle

This chapter describes the power struggle following Lenin’s death in
January 1924 that established the principles of governance of the
administrative-command system. The power struggle was for control of
the party’s highest governing body, the Politburo, which in December
1927 had a membership of nine full voting members: Josef Stalin served as
General Secretary. N. I. Bukharin, A. I. Rykov, and M. P. Tomsky formed
the right opposition that favored continuation of NEP policies. The five
other members were V. V. Kuibyshev (party member since 1904), V. M.
Molotov (party member since 1906), K. E. Voroshilov (party member
since 1903), M. I. Kalinin (party member since 1898), and Y. E. Rudzutak
(party member since 1905). Of these five swing votes, the alcoholic
Kuibyshev served primarily as an economic administrator, heading at the
time the Supreme Economic Council, before being transferred to head
Gosplan. The innocuous Kalinin headed the Central Executive Committee
of the government, Voroshilov was the minister of Military and Naval Af-
fairs, and Rudzutak was deputy chairman of the Council of People’s Com-
missars and chairman of the Worker-Peasant Inspection. Stalin needed the
support of these five Politburo members to vanquish the right opposition.
Three short years later (December 1930), the Politburo had ten mem-
bers. No one from the right opposition remained. Bukharin, Rykov, and
Tomsky had been replaced by Stalin loyalists, L. M. Kaganovich, for-
mer Caucasian Party leader G. K. (Sergo) Ordzhonikidze, and by two
regional party bosses — S. M. Kirov from Leningrad and S. V. Kosior of
Ukraine. This dramatic change between 1927 and December 1929 formed
the Politburo that approved the Great Break-Through.

Stalin’s path to political victory illustrates F. A. Hayek’s notion that
the leader with a comparative advantage in brutality would emerge the
victor. Although Stalin was recognized by the mid-1920s as a master of
detail, cunning, and a controller of appointments — far from the nonentity
depicted in earlier literature — the odds seemed to favor his better-known
rivals:3 Rykov (party member since 1898) had replaced Lenin as head
of government and controlled the levers of government; Bukharin (party
member since 1906) was viewed as the chief “theoretician” and served
as editor of the government’s official newspaper; Tomsky (party member
since 1904) had strong backing from the trade unions. Stalin faced a tough

3 E. A. Rees, “Leaders and Their Institutions,” in Behind the Facade of Stalin’s Command
Economy, ed. Paul Gregory (Stanford, Calif.: Hoover Institution Press, 2001), 3 5—60.
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challenge in winning support against these three. Politburo members were
on cordial terms; their families lived together in the Kremlin. Earlier, it had
been easy to recruit support against Trotsky whom the other Politburo
members despised.

Stalin’s opponents did not know then that the succession was literally a
matter of life or death. Of the nine Politburo members in December 1927,
four were executed; one died a natural death in 193 5. Bukharin portended
his fate in an emotional letter to Stalin dated October 14, 1930, (seven
years before his eventual execution):

Koba: [Stalin’s nickname to his immediate associates] After our telephone con-
versation I am in a condition of dismay. Not because you frightened me — you
cannot frighten me and do not frighten me. But because your bizarre accusations
[that he was plotting Stalin’s assassination] clearly show a diabolical, vile, and
low provocation in which you believe, which will lead to no good, as if you are
destroying me politically as well as physically.+

Stalin’s brutality, cunning, and knowledge of people served him well
in this final power struggle. He responded with outrage to any informal
meeting of Politburo members (even though he arranged earlier for the
Politburo to meet without Trotsky),’ while he privately lobbied Polit-
buro members and encouraged his allies to do the same. Stalin to Molotov
in August 1928:

I was with Sergo [Ordzhonikidze]. His mood is good. He stands firmly behind the
party line of the Central Committee, against those who are wavering. ... Andreev
[a candidate member of the Politburo] apparently visited Sergo and talked with
him. According to Sergo, Andreev firmly supports the party line. Tomsky it appears
tried to turn him (during the Plenum), but did not succeed. Under no circumstances
can we allow Tomsky or any one else to turn Kuibyshev or Mikoian. Is it not
possible to send Tomsky’s letter against Kuibyshev?®

Stalin parsed innocuous articles of Bukharin (that had been approved
in advance) to uncover ideological “mistakes.” Any informal meeting
could be interpreted as a violation of party discipline. Stalin used a casual
meeting between Kalinin and the discredited economist N. D. Kondratiev
to keep his frightened colleague in line.” Any informal discussion of party
policy could be labeled as “weakening party discipline” and “turning

4 Bukharin’s letter of October 14, 1930, is quoted in Khlevnyuk, Politburo, 38.

5 E. A. Rees and D. H. Watson, “Politburo and Sovnarkom,” in Decision Making in the
Stalinist Command Economy, ed. E. A. Rees, 1932-1937 (London: MacMillan, 1997),
1.

6 Khlevnyuk, Politburo, 22.

7 Ibid., 35-6.
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the party into a discussion club.”® Stalin intimidated Voroshilov with a
fabricated plot to create a military dictatorship.® He branded out-of-favor
party members as “weak,” “rotting,”
with high opinions of themselves.” ™

Stalin’s conclusive victory came in April 1929, when he mustered a
Politburo majority against the right deviationists on charges of faction-
alism.™™ Bukharin was expelled from the Politburo in November 1929,
for the offense of (in the words of the Politburo resolution of July 22,
1929): “making indirect sorties against decisions of the Central Commit-
tee (in conversations with Comrade Kamenev and Platonov).”"* Tomsky
was not reelected by the July 1930 Party Congress. Rykov was reelected
to the Politburo in July 1930, but was expelled in December 1930.%3 The
right deviationist purge was not limited to its three leaders; between 1929
and 1931, 250,000 party members were expelled for right deviationist
associations.™

not one of us,” or “bureaucrats

The Five Issues of Governance

The party power struggle was fought over five fundamental issues: First,
what economic system should be chosen? The outcome of this debate —
superindustrialization, forced collectivization, and the annihilation of the
kulaks — was discussed in the previous chapter. Second, was the Commu-
nist Party to follow one common policy — the general line (general’naia
liniia) — or tolerate different viewpoints? Would the party allow factions
or be united by one common policy? Third, would the state have a power
base separate from the party, or was there to be no essential difference
between the state and party? Given Lenin’s dominant status during his life-
time, the issue of state/party separation had not been raised. Lenin head-
ed the government and also the party. For Stalin, the division of power
between the state and party was an intense concern because one of his

8 Lih et al., Stalin’s Letters to Molotov, 162.

9 Letter from Stalin to Ordzhonikidze dated September 24, 1930. Cited in Khlevnyuk,
Politburo, 37. In a confidential letter to his confidant (Ordzhonikidze), Stalin indirectly
admitted the fabrication: “It seems to say that [Marshall] Tukhachesvsky is a prisoner
of anti-Soviet elements. . .. Is this possible? Of course, it is possible, as long as it is not
ruled out.”

Stalin’s description of Mikoian in Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 5.
Ibid., chapters 1-2.

Lih et al., Stalin’s Letters to Molotov, 13 4.

Khlevnyuk, Politburo, 24.

4 Tbid., 21.
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chief rivals controlled the reins of government. Fourth, how much party
democracy should be allowed? To what degree could the rank and file of
the party influence the central party apparatus? Fifth, was there to be a
collective or single dictator?

These five separate points ultimately speak to the same issue: the degree
of centralization of power. The NEP system was characterized by uncon-
centrated economic power controlled largely through indirect regulation
and the forging of political consensuses. The open industrialization debate
of the mid-1920s demonstrates a toleration of different points of view.
Neither economic nor political institutions were highly concentrated, an
arrangement that was consistent with the NEP. The NEP implicit con-
tract was, in effect: “As long as you do not oppose us, you can be one
of us.” As the NEP began to be replaced by the administrative-command
system, new governance arrangements required an extreme centralization
of power. No longer would passive support of Politburo decisions be tol-
erated. Under this type of political regime, political leaders were to be
judged not on the basis of their actions, such as support of collectiviza-
tion, but according to their perceived innermost thoughts. “If you are not
enthusiastically with us, you are against us.” Given that one’s thoughts
are not known to others, life became dangerous for the Soviet elite. They
could be accused of wrong thinking, not merely of wrong behavior.

The Choice of Economic System. During the annihilation of the left devi-
ationists, Stalin joined the Politburo majority, along with Rykov, Tomsky,
and Bukharin, who favored moderate policies and opposed the revolution
from above advocated by the left wing. The moderates won the industri-
alization debate with the expulsion of Trotsky, but lost the war three
years later when Stalin expelled them and enacted the very policies of the
discredited left.*> The Great Break-Through was approved by the new
Politburo majority cobbled together by Stalin. Collectivization, natio-
nalization, and forced industrialization signaled the emergence of an
administrative-command system that required the new principles of gov-
ernance described in the following.

Rivalry and Political Competition. The defeat of the left deviationists
dispatched Stalin’s most formidable political enemies, but left open the is-
sue of political competition within the ruling elite of the party. Members
of the right wing of the party staked out a clear ideological position. They

5 Moshe Lewin, Russian Peasants, 214—44; Stephan Merl, Der Agrarmarkt, 313-88.
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favored a mixed economy, balanced growth, and a continuation of private
peasant agriculture. Stalin initially expressed no personal opinions but
became convinced (as described in the previous chapter) that agriculture
must be collectivized, kulaks must be brought under control, and force
must be introduced into the countryside. With these growing differences
on fundamental issues, the party had to decide how to deal with conflict.
The earlier conflict with the left opposition was dealt with via fairly open
discussion. Each side expressed its opinion in the press and in meetings (al-
though Trotsky felt that Politburo meetings were rigged in advance). In the
mid-1920s, there was no pretense of party unity. There was an open tooth-
and-nail brawl from which the moderate Politburo majority emerged
victorious. Trotsky went first into internal exile and then to Mexico,
where he fell victim to a Stalin assassin. A disparate group of Politburo
members, ranging from party ward boss (Stalin), educated bureaucrat
(Rykov), alcoholic pencil-pusher (Kuibyshev), intellectual (Bukharin), and
nonentity (Kalinin), had to make the key decisions for society and the
economy.

The nine members of the ruling elite would not be expected to see eye
to eye. They would naturally disagree on many issues. The rule of party
discipline provided a temporary compromise. Politburo members were
allowed to have different views, but once a decision was rendered, all
Politburo members were supposed to fall into line and publicly support a
single general line. Indeed, Bukharin, Rykov, and Tomsky followed party
discipline as good soldiers and supported Politburo decisions, which they
personally opposed. Rykov, as the head of government, enforced the Great
Break-Through, which he opposed. For Stalin, party discipline was an
unacceptable long-run solution. It tolerated independent thinking within
the Politburo, and it left in place high officials, such as Rykov, to enact
policies for which they had limited sympathy. Stalin could stomach only
like-thinkers, who accepted the general party line without reservation.

Under the rules of party discipline, those with reservations publicly
supported party policies. To remove them from office, Stalin therefore
had to manufacture deviations from the general line from their articles
or public statements. The incredulous Bukharin was expelled in Novem-
ber 1929 for the offense of (in the words of the Politburo resolution of
July 22, 1929) “making masked attacks against the party line in speeches
and articles.”*® Rykov was still prime minister when Stalin arranged for

16 Lih et al., Stalin’s Letters to Molotov, 13 4.
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him to be accused in Sverdlovsk in June 1930 of organizing an oppo-
sition group. Rykov vigorously defended his loyalty with the following
statement:

Comrade Rumiantsev [Rykov’s accuser] is no common member of the Party. He
should weigh his words. We are members of the ruling party. I am chairman of
the Council of People’s Commissars and a member of the Politburo. I voted for
the resolution and am one of the few that participated in the decision. ... If after
seven months of my political, economic, and Soviet work, someone asks: how do
I stand to the general line of the Party? I can answer only thus: I decisively do not
understand the basis for such a question! The fact that someone is accusing me of
being a leader of some kind of faction suggests a certainty that such a grouping,
created with my participation, exists. Why sow such doubts? Therefore I must
demand an explanation of how and why and on the basis of what information
Comrade Rumiantsev can ask me how I, as a leader of a substantial organization,
relate to the general line of the Party?'”

Stalin’s fixation on party unity continued after the dispatch of the right
deviationists. The nine other fellow Politburo members that constituted
Stalin’s team as of December 1929 were compliant but human. They
clashed with one another regularly over large and small matters. These
frictions could escalate into real rifts. Stalin, not the most solicitous of
persons, had to spend considerable time soothing egos and refereeing
disputes. He eventually turned against fellow Georgian, Ordzhonikidze,
because of his habit of clashing with other party leaders. One such con-
frontation was so rancorous that Kuibyshev insisted on resigning. The
vacationing Stalin assigned the loyal Kaganovich to mend the rift: “Com-
rade Ordzhonikidze is behaving even worse. He does not consider that
his behavior (his attacks on Molotov and Kuibyshev) objectively leads to
the rift of our ruling group, creating a danger of its destruction.” 8

To preserve the single party line, a mechanism for resolving disputes
among Politburo members was required. Party rules dictated face-to-
face meetings of conflicting parties, a rule Stalin conveniently ignored
in his conflict with Bukharin. Special sessions of the Politburo were called
to deal with high-level disputes. There are no records of such dispute-
resolution sessions, but it appears that Stalin himself acted as mediator. A
December 1931 Politburo meeting provides a hint of how this worked:
Ordzhonikidze, then-chairman of the Supreme Economic Council, threat-
ened to resign over Molotov’s proposal to divide his organization into

17 Rykov’s speech is quoted in Khlevnyuk, Politburo, 26.
8 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 51.
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three industrial ministries. The Politburo appointed a commission includ-
ing the two protagonists, as well as Stalin and the second secretary of the
Politburo (Kaganovich), to draft a reorganization decree for the Supreme
Council and to reject Ordzhonikidze’s resignation. A special session of
the Politburo was then called to resolve the personal dispute between
Molotov and Ordzhonikidze. There is no record of this meeting; probably
none was kept.” What is known is that Ordzhonikidze did not resign and
the Supreme Council was subdivided into ministries with Ordzhonikidze
taking the office of heavy industry ministry.

Independent State Power? Rykov, the prime minister, and Stalin’s last
remaining rival, survived the first round of expulsions and remained the
head of government, the chairman of the Council of People’s Commissars,
until his dismissal and expulsion from the Politburo in December 1930.
Stalin, as the party general secretary, feared that the government, under
Rykov, posed a real challenge to the leading role of the party. The Meeting
of Deputies (soveshchanie zamov), which set its own agenda and gathered
together all top government ministers, was particularly feared as an al-
ternative to party power. Rykov did not pose the first such threat. Trotsky
had been highly critical of “the regime of professional [party] secretaries,
cut off from the masses and enjoying their bureaucratic privileges.”*°

On September 22, 1930, Stalin sent the following top-secret letter to
Molotov, written in his usual canonical style:**

Vyacheslav: 1) It seems to me that it is necessary by fall to decide conclusively
about the Soviet leadership (verkhuska). We must resolve the general question of
the interrelationship between party and state (Soviet) power, not divided one from
the other. My opinion on this matter: a) It is necessary to relieve Rykov and drive
out his bureaucratic and consultative-secretarial apparatus. b) You will be required
to replace Rykov as the chairman of the Council of People’s Commissars. This is
necessary. Otherwise there will be a break between party and Soviet leadership
[author’s italics]. With such a combination, we can have a full unity of the Party
and Soviet leadership [author’s italics], which necessarily doubles our power.*

Rykov’s grip on power was already visibly slipping. On November 29,
1930, the Politburo’s military commission met without him to discuss

19 Q. Khlevnyuk, “The People’s Commissariat of Heavy Industry,” in Decision Making in
the Stalinist Command Economy, 1932-37, ed. E. A. Rees (London: MacMillan, 1997),
104.

° Getty and Naumov, The Road to Terror, 38.

* Khlevnyuk et al., Stalinskoe Politburo, letter from Stalin to Molotov, Document 88,
96.

> Ibid., 96.
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military equipment orders. Stalin’s plan was executed at an evening meet-
ing on December 19, 1930, of the Central Committee and the Central
Control Commission (Stalin arranged for the latter to vote as an excep-
tion), called ostensibly to discuss the national economic plan. Kuibyshev
departed from his expected presentation of the economic plan to call for
Rykov’s dismissal:

I consider that, in order to fulfill this difficult plan for 1931, there must be com-
plete unity. The fact that Comrade Rykov has not been among the active fighters
for the general line, has not battled against those views, the harm of which he has
recognized, demonstrates that such a division exists as long as Comrade Rykov
heads the state apparatus. And this harms the entire Soviet apparatus. The con-
sequence is that we have a Central Committee and its leadership in the form of
the Politburo and its Plenum occupied with the magnificent creation of socialism,
leading the proletariat into new battles, fighting against class enemies while we
have a state (Soviet) leadership which “does what it can.” This cannot continue.>?

Kosior’s (party leader from Ukraine and soon-to-be Politburo member)
proposal to “free Rykov from his responsibilities as Chairman of the
Council of People’s Commissars and from the Politburo to be replaced
by Molotov as Chairman and Ordzhonikidze as Politburo member” was
accepted unanimously. The complete control of both government and
party fell to Stalin and his team. Prior to that time, Molotov had held no
significant administrative posts, but he had a record of extreme loyalty to
Stalin.

The unification of the state and party into one interlocking directorate
was affirmed by the bureaucratic procedures subsequently put in place.
Politburo decrees were henceforth issued either in the name of the Cen-
tral Committee or as directives of the Council of People’s Commissars,
signed by Molotov, by one of his deputies, or by the chancellery office.
The practice of joint issuance of key decrees meant that the state could
take no actions without Politburo clearance. Notably, most decrees (more
than five thousand) were classified as top secret and far exceeded the
number of published decrees.>* The interlocking directorate became a

23 Quoted in Khlevnyuk, Politburo, 51-2.

24 Party decrees were sent to party committees as statements of intent before being “legal-
ized” as Council of People’s Commissars decrees. Politburo approval of decrees assured a
Stalin confidante sign-off: A short explanation signed by Molotov accompanied all draft
decrees. Copies were filed in the secret department of the chancellery, which was respon-
sible for correspondence with the Politburo. After Politburo confirmation, the originals
were filed as materials to the protocols of the Politburo. The secret department circulated
Politburo decrees to a specified list of recipients through the interior ministry’s commu-
nication system according to special instructions. Davies, “Making Economic Policy,”
63; Khlevnyuk et al., Stalinskoe Politburo, 17.
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decree-producing machine. In the period from January to September
1932, between 1,500 and 6,100 documents were dispatched monthly
through secret-police channels. According to published procedures, se-
cret decrees were to be handled with care, especially the most confiden-
tial “special file” (osobaia papka) cases; however, officials, faced with an
avalanche of decrees, often ignored these safeguards.?’

The Politburo’s ability to reject Council of People’s Commissars’
decrees revealed it as clearly superior. A decree concerning the financ-
ing of party schools was rejected by Stalin: “I am not able to approve;
the proposal is not justified.”*¢ In another case, Stalin denied a decree to
import equipment, declaring that the USSR is able to produce that equip-
ment itself.?” In another case, Stalin rejected a decree prepared for credits
to Mongolia: “I am against. Mongolia can buy 200 trucks paying us in
meat or wool.”?8

The unity of state and party masked a hierarchy of authority with the
Politburo being superior to the Council of People’s Commissars. An order
issued by the Central Committee (Politburo) carried more authority than
one issued by the Council of People’s Commissars. At times, Stalin himself
was confused as to which organization should issue a decree. Stalin to
Kaganovich (September 14, 1931):

You can issue the decree (about wages in metallurgy and coal) in the name of the
Supreme Council of the National Economy and the All Union Council of Trade
Unions. If you need the signature of the Central Committee, then it is necessary
to publish it in the name of the Central Committee and the Council of People’s
Commissars. In that case, I ask you to send the text for my review.>®

Stalin was particularly incensed by ministries trying to issue decrees in the
name of the Central Committee (Politburo), to enhance their authority.
Stalin to Kaganovich (September 9, 1931):

The headline in Pravda that a decree of the Supreme Council has been approved by
the Central Committee creates a strange impression. Why were all these approved

25 A survey of 1933 showed that only 40 percent of secret documents were actually returned
on time. For example, the deputy minister of heavy industry (NKTP) had received eighteen
copies but had returned only five. The Politburo imposed sanctions on the most negligent
recipients, such as withdrawing the right to receive further documents. A Central Asian
party official (Ikraimova), for example, was punished for leaving protocols in his room
in Hotel National and was deprived of the right to receive documents for three months
(Khlevnyuk et al., Stalinskoe Politburo, 78).

26 Ibid., 18.

27 Ibid., 18.

28 Ibid., 38-9.

29 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 102—3.
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by the Central Committee and not the Council of People’s Commissars? Why do
they want to make the Central Committee a participant, but ignore the Council
of People’s Commissars? This maneuver is turning the Politburo into a rubber
stamp.3°

Plenums of the Central Committee, such as the one of December 19, 1930,
that dismissed Rykov, carried the highest weight because they were usually
called to make major personnel changes or to discuss major issues, such
as Stalin’s order to Kaganovich (September 26, 1931) to call a plenum on
transportation, trade, and grain collections.3* Plenum decrees and reports
were prepared with great care because they were widely distributed to the
party rank and file.3*

Party Democracy. Rituals and myths played an important role in the
administrative-command system. Five-year plans, May Day parades, and
Lenin’s mausoleum served the ceremonial role of inspiring the popula-
tion and legitimizing those in power. With the extreme centralization of
power in the hands of the Politburo or Stalin personally, there could be no
questioning the legitimacy of coercive orders. Even the smallest hints of
illegitimacy would be met with alarm and concern. Politburo orders were
issued, in Stalin’s words, to protect the interests of “the working class.”33
The dictator’s ultimate legitimacy rested on the claim of being the true
representative of the working class.

The Communist Party was, on paper, organized on a democratic ba-
sis. Formally, the highest authority was the Party Congress, which met
periodically to choose the leadership and discuss major issues, such as
confirming a five-year plan. Up until the end of the Soviet Union, the
practice of using Party Congresses to affirm changes in leadership and
major policy changes continued. Nikita Khrushchev, for example, used
the Twentieth Party Congress of 1956 to deliver his famous anti-Stalin
speech. Thus, in theory, the party’s rank and file were empowered to
change the leadership. The Communist Party had a complex regional hi-
erarchy. Republican party organizations from large republics, such as the
Ukrainian Communist Party or the Caucus Communist Party, and from
the major cities, such as Moscow and Leningrad, stood at the apex of
the regional hierarchy; leaders of the most powerful republican and city

3° Ibid., 93.

31 Ibid., 121.

32 Getty and Naumov, The Road to Terror, 230.

33 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 72.
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party organizations were members of the Central Committee and often
of the Politburo itself. Regional and district party organizations occupied
intermediate positions, while the lowest level was occupied by Primary
Party Organizations attached to factories and to other organizations.

Between 1929 and 1932, the ranks of the party swelled from 1.2 mil-
lion to 3.5 million. Whereas the Bolshevik Party began as a small revolu-
tionary party, this tripling in size increasingly populated it with relatively
unknown persons whose loyalty was not certain. If these 3.5 million rank
and file party members turned against the leadership, the consequences
could be disastrous.

Stalin and the Politburo had to resolve two issues with respect to the
party’s regional leadership and its rank and file members. First, they had
to be wary of any tendencies on the part of lower-level party members to
conclude that they were the true representatives of the working class. Sec-
ond, the top party leadership had to worry about outbreaks of democracy,
particularly those engineered by formidable enemies, such as the exiled
Trotsky. The Politburo had an arsenal of weapons to combat such un-
healthy tendencies. All party members were controlled by various party
control commissions, beginning with the Worker-Peasant Inspection in
the late 1920s. Insofar as virtually all substantive positions were occupied
by party members, the party played a judiciary role by resolving disputes
among party members and punishing errant party members.34 Any party
members ailing from fits of democracy or illusions that they represented
the proletariat could be brought to their “party responsibility” by such
control commissions. A rigid, formal structure was put in place to en-
sure that all party officials faithfully executed the party line. Each local,
regional, and republican party office was ordered “to place the responsi-
bility on one of its secretaries for monitoring the fulfillment of directives
of the Central Committee and the responsibility for timely responses to
related questions.”?5 In a typical case from 1930, Stalin sent a telegram to
Urals and Siberian party committees demanding that they report within
three days why the flax and cotton plan were not fulfilled and to report
measures taken.3¢ The party first secretary was obligated to respond prior
to the official report, namely within two days. A third weapon against
party democracy was the careful staging of Party Congresses or Cen-
tral Committee Plenums. They were called only after internal leadership
disputes had been resolved, and the party leadership could present a

34 Belova, “Economic Crime and Punishment,” 131-58.
35 Khlevnyuk et al., Stalinskoe Politburo, 83—5.
3¢ Ibid., 82-3.
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united front. For example, Stalin had to delay the fateful December 1930
Central Committee Plenum that discharged Rykov until he was sure of
unanimous Politburo support. The first postwar Party Congress was de-
layed two years, pending conclusion of the postwar power struggle.

The first crises of the Great Break-Through — famine, budget crisis, and
failed investments — tested the relationship between Moscow and lower
party organizations.3” The economic and social crisis spilled over into the
political arena as a crisis of confidence in the leadership of Stalin’s team.
Letters of support for the ousted Rykov appeared even in the party press.
Ominously, a secret letter circulated in party circles calling for Stalin’s re-
placement by Leningrad party leader, S. M. Kirov. The Politburo respon-
ded with a diversionary campaign against “wreckers” and nonparty
“specialists” who were blamed for the economic crisis. Managers were
dismissed, and specialists were accused of sabotage in campaigns orches-
trated by Moscow but carried out by local party officials and militia.33

The local excesses of the 1929 to 1930 purges taught that Moscow
could not rely on local party officials, despite the clear line of communica-
tion. The campaign against managerial and specialist wreckers originated
with Stalin and was enthusiastically supported by key Politburo allies.
Local party officials, in their zeal to oust wreckers, took over manage-
ment of local enterprises. Managers from the Donbass region complained
that more than half of their specialists were in prison. As the campaign’s
disastrous effect on production became apparent in 1930, the Politburo
took steps to stop it in its tracks. Ordzhonikidze, as the new chairman
of the Supreme Economic Council, an early supporter of the purge, now
sought to return authority to “his” managers. At a conference of work-
ers in January to February of 1931, attended by Stalin and Molotov,
Ordzhonikidze declared that the mass of workers and managers were not
wreckers, a retreat supported by Stalin (the archives contain Stalin’s mar-
gin notes on Ordzhonikidze’s draft). The Politburo, on January 20, 1931,
instructed local party organizations not “to remove directors of works of
all-union significance without the approval of the Central Committee and
of the Supreme Economic Council.”3?

Despite clear-cut instructions from Moscow, local party organiza-
tions, local militia, and even local OGPU continued their harassment of
managers. In March 1931, Ordzhonikidze censured the Rostov party

37 R. W. Davies, Crisis and Progress in the Soviet Economy, 1931-1933 (Basingstoke,
England: MacMillan, 1996), chapters 3-1o0.

38 Khlevnyuk, Politburo, 33.

39 Khlevnyuk, “The People’s Commissariat of Heavy Industry,” 98.
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organization for turning his manager over to the OGPU and taking charge
of the factory. In the spring of 1931, the Politburo had to assure a plant
director in the North Caucus of “normal working conditions . .. and that
the local party organization, militia, and OGPU would end the practice
of interrogating specialists without the authorization of the enterprise di-
rectorate or of higher authorities.”4° On June 22—23, 1931, the Central
Committee again had to order that no director be arrested without the
agreement of the ministry. In August 1931, the Politburo had to fire a
local party leader for replacing local managers with local party officials.
As late as April 1933, more than two years after the Politburo had called
off its campaign, the Central Committee had to rebuke local party organi-
zations for interfering in managerial affairs. Such disobedience indicates
an ongoing power struggle between Moscow and local party officials who
concluded that they, not Moscow, represented the interests of the prole-
tariat. Their unwillingness to bend to central orders for more than two
years illustrates the ferocity of this dispute.

Local disobedience represented a lesser threat than party democracy.
The party elite numbered in the hundreds or low thousands, whereas party
members numbered 3.5 million. Stalin’s most violent tirades occurred
when rivals threatened to take disputes directly to the party membership.
When M. N. Riutin distributed a platform calling for Stalin’s ouster in
1930, Stalin demanded (but did not get) his execution. He had to be sat-
isfied with Riutin’s expulsion from the party.4* Stalin feared Trotsky, even
in exile, because of his threats to take issues directly to the rank and file.4*

The lesson of the early 1930s was that the party’s grassroots represented
a threat to the monopoly party line. They could respond with too great
enthusiasm to party campaigns and, once campaigns were started, they
were difficult to restrain. Stalin’s answer was centralization. The Politburo
established the USSR Procuracy on July 1, 1933, to replace republican
procurators.43 By the mid-1930s, the power to punish factory directors
had been centralized in the Ministry of Interior and in the Procurator’s of-
fice, the two offices that provided the venue for the Great Terror of 1937—
38. The dictator asserted control over party members by concentrating
punitive powers. Whereas in the early 1930s, local party officials and even
local OGPU officers could arrest, fire, and otherwise punish, this authority
was centralized by the mid-193o0s.

4° Ibid., 99-103.

* Getty and Naumov, The Road to Terror, 53.
42 Tbid., 63.

43 Ibid., 119.
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Collective Leadership or Dictatorship? The “deal” that Stalin implicitly
offered his Politburo allies in December 1930 was a political equilib-
rium of collective decision making. The Politburo was to be the supreme
decision-making authority, and its decisions were to be made collectively,
although Stalin was the first among equals. In the early 1930s, Stalin
could dictate decisions he considered vital but, if he went too far, the
Politburo could still rein him in. In violation of this implicit contract,
the period 1932 to 1937 saw the marked decline of collective decision
making. Politburo meetings declined from weekly meetings in 1929 to
forty-seven meetings in 1932, twenty-four in 1933, eighteen in 1934, fif-
teen in 193§, and a mere nine in 1936. In 1938, there were four meetings,
and in 1939 and 1940, just two meetings each.44 By 1936, the Politburo
was largely a consultative body. Politburo members now referred to Stalin
as the “master of the house.”45 The Orgburo and Secretariat of the Cen-
tral Committee were so much under Stalin’s control by the mid-1930s
that he did not even bother to attend their meetings.#® Stalin’s personal
secretary (Poskrebyshev) counted among the most powerful figures in the
Soviet administration.

The path from a collective to a personal dictatorship clearly can be
explained in part by Stalin’s thirst for absolute power. But, returning to the
jockey-versus-horse issue, we must ask whether the same result would have
occurred with an alternate Stalin-like figure. There are several theoretical
arguments in favor of the evolution to a single dictator: Olson’s stationary-
bandit model (see Chapter 1) implicitly suggested that only a single person
(or a very cohesive small group) could prevent the rise of vested interests.
Only a supreme leader could consistently ensure development objectives.
Hayek wrote of the tendency for collective decision making to transform
into one-person rule under conditions of administrative allocation:

But in a society which for its functioning depends on central planning this control
cannot be made dependent on a majority being able to agree; it will often be
necessary that the will of a small minority be imposed on the people because this
minority will be the largest group able to agree among themselves on the question
at issue.47

In fact, Hayek’s view of decisions by ever-smaller groups is confirmed by
the fact that by the mid-193o0s, decisions were made by ad hoc groups of

>

44 Rees, “Leaders and Their Institutions,” 11.

45 See, for example, the letter from Kaganovich to Ordzhonikidze in Khlevnyuk et al.,
Stalinskoe Politburo, 146—7.

46 Rees and Watson, “Politburo and Sovnarkhom,” 13.

47 Hayek, The Road to Serfdom, 77.
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Politburo members, which Khrushchev later called “decisions by quin-
tets and sextets.”4® The Arrow Impossibility Theorem of Nobel Laureate
Kenneth Arrow provides, surprisingly, a third rationale for the emergence
of a supreme leader.#® Arrow’s theorem concludes that it is impossible to
develop rules of social choice (should society choose policy A, B, or C)
that meet necessary conditions when the only information present is the
rankings of various alternatives by different individuals.5® Public choices
may not be transitive (A is preferred to B, and B is preferred to C, but C is
preferred to A) in such a setting. Decisions among alternatives, therefore,
require some established procedure — such as a fixed criterion, a random
device (e.g., the roll of a dice), or recourse to an arbiter — when two alter-
natives tie for first place. The Soviet Union, of course, was not a demo-
cracy in December 1930, but it had ten decision makers with differing
preferences. The democracy-advocate Arrow explicitly ruled out the se-
lection of a dictator, whose preferences dominate, to resolve his paradox.
Hayek ruled out a rules-based resolution, arguing that an administra-
tive system “cannot tie itself down in advance to general and formal
rules that prevent arbitrariness. ... It must constantly decide questions
which cannot be answered by formal principles only.”5* The arguments
of Olson, Hayek, and Arrow, therefore, seem to provide reasons why an
administrative-command economy will evolve into a single-person dicta-
torship. In fact, a collective dictatorship may be unstable and may yield
inferior results.

Indeed, Stalin’s candid correspondence reads like that of a stationary
bandit. Stalin argued that only a bold leader could take actions that were
unpopular but necessary. When the Ukrainian party branded the grain-
collection plan as unrealistic in 1932, Stalin wrote: “This is not a party,
but a parliament or a caricature of a parliament. Lenin was correct that a
man not having the courage to swim against the current at the right time
cannot be a leader.” 5> He insisted on “encompassing” economic decisions
and railed against narrow rent-seeking activities, particularly by other
Politburo members. He complained regularly about the “selfishness” of
Ordzhonikidze (Minister of Heavy Industry) and Mikoian (Minister of
Trade). He accused Ordzhonikidze “of pressing on the state budget on
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the working class, making the working class pay with its currency reserves
for his own inadequacy.”5? The “selfish” requests of the Deputy Minis-
ter of Heavy Industry (Piatakov, whom Stalin particularly loathed) were
especially irritating:

Bolsheviks cannot take this path if they wish to avoid turning our Bolshevik
party into a conglomerate of branch groups. ... What is better: to press on the
government’s currency accounts, allowing the economic bureaucracy a quiet life,
or to press on the economic bureaucracy and protect the interests of the state?54

Stalin berated Mikoian for proposing a grain reserve for his trade min-
istry: “Why such unlimited faith in the trade ministry and such limited
faith in the government?”55 Stalin’s anger at Ordzhonikidze rose to ac-
cusations of deceit: “[Ordzhonikidze] is trying to rob state coffers by
misusing metals imported for Cheliabinsk construction and selling them.
Scoundrel!”5¢ More on Ordzhonikidze: “It is bad when we begin to de-
ceive each other.”57 Again, Stalin on Ordzhonikidze’s grab of scarce for-
eign exchange: “The use of these funds must be discussed in the interests
of the state as a whole, not only in the interests of [Ordzhonikidze].” 53
Stalin could count on relatively few allies to fight against narrow in-
terests. Most Politburo members had specific regional or industrial re-
sponsibilities. Few, like Molotov, could see the whole picture. Consider
Kaganovich’s complaint (written long after Stalin had died):

When we worked together in the Central Committee, we [Molotov and
Kaganovich] worked in a friendly manner, but when he became Chairman of
the Council of People’s Commissars and I Minister of Transport we argued. ... 1
demanded more rails, investment, Gosplan did not give and Molotov supported
them.s?

Such quotes show Stalin attempting to restrain interest groups to force
actions in favor of encompassing interests. They do not tell the full story,
however. The Politburo and Central Committee were torn by conflicting

53 Ibid., 72.

54 In both cases, the Ministry of Heavy Industry attempted to reduce the plan targets through
imports. The first case involved Ordzhonikidze’s attempt to push an increase in steel im-
ports through the Politburo (Rees and Watson, “Politburo and Sovnarkhom,” 16). The
second case involved the Deputy Minister of Heavy Industry’s attempt to force the cur-
rency commission to allot additional currency for imports of wagon axles.

55 Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 8o.

56 Ibid., T0T.

57 Ibid., 8o.

58 Ibid., 88.

59 F. Chuev, Tak Govoril, 61.
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interests: with limited investment resources, they had to decide which in-
dustries and regions would receive investment. Should national or regional
organizations be given priority? How should skilled labor be divided be-
tween civilian and military activities? Each distribution of resources had
its supporters and opponents within the Politburo and Central Commit-
tee. A power-maximizing dictator could play these conflicting interests
to solidify political power and might sacrifice economic considerations
along the way.

Indeed, Stalin’s correspondence with his faithful Kaganovich is full of
orders for what could be political payoffs. Kaganovich himself was called
to Moscow as a reward for supporting Stalin’s policies in Ukraine.®® When
Stalin gave personal orders distributing typewriters and a Ford to deserv-
ing parties, it is unclear whether these were political rewards or rewards
for good economic performance.®* During the famine of 1932, Stalin sud-
denly decided to buy off Ukraine, writing: “We can lose Ukraine!” and
stating his intention “to turn Ukraine into a model republic” and “not
to spare money for this purpose.”®* These solicitous about-faces could
be the action of a stationary bandit, whose economy requires continued
support from Ukraine, or it could be that of a selfish dictator, making a
political payoff to Ukrainian leaders. The Politburo and Stalin had to ref-
eree disputes among republics, such as a conflict between Kazakhstan and
Western Siberia over ownership of eight state farms.®> Molotov had to
personally resolve conflicts among regional party bosses over who would
get an imported car.

A politician of Stalin’s caliber could not have been indifferent to po-
litical considerations. In the late 1920s, he had to garner the support of
the Central Committee, composed of some forty regional and national
leaders to expel the left deviationists (in 1926) and the right deviation-
ists (in 1929 and 1930). He needed the support of the Fifteenth Party
Congress, which convened in April 1929, to gain approval for the Great
Break-Through. He distributed investment projects to his favored regional
party bosses in the late 1920s, presumably to gain their support against the
right deviationists.®4 Stalin feared opponents in the Central Committee
because membership gave them residual power no matter how discredited.
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When his Politburo colleagues proposed to appoint the disgraced former
transport minister (Rukhimovich) to a Moscow position, Stalin objected:
“These people do not understand that Rukhimovich is more dangerous,
because he regrettably is a member of the Central Committee.”®5 Stalin
devoted inordinate attention to personnel matters; he knew intimately
the names, histories, and proclivities of all party leaders. Stalin was un-
characteristically concerned in 193132 that his native Georgia was “on
the verge of hunger” and of “bread riots.” Although he made “feigning
hunger” a counter-revolutionary offense in other regions,®® he charged
that the trade minister (Mikoian) had lied to him about Georgian grain
storage facilities, and ordered Mikoian “to send grain to western Georgia
and personally see to its delivery.”7 Stalin’s anger at Mikoian was so
intense that Mikoian threatened to resign.®® Stalin listened attentively to
the lobbying of regional and local officials®® and delayed the formation of
separate union-republican ministries in Georgia, Armenia, and Azerbaijan
to avoid ruffling the feathers of regional politicians, including his own
supporter, L. P. Beria.”®

The archives show Stalin, willingly or forcibly, being thrust into the
role of arbiter or tie breaker in clashes within the ruling elite. Three party
leaders nominated themselves to fill the vacant position of transport min-
ister, leaving it up to Stalin to make the final choice.”” Unresolved issues
were turned over to Stalin. Kaganovich to Stalin (August 15, 1931): “We
put off the question of grain procurements [provides details]. We decided
to delay until the 20™ in order to receive your opinion.”7* Stalin’s answers
would come back in the form of carefully numbered instructions. When
Stalin feared that Kaganovich could not handle the matter, he would sug-
gest a delay until he could be present: “I am against the import of steel
pipes. If possible, delay the matter until autumn.”?3 When Ordzhonikidze
disputed a Stalin decision, Stalin sent him an ultimatum: “In the case of
your disagreement, I propose a special meeting of the Politburo which
requires both our presence.”74
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A dictator-referee is unable to control vested interests. The archives
provide little support for the revisionist view of Stalin proposed by histo-
rian J. Arch Getty that Stalin’s major actions were decided by bottom-up
influences of pressure groups.’’ In its most extreme form, this revisionist
view suggests that the Great Terror itself was caused by pressure from
below, although Stalin was a willing participant.”® Our reading of the
archives yields a quite different picture of Stalin as a master of orchestrat-
ing interest groups when their support was needed. He relied primarily on
placing his own people in responsible positions, where he actively sought
mediocre but brutal loyalists. Stalin clearly played the role of stationary
bandit — particularly his willingness to take on his own rent-seeking al-
lies. Stalin had the insight to understand that the greatest rent-seeking
danger came from within. Of course, Stalin, as a master politician, dis-
tributed “gifts” to ensure political support when it was necessary, but the
impression is that he sought to limit such gift-exchange activity.

The Dictator’s Curse

We have focused on how a highly centralized political machine was cre-
ated to execute the Great Break-Through. In reality, significant decisions
were few and far between. The daily reality of Soviet political governance
was grinding tedium and mental and physical exhaustion. Routine deci-
sions that had previously been rendered at lower levels were pushed ever
higher up the administrative hierarchy as centralization of power pro-
ceeded. The fact that a small group of political leaders (the Politburo)
or one leader (Stalin) was making the key decisions sentenced them to a
life of toil, drudgery, and boredom. Hayek and Mises, in their critique of
planning, emphasized the information overload on a “Central Planning
Board.” In practice, this overload fell directly on the shoulders of over-
worked political leaders.

The daily routine of Stalin and other Politburo members was filled
with endless meetings, petitions, consultations, reading of statistical re-
ports, reviewing plans, distributing products, and, for a change of pace,
inspection trips. During such trips, party plenipotentiaries met with re-
gional leaders and enterprise managers, pressured regions to deliver grain

75 Getty, Origins of the Great Purges.

76 Valery Lazarev, “Evolution of the Soviet Elite,” 1-23, describes an implicit contract
between the dictator and potential supporters in which future promotion benefits are
offered in return for regime loyalty.
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despite local starvation, and met with agitated workers. Such excursions
were far from pleasure trips. Party leaders were authorized to impose
punishment, at times even the death penalty, for crimes they uncovered.
A letter from Kaganovich to Stalin describes two of his routine days
(August 30 and 31, 1931).77 On August 30, Kaganovich attended a Polit-
buro meeting on the export-import plan; oil transportation; and state
purchases of potatoes, vegetables, beef, and chicken. During this meet-
ing, Mikoian lobbied to lower his plan, it was decided to buy an oil
tanker, the poor financial results of the third quarter were analyzed, and
the foreign minister’s granting of an interview without permission of the
Politburo was discussed. The next day, Kaganovich first attended a meet-
ing on railroad ties with the main administration of forestry products,
in which a ministry official was accused of manipulating figures and a
special commission was formed to solve the problem of deficient ties.
Kaganovich then arranged a transfer of tractors from the agricultural min-
istry to the timber industry, subject to Stalin’s approval. Later that day,
Kaganovich oversaw the formation of a three-person Politburo special
commission to prepare directives for regional party authorities on grain
shipments to ports with a detailed calendar of shipments. This schedule,
broken down into thirty-four grain-producing regions, constituted a major
planning task involving intense lobbying from each region.”® Kaganovich
concluded his day with a report to the absent Stalin on these activities
plus notes on a speech held by Bukharin that failed to praise the party.
This list of activities includes only those events important enough to bring
to Stalin’s attention. The time in between was spent talking on the tele-
phone, meeting petitioners, and working on other commissions, such as
the transportation commission, for which Kaganovich was responsible.
Absences of Politburo members had to be coordinated carefully.
Some member always had to be available to deal with official business.
Kaganovich to Stalin (October 5, 1931): “I leave today for Cheliabinsk-
Novosibirsk. In light of the fact that there will be a meeting of the Commis-
sion on Purges during my absence, I ask you to place Comrade Zhdanov
on this commission.”7 Absences threatened the completion of work, such
as Kuibyshev’s (Chairman of Gosplan) complaint of August 10, 1932:

The commission which was selected by the Politburo [to deal with the 1932 plan]
effectively fell apart with the departure of Comrades Stalin and Molotov. The

77 1Ibid., 73-5.
78 Ibid., 691.
79 Ibid., sT10.
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TABLE 3.1. Politburo Meetings, 1930-1936

1930 1931 1932 1933 1934 1935 1936

January 6 8 5 2 1 5 o
February 6 6 7 2 1 1 1
March 8 8 6 5 3 1 1
April 7 8 5 3 T 2 T
May 6 7 4 1 2 T 1
June 6 7 10 3 3 3 1
July 7 11 5 2 6 3 T
August 8 6 13 4 2 1 o
September 9 1T 6 4 3 1 1
October 7 6 3 2 11 o T
November 7 7 4 2 2 1 o
December 8 9 4 2 11 1 1

Source: O. V. Khlevnyuk, Politburo: Mekhanizmy Politicheskoi Vlasti v 1930-¢ gody
(Moscow: Rosspen, 1996), 288-91.

exchange of opinions in the first meeting of the commission and the failure of
the sub commission (representatives of the most important economic institutions
did not show up) force me to make the following recommendations [Kuibyshev
then requests a series of delays and a reduction of tasks]. I ask you to authorize
a leave of absence from August 20 to October 5 on account of my illness. ... In
light of the fact that I clearly cannot handle the responsibilities of the chairman
of Gosplan, I ask you to free me from this work and give me work that is within
my powers (preferably in the regions).?°

The pressure of work was so intense that such threats of resignation and
pleas for lengthy vacations were commonplace.

Of course, Politburo members were obliged to attend Politburo meet-
ings, which usually began at 2 Pm and often lasted into the night. Table 3.1
shows the number of Politburo meetings, which declined after 1934 as
Stalin assumed more and more power. Politburo members attended an
average of six to seven Politburo meetings per month, in addition to their
work on the numerous ad hoc commissions that did most of the real de-
cision making. Table 3.2 shows that the Politburo normally considered
some three thousand issues on an annual basis. Numerous other partic-
ipants were invited to Politburo meetings as discussants or reporters. A
representative Politburo meeting, for example, on March 5, 1932, had 69
participants and 171 points on its agenda.?*

80 Ibid., 710.
81 Khlevnyuk et al., Stalinskoe Politburo, 232.



The Principles of Governance 71

TABLE 3.2. Number of Issues Discussed at Politburo Meetings, 1930-1940

Year No. of Issues Year No. of Issues
1930 2,857 1936 3,367
1931 3,878 1937 3,775
1932 3,704 1938 2,279
1933 3,245 1939 2,973
1934 3,945 1940 3,008
1935 3,282

Source: O. V. Khlevnyuk, Politburo: Mekhanizmy Politicheskoi Vlasti v 1930-¢ gody
(Moscow: Rosspen, 1996), 288-91.

The greatest burden of all, however, fell on Stalin as he took over
more and more decision-making responsibility. Virtually every commu-
nication from Kaganovich set out various options and then asked Stalin
for his opinion (vashe mnenie?). Kaganovich’s messages were replete with
refrains like: “Without you we can’t decide,”®* “Your decision on ma-
chinery imports?”%3 “Your decision on whose grain procurement quotas
should be cut?”# and so on ad nauseum. Stalin was even asked to check
poetry and essays for their ideological purity. On rare occasions, even
Stalin would explode at this torrent of paper work, demanding that his
Politburo associates decide something themselves, such as his tirade of
September 13, 1933: “I won’t read drafts on educational establishments.
The paperwork you are throwing at me is piling up to my chest. Decide
yourself and decide soon!”85 Yet, just a few weeks after this outburst,
Stalin berated the Politburo for distributing tractors contrary to his per-
sonal instruction. Stalin to Kaganovich: “I insist on my opinion!”%¢

Stalin’s correspondence mixes matters of great import with trivia. In
one communication, Stalin would order officials shot, the minister of
transport fired, issue instructions on foreign exchange, order vast orga-
nizational changes, cut back investment, or order major foreign policy
initiatives. In another communication (or often the same), Stalin would
discuss the production of vegetables near Moscow, whether a particular
bridge should have one or two lanes, whether a Soviet author should
write books about Soviet industry, whether to give a Ford automobile to

82 Ibid., 238.
83 Ibid., 253.
84 Ibid., 632, 639, 688, 696.
85 Ibid., 340.
Ibid., 379.
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a particular official, the depth of a canal, what products to send to Baku,
which articles published in various journals and newspapers included ide-
ological errors, the prices of bread in various regions, the fact that Pravda
must report on a daily basis automobile and truck production, and the
renaming of a square in Moscow. Table 3.3 displays Stalin’s appoint-
ments calendar of private meetings in his personal office with his most
frequent visitors. It shows that he spent the most face-to-face time with
his two deputies — Molotov, the head of government, and Kaganovich,
his first deputy. In 1933, for example, he met with Kaganovich for
415 hours and with Molotov for 43 5 hours. During the initial year of the
Great Purges, 1937, Stalin spent more time with his purge executor, Ezhov
(527 hours) than with his head of government or first deputy. In a typical
year — 1934, for example — Stalin spent some one thousand seven hun-
dred hours in private meetings, the equivalent of more than two hundred
eight-hour days.%7

The dictator’s curse was that, having the power to decide all, his most
trusted colleagues had the incentive to decide as little as possible. Such a
strategy minimized their risks. The less they decided, the less blame they
would have when things went wrong. The dictator, meanwhile, could not
readily distinguish trivial from significant matters and was reduced to
being asked to decide everything.

Concluding Thoughts

This chapter describes the creation of the highly centralized machine of
force and coercion required to execute the extreme development strate-
gies of the Great Break-Through; in particular, radical primitive accumu-
lation. The five principles of governance — the choice of the command
system, the common “general line,” the interlocking party-state direc-
torate, the repression of party democracy, and the evolution to one-person
dictatorship — likely created the most highly centralized concentration of
power ever. An extreme concentration of political power goes hand-in-
hand with an administrative-command system. The grinding routine of
top-level Soviet officials just described is exactly what one would expect of
an administrative-command system. Whereas the market makes the mil-
lions of resource-allocation decisions in a market economy, they must be
made by harried, overworked, and underinformed officials in a command

87 Stalin’s calendar is reproduced in Khlevnyuk, Politburo, 290-1.
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TABLE 3.3. Meetings of Politburo Members with Stalin, 1931-1939
1931 1932 1933
No. of Total No. of Total No. of Total
Meetings Hours Meetings Hours Meetings Hours
Andreev 18 22.45§ 15 28.15§ 18 34.55
Voroshilov 29 56.45 40 89.50 65 150.30
Kaganovich 73 167.00 106 246.30 122 415.20
Kalinin 11 22.40 10 22.30 21 45.00
Kirov 12 22.55§ 10 28.25 5 9.50
Kosior 8 19.05 5 5.05 11 27.0§
Kuybyshev 14 29.45 45 104.55 24 70.35
Mikoian 16 36.00 34 81.25 40 82.20
Molotov 97 126.15 117 291.45 140 435.15
Ordzhonikidze 24 45.15 47 §2.20 35 100.50
Petrovskiy - - - - - -
Postyshev 49 109.25 56 136.40 13 35.0§
Rudzutak 2 8.15 14 36.15 6 23.20
Chubar’ 1 0.30 - - - -
1934 1935 1936
No. of Total No. of Total No.of  Total
Meetings Hours Meetings Hours Meetings Hours
Andreev 28 76.05§ 24 61.20 22 58.45
Voroshilov 79 166.30 70 198.15 76 292.15
Zhdanov 86 278.30 21 58.45 14 32.00
Ezhov 17 23.40 32 88.15 31 75.30
Kaganovich 103 323.10 92 261.20 57 161.55
Kalinin 31 70.40 35 76.00 18 42.10
Kirov 18 62.15 Assassinated on 12/1/34
Kosior 10 22.50 8 23.55§ 6 13.0§
Kuybyshev 49 152.30 5 15.05 Died 1/25/35
Mikoian 43 104.35 30 71.15 31 70.00
Molotov 97 334.45 101 315.35 109 267.40
Ordzhonikidze 59 186.50 77 218.00 67 176.35
Petrovskiy T 1.45 - - - -
Postyshev 8 19.35 12 28.40 1 2.30
Rudzutak 9 42.15 4 14.25 2 6.00
Chubar’ 18 58.15 23 62.25 28 64.05
Eykhe 4 3.45 3 6.40 2 4.20
Yagoda 53 73.15 36 56.25 20 32.10

(continued)
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TABLE 3.3. (continued)

1937 1938 1939

No. of Total No. of Total No. of Total
Meetings Hours Meetings Hours Meetings Hours

Andreev 53 135.45 33 68.35 34 8o.20
Beria 2 1.30 32 45.25 108 184.45
Voroshilov 142 438.35 99 266.00 181 509.40
Zhdanov 61 146.25 82 203.55 93 226.05
Ezhov 174 527.55 104 305.50 Not reelected in 1939
Kaganovich 128 406.10 74 200.45 90 240.30
Kalinin 20 32.30 1T 20.1§ 9 15.45
Kosior 19 33.05 Arrested in 1938
Malenkov 62 72.35 74 96.15 50 72.15
Mikoian 57 130.40 48 98.10 142 301.1I0
Molotov 213 601.20 170 470.25 274 659.30
Ordzhonikidze 22 71.55 Committed suicide 2/37
Petrovskiy - - 3 2.50 Not reelected in 1939
Postyshev 8 11.20 Expelled from Politburo on 1/14/38
Khruschev 15 23.20 18 43.45 24 70.40
Chubar’ 31 74.30 6 10.45 Expelled from
Politburo on 1/14/38
Eykhe 3 6.10 2 2.40 Arrested on 6/16/38

Source: O. V. Khlevnyuk, Politburo: Mekhanizmy Politicheskoi Vlasti v 1930-e¢ gody
(Moscow: Rosspen, 1996), 288—91.

economy. Without extreme concentration of power and a general line, the
administrative decisions made by tens, hundreds, or thousands of officials
would be disjointed. There must be a semblance of order to prevent chaos.
The decision to merge the government and party into an interlocking di-
rectorate and the clear subordination of government agencies to party
agencies represent a clear-cut rejection of scientific planning. The tech-
nical experts were located in government agencies, such as the planning
agency. The rejection of party democracy clearly aided the concentration
of power. The disobedience of local party officials to orders to stop the
persecution of industrial managers and experts was an alarming challenge
to central authority. But the rejection of party democracy was more im-
portant in confirming the credentials of the center to act on behalf of the
working class. Although local party officials were closer to actual pro-
duction and working conditions and individual party members worked
in real factories and institutions, it was the Politburo or Stalin, not they,
who “represented the masses.”
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The transformation of this machine of political power from one di-
rected by a small group of leaders (the Politburo) to one directed by one
person, Stalin, may have had a logic of its own. Insofar as the party leader-
ship itself was made up of industrial and regional lobbyists, only a single,
strong leader could withstand the pressure to create a dictator-referee
system. The records show that Stalin understood that the most significant
danger from vested interests came from within the ruling elite, and he
played the role of stationary bandit in resisting these pressures. If a one-
person dictator was indeed required to prevent the system from collapsing
into the confusion of squabbling vested interests, we must ask why the So-
viet Union did not again revert to a one-person dictatorship after Stalin’s
death. One of Stalin’s traditions was indeed passed on to later generations
of Soviet regimes — the unquestioned decision-making power of the Gen-
eral Secretary. After Stalin, the decisions of the General Secretary were
not to be challenged except by removal, such as the ouster of Khrushchev
in 1964. This tradition carried through to Gorbachev, whose perestroika
reform ideas were opposed by the party’s top leadership, who went along
following the tradition that the General Secretary has the final say.?®

With the acceptance of the development strategy of primitive accumu-
lation and the power to impose the strategy in place, we turn in the next
chapter to investment.

88 Ellman and Kontorovich, Destruction, N.Y., chapter 2.
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Investment, Wages, and Fairness

“The USSR is a generous country. It sends grain abroad, but is itself hungry.”
“Let those compete who are full.”

“We can’t do the five-year plan in four years. It should not be completed
on the bones of workers.”

“Welcome the Five-Year Plan with empty stomachs.”

(Graffiti on factory walls in 1930)"

The Soviet dictator — the Politburo or (later) Stalin alone — had to
define its goals, what economists call its “objective function.” An objective
function specifies the goals of a person or organization (e.g., an enterprise)
along with the relative weights (importance) attached to each goal. Abram
Bergson used the term planners’ preferences as a convenient shorthand
for the Soviet dictator’s objective function, be it the objectives of the
Stalin dictatorship or of the collective postwar leadership.* Planners’ pre-
ferences refers to the fact that the administrative-command economy was
directed by the general party line — unlike market economies that are
ultimately directed by consumer sovereignty.3

Clearly, the Politburo had multiple objectives in the 1930s, but, despite
rumors of ideological splits, there was indeed a basic consensus for a se-
cure power base, maximum economic growth, investment in heavy indus-
try, and transferring resources out of the countryside.* After embarking

I

Elena Osokina, Za Fasadom Stalinskogo Izobiliia (Moscow: Rosspen, 1998), 81—2.
Abram Bergson, The Economics of Soviet Planning (New Haven, Conn.: Yale University
Press, 1964), 338-40, 3 50-2.

3 Bergson, The Real National Income, 110.

4 0. Khlevnyuk, Politburo, 70~2; Getty and Naumov, The Road to Terror, 137.

2

76



Investment, Wages, and Fairness 77

on the Great Break-Through, there was no turning back. The fate of
Stalin and his Politburo team hinged on its success. Stalin and his com-
patriots truly believed their own propaganda: they were surrounded by
antisocialist wreckers, antagonistic kulaks, and domestic and foreign en-
emies; immediate industrialization was required for survival. “One of
the big surprises of these documents [the archives] is that the Stalinists
said the same things to each other behind closed doors that they said
to the public.”5 Everywhere they saw “counter-revolutionaries sitting in
comfort,” cattle-like local officials who do not see “kulaks and White
Guards sitting in the collective farms,” or “White Guards preparing terror
actions.”®

In carrying out its leading role, it was the job of the party to select
the optimal economic policies for the country. The party had a choice
of two basic instruments: It could set optimal physical output targets for
products such as steel, coal, and machinery, usually called “control fig-
ures,” an approach discussed in the next chapter. Alternatively, it could
select the optimal amount of investment and its distribution among eco-
nomic branches. In theory, the two were intertwined. The stereotype of the
administrative-command economy is that the investment plan was derived
from the output plan. The leaders supposedly first determined output and
then calculated the investment required to produce this output.

Of the two approaches, investment optimization was more firmly
grounded in ideology. Marx’s law of expanded reproduction clearly stated
that growth depends on capital formation. Preobrazhensky proposed to
extract investment surpluses from agriculture, and a coercive system of
governance was put in place to force surpluses from the peasantry. The
core Politburo strategy for the 1930s was massive investments — the hy-
droelectric dams, the huge automobile and tractor works, the blast fur-
naces, the canals, and the machinery complexes — of the first two five-year
plans. From a practical point of view, it was easier to plan investment than
physical outputs. The investment plan was centralized in the state bud-
get’s “expenditures on the national economy” and was broken down by
actual agency recipients. The investment budget was in rubles, not in the
intractable tons or meters in which control figures were measured.
Table 4.1 relates the second five-year (1933—37) investment plan as an
illustration of the outcome of investment planning.

5 Getty and Naumov, The Road to Terror, 22.
¢ Ibid., 311.
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8o The Political Economy of Stalinism

With extreme centralization of power, Stalin and his allies must have
entered the period of five-year plans with some confidence. They had the
coercive power to force surpluses from agriculture. They had removed
the naysayers from power, and they could now manage an economy
that they supposed had no limits. They could double or triple the cap-
ital stock in a few years with determination, hard work, and ideological
commitment.

The Politics of Investment

Limits or not, the distribution of investment resources was heatedly con-
tested. The Urals, Siberia, and the Caucasus wanted to be centers of heavy
industry. Ukraine and Russia wanted to preserve their dominance. A re-
gional leader promoted his investment proposals with the following fer-
vor: “There is only one solution — to push forward and overcome these
difficulties at any cost... .. If anyone announces that we need to slow down
a bit because his head is spinning, then we’ll have to replace him with
someone whose head is not spinning.”” Stalin’s Great Break-Through was
particularly appealing to regional leaders because it promised investment
for everyone.

In the final power struggle, the right deviationists stood for moder-
ation, equilibrium, and balanced growth, whereas Stalin and his allies
increasingly advocated massive investment programs. Regional leaders
made up the single largest bloc in the Central Committee, and their voice
was particularly important when the Politburo itself was divided.® The
Urals wanted massive new engineering complexes (e.g., Uralmash); the
Far East wanted new silver and gold mining plants; Uzbekistan wanted
irrigation projects; the Central Black Earth Region wanted metallurgi-
cal plants and tractor factories. Regional lobbyists were turned down by
Rykov and Gosplan in the late NEP period in the name of responsibility
and balance. Gosplan’s NEP leadership accused irresponsible regions of
“self-serving projections based on local interest, lack of objectivity, and
inexact calculations that undermine the very foundations of planning.”®

Stalin’s embrace of heroic industrialization provided an appealing con-
trast. All regional plans could be funded. There should be no limits. In mid-
1929, the OGPU began receiving denunciations of state officials from the

7 Harris, The Great Urals, 94.
8 Ibid., 4-6.
9 Ibid., 95.
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regions, and in Central Committee meetings, regional leaders denounced
the right wing for “disorganizing the economy and slowing growth.”*°
By the November 1929 Central Committee plenum, the right-wing op-
position was in full retreat, and the most ambitious variant of the first
five-year plan received enthusiastic acceptance. In effect, Stalin and his
allies practiced communist pork-barrel politics to win over regional lead-
ers. Notably, it was the head of the Urals party committee (a Comrade
Kabakov) who formally led the ouster of one of the leading right oppo-
sition figures (M. Tomsky). The protocol of the Sixteenth Congress of
the Central Committee held on July 13, 1930, records the prearranged
sacking of Tomsky (via non-reelection) from the Politburo:**

Kalinin: The election of the executive organs of the Central Committee is the
first order of business. Are there any proposals?

Kabakov: 1 propose ten persons for the Politburo.

Kalinin: Is there a desire to discuss the number of members of the Politburo?
(Voices: Accept.) No? Those in favor of a ten-person Politburo raise their hands.
Opposed? Measure passes.

Kabakov: For Politburo members: Stalin, Kalinin, Rudzutak, Kuibyshev,
Voroshilov, Rykov, Kaganovich, Kosior, Kirov [no mention of Tomsky].

Kalinin: How do we propose to vote, separately or all at once (Voices: At
once.) We’ll vote en bloc. (Laughter.) (Voroshilov: Explain what this means?)
Because Comrade Voroshilov asks for an explanation, I take it that not everyone
understands what en bloc means. It means together, as a whole. Those who are
for the proposal raise their hands. Against? The proposal is upheld. Accepted
unanimously.

Seconds later, Kalinin asks Kabakov for his nomination for the post of General
Secretary (Stalin’s position):

Kabakov: General Secretary, Comrade Stalin. (Voices: Of course.)

The “heroic” investment plans that gained the support of regional lead-
ers were soon proven to have their own limits. Regional and industrial
leaders still had to fight among themselves for investment; some national
leaders argued for moderation, much as the discredited right deviationists
had done only a few years earlier. The seesaw battles can be seen in the dra-
matic changes in the investment budget from one plan variant to the next,
often separated by a week or even a day or two. Table 4.2 shows the ebb
and flow of the 1935 and 1936 investment plans, with figures varying
from a low of 18 billion rubles to a high of 27.1 billion rubles for 1935,
and an even more extreme variation (from a low of 17 billion rubles to a

° Ibid., 96-8.
't Khlevnyuk et al., Stalinskoe Politburo, 94—5.
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TABLE 4.2. Alternate Investment Plan Drafts, 1935
and 1936 (Million Rubles)

Plan Name Amount
Five-year plan target 35 22,285
Claims of Gosplan sectors 35 33,768
Gosplan ceiling 25 26,537
Gosplan second ceiling 35 23,500
Politburo, July 1934 18,000
1935 plan, end of 1934 21,190
1935 actual plan 27,157
1936 plan (7.19.35) 17,700
1936 plan (7.21.35) 19,000
1936 plan (7.26.35) 22,000
1936 plan (7.28.35) 27,341
1936 plan (5.29.36) 35,053

Source: R. W. Davies, “Why Was There a Soviet Investment Cycle
in 1933-37?”, University of Warwick Summer Workshop, July
16, 1999, available as PERSA Working Paper No. 16 (Version
17, December 2001), 5.

high of more than 35 billion rubles) for 1936. Rejections of appeals for
more investment were met with dismay, such as Ordzhonikidze’s tirade
when his investment budget was cut:

“Comrade Sergo [Ordzhonikidze] unexpectedly resurrected the issue in a con-
frontational manner. I’ll not relate the full discussion, but he said: “You want to
play the role of government bureaucrat, but when these factories fall apart, I will
have to answer, not those of you who are conducting here such serious discus-
sions.” Why must Sergo create such an atmosphere when he knows we cannot
satisfy all requests, that we must be objective? It is difficult for us without you
[Comrade Stalin] because we must restrain ourselves. He [Ordzhonikidze] even
made the amusing accusation that I shouted at him and that he would not tolerate
this. ... It is not even worthwhile to deny this ridiculous statement because he can
out-shout anyone.” **

Investment Maximization?

We posit a simple optimization rule: Subject to resource and technology
constraints, the goal is to maximize real investment each year. Marx’s
expanded reproduction and Preobrazhensky’s primitive accumulation

12 Kaganovich to Stalin, August 20, 193 1, in Khlevnyuk et al., Stalin i Kaganovich. Perepiski,
55-
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support such a simple resource allocation strategy: Maximize invest-
ment in each year, leaving “enough” consumption as the residual.’> The
first mathematical growth model formulated by a Russian economist,
P. A. Feldman, supported an investment-maximizing strategy: The more
plowed into the investment goods sector, the higher the growth rate.™
The only clear constraint on the investment-at-any-cost strategy is that
if not enough is left over for consumption, a weak or unmotivated labor
force could depress growth. Indeed, the doubling of the investment rate
between 1928 and 1937 (from 13 to 26 percent)*’ seems to confirm the
pursuit of a singular “investment first” strategy.'®

Surprisingly, the expectation of a pattern of steady growth of invest-
ment accompanied by fluctuations in the buffer-sector consumption is not
supported by the empirical evidence: The most noted Soviet scholar on
Soviet growth, A. L. Vainshtein, found that investment fluctuations were
four times as large as fluctuations in consumption,” a finding confirmed
by others.’® Moreover, consumption did not appear to act as a buffer for
investment.” Investment cycles, beginning in the early 1930s, provide
the most significant contradiction of the expectation of steady and rapid
growth of investment.>° This contradictory evidence calls for a reasonable
explanation of why a leadership, bent on massive capital accumulation,
appeared to waiver, at times preferring consumption over investment.

Investment, Consumption, and Effort: A Model. Why would a Polit-
buro — dedicated to industrial capital accumulation, convinced that eco-
nomic limits did not apply to them, and with coercive power — trade off
investment for consumption in the very process of building the industrial

'3 Erlich, The Soviet Industrialization Debate, 147-8.

4 Evsey Domar, “A Soviet Model of Growth,” in Essays in the Theory of Economic Growth
(New York: Oxford University Press, 1957), 223-61.

s Bergson, The Real National Income, 217, 237.

16 Paul Gregory and Robert Stuart, Soviet Economic Structure and Performance, 4th ed.
(New York: Harper & Row, 1990), chapter 7.

7 A. L. Vainshtein, “Dinamika Narodnogo Dokhoda i Ego Osnovnyh Komponentov,”
Ekonomicheskie i Matematicheskie Metody 3, no. 1 (January-February 1967), 21.

8 Volkhart Vincentz, “Wachstumsschwankungen der Sowjetischen Wirtschaft: Ausmass,
Auswirkungen, and Urasachen,” Bericht des Bundesinstututs fuer Ostwissenschaftliche
und Internationale Studien, no. 15 (March 1979), 9.

9 Wolfram Schrettl, “On the Volume of Soviet Investment and Some Implications,”
Forschungsbericht (1974).

20 Mark Harrison, “National Income,” in The Economic Transformation of the Soviet
Union, 1913-1945, eds. R. W. Davies, Mark Harrison, and S. G. Wheatcroft (Cambridge:
Cambridge University Press, 1994), 48—53.
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capital stock that would guarantee its future? Surely, any reduction of
capital investment must have been a bitter pill to swallow. Construction
would have to be cancelled and factory completions delayed. Regional
and industrial leaders would be outraged. There was no pressure from an
organized consumer lobby to raise living standards. Labor unions were
unofficial arms of the state. Stalin lacked any instincts for compassion
and concern for the working class. If investments were to be sacrificed for
consumption, the Politburo had to have a strong justification.

Worker living standards clearly affect production. If they are below
subsistence, the labor force shrinks due to excess mortality. There is also
a breaking-point wage, although above subsistence, at which workers
strike. A rational Politburo would, therefore, have maximized investment
subject to avoidance of these two extreme cases. But the Politburo had to
contend with another issue: work effort. Upon reflection, it is clear that
worker effort would be a linchpin in the administrative-command econ-
omy. Coercive work requirements and severe punishment for parasitism
could ensure that virtually all able-bodied adults had jobs in the labor
force. Hence, the supply of labor would be basically fixed, as remaining
outside the labor force ceased to be an option. With guaranteed job rights,
shirkers and lazy workers could not even be fired,>* and early hopes of a
new Socialist man were rather quickly dashed. In such a setting, output
growth would depend primarily on labor effort. In the long run, economic
growth would depend on physical and human capital accumulation, but
if the Politburo wanted more output right away, it could only be brought
about by more effort.

The standard managerial, psychological, economic, and sociological
literatures teach that work effort depends on workers feeling they are
receiving a fair wage.>* If they receive less, they reduce their effort. If they
receive too small a fraction of the fair wage, they strike. The positive link
between effort and the fairness of wages appears to be fairly universal,
and it would apply to the administrative-command economy, except in

%I David Granick, Job Rights in the Soviet Union: Their Consequences (Cambridge:
Cambridge University Press, 1987): 300-9.

22 This literature is summarized in George Akerloff and Janet Yellen, “The Fair Wage—
Effort Hypothesis and Unemployment,” Quarterly Journal of Economics 105, no. 2 (May
1990), 256-68; George Akerloff, “Gift Exchange and Efficiency Wages: Four Views,”
American Economic Review 74, no. 2 (May 1984), 78-83; Lawrence Katz, “Efficiency
Woages Theories: A Partial Evolution,” in NBER Macroeconomics Annual 1986, ed.
Stanley Fisher (Cambridge, Mass.: MIT Press, 1986), 23 5—75. Peter Howitt, “Looking
Inside the Labor Market: A Review Article,” Journal of Economic Literature 40, no. 1
(March 2002), 125-38.
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the unlikely case of the emergence of a new “socialist” way of thinking
about work.

We apply fair-wage theory to the administrative-command economy
using a simple model that requires some notation and graphs. We attempt
to keep our explanation as simple as possible for nontechnical readers. The
fair wage—effort model was first formulated by Nobel laureate, George
Akerloff, who asserts that the principle “if people do not get what they
deserve, they get even” has been universally demonstrated in experiments,
social exchange theory, and the personnel management literature. In the
Akerloff model, workers supply their “full” labor effort at the fair wage.
If they receive less than the fair wage, they reduce their effort. Below a
critical minimum, they supply no effort. Effort (e) is, therefore, a positive
function of the ratio of the actual wage (w) to the fair wage (a):

e= f(w/a)

If w is less than the fair wage, effort will be less than full. If w = a,
workers receive the fair wage, and they supply full effort. If w exceeds a
(if workers are overpaid), they may or may not increase their effort above
their full effort.?3 If workers receive w' (the “strike” wage), they supply no
effort.

The fair-wage model has been applied to enterprises or to single indus-
tries in market economies. We apply it here to the entire administrative-
command economy, where the physical supply of labor is administratively
fixed and effort determines the volume of output.># This application al-
lows us to relate the real output of the economy to the volume of effort and
ultimately to the volume of consumption. The ideas behind this model are
not complex and could easily have been understood by an average mem-
ber of the Politburo and by Stalin himself.

Our Soviet fair-wage-effort model considers an administrative-
command economy, with a fixed quantitative supply of labor that pro-
duces one good (Q) that can be used either for investment (I) or con-
sumption (C). C is what is left over after [ (C = Q — I). Because the

23 Akerloff and Yellen relate studies that show that overpayment does not bring about an
increase in effort; see Akerloff and Yellen, “The Fair Wage—Effort Hypothesis,” 258.

24 These matters were first explored in a model of Wolfram Schrettl, which is integrated in
this context with the fair-wage—effort model. See Wolfram Schrettl, “Anspruchsdenken,
Leistungsbereitschaft, and Wirtschaftzyklen,” in Wachstumsverlangsamung und
Konjunkturzyklen in Underschiedlichen Wirtschaftssystemen, ed. Armin Bohnert et al.,
(Berlin: Duncker & Humblot: 1984), 1 53—1; Wolfram Schrettl, “Konsum und Arbeitspro-
duktivitat,” Beck’sche Schwarze Reibe, Band 271 (Munich: C. H. Beck, 1984), 42-65.
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supply of labor is fixed, O, I, and C also approximate per-worker output
(labor productivity), per-worker investment, and per-worker consump-
tion.>S Per-worker consumption is nothing more than the average real
wage. The dictator can either choose C and then accept the resulting I
or, alternatively, choose I and accept the resulting C. Once he has chosen
one, he has chosen the other.

Figure 4.1 shows how the model works. Panel A shows that, with a
fixed supply of labor, output (Q) depends on effort (e). Panel B shows that
e depends on the “wage bill” — the production of consumer goods (c). As
more consumer goods are produced, e increases up to the fair-wage point
a (w = a), where workers are receiving enough ¢ to earn the fair wage.
Increases in consumption beyond this point do not call forth more effort
and production in this variant.*® Panel C combines the first two figures to
relate Q to c. Up to the fair-wage point (@), more consumption will call
forth more output. Beyond a, further increases in consumption will not
call forth more output. The 45-degree reference line in Panel C reveals
the amount of investment at each level of production and consumption.
Where the output line and reference line intersect (x), all output is devoted
to consumption. To the left of this intersection, (positive) investment is
the horizontal distance between the reference line and the output line. At
a, investment equals x-a. The maximum investment is located to the left
of the fair wage, at c*, where investment is the horizontal distance b-c*.
At the strike wage (), there is no output, consumption, or investment.
Panel D plots these vertical distances: the I curve. It shows an inverted
U-shaped curve, with investment reaching a maximum, I*, at ¢*. At other
consumption levels, such as a, I is not maximized.

A dictator bent on maximizing I would, therefore, choose the “op-
timal” level of consumption (c*), which yields I* but is below the fair
wage, a. This choice is optimal because it yields the maximum investment
possible in that period. Note that the dictator is sacrificing current out-
put in making this choice. If he had chosen a, more O would have been
produced (Q(a) > Q*). Nevertheless, the dictator’s goal is to achieve the
maximum investment in each period. According to the dictator’s objective
function, the greater investment compensates for the current sacrifice of
consumption, effort, and output.

25 This is a useful simplifying assumption. It applies less well to per-capita values than to
per-worker values because of the rise in the labor force participation rate in the 1930s.

26 Hence, we draw the production curves as horizontal after the fair wage, but this result
is not essential to our basic findings.
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The dictator must make this choice in every period. Thus, the model has
two dynamic features: The amount of I chosen today affects tomorrow’s
capital stock. Ceteris paribus more I today means more capital stock to-
morrow.>” Figure 4.2, Panel A, shows the effect of more investment today
as an upward shift of the production curve O tomorrow. Panel B shows
the corresponding shift upward and to the right of the U-shaped I curve.
The higher today’s I, the higher tomorrow’s capital stock, which is the

27 Tomorrow’s K equals today’s K, plus I, minus depreciation.
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basic justification for investment maximization. If the capital-formation
effect were the only dynamic feature of the model, everyone eventually
wins from investment maximization. In the next period, the investment-
maximizing dictator gets a higher investment and simultaneously gives
workers more consumption! Panels A and B show that both optimal con-
sumption and optimal investment increase as a consequence of capital
formation (from c* to ¢’* and from I* to I'*). In fact, the Politburo was ex-
pecting enormous increases in productive capacity as modern technology
was installed in the backward Soviet Union in the early 1930s.

The second dynamic feature is the fair wage itself. If workers decide to
supply less effort at the initial fair wage, they have raised their perception
of the fair wage. An increase in the fair wage occurs whenever workers de-
mand more consumption to produce the same volume of output as before.
Figure 4.3, Panel A, shows an increase in the fair wage (from a to a’) and
the rightward shift in the output curve resulting from the associated reduc-
tion in effort. Panel B shows the downward shift (and to the right) of the
inverted U-shaped investment curve. In effect, workers have become more
dissatisfied and punish the dictator by reducing effort. Hence, any increase
in the fair wage should alarm the dictator. A higher fair wage forces the
investment-maximizing dictator to increase ¢ and reduce I ceteris paribus
because of the loss of output and effort. In Panels A and B of Figure 4.3,
consumption rises from c* to ¢’* and maximum investment falls as a conse-
quence of the increase in the fair wage. This reduction in investment does
not mean that the dictator has become soft on workers or has changed
priorities. The dictator remains consistent in his goal of maximizing in-
vestment in each period. The loss of effort and output, however, have left
him with no choice but to reduce investment and to increase consumption.

The more complete dynamics of this model have been worked out
elsewhere and are beyond the scope of this book.?® What they suggest,
intuitively, is that a dictator, bent on maximizing investment in each pe-
riod, exhibits unexpected behavior. Depending on the effects of invest-
ment and changes in the fair wage, a dictator maximizing investment
in each period could increase investment and reduce consumption, in-
crease both investment and consumption, increase consumption and re-
duce investment, or even reduce both consumption and investment. De-
clining investment would result when workers demand a higher fair wage.
Although the model and its dynamics may appear complicated, its

28 Wolfram Schrettl and Paul Gregory, “Fair Wages and Unfair Dictators,” German Institute
for Economic Research (DIW), working manuscript, Summer 2002.
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intuition would have been apparent, particularly to Politburo leaders who
worried constantly about peasant and worker sentiment and unrest.
The most appealing feature of the model is that it argues that a dicta-
tor with stable planners’ preferences would modulate between optimistic
increases in investment and relative neglect of consumption and cutbacks
of investment at the expense of consumption. The model answers the
puzzled R. W. Davies’ query about “major shifts in [investment] policy
which do not appear to be imposed by objective constraints or some
kind of systematic necessity. . .. The evidence from policy makes this ap-
pear as a voluntary decision [author’s italics] by the leadership — indeed,
by Stalin himself.”*® At a minimum, it shows that the Politburo faced

29 R. W. Davies, “Why Was There a Soviet Investment Cycle in 1933-37?” (Paper pre-
sented at summer Workshop—Information and Decision Making in the Soviet Economic
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rather complicated choices that would not automatically yield the ex-
pected investment-at-any cost strategy.

The model provides an alternative interpretation of cutbacks in invest-
ment to a change in dictatorial preferences, where the dictator chooses to
give workers more consumption at the expense of investment (a “volun-
tary” movement from ¢* to g in Figure 4.1). In the fair-wage model, the
dictator, confronted with a higher fair wage, must maximize investment at
a lower investment and an increased consumption (the movements from
c* to ¢’* and from I* to I'* in Figure 4.3, Panels A and B).

To make the correct dynamic choices, the dictator must be able to an-
ticipate the effects of investment on economywide productivity and on
worker morale. Substantial increases in investment would be called for
when the productivity effect would be substantial. Reduced investment
would be called for when the productivity effect is small but worker dis-
satisfaction would be increased.

Stylized Facts: The Investment Cycle. Although planners initially at-
tempted to compile physical investment balances, the planning of invest-
ment in “completely disgraceful”3° rubles was an established feature by
the summer of 193 1. Investment limits in rubles were more important than
any physical balance.3™ Politburo discussions of investment were in rubles,
although there was endless discussion of specific projects. Nominal invest-
ment figures were linked with cost-reduction targets in investment plan-
ning; so, in a sense, the Politburo pretended to plan real investment, but
cost-reduction targets were largely ignored. Five-year investment plans
were stated in constant prices, such as those of 1926/1927 or of 1932,
but the operational annual investment plans were in nominal rubles. The
archives do not yield official estimates of investment in constant prices;
the figures we cite, therefore, are Western recalculations. It is likely that
planners themselves had only a vague idea of real investment. The amount
of investment finance could differ from the investment plan because the
plan was in constant prices whereas investment finance was in current
prices.

Bureaucracy, University of Warwick, July 16, 1999). Also available as PERSA Work-
ing Paper no. 16 (December 2001) at www.Soviet-archives-research.co.uk., Warwick,
England.

3° Davies, Crisis and Progress, 66.

3T Physical equipment balances were indeed prepared; in 1934, Gosplan drew up 111 bal-
ances and 156 in 1938, but there were virtually no balances prepared for the operational
quarterly plans. Eugene Zaleski, Stalinist Planning for Economic Growth 1933-1952,
(Chapel Hill: University of North Caroline Press, 1980), 98.
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millions of rubles

Figure 4.4 shows nominal and recalculated real investment for the pe-
riod 1928 to 1938. Contrary to the expected rapid and steady growth of
investment, both the nominal and real figures show investment cycles —
periods of rapid growth in investment followed by retreats to slower grow-
ing or even declining investment.>* There were even two years of declining
real and nominal investment (1933 and 1937). In the first investment cy-
cle, nominal investment increased rapidly from 1928 to 1932, followed
by an absolute decline in 193 3. Investment remained cautious from 1934
to the beginning of 193 5, when a second upswing began. Investment rose
rapidly in 1935 and 1936 but then declined again in 1937.33 These styl-
ized facts do not fit the image of a Politburo dedicated to investment at
any cost, using consumption as a buffer for bad times.

The Dictator and the Fair-Wage Model

The fair wage is psychologically determined and nonquantifiable; hence,
we cannot produce a time series chart of fair wages for the period 1929
to 1938. Rather, we have the stylized facts of the investment cycles of the
1930s. The archives, however, allow us to examine Politburo decisions

32 Davies cites work by Zaleski, Stalinist Planning 506—7, that shows investment cycles in
the Soviet Union during this early period.

33 We use official Soviet estimates for real investment in 1932 prices cited in Zaleski, Stalinist
Planning, 258, extrapolated to 1940 using data provided by Hunter and Szyrmer, Faulty
Foundations, 41.
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to see if they are those expected from an investment-maximizing dictator,
concerned about balancing investment and worker morale. The fair-wage
model predicts that the dictator should try to gauge worker sentiment to
detect changes in the fair wage, take whatever steps possible to restrain
increases in fair wages, and base investment plans on the real investment
capacity of the economy, which changed according to past investment and
fair wages.

The pace of capital accumulation was a key point of contention during
the party debate in the mid-1920s. When Stalin and his allies gained
control of the Politburo in 1929, they justified their massive investment
program on the grounds that they had inherited an economy that had
been underinvesting (an “investment hunger”) and overconsuming.34 In
particular, the peasant population had been overconsuming given changes
in land ownership and the reduction in the tax burden. Thus, the literature
has already established that Stalin and his crew felt that they had inherited
an economy located near the fair wage in Figure 4.1, Panels C and D. In
effect, the economy was consuming too much and investing too little.
After gaining control of decision making in mid-1929, they were free to
move from point a to c¢*. As workers saw themselves receiving less than
the fair wage, they could punish the dictator by withholding effort, unless
the dictator could convince them to accept a lower fair wage.

Our first step is to test whether the dictator had an intuitive under-
standing of the fair-wage model. Did the Politburo and Stalin use the link
between effort and wages as an integral part of their decision making?
The archives provide numerous expressions of Stalin’s and the Politburo’s
belief in a strong link between consumption and work effort. Consider
Stalin’s rhetorical question to Molotov (in a letter dated September 1930)
on the decline in production and the high turnover of industrial work-
ers: “Could it be that this is because of poor consumption supplies? Is it
true that they were better provisioned last year?”35 When oil production
was threatened, the Politburo dispatched the following telegram to Baku
(August 26, 1933):

In order to improve the supply conditions of your workers, consistent with your
request, we are sending for this quarter: 764 tons of meat, 56 tons of vegetable
oil [follows a long list of products]. We have satisfied your request to bring the
provisioning of oil workers to the level of Moscow and Leningrad.3¢

34 Erlich, The Soviet Industrialization Debate, 56-8.
35 Cited in Osokina, Za Fasadom, 71.
3¢ Khlevnyuk et al., Stalin i Kaganovich. Perepiski, 312.
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When Stalin decided to stimulate grain, cotton, and sugar production, he
issued the following instructions to the Politburo Commission of Manu-
factured Consumer Goods (June 12, 1932):

Your main task is to send the maximum quantities of manufactured consumer
goods to the wheat, sugar, and cotton regions in May, June, and July reckoning
that they will be in place already for July and August. If this is not done the
commission deserves to be buried alive.3”

These examples show a dictator actively directing consumer goods to elicit
more effort and output, sometimes even finely calibrating shipments to
achieve a very specific result.

Stalin’s and the Politburo’s conclusion of the close link between pay
and effort in the late 1920s and early 1930s was actually nothing new.
V. I. Lenin came to the same conclusion in 1921 when he argued in favor
of foreign concessions to improve worker living standards. In excerpts
from his report, he argued the following:

We must consider the fact that labour productivity will not rise until the workers’
condition improves. ... We must put at the heart of our concessions policy the task
of improving the condition of the workers at the enterprises of the first category,
and then at the rest. ... They are very well aware that if we fail to improve the
condition of our workers and peasants because of our prejudices, we shall multiply
our difficulties and altogether undermine the prestige of the Soviet power. ... You
know that we must have that improvement at all costs. We shall not grudge the
foreign capitalist even a 2,000 percent profit, provided we improve the condition
of the workers and peasants. It is imperative that we do it.3®

If the Politburo regarded consumption as a residual, buffer sector,
it would have accorded it precious little attention. Consumption, how-
ever, was one of the most frequent items on the Politburo’s agenda, and
in Stalin’s own words, the “provisioning of workers” had become one of
“the most contested issues” confronting the Politburo. He called the Min-
istry of Trade “the most complicated ministry.”3 The Politburo named
itself as the highest trading organization, deciding not only general trade
policy but also trade plans, prices, assortment, and even openings of new
stores.*® More Politburo time was probably spent on consumption (espe-
cially emergency sessions) than on any other issue.

37 1bid., 162.

38 V. I. Lenin, “Report on Concessions at a Meeting of the Communist Group of the All-
Russia Central Council of Trade Unions, April 11, 1921,” in Collected Works, 4th English
ed., vol. 32 (Moscow: Progress Publishers, 1965), 300-15.

39 Ibid., 71.

4° Tbid., 28.
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Tracking Worker Sentiment. Western scholars had long wondered
whether the Soviet leadership kept two sets of books: one of official
statistics based on ministry and enterprise reporting; the other, the se-
cret books of the OGPU/NKVD or of the Politburo itself. Indeed, later
chapters show how the center battled ministries and enterprises for more
information and could have used a second channel of economic informa-
tion. Most information gathered by the vast network of OGPU/NKVD
and its informants during the 1930s, however, focused on political threats
and notably on worker and peasant unrest. Moreover, this secret-police
information (as was shown in Chapter 2) was largely fashioned to suit
the current interests of the Politburo, and it was designed to uncover plots
and reveal dangers rather than to point out positive events.

The fair-wage model predicts that the dictator must monitor worker
sentiment for increasing dissatisfaction with living standards, which, in
the model’s language, translates into increases in fair wages. The Politburo
used three measures of worker sentiment; namely, statistics on labor pro-
ductivity and labor turnover, and regular secret-police reports on the coun-
tryside and city. Declines in labor productivity, increases in labor turnover,
and increased strike activity and demonstrations were signs of growing
labor unrest. Labor productivity was a constant disappointment. With
the massive capital investments of the First Five-Year Plan (1928-1932),
labor productivity was expected to soar, causing costs of industrial goods
to plummet. Figure 4.5 shows that the opposite happened. In 1931, nom-
inal investment grew a phenomenal 60 percent, but labor productivity fell
at an annual rate of 1o percent. In 1932, nominal investment grew at an
exceptional 28 percent rate, but labor productivity continued to fall at
the same rate as before. When the leadership reversed itself and reduced
nominal investment in 1933, labor productivity growth became positive
and investment costs started to fall.4*

The OGPU/NKVD reports suggested that falling labor productivity
was linked with depressed real wages. The head of the Ukrainian executive
committee (Petrovsky) on a visit to Dnepropetrovsk could not organize
even small meetings without being challenged on “supply difficulties.”
At one such meeting, he was told: “Comrade Petrovsky is respected by
us. If another leader had come to us, he would have had even more un-
pleasantness because the workers are now furious. Even those who favor

4% The data in this figure are not very reliable. Cost figures were reported cleansed of the
effect of wage increases; suppliers and builders were violating pricing decrees and charg-
ing more than official prices, but these are probably the figures the leadership itself used.
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Soviet power are now incensed.”4* In the first quarter of 1930, ninty-two
strikes were recorded; the largest was one in which six hundred workers
took part. Factory workers refused to take part in obligatory demonstra-
tions, and changed jobs at rapid rates for jobs with better rations. During

42 QOsokina, Za Fasadom, 8o.
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harvests, they streamed out of factories in search of agricultural goods.43
Women in factories complained: “We must work but there is no bread.”
Factory walls were covered with graffiti: “Life has become worse than
before the revolution,”#4 or “They demand labor productivity but they
do not see how things are going for workers. Mornings we come to work
without eating; for lunch they give us a piece of bread without meat.
100 gr. of meat for a whole family.”#45

The combination of declining labor productivity and direct reports of
growing worker unrest would have been convincing evidence that work-
ers were demanding a higher fair wage. The fair-wage model predicts that
as effort falls, the economy’s capacity to produce output, either consump-
tion or investment, falls, and an investment-maximizing dictator must
cut investment and raise consumption, an action that was taken by the
Politburo in 1933.

Restraining the Fair Wage. The fair-wage model also predicts that an
investment-maximizing dictator would attempt to convince workers that
their actual wage, no matter how low, is the fair wage. In fact, the first
two five-year plans, described as “visions of the future” (see Chapter §)
delivered a clear message to workers: “Accept sacrifice now for the sake
of a brighter future.” The first five-year plan heralded a remarkable “rev-
olution from above” that would overcome backwardness. Sacrifices must
be made to build new plants, dams, and electricity networks. People must
work harder; enterprise managers must find ways of producing more from
the same capacity. Stalin, in a November 1929 article, declared the USSR
“a country of metal, a country of the automobile, a country of the trac-
tor”4¢ that would exceed the United States in output by 1941. Workers
in effect should accept a lower fair wage in return for this bright future.
Although the second five-year plan’s industrial targets were more modest,
it promised that consumer goods would at least double or perhaps even
triple by 1937.47

A second message of Soviet propaganda was that consumption short-
falls were due to deliberate sabotage by enemies. In a typical maneuver,
Stalin postured himself as an advocate of the working class. In a Central

43 Ibid., 8o-2.

44 Ibid., 81.

45 Ibid., 82.

46 These and other quotes from Stalin are from R. W. Davies, The Soviet Economy in
Turmoil, 1929-1930 (Cambridge, Mass.: Harvard University Press, 1989), 95-6.

47 Davies, Crisis and Progress, 137-8.
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Committee Plenum of November 25-28, 1934, consumer advocate Stalin
urged: “We must stand strongly with both feet on the ground, considering
the requirements of real people, getting near to the consumer.” Trading
organizations must be compelled “to respect the consumer and treat him
as a human being.”? In response to OGPU/NKVD reports on poor liv-
ing conditions,*® Stalin even ordered the execution of forty-eight supply
officials and published their “confessions” in the press.5°

Paying Only Priority Workers a Fair Wage: Rationing. Consumer goods
were required to motivate the work force, but more consumer goods
meant fewer investment goods. Stalin’s initial attempt to defy the forces
of this gravity was a targeted rationing system. The rationing program,
which Stalin personally wrote, was put in place on December 15, 1930,
by a Politburo decree, “About Worker Supplies.”3* Stalin’s goal was to
limit overall consumption without lowering labor productivity in priority
sectors.’* If consumption could be shifted from nonpriority workers to
investment, the dictator could have both investment and high work effort
of priority workers. A slogan that circulated in the early 1930s summa-
rized this strategy: “He who does not work on industrialization [author’s
italics] will not eat.” Those who contribute less should consume less. It
was hoped that nonpriority workers, primarily in agriculture, could be
forced, by threat of severe punishment or imprisonment, to produce even
if paid less than their fair wage. The output of nonpriority workers was,
therefore, considered set administratively (Qa), and they would receive
only subsistence consumption (Cs). The investment “surplus” of non-
priority workers would, therefore, be Qa — Cs. Priority workers would be
paid a fair wage (a) to produce the fair-wage output (Qf ). The investment
surplus of priority workers, therefore, would be Of — a. Investment (I),
therefore, is:

Qa—Cs+QOf —a=1

With Qa administratively determined and Cs at subsistence, priority
workers could be paid their fair wage (a) and produce the fair-wage out-
put (Qf ) without reducing investment. Stalin was wagering that he could

8

»

O. V. Khlevnyuk and R. Davies, “The End of Rationing in the Soviet Union 1934-1935,”
Europe-Asia Studies 51, no. 4 (1999), 575.

9 Osokina, Za Fasadom, 28-33.

° Ibid., 84.

" Ibid., 85.

* The description of Stalin’s rationing program is based primarily on Khlevnyuk and
Davies, “The End of Rationing,” 557-609.
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limit the consumption of nonpriority workers and raise investment, with-
out harming the productivity of priority workers.

Rations were to be sharply differentiated according to location and
place of work. Workers from key industrial centers (Moscow, Leningrad,
Donbass, or Baku) or from priority factories and institutions were to re-
ceive more. There was even supposed to be differentiation within a plant,
with “shock” workers receiving more. The army and secret police were
allotted generous ration norms, and the elite (the apex of which received
the famed “Kremlin ration”) were treated best of all. The rationing sys-
tem was even applied to penal workers in the gulag, who received rations
20 percent lower than free labor with norms tied to work effort. The ra-
tioning system applied only to nonagricultural workers and employees,
except for some producers of agricultural raw materials. Those workers
outside the rationing system were to fend for themselves, by either pro-
ducing their own goods (peasants) or buying them at the much higher
commercial prices. In some cases, peasant households were not even per-
mitted to buy in commercial stores.53

Stalin’s rationing system was in effect during the crucial period Decem-
ber 1930 to late 1934. Its logic fits the fair-wage—effort model perfectly
as an attempt to have one’s cake (investment) and eat it too (low con-
sumption without destroying incentives). Its replacement by a “market”
distribution system in late 1934 and early 193 5 was heralded as a victory
for socialism — a sign of abundance. Stalin’s new slogan was, “Things are
getting better, life is becoming happier.” 54

Rationing was abandoned for a number of reasons: First, the bureau-
cracy could not manage a highly differentiated distribution system. In fac-
tory cafeterias, where shock workers were supposed to receive more, those
seated at tables were surrounded by hungry workers who immediately
took their place.55 In the gulags, the differentiation between prisoners
and free laborers disappeared under the crush of the administrative bur-
den. The supply administration was only able to handle the distribution of
special rations to the elite, numbering fewer than five thousand.5¢ Stalin
referred to this inability to differentiate as “mechanical distribution” that

53 The rationing system required a massive bureaucracy of more than twenty thousand
workers, under the direction of the Ministry of Trade/Supply. Most of the administrative
distribution of consumer goods took place outside of the trade network. Stores (magaziny)
were renamed as “closed distribution points” and the like. The state trade network
received what was left over after goods had been shipped to the state’s own distribution
network.

54 This section is based on Khlevnyuk and Davies, “The End of Rationing,” 557-609.

55 QOsokina, Za Fasadom, 121-2.

56 Ibid., 134.
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ran counter to consumer incentives.5? Second, the rationing system en-
couraged speculation and crime. Ration cards were bought and sold; spec-
ulators diverted rationed goods to the commercial market and pocketed
the profits (rather than the state budget). The OGPU/NKVD reported
a “flood of speculation.” In the beginning of 1934, the OGPU/NKVD
handled ten thousand cases of speculation per month. In 1935, one lack
persons were punished for speculation. The rise in both petty and large-
scale theft was astronomical. Workers stole from the shop floor, taking
even priority items such as cars. Theft became a routine part of Soviet
daily life. Illegal private trade thrived, despite severe penalties including
execution.’® Third, the level of consumption, even of privileged industrial
workers, was apparently too low to provide work incentives as noted by
the quotations from disgruntled shock workers cited earlier. Fourth, the
rationing system, with its low prices for rationed goods, deprived the state
of needed turnover tax revenues. Sales at commercial prices were too low
to compensate the budget for low ration prices. Fifth, to encourage tech-
nical crops, such as cotton or flax, peasants had to be included in the
rationing system and manufactured consumer goods had to be sent to the
countryside (thereby violating the initiative to limit rural consumption).5?

Gauging Investment Capacity. The fair-wage model suggests that reduc-
tions in investment are not voluntary; they are forced by the reduced
investment capacity of the economy. The archives do tend to confirm
that cutbacks in the investment budget were ordered when the leadership
concluded that physical investment capacity was lacking. The Politburo,
which constantly monitored major projects, was well aware in the early
1930s that too many projects had been approved, that investment re-
sources (primarily construction materials) were lacking, and too few fac-
tories were being completed. The Politburo commission, which proposed
the first reduction in investment in July 1932, did so “with the aim of
bringing the amount of finance into conformity with the physical volume
of work in the plan and to concentrate material resources on crucial sites
[author’s italics].”®® Molotov silenced the shrill protests of industrial min-
isters against these cuts by declaring that they originated with Stalin him-
self. A contemporaneous letter from Kaganovich to Stalin dated July 24,

57 Khlevnyuk and Davies, “The End of Rationing,” 564.
58 Osokina, Za Fasadom, chapter 3.

59 Khlevnyuk, Stalin i Kaganovich. Perepiski, 131.

60 Davies, Crises and Progress, 230.
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1932, also concluded that the economy lacked the physical ability to con-
tinue investment at the earlier pace:

At the evening Politburo meeting, we decreed to reduce the financing of capital in-
vestment to 700 million rubles in accordance with your letter. At the same time, we
tied this question with the issue of lowering construction costs. We heard reports
[from the various ministries]. The picture is an unhappy one. Instead of reduc-
tions, costs are rising. The main thing is that construction materials are expensive
because of transport issues. The labor force is gathered without consideration of
demand and the presence of construction materials. The result is huge delays and
low productivity. ... The fulfillment of the plan is measured by the expenditure
of money, not by the physical volume of work. We set up a commission to work
out concrete measures for the battle for real lower costs. As far as cuts are con-
cerned, we are carrying them out at the expense of construction sites without cost
estimates and sites not covered by construction materials [author’s italics].**

In other words, with construction projects encountering bottlenecks, par-
ticularly of construction materials, labor was being wasted, and it was
better simply to cut back on the volume of investment. If more invest-
ment funds were allocated, they would simply bid up prices.

After the 1933 cutback in investment, battles continued to be fought be-
tween the industrial ministers and regional authorities demanding more
investment and those who worried about the capacity of the economy
(Molotov, the finance minister, and at times the head of Gosplan). Stalin
decided the outcome each time. The 1936 investment plan, discussed
between July 21 and 28, 1935, illustrates the process. With Molotov
away, Stalin headed the discussions. On July 21, he wrote Molotov that
the Chairman of Gosplan (Mezhlauk, who replaced Kuibyshev upon his
death) had proposed an investment budget of 19 billion rubles, and added
“I proposed a figure of 22 billion.”®* Four days later, Molotov replied “I
consider it extremely undesirable to increase the construction program
above 22 billion rubles. I am guided in this by the desire to strengthen the
ruble and also to reduce the cost of construction [author’s italics].”®3 A
few days later, Stalin wrote Molotov that the plan had been increased to
27 billion rubles:

22 billion was not enough, and, as can be seen, could not be enough. The increase
in school building (+760 mln), light industry, timber, food industry and local
industry (+900 mln rubles and more), in defense (+1 billion Too mln), in health,

61 Khlevnyuk, Stalin i Kaganovich. Perepiski, 243.
62 Cited in Davies, “Why Was There a Soviet Investment Cycle in 1933-372,” 7.
63 Ibid., 7.
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on the Moscow canal project and other items (over 400 min rubles) determined
the physiognomy and size of the control figures for 1936.%4

In the final letter in this sequence, dated August 2, Molotov grudgingly
accepted: “I would have preferred a smaller amount of capital construc-
tion, but I think that we shall cope if we put our shoulders to the wheel
even with the approved plan of 25 billion rubles.”®s

In this budget cycle, advocates of investment expansion won the day.
Nominal investment grew by 30 percentin 1936. A year later, however, the
investment budget was cut by 4 percent. Thus, from one year to the next,
the economy had gone from rapid growth of investment (193 6) to negative
growth (1937). We have less information on this second cut in investment.
What we do know is that actual investment began to lag behind planned
investment. Thus, it is not even clear that there was a high-level intent to
reduce investment. It may have just happened. In a memorandum dated
May 16, 1936, Gosplan Chairman Mezhlauk reported that April capital
investment was lower than required by the plan. The gap between planned
and actual investment increased throughout the year. In a further report,
dated October 15, 1936, investment — measured in 1935 prices — was
only 47 percent of the annual plan instead of the expected 70 percent.
The Ministry of Heavy Industry reported its investment for 1936 at 92
percent of the planned amount.®® We have some anecdotal information
(cited in Chapters 7 and 8) that suppliers of equipment and construction
were refusing to enter into contracts. Although the investment finance
was there, the supply of real investment was not. If this story is correct,
the 1937 reduction in investment, like that of 1933, was also due to the
reduced capacity of the economy to produce investment goods.

Stakbanovism and its Hidden Dangers. The end of rationing by early
1935 meant that the Politburo could no longer hope to channel con-
sumer goods selectively to priority workers while depriving others.®” The
Politburo, therefore, turned to Stakhanovism to raise labor effort exoge-
nously through a combination of incentives and patriotic appeals. In the

64 Lih et al., Stalin’s Letters to Molotov, 251.

65 Cited in Davies, “Why Was There a Soviet Investment Cycle in 1933-372,” 8.

66 These results are reported in Davies, “Why Was There a Soviet Investment Cycle in
1933-372,” 9.

67 This section is based primarily on R. W. Davies and Oleg Khlevnyuk, “Stakhanovism, the
Politburo and the Soviet Economy™ (paper for presentation at a conference on “Stalin’s
Politburo, 1928-1953,” European University Institute, Florence, March 30-31, 2000).
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mid-1930s, workers received base pay plus piece rates based on fulfilling
output norms. Output norms, which determined worker compensation,
specified how much workers were expected to produce per unit of time.®8
Output norms were supposed to reflect “best practice,” but they were
usually based on past results. An increase in norms meant to workers a
ceteris paribus reduction in real wages. The leadership, on the other hand,
wished to use increased norms to raise worker productivity.

Stalin’s famous speech to Red Army graduates on May 4, 193 5, declar-
ing that “cadres decide everything,” was a call for higher labor produc-
tivity: He declared that the mastery of the new technology could “bring
about miracles.”® The Minister of Heavy Industry, Ordzhonikidze, at
the Seventeenth Party Congress in January 1934, called for higher co-
efficients for blast furnaces, a call repeated in September 1934, and at
the Seventh Congress of Soviets in January 1935. On May 12, 1935,
eight days after Stalin’s speech on cadres, Ordzhonikidze declared exist-
ing norms those of “yesterday.” Kaganovich, the newly appointed Minis-
ter of Transportation, criticized his engineers for setting maximum daily
loading only at fifty-five thousand to fifty-eight thousand freight wag-
ons. The campaign to raise labor productivity that emerged from these
declarations was named after A. G. Stakhanov, a coal miner who, on
August 30, 1935, cut 102 tons of coal in 53, hours versus the quota of
7 tons. Although Stakhanov’s feat was inspired by the general atmosphere,
it was probably not directly organized by the Politburo, or by Stalin him-
self, but they embraced it after seeing its possibilities.”® Encouraged by
Stakhanovism, plans grew more ambitious. In September 1935, Gosplan
raised the fourth-quarter production targets for 1935 for pig iron by
1 million tons and steel ingots by 700,000 tons. The revised version of the

68 The number of norms and norm-setters was very large; 210,000 norms were in use in the

Gorky Automobile Works alone. In the machine-building industry, there were 12,000

norm-setters.

Quoted in Davies and Khlevnyuk, “Stakhanovism, the Politburo and the Soviet Econ-

omy,” 13.

7° Stalin was on vacation, and there was nothing about Stakhanov in the telegrams ex-
changed between Kaganovich and Stalin. Stakhanov’s record was carefully organized,
with the support of the supervisor of the mine section and the party organizer. Or-
dzhonikidze promptly phoned Moscow, and within a few days an enthusiastic campaign
was organized in the central newspapers. On September 6, Ordzhonikidze wrote: “You
can’t get away from the fact that there are hundreds and thousands of real heroes among
the rank and file, who demonstrate brilliant models of how to work.” The Stakhanovite
campaign spread in the next few weeks to the automobile and engineering industries,
and then to the textile and footwear industries.

69
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Output
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FIGURE 4.6. Stakhanovism.

1936 plan called for a substantial increase in production, but far short of
the huge increase expected by Stakhanovism’s most ardent supporters.””

Figure 4.6 shows some of the possible results of Stakhanovism using the
fair-wage model of an economy initially operating below the fair wage,
producing investment-maximizing consumption (c*) at less than fair-wage
consumption (a). The economy initially is producing an output Q, which is
less than the fair-wage output Q (a). The optimal, but least likely, outcome
of Stakhanovism — the new Socialist man variant —would be a spontaneous
upward shift in the production curve so that Q (a) is produced without
any increase in consumption (c*). The entire increase in output goes to
investment. This unlikely result requires a spontaneous increase in output
with workers accepting norms that increase along with production to
prevent their wages from rising. Workers work harder for the same wages
simply for the good of society. A second result, by declining order of
preference of the Politburo, would be the combination of a spontaneous
increase in output with norms holding constant or increasing slower than
the output increase — the movement from Q to some Q' < Q(a). Workers
work harder and get more pay. More output is produced, but investment
could be reduced as a larger portion of output goes to consumption.
Whether investment falls or rises depends on the pace of increase of norms.
The worst outcome for the Politburo would be the movement from ¢* to
a. There is no spontaneous increase in output from the campaign, norms
are held constant, the entire increase in output goes to harder-working
workers, and investment drops.

7t Quoted in Davies and Khlevnyuk, “Stakhanovism,” 19.



Investment, Wages, and Fairness 105

These scenarios show that Stakhanovism carried with it serious risks
to the leadership’s investment program. By encouraging Stakhanovism in
an industrial system based on progressive piece rates, workers could, of
their own volition, raise consumption and depress investment. If workers
increased their productivity and received the resulting increase in produc-
tion, investment could decline precipitously.

Khlevnyuk and Davies conclude that Stakhanovism had, at best, only
an ephemeral effect on productivity and output with an initial surge in pro-
ductivity in late 193 5. The average quarterly rise in productivity was lower
in the fifteen months following Stakhanov’s feat than in the six months
preceding it. Figure 4.5 shows no perceptible advance in labor produc-
tivity during or after the Stakhanovite movement, despite the fact that
some Stakhanovites raised their productivity substantially. Stakhanovism
clearly did not achieve its desired result of raising labor productivity, but
did it have some of the other negative effects described?

In the first months of the Stakhanovite campaign, the press reported
huge wage increases for Stakhanovites, but attempts to increase output
norms generally were rebuffed. As the number of Stakhanovites grew, the
threatening upsurge in wages led factory directors to call for increases
in norms, but Ordzhonikidze’s first deputy resisted, remarking: “If you
want to wreck the Stakhanov movement, revise the norms.” From the
perspective of the Ministry of Heavy Industry, Stakhanovism was yielding
output increases and enabling them to meet the plan. The larger conse-
quences of Stakhanovism were not their concern. Between August and
December 1935, the average daily wage of industrial workers increased
by 16 percent versus 5 percent for the same period of 1934. At the con-
ference of Stakhanovites in November, a number of speakers criticized
the old norms as out of date, but it fell to Stalin to order an increase in
norms.

Stakhanovism also carried with it the risk of increased worker resent-
ment. Ordinary workers interpreted the Stakhanovite movement as a plot
to extract more work for the same wage. Hostility to Stakhanovism was
captured in NKVD and party reports in the autumn of 1935. Many se-
nior managers, factory directors, and engineers regarded Stakhanovite
record-breaking as disruptive. Foremen and engineers were harassed by
managers and higher officials to increase the number of Stakhanovites,
and by Stakhanovites for failing to supply extra tools and materials. Ordi-
nary worker resistance to Stakhanovism met with increasingly repressive
responses. Authorities began to link even mild resistance with counter-
revolutionary activity and sabotage. On November 28, 193 5, the Central



106 The Political Economy of Stalinism

Committee approved a decree “On the Struggle against Crimes Intended
to Disorganize the Stakhanov Movement,” and in December 1935, the
USSR Procurator issued a circular treating anti-Stakhanovite action as
terrorism. The Central Committee Plenum of December 21-25, 1935, re-
viewed NKVD material, which documented hundreds of cases of sabotage
against Stakhanovites. Accidents, damage of machinery, and poor-quality
materials were treated as crimes.”*

We do not have a solid explanation for the second investment cutback
of 1937. It followed a massive increase in investment in 1936, but the
fair-wage analysis of Stakhanovism suggests that it could have, at least in
theory, promoted a cutback in investment in its aftermath by promoting
the idea that harder work deserves a bigger share of the pie and that the
higher wages of Stakhanovites should be passed on to ordinary workers
as increases in fair wages.

Forced Labor. A dictator could, in theory, “tame” the fair-wage—effort
model by imposing pure force. Workers could be so closely monitored,
punished, and controlled that they no longer decide how much effort
to supply. Force began to be supplied in the early 1930s with the first
large-scale use of gulag labor; however, the gulag labor force accounted
for no more than 1o percent of the industrial labor force. The applica-
tion of force to the entire labor force dates formally to December 20,
1938, when the Council of People’s Commissars adopted the decree:
“About the Obligatory Introduction of Work Books in All Enterprises
and Organizations of the USSR.”73 In this legislation, the worker’s con-
tract with the enterprises was extended to five years. The work book
had to list all compensation, punishments, rebukes, and reasons for fir-
ings. From January 1939 through June 1940, additional laws were passed
that punished twenty-minute tardiness and levied criminal punishments
for lateness, low-quality production, and drunkenness. Although these

72 A report dated October 11 claimed that the collapse of the mine roof and the consequent
death of nine of the fourteen members of a Stakhanovite brigade at Mine No. 204 in the
Chelyabinsk Coal Trust was “a result of obvious wrecking methods”; six engineers were
found guilty of wrecking. On January 23, 1936, Kaganovich, visiting the Tomsk railway,
reported to Stalin that the administration of the line included “a group of counter-
revolutionary and sabotaging elements” and proposed that they should be sent to trial.

73 This section is based on A. K. Sokolov, “Period Prinuzhdeniia k Trudu v Sovetskoi
Promyshlennosti i Ego Krizis,” working paper, Institute of Russian History, Russian
Academy of Sciences, August 2002.
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measures were later interpreted as necessitated by the impending war, they
were not motivated by the wartime emergency. Workers were obliged to
work a seven-day week and were not allowed to leave an enterprise on
their own volition. These criminal laws were not a mere formality; in
1940, 3.3 million workers were accused of violations. Of these, 1.8 mil-
lion were sentenced to six months of corrective labor without interruption
of their normal work, and 322,000 were sentenced to prison terms of two
to four months. The application of force to the labor force was continued
until the mid-195o0s.

Concluding Comments

The Soviet investment cycle of the 1930s appears to be a puzzle at first
glance. Soviet leaders, caught up in the fervor of creating an industri-
alized economy in the shortest time possible, actually cut investment
two times (in 1933 and 1937). These investment cuts, moreover, were
made by leaders who had earlier contended that there were no lim-
its on investment or growth. The most direct explanation — that Stalin
and the Politburo wavered in their dedication to accumulation — is un-
appealing. Their devotion to capital accumulation was so firm that we
elevated it to a fourth core value of the Soviet system. Stalin’s representa-
tions of himself as an advocate of the downtrodden consumer challenge
credulity. A power-maximizing dictator, convinced that concessions to
workers were required to remain in power, clearly would have cut in-
vestment for political gain. We cannot judge how seriously the Politburo
took the threat of worker revolt in 1933 and 1937, but it did not ap-
pear that Soviet power was seriously threatened. Vested industrial and
regional interests, to which a selfish dictator would pay more heed, were
vocally arguing for more investment and were appalled by investment
cuts.

The fair-wage model offers an appealing alternative. It allows for in-
vestment cycles by a stationary bandit who does not waver from the goal
of investment maximization. The dictator continues to maximize invest-
ment each year; however, the capacity of the economy to produce invest-
ment varies with worker effort. Workers reduce their work effort when
they conclude that they should be offered a higher fair wage; the econ-
omy simply has less for investment. The fair-wage model should apply to
other times, places, and circumstances, not just to the Soviet Union of the
1930s. Indeed, socialist investment cycles were a feature of Soviet life, and
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they spread to the administrative-command economies of Eastern Europe
as well in the postwar period.74

The fair-wage—effort model is a general model. It would be foolish to
argue that it fully explains reality, but it might be reasonable to expect it
to capture enough of reality to explain some basic tendencies, such as the
investment cycle. The archives reveal that Stalin and his team believed in
a tradeoff between effort and worker living standards, and many of their
actions, such as rationing, Stakhonovism, and the introduction of force
into the labor market, were designed to maintain investment without
losing effort. The belief that reduced consumption harms effort could
have been mistaken. The collapse of labor productivity that accompanied
the first industrialization wave could have been the consequence of the
influx of inexperienced workers from the countryside and not a collapse
of effort, as the leaders believed. The growth of labor productivity that
accompanied the first cutback in investment could have been a fluke. We
must not assume that those who devise economic policy in any country,
capitalist or socialist, understand “truth.” Their assumptions could be
completely wrong, and they could be applying the wrong model.

Modelers have always wondered whether the subjects they are mod-
eling actually behave according to the model. We have here a rare
case where we can read the thoughts of the agents being modeled —
Stalin and the Politburo — and we find remarkable agreement between
their interpretation of reality and the model’s interpretation. The fact
that the Soviet leadership felt compelled to cut investment during its ini-
tial industrialization drive again shows its inability to negate laws of eco-
nomic behavior. The long-run lesson from the introduction of force into
the countryside was that peasants react to reduced incentives by pro-
ducing less. The strategy to extract surpluses for primitive accumulation
from agriculture exacted a high long-run price in the form of a non-
competitive agriculture. Similarly, the investment-first strategy, which left
workers with consumption levels that they regarded as unfair, exacted
the price of an unproductive workforce. The long-run equilibrium is cap-
tured by the Soviet slogan: “They pretend to pay us and we pretend to
work.”

74 Alexander Bajt, “Investment Cycles in European Socialist Economies: A Review Article,”
Journal of Economic Literature 9, no. 1 (March 1971), §3-63; Michael Bleaney, “Invest-
ment Cycles in Socialist Economies: A Reconsideration,” Oxford Economic Papers 43,
no. 3 (1991), 515-27; Peter Mihalyi, Socialist Investment Cycles Analysis in Retrospect
(Amsterdam: Kluwer Academic Publishers, 1992).
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Throughout the 1930s, the Soviet leadership vainly sought ways to
maintain investment without the loss of work effort. Rationing’s goal
was to reduce the consumption of low-priority workers only, but ulti-
mately the rationing system could not distinguish between high- and low-
priority workers. Stakhanovism attempted to raise work effort through
appeals to socialist heroism, but drove up wages faster than labor pro-
ductivity. Stakhanovism evenly temporarily placed control of the distri-
bution of resources between consumption and investment in the hands of
workers. Ultimately, the leadership applied force and coercion to the in-
dustrial workplace. Impractical punitive measures for tardiness, laziness,
and shoddy work replaced economic incentives. Although these measures
remained formally in force for more than a decade, they also had to be
abandoned. If enforced, massive numbers of workers had to be arrested.
If not enforced, they were ignored.



Visions and Control Figures

“We are becoming a country of metal, a country of the automobile, a coun-
try of the tractor.”

[Stalin, November 7, 1929]
“Not everyone has the nerves, strength, character, and understanding to
appreciate the tremendous breakup of the old and the feverish construction
of the new . . . we are bound to have those who are exhausted, distraught,

worn-out, despondent, and lagging behind — and those who go over to the
enemy camp. These are the inevitable costs of revolution.”

[Stalin in a private letter to Maxim Gorky, January 17, 1929.]"

The previous chapter explained how the Soviet leadership chose opti-
mal investment by weighing investment against the loss of worker effort.
This chapter is about the output plans — five-year plans and annual plans —
that gave the Soviet economy its name as a “planned economy.” The in-
vestment and output plans were linked at least in theory: Output plans
specified the increases in production, but, in order to produce more, pro-
ducers needed more capital. The investment plan was supposed to pro-
vide enough new capacity so that the planned output increases could be
achieved.

The linkage between investment and planned output increases existed
in practice. When managers were able to convi