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resources. By the time Mikhail Gorbachev came to power, more than
350,000 construction projects were being carried out, with an aver-
age duration approaching ten years.

In general, the importance of decisions taken at the top steadily
fell, and the role of the Center gradually devolved simply to covering
up the losses incurred by inefficient management at the bottom.
Underfulfillment of plans, the share of which increased from year to
year, became the norm.

Until 1985, the soft budget constraints for enterprises created by
a bargaining economy did not lead to a sharp growth of wages. The
claims of workers were held in check by administrative controls,
combined with a prohibition on strikes. As opposed to the industrial
branch lobbies, which united managers and the Party apparatus, the
workers were not effectively organized and were without a way to
exert pressure. As a consequence, inflation was channeled less into
the growth of personal incomes and more into unneeded produc-
tion and construction projects.

Despite effective wage controls, the slowdown in economic
growth began to affect the consumer market. The food supply be-
came a major source of social tension, with, for example, the growth
of per capita consumption of meat stagnant in the 1970s and 1980s.
Attempts to ration consumption and to distribute goods at work-
places only increased inequality. Higher income groups had access to
the restricted systems of supply, permitting them to purchase goods
at subsidized prices. Because of such access, in 1984 a family with a
monthly income per person of 150 rubles paid an average of 2.96
rubles for a kilogram of meat, while a family with an income of less
that 50 rubles paid 3.93 rubles.” In this system, most of the subsidies
went to the well-off groups.

The weakening of observance of the law and the growth of cor-
ruption, both of which started in the economic sphere, gradually
spread to all of society. The last years of the Brezhnev leadership
were the apotheosis of irresponsibility, lawlessness, bribery, and pro-
tection rackets, and they led to growing protests. Thus the Soviet
leadership that took power in 1985 was faced with a declining rate of
economic growth and increasing social tensions. Changes were in
order, but those that were introduced made the economic situation

7. Estimates of the USSR State Committee on Statistics.
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worse. These included an ill-conceived program of industrial re-
structuring known as “acceleration” (1985—1987), timid and poorly
thought-out institutional reforms (1987—1989), and the govern-
ment’s responses to “populist” pressures (1988—1989).

THE ACCELERATION PROGRAM (1985-1987)

The need for a major restructuring of the economy was clear by
the late 1970s. It was to be achieved by increased capital investment
in the priority sectors of industry, with particular attempts to mod-
ernize the military industry and machine building. In this sense,
Gorbachev did nothing new; he only continued, with great fanfare,
what had begun under his predecessors.

As in the short period of Andropov, there was an emphasis on
strengthening discipline and action against corruption and protec-
tion rackets. Overall, no attempt was made radically to reform the
economy, but rather the focus was on using the old methods better.
The growth of household consumption was once again “tem-
porarily” put off.

According to the ideologists of acceleration, the key to success was
the development of machine building.8 If from 1981 to 1985 capital
investment in this sphere grew by 24 percent, then the growth from
1986 to 1990 would have to be 80 percent to meet the objectives. At
the start these objectives were achieved; capital investment grew by
17 percent in 1986. However, already by 1987 the share of invest-
ment in machine building had returned to its 1985 level, and then it
continued to decline.?

Renovation and the renewal of capital stocks were the other key
recipients of capital investment. Depreciation and underinvestment
had combined to yield a highly skewed age structure for the capital

8. The machine-building sector is essentially the set of branches producing “all forms
of machinery and equipment, cable products, electronic products, machine tools,
precision instruments, transportation vehicles and equipment, agricuitural and con-
struction equipment.” See D. Bond and H. Levine, “The Soviet Machinery Balance
and Military Durables in sovmob,” in U.S. Congress, Joint Economic Committee,
Soviet Economy in the 1980s, vol. 1 (Washington, D.C.: Government Printing Office,
1982), 300n.

9. A. Aganbegian, The Challenge: Economics of Perestrotka (London: Hutchinson, 1988),
5; Narodnoe khoziaistvo (Narkhoz) SSSR v 1989 (Moscow: Finansy i statistika, 1990), 534.
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stock. Thus, by 1986, 68 percent of the machinery and equipment in
industry and construction was at least six years old, and almost 15
percent was over twenty years old.10

Between 1986 and 1990, according to the plans, 45 percent of
operating equipment was to be replaced. Achievement fell well short
of the plan. The renewal rate did accelerate briefly from 3.1 percent
of the value of all investment in 1985 to 4 percent in 1986 for civilian
machine building. Abel Aganbegyan, at that time close to Gor-
bachev, was not satisfied and promised that in 1987, 7.5 percent of
the stocks in civilian machine building would be renewed, and in
1990 the rate of renewal was to reach 13 percent.!! These plans were
never fulfilled and the renewal rate remained at its 1985 level.

One source of the failure was poor interindustry coordination.
The accelerated development of machine building needed at least
some minimal investment in infrastructure, as well as investment in
the metallurgy and the energy sectors. The Center was not powerful
enough to secure the necessary interbranch (interindustry) coordi-
nation.

Another reason for the failure was that the consumers of
machine-building products were not prepared to use the new mod-
ern technology made available to them. Rather, the increase in the
output of the machine-building industry contributed to the further
growth of uninstalled equipment (see table A2).

Many economists doubted whether the choice of machine build-
ing as the key recipient for increased investment was the right one.
Although between 1960 and 1985 the capital-labor ratio almost dou-
bled, there was virtually no increase in labor productivity.!2 Using
capital equipment more effectively would have been a better goal in
this view. More investment in metallurgy, rail transport, light indus-
try, and the oil industry, and less in machine building, might have
made a greater contribution to economic growth.

The inflationary consequences of increased investment in ma-
chine building reflected the failure to make offsetting reductions in
investments in nonpriority branches. The pressure of branch inter-

10. Nauchno-tekhnicheskii progress v SSSR (Moscow: Finansy i statistika, 1988), 60.
11. Aganbegyan, Challenge, 5.

12. G. Khanin, “Ekonomicheskii rost: Al'ternativnaia otsenka” (Economic growth: an
alternative estimate) Kommunist 17 (1988): 89.
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Table A2
Excess Equipment in Inventories at Beginning of Year (Current Prices in Millions
of Rubles)

1981 1986 1988
Metal-cut lathes 98.3 163.6 173.9
Foundry equipment 12.7 15.7 22.0
Electronic equipment 52.4 99.7 107.7
Agricultural machinery 15.7 23.2 34.6

Source: Material'no-tekhnicheskoe obespechenie, 197,

est groups hindered any such redistribution of investment. Simply
put, to give more to one branch was easy, but to take it from another
was usually impossible. Thus, officials in agriculture not only pre-
vented any reduction in their investment levels but were even able to
achieve increases.13 In this way, the redistribution of capital invest-
ments turned into their uncontrolled growth with inflationary
consequences.

By 1987 the failure of acceleration had become obvious, and the
growth of investment was sharply curtailed. Yet the measures to
reform the economy that were taken in response to the failure of
acceleration themselves increased the inflationary forces and made
any return to the past impossible.

INSTITUTIONAL REFORMS (1987-1989)

The word reform first appeared in the lexicon of the political
leadership somewhere in the middle of 1987, when it became clear
that the acceleration campaign had failed. Prior to this, the leader-
ship only spoke about the “perfection” of the economic mechanism.
That year saw passage of the Law on State Enterprise, which intro-
duced the state order (goszakaz) system. Such state orders were even-
tually to be accepted “voluntarily” by the firm and were to cover only
a portion of the enterprise’s output; they were to sell the rest at free
prices. In other words, the diktat of the Center was to be replaced by

13. Capital stocks in agriculture grew by 15 percent from 1985 to 1989, although the
volume of production was 8 percent less. Narkhoz, 418, 481.
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decentralized planning. In practice, the goszakazy simply repre-
sented a new name for the old obligatory plan targets.

The enterprises were to be given considerable freedom in the use
of their financial resources. The 1987 legislation also emphasized
careful definition of the mutual obligations of the state and the
enterprise. Many of the concepts had been tested in an earlier
“large-scale experiment” that applied to a limited number of
enterprises.

The incentive mechanism embedded in the Law on State Enter-
prise is often called a system of “indicative” or indirect planning.
The government remained responsible for the production of a spe-
cificlist of goods and for the formation of central plans. Control over
enterprises was to be accomplished by means of economic levers
such as tax rates, price controls, economic “normatives” (governing
the use of retained earnings), and interest rates on credit, as well as
some direct limits on the use of various types of resources. Soviet
proponents of “the new course” asserted that this indirect regulation
would be more effective than the old planning directives.!¢ In fact,
actual practice did not confirm their assertions.

The normatives, which also regulated payments to the state bud-
get, were to remain stable for the duration of a Five Year Plan. This
was to provide greater incentive to enterprises, who could thus earn
higher profits without fear that these would be confiscated in the
future. The problem was that the promise of stability of normatives
strengthened the enterprise in its bargaining with the state. It be-
came significantly more complicated to extract financial resources
from a disobedient or wealthy enterprise, because such extraction
now directly violated the official policy. At the same time it was very
difficult to avoid softening constraints for firms experiencing finan-
cial difficulties. If the firm adopted a plan sent down from above,
then the state had to take responsibility for its financial status. As a

14. See, for instance, N. Petrakov and E. Yasin, “Ekonomicheskie metody tsentralizo-
vannogo planogo rukovodstva narodnym khoziaistvom” (Paper presented at the all-
union conference Problems of the Scientific Management of the Economy, Moscow,
November 1986). The economic mechanism that was introduced in the USSR began
more and more to look like the 1968 Hungarian system on paper. In fact, the propo-
nents of the reform admitted they borrowed liberally from the Hungarian experi-
ence. Most of all this dealt with the regulation of incomes. Unfortunately, they paid no
attention to the negative experience of Hungary with this sort of mechanism.
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Table A3
Distribution of Profits of State Enterprises (In Percentages)

1980 1985 1986 1987 1988 1989 1990

Total profit 100 100 100 100 100 100 100
Transferred to the 59 56 51 50 48 46 45
state budget or branch

ministry

Left at the disposal of 38 40 46 47 50 52 51
enterprises

Used on other goals 3 4 3 3 2 2 4

Source: Narkhoz, 620; Statistical Press-Bulletin, no. 22 (1990): 10. For 1990, estimates
are from the USSR State Committee on Statistics.

result of this asymmetric situation, payments to the state budget out
of enterprise profits fell (see table A3). Exceptions were frequently
granted that reduced the financial obligations of the firm. Thus, in
1989, only 28 percent of state enterprises paid into the state budget
the 3 percent of the value of their capital stock required by regula-
tions. The rest paid little or nothing.

Other factors strengthened the bargaining power of enterprises.
Thus, the Law on State Enterprise for the first time permitted enter-
prises to sell and exchange capital stock as well as products that were
produced above state orders. The importance of the control of ma-
terials supplied by Gossnab (which had traditionally played a major
role in the management of enterprises) fell significantly. The Center
had practically only financial incentives to control enterprises.

Table A4 demonstrates the decentralization of capital investment
after 1986. This, however, did not lead to the better use of invest-
ment spending. In the absence of a capital market, the intersectoral
mobility of capital investment was limited, and firms made invest-
ments mostly in “known” production processes.

Corresponding to the political campaign for democratization, the
Law on State Enterprise transferred many powers from enterprise
management to labor collectives, which in 1988 began electing the
enterprise directors.!5 This change also weakened further the posi-
tion of the Center in bargaining, as the managers found in the
workers a powerful source of support for extracting resources from

15. In 1990 this practice was abolished.
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Table A4

Decentralization of Capital Investment in the State Sector (In Billions of Rubles)
1986 1987 1988 1989

Total capital investment 172.0 189.6 192.9 200.8

(constant prices)

Capital investment from 5.3 33.2 77.2 102.4

enterprises’ production

development funds (constant

prices)

Ratio between 2 and 1 (%) 3.1 18.2 40.0 51.0

Source: Narkhoz, 529.

the government. The new possibility of strikes became another bar-
gaining tool of the enterprises. The transfer of enterprises to
leaseholding—a system in which management and workers lease
plant and equipment from the state and thus become financially
independent—further strengthened their position vis-a-vis the
ministries. Though it had become difficult to extract resources from
a purely state enterprise, it was now practically impossible to do so
with a leaseholding enterprise.

To sum up, a number of changes led to reduced power of the
Center relative to that of the enterprises. Much in the way of re-
sources, which had been pumped into the economy as a result of the
incompetent investment policy, simply sat in the accounts of pro-
ducers. The growth of these funds was greater than had been
thought. The aggregate size of the production development fund of
enterprises from 1985 to 1988 grew almost eightfold; in 1989 the
growth comprised 28 percent. The material incentive fund grew
fourfold from 1986 to 1989, and in 1989 it grew by 36 percent.16
From 1987 to 1989, payments out of enterprise profits to the state
fell by 11 percent, and this was one factor in the growth of the budget
deficit.

The multiplicity of types of money had served as an important
control instrument for many years, enabling the government to sup-
port a relative balance between the real and the monetary sides of
the economy, even under conditions of budgetary expansion and
fixed prices. Resources from the production development fund, for

16. Statistical Press-Bulletin, 1990, no. 22:11.
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example, could not be used for wages. The wall between the mone-
tary and the real economies markedly eased the problem of moni-
toring and control. However, decentralization under the Law on
State Enterprise significantly weakened the partition between the
two spheres. The growth of financial assets that could be used as the
enterprise saw fit increased the inflationary pressure on prices.

The influence of the new incentive mechanism on the growth of
prices was observable as early as 1986. Consumers, however, were
protected against a rise in most prices, since the increased costs of
the enterprises were financed by increased state subsidies. From
1985 to 1989 enterprise subsidies grew from 66.4 to 97.6 billion
rubles and by 1989 were 20 percent of state budgetary expendi-
tures.!?

Thanks to the subsidies, the increases in wholesale prices were not
considered a problem for the producer until 1990. The main thing
was a worsening of shortages. Barter was the natural response.18 As
for the consumer goods market, the state was able to control retail
prices more effectively than wholesale prices so that open inflation
at the household level was minimal; from 1985 to 1989 retail prices
increased only 13 percent.!® Yet goods became increasingly unavail-
able and rationing became much more common than before.20

Until 1988, the control of personal incomes was the main instru-
ment for maintaining a relative equilibrium on the consumer goods
market. Indeed, next to fulfilling its planned output target, the most
important indicator of success for an enterprise was staying within
its planned wage fund. The situation completely changed in 1987
with the passage of the Law on State Enterprise. From then on, the
wage fund was a predetermined proportion of enterprise revenue
(or, more precisely, the remainder after all the necessary payments
to the budget and deductions into the various funds had been
made). In the overall context of decentralization, the rules for re-
distributing monies out of the wage fund were significantly weak-

17. Ibid., 6.

18. According to A. Vavilov and O. V’iugin, “Reforms in 1991: Money, Prices, and
Finance” (Institute of Economics and Forecasting of Scientific and Technological
Progress, Moscow, 1991, mimeographed), barter today comprises more than 15 per-
cent of interenterprise trade.

19. Statistical Press-Bulletin, 1990, no. 22:18.

20. By late 1989, potatoes were rationed in 33 oblasts, butter in 20, and tea in 16.
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Table A5
Growth of Wages and Personal Incomes (Percentage Rates of Growth)

1990
1986 1987 1988 1989 plan actual
Average wages of 3.2 3.6 8.2 13.1 n.a. 10.9
workers and employees (32.0)2
Personal incomes 3.6 39 9.2 12.9 7.1 16.8
(nominal)

Sources: Statistical Press-Bulletin, 1990, no. 22:19; for 1990, A. Vavilov and O.
V’iugin, “Reforms in 1991,” 4.
210.9, growth of wages in the state sector alone; 32.0, growth in cooperatives.

ened. The growing right of the enterprises to spend their resources
as they wished served to destroy the wall between the household
(nalichnye) and enterprise (beznalichnye) circuits of money.

As table A5 indicates, personal income grew sharply. Various at-
tempts to limit the growth of personalincome by—for instance, a tax
on wages—were unsuccessful.?! The Center was not strong enough
to counter the pressure from below, and the gradual growth of in-
comes became a rule of the game.

In part this new rule was determined by the development of
individual and cooperative forms of management, legalized in 1986
and 1988, respectively. Even though restricted by various limitations
on their activities, by mid-1990 more than five million people
worked in more than 200,000 cooperatives.22 Cooperatives added to
inflationary pressures because they changed social conceptions
about a normal income. Higher incomes in the cooperative sector
put a great deal of pressure on state enterprises to pay higher wages.

The relaxation of controls on economic activity in the USSR ex-
ceeded the rate of change during this period in the other countries
of Eastern Europe. Unfortunately, this decentralization, which was
not accompanied by a hardening of budget constraints, led only to
intensifying inflationary processes, the seeds of which were sewn
during the program of acceleration.

21. See P. Aven and S. Aleksashenko, “The Soviet Tax Reform at the Beginning of
1991,” in P. Aven and T. Richardson, eds., Essays in the Soviet Transition to the Market
(Laxenburg, Austria: IIASA, forthcoming).

22. Statistical Press-Bulletin, 1990, no. 20:42. For a detailed analysis of the development
of the cooperative sector and privatization, see S. Aleksashenko and L. Grigoriev,
“Privatization and Capital Markets” (Paper presented at the IIASA Conference on
Economic Reform and Integration, Sopron, Hungary, July—August 1990).
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POPULISM AND OTHER MISTAKES OF
THE GOVERNMENT (1988-1989)

As the system created by the Law on State Enterprise demon-
strated its flaws, populism began to displace the public’s belief in
communist ideology. The new group of peoples’ deputies who were
elected in 1989, many of whom made it to the Kremlin by calling for
“justice,” gave populism a new push. At times, it seemed that they
were competing with each other and with the government to prom-
ise the people more. New pension legislation was adopted, expendi-
tures on health care were increased, and the minimal period of paid
state leave was lengthened—all of which added to the state budget
deficit. It was not acceptable to ask how these expenditures were to
be financed; there were no overt opponents of such increased ex-
penditures. Neither the Ministry of Finance nor Gosbank became
counterweights to the populism.

By the start of 1990 the financial system of the USSR was at the
edge of catastrophe. The main factors in reducing government re-
ceipts were falling tax and other payments by enterprises (as a result
of the 1987 reforms) and the decrease in income from foreign
trade.?® Bad investment policy, the growth of subsidies, and the
populist increases in state spending led to the sharp growth of bud-
getary expenditures, and thus the deficit. As a result, the level of
inflationary pressure in the Soviet economy reached previously
unheard-of levels.

Under pressure from the population (or, more accurately, indi-
vidual social groups) the government adopted various mistaken pol-
icies. The anti-alcohol campaign was one of the most widely known
of Gorbachev’s early initiatives. Unfortunately, it was as useless
(from the standpoint of the struggle with drunkenness) as it was
inflationary (from the standpoint of losses to the budget). Its quiet
death in 1989-1990 demonstrated the weakness of the government.

Further, at the start of 1989 a somewhat unexpected campaign
began against the cooperatives. Even at their outset the cooperatives
met with opposition. Public opinion surveys showed that the share of

23. From 1985 to 1989, income from the export of oil fell from 28.2 to 18.6 billion
rubles. Overall income from foreign trade was reduced from 66 to 38.2 billion rubles.
See E. Arefieva, “Opening the Soviet Economy” (Paper presented at the ITASA
Conference on Economic Reform and Integration, Sopron, Hungary, July—August
1990).
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the population in favor of closing the cooperatives was never below
40 percent.24 By 1989 pressure on the government and the parlia-
ment led to a sharp limitation on the sphere of activity of coopera-
tives and an increase in their tax burdens. Middleman-type coopera-
tives (the most necessary in establishing a market infrastructure)
were totally forbidden. The consequences for supplies to the market
were felt immediately.

At the end of 1989, people began for the first time seriously to
consider the prospect of a collapse of perestroika (if not the econ-
omy itself). The struggle over the course of the reforms now became
more intense.

IN SEARCH OF A WAY OUT
(LATE 1989-EARLY 1991)

The All-Union Conference on the Problems of Economic Re-
form, in October 1989, marked a new stage in the search for a policy
to deal with the crisis. The conference discussed a paper entitled
“Radical Economic Reform: Top-Priority and Long-Term Mea-
sures,” prepared by the Commission on Economic Reform of the
Council of Ministers of the USSR.2> This commission had been
created earlier in 1989 with the goal of working out a comprehensive
program of reform. Academician Leonid Abalkin, an economist
with a reputation as a “market socialist,” headed the commission.

The plan proposed that the process of economic perestroika be
radicalized and divided into three parts. The first, in 1990, was to be
a preparatory stage. In the course of this year the requisite market
legislation would be prepared. These new laws were to include mea-
sures on property, legalizing various forms of entrepreneurship, a
new tax system, and a new banking system. The plan also proposed
extraordinary measures to reduce the state budget deficit, limit the
growth of personal incomes, and restrict credit. All loss-making en-

24. Obshchestvennoe mnenie v tsifrakh, All-Union Center for Public Opinion Studies,
Moscow, 1989-1990, various months.

25. “Radikal’naia ekonomicheskaia reforma: pervoocherednye i dolgovremennye
mery (material dlia obsuzhdeniia),” Ekonomicheskaia gazeta 43 (October 1989): 4-7,
henceforth cited as the Abalkin plan.
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terprises were to be transferred to leaseholding. Indexation of in-
comes, considered by the plan’s authors to be a necessary precondi-
tion for even a gradual liberalization of prices, was foreseen.

The second stage, from 1991 to 1992, was to see the new market
mechanism introduced. The share of free trade, that is, products
produced above the state orders and sold at unregulated prices, was
to increase sharply. Wage determination was to be completely de-
centralized. All of the loss-making collective and state farms were to
be closed.

The new system was to be fully implemented during the third
stage, from 1993 to 1995. This stage was to include an antimonopoly
program and the introduction of a two-tiered banking system. By
the end of 1993, 25—30 percent of state enterprises were to be trans-
ferred to leaseholding, and by the end of 1995 as much as 30-40
percent of state property was to be transformed into joint stock
companies. By this time macroeconomic stability was to be have been
achieved.

The program had obvious weaknesses. Incantations of the na-
tion’s “socialist choice” or the “Leninist ideas of NEP” were sub-
stituted for concrete actions. Some sections of the program were
very vague, particularly on financial stabilization. Considering the
seriousness of the situation at the end of 1989, whole sections were
notoriously conservative (for example, the section on property). In
general, the program was more an ideological manifesto of the need
for change than a precise plan of reform.

Still, one should not underestimate its importance. For the first
time in the thirty-year history of Soviet reforms, a scheme of sequen-
tial changes was proposed. Had it adopted this plan, the government
could not have counted on success, but it could have used the pro-
gram as a basis for more radical and detailed proposals.

The government of Prime Minister Nikolai Ryzhkov rejected
even this moderate Abalkin plan, and presented its own program to
the Congress of Peoples’ Deputies in December 1989.26 The govern-
ment program looked formally much like the Abalkin plan. Yet it
differed in several key ways. In the Abalkin plan enterprises were to
be accorded the immediate right freely to sell 5—10 percent of out-

26. N. I. Ryzhkov, "Effektivnost’, konsolidatsiia, reforma—put’ k zdorovoi
ekonomike,” Ekonomicheskaia gazeta 51 (December 1989): 8—13.
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put, and by 1995 this share was to rise to 80—90 percent.?” There was
to be a gradually widening sphere of free trade (where free trade
meant in terms of pricing, production and the decision to export),
with the growth of the share of commodities produced above gos-
zakazy. In the government program, the emphasis was on the need
to strengthen plan discipline, and the notorious goszakazy were still
to play an important role. For most industrial products, these state
orders were to be reduced only from 100 percent to 90 percent of
planned production. In addition, the Ryzhkov program advocated
new sanctions for unfulfillment of goszakazy, and also rejected the
principle of voluntary acceptance by the enterprises of the state
orders.

The government program included a two-stage plan for admin-
istrative price reform. In 1991 wholesale prices were to be increased,
followed in 1992 by retail prices.28 At the same time, the Ryzhkov
government promised not to raise retail prices without consulting
with the public, a commitment that would complicate matters a few
months hence. The government program was, moreover, silent on
property relations. Although the Abalkin plan was cautious in deal-
ing with property, it did propose that all loss-making industrial en-
terprises be shifted to leaseholding in 1990, and those in agriculture
in 1991. The government plan was adopted by the Congress of
Peoples’ Deputies, and even Abalkin expressed his support for the
Ryzhkov plan.

A powerful wave of strikes shook the country in January and
February 1990. Work time lost for those two months alone was al-
most nine million person days, compared with seven million for all
of 1989. Industrial output for the first quarter fell by 0.7 percent in
comparison with the corresponding period of 1989, largely owing to
strike activity. At the same time, the incomes of the population grew
by 13.4 percent in the first quarter of 1990, and the production

27. Over the course of the first four to five years of the Abalkin plan, wholesale prices
for raw materials were to approach in a coordinated way the world prices; the prices
on goods in the processing branches were thus to be freed as the share of products
produced above state orders grew.

28. This, it would later turn out, was the macroeconomic analog of the oldest joke
concerning sequential reform of a socialist economy. It goes as follows: The British
decide to change to the continental system of driving on the right instead of the left.
But to soften the impact on the population, trucks are to begin driving on the right as
of January 1, and cars are to follow suit six months later.
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development funds of enterprises grew by an annual rate of 12
percent.2® The availability of consumer goods continued to decline.
The worsening situation radicalized the participants in reform, par-
ticularly the group of specialists who had, in October, prepared the
Abalkin plan and who continued to work in the hope that their new
and more radical proposals would be requested sooner or later. This
hope was tied directly to the president, who had in March been
granted executive power by the Supreme Soviet. Nikolai Petrakov,
well known for his promarket views, was made Gorbachev’s personal
economic adviser. His participation with a group from the Commis-
sion on Economic Reform influenced the program that was pre-
pared in the spring of 1990 under the president. Rumors of the
introduction of this radical “presidential” plan spread rapidly.

The presidential program reflected the necessity to deregulate
prices in order to achieve a meaningful enterprise reform as well as
macroeconomic stabilization. Subsidies could at one stroke be elimi-
nated by price liberalization, whereas prices regulated by the gov-
ernment would not permit a hardening of enterprise budget con-
straints. An “unjust” price was a sufficient basis for a firm to request
discretionary reductions in taxes, favorable credit terms, or direct
subsidies.

The question of price deregulation, then, was central to the new
program. In contrast to the October variant, this deregulation was
not tied to a reduction in goszakazy, but rather the goszakazy were to
be carried out at free market prices.

In April the proposed program was discussed twice by joint ses-
sions of the Presidential Council and the Parliamentary Federation
Council. Neither the president nor these bodies decided to support
its Polish-style shock therapy. Rather, on May 24, 1990, the prime
minister presented a new variant of the government plan to the
Supreme Soviet that was similar to Abalkin’s plan of October.3? Even
though by past standards the government had been radicalized, it
was still not keeping up with the pace of events.3!

29. Statistical Press-Bulletin, 1990, no. 12:3.

30. “Ob ekonomicheskom polozhenii strany i kontseptsii perekhoda k reguliruemoi
rynochnoi ekonomike” (Report of N. I. Ryzhkov to the third session of the Supreme
Soviet of the USSR, Pravda, May 25, 1990).

31. The sequential appearance of various reform programs gives the impression of a
struggle between radicals and conservatives. In some sense, this impression is correct,
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The core of the May government program (and its difference
from the October plan) was its proposal of widespread and simulta-
neous future administrative price increases. The government real-
ized the seriousness of the inflationary situation, as well as the im-
possibility of increasing only wholesale prices (because the latter
would cause subsidies to increase). On January 1, 1991, procure-
ment prices in agriculture were to increase by 55 percent and indus-
trial wholesale prices were to rise by 46 percent. Consumer prices
were to increase by 43 percent on average, but food products were to
double in price. The government was, however, willing to limit the
price increases, since the share of goods with unregulated wholesale
prices was to be not more than 40 percent, and at retail no more than
50 percent.

The announcement of a future price increase was part of the
government promise to consult with the population, and its impact
was dramatic. Nikolai Ryzhkov had barely finished his speech before
goods began to disappear from the shelves and lines in front the
shops doubled. Under intense political pressure, the government
suffered a major setback in the Supreme Soviet, for the price in-
creases were not acceptable to the deputies and the program was not
adopted. It was sent back to the government with an admonition to
return in September with a new program.

In May and June deposits of individuals in savings accounts
shrank. An unheard of 9 billion ruble reduction in retail inventories
occurred. The rate of growth of sales of light industrial products
increased from 2 percent in 1989 to 20 percent in 1990. By October
1990, of the 115 consumer goods that the State Commiittee on Statis-
tics (Goskomstat) follows, not one was still freely available. By June
1990, prices on the black and collective farm markets had increased
by 18 percent over their level of a year before, and in November by
44 percent.32

The course of events, and the evident inability of the central
government to take the country out of the crisis, led the republics to
work on their own reform programs. Still, all of the institutional

but frequently the same people participated in the preparation of various, often
mutually contradictory, programs. The preparation of these documents was usually
accompanied by many compromises made by the economists involved.
32. See E. Gaidar, "V nachale novoi fazy,” Kommunist 2 (1991): 14-15.
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levers and material resources remained in the hands of the Center,
and confrontation between the republics and the Center did not
seem useful to the leaders of the republics. They chose instead to put
pressure on the Center to develop a better program, with all hopes
again resting on the president. The union government continued to
elaborate its May plan, although it became apparent that there was
little hope of change in its views.

Inspired by their economic advisers, a short peace between the
Russian leader Boris Yeltsin and President Gorbachev gave birth to
the well-known Five-Hundred-Day Plan. This program was pro-
duced in August by a group of economists headed by Academician
Stanislav Shatalin, a member of the Presidential Council, and Gri-
gorii Yavlinskii, Head of the Economic Reform Commission of the
Russian republic.33

The Shatalin-Yavlinskii plan repeated much of the spring presi-
dential program. Nevertheless, the Five-Hundred-Day Plan took a
further turn toward radicalism. Some of the sections, though notall,
were written more precisely, and the question of mutual relations
between the Center and the republics was posed in an entirely new
way.

The core of the program was the idea of a two-stage reform;
macroeconomic stabilization was to come first, starting on October 1,
1990. The second stage, price liberalization, was to begin no later
than July 1991. In the first stage, state expenditures were to be
sharply reduced. Given the importance of these reductions in
spending, this part of the Five-Hundred-Day Plan was written in an
exceptionally precise way. The expenditures of the Ministry of De-
fense were to be cut by 10 percent, and those of the xGB were to be
cut by 20 percent. Foreign aid was to be cut by 70—-80 percent and
subsidies to loss-making enterprises were to be cut by 30—40 percent.
Capital investments were to be reduced by 20-30 percent. All long-
term (three-to-five-year) investment programs were to be canceled,
and not one budget item costing more than 100 billion rubles would
be permitted. These actions were to eliminate the budget deficit by
March 1991.

33. See Transition to the Market: A Report of a Working Group Formed by M. S. Gorbachev
and B. N. Yeltsin, Part 1: The Concept and Program (Moscow: Cultural Initiative Founda-
tion, 1990). This report is also known as the Five-Hundred-Day Plan or the Shatalin
Report after the Chairman of the Task Force, Academician Stanislav Shatalin.
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A critical part of the stabilization process was to be the privatiza-
tion of state property. The sale of land, housing, and the small- scale
of enterprises was to reduce household monetary assets. Thus, by
the end of 1991, almost 70 percent of food stores and as much as 80
percent of the cafes and restaurants were to be in private hands. At
least half of this ownership transfer was to be accomplished by the
spring of 1991.

Restricting credit by administrative measures and high interest
rates was assigned an important role in achieving macroeconomic
stability. The most obvious antimonopoly measures were to be im-
plemented in the first stage by eliminating production associations
and splitting up enterprises that produce similar goods.

The stabilization program was intended to prevent a sharp jump
in prices once they were deregulated in the second stage. There was
to be an immediate corporatization of state enterprises to transform
them into fully independent and self-financing, if state-owned,
organizations.

Of course, the program was not free of internal inconsistencies
and confusing points. Thus, no detailed prescription for corporatiz-
ation was included. Indeed, in the first stage, with regulated prices,
such corporatization would not have been possible. Too many poten-
tially viable enterprises would have been in financial difficulties be-
cause of government price controls. It was planned to reduce enter-
prise subsidies by 30—40 percent at the start of stage one in October
1990; in other words, their budget constraints were to be hardened.
It remained unclear how effectively this burden of additional strin-
gency would be distributed across the economy and the conse-
quences of a complete prohibition on subsidies in the second stage
were not understood, but it was recognized that many enterprises
would need temporary assistance. The Five-Hundred-Day Plan pro-
posed the formation of extrabudgetary stabilization funds to dis-
tribute monies to enterprises. The Polish experience showed, how-
ever, that such funds would remain in the control of the government
and could be allocated according to criteria that have little to do with
competitive effectiveness.

Such a danger seemed more real because the Shatalin-Yavlinskii
plan retained the concept of state orders (goszakazy). Henceforth, of
course, these were to be distributed on a voluntary basis but enter-
prises would receive tax preferences and cheap credit as induce-
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ments. Bargaining over the size of the goszakazy would have been
institutionalized, especially since the bargaining power of enter-
prises would have increased still further. It was not clear why one of
the bargaining chips of the Center could not have been disburse-
ments from the stabilization funds.

Also unclear was the idea to freeze all economic ties between
enterprises (as long as the purchaser confirmed them) until June
1991. This measure was also aimed at stabilizing the current situa-
tion, but it was naive to expect that enterprises, knowing about their
approaching freedom, would temporarily follow the command not
to change the structure of their production. The emphasis (in the
first stage of the reform) on repressive methods to maintain plan
discipline contradicted the general logic of the reform and would
not have been effective. In general, the program failed to overcome
the main shortcoming of all the models of market socialism—the
continued responsibility of the government for market perfor-
mance.

Serious internal contradictions were also embedded in the pro-
posed mechanism of mutual relations between the republics and the
Center. The Shatalin-Yavlinskii plan recognized the sovereignty of
the republics over the national wealth located on their territory. The
land and its capital were to be considered the property of the re-
public in which they were located, with a few exceptions. The re-
publics were to conclude an economic union, and together with the
central government were to regulate the economy.

The resolution of the specifics of economic policy would have
required an interrepublican consensus, and this was hardly possible.
In particular, this was true of the management of the central bank-
ing. It was to be a reserve system composed of republic central banks
with representatives of these republican banks and the president of
the reserve system as its managing council. This body was to take all
the important decisions in the area of credit and monetary policy;
the republican banks were to implement these policies. It was un-
clear how this collective organ would work in practice, as the inter-
ests of the various republics seemed too different.34

34. Defending their plan, the authors of the program cited the U.S. Federal Reserve
system, which, of course, is effectively run by a single Board of Governors in Wash-
ington, and not by representatives of the fifty states. There are about a dozen regional
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A consensus on the price issue also seemed doubtful. The plan
proposed that most regulated prices (mostly on raw materials) be set
on the basis of an interrepublican agreement. Given the contradic-
tions among the various interests, a practical agreement among the
fifteen different points of view seemed unlikely.

Implementation of the Five-Hundred-Day Plan would have met
with some very serious difficulties. In particular, the breakdown of
the five hundred days into stages of one hundred to two hundred
days had a demagogic flavor. However, its adoption would have been
a singular demonstration of the determination to introduce a mar-
ket economy. It would have initiated real action toward mac-
roeconomic stabilization and corporatization. With all the republics
signing the program, it would have provided breathing room to
prevent a collapse of the unitary Soviet market.

The reasons why Mikhail Gorbachev decided at the last minute
not to support the Shatalin-Yavlinskii program are known to him
alone. The resistance of economic managers at various levels must
have been important. Indeed, in a Soviet-type economy a union of
the Communist Party, the government, and the directors of enter-
prises must certainly play an enormous role, since informal coor-
dination and personal ties have always smoothed out the failures of
economic plans. After 1985, this mechanism of informal coordina-
tion was dealt a serious blow. Local party organs, traditionally one of
the key institutions for maintaining coordination, were largely re-
moved from economic life. The apparat lost its orientation as the
generally accepted rules of the game ceased to function.

Yet the mechanism of informal coordination still existed. Govern-
ment officials and most of the enterprise directors remained loyal to
Mikhail Gorbachev. Had he supported the Five-Hundred-Day Plan,
the president would have risked being without their support. The
prime minister announced that his apparat would not carry out this
program, and the president had no other apparat.

The president also gave no support to the latest government vari-
ant, put forward by the prime minister and the Council of Ministers
at that time, though their plan became more market-oriented. The
Five-Hundred-Day Plan, and threats by people’s deputies to support

Federal Reserve banks, but these follow the unitary monetary policy set by the Board
of Governors.
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it, had forced the government to radicalize its own proposals, al-
though not on the questions of price deregulation and the rate of
corporatization and the role of the republics.

Gorbachev’s action resulted in still another compromise variant,
drafted by a commission headed by Abel Aganbegyan, who
emerged from political obscurity. This plan, however, was too close
to the Five-Hundred-Day Plap for the government’s taste. (Shatalin
himself said they were 99.5 percent the same.) In September the
Supreme Soviet rejected both the Shatalin-Yavlinskii plan and the
Aganbegyan compromise.

The public, tired of the arguments and the obstruction of the
various plans, was becoming apathetic and anxious for some kind of
resolution. Thus, on October 19, the Supreme Soviet adopted the
“Basic Directions for Stabilizing the Economy and for the Transition
to a Market Economy.”35 Its major authors were Abel Aganbegyan,
Stanislav Shatalin, and Evgenii Yasin, one of the chief architects of
the Five-Hundred-Day Plan and the preceding presidential pro-
gram. This new document was vague—it would have permitted any
interpretation by whomever had the power to implement it—and
Gorbachev placed its fate in the hands of the current government.

During this time, expectations of administratively higher prices
prompted the enterprises to delay concluding contracts at the old
prices and drove collective and state farms to cut back on deliveries to
the state system. By the start of October, only 25 percent of 1991
output had been covered by contracts, compared with 65 percent the
year before.

By the end of September, the fear of going without meat had
forced the government of Russia to increase its procurement prices
then, instead of waiting until the start of 1991, when the union
government planned to increase them. Almost no one noticed that
this decision stood in direct contradiction to the logic of the Five-
Hundred-Day Plan, which the Russian parliament had almost unan-
imously adopted. The Russian decision forced the union govern-
ment to speed up the introduction of the new procurement prices
across the entire country.

Under parliamentary pressure, Gorbachev legislated by decree a

35. “Osnovnye napravleniia po stabilizatsii narodnogo khoziaistva i perekhodu k
rynochnoi ekonomike,” Pravda, October 18, 1990.
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new set of prices, effective January 1, 1991. As in the May plan of
Ryzhkov, 40 percent of wholesale prices were to be deregulated; for
these goods the new price lists were to provide only a lower bound.

Simultaneously, Gorbachev decreed all economic ties to be inviol-
able for the entire year of 1991. The actions of the government left
no doubt about the future interpretation of the “Basic Directions.”
Although during the course of 1990 a series of market laws was
worked out, including new tax legislation®® and rules for the forma-
tion of corporations, the Center did not really speed up the pace of
reform. Of the two directions of reform in 1988-—decentralization
and clarifying the mutual obligations of the Center and the
enterprises—only the second was pursued. On the other hand,
movement backward was possible, as was reflected in the freezing of
economic ties.

Having frozen contracts and raised prices, the government had to
absorb the losses of those enterprises in financial difficulties, leading
to a further growth of subsidies. A reform of retail prices was also
unavoidable, as the gap between them and wholesale prices had
grown sharply, and covering these losses with subsidies was becom-
ing unfeasible. Thus, while the growth of retail prices before 1990
took place primarily outside the state trade network, after that the
prices in state stores started to take off. There was no doubt that
given Gorbachev’s rejection of a price deregulation, this process of
periodic administrative price increases would continue.37

The key differences between the government of Valentin Pavlov,
formed in early 1991, and that of his predecessor, Ryzhkov, were its
understanding of the problem of excess liquidity and its readiness to
take decisive and unpopular actions. Its measures were shaped by
the old administrative system, and as a result, all its attempts to
reduce inflation so far have met with failure. In early 1991, 50
percent of the resources in enterprises’ production development

36. See Aven and Aleksashenko, “Soviet Tax Reform.”

37. One thing the government did was to encourage the “creeping” increases in
prices. However, the government later decided to implement a one-time reform. In
part this was owing to stubbornness (the new price lists were already prepared), in
part to pressure from below (neither the republics nor the trade network wanted to
have to answer for the inevitable price increases), and in part to budgetary consider-
ations (dragging out the reduction in subsidies would have been senseless).
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Table A6
Growth Rates of Selected Indicators, Official Data (Percentage Rate of Change)

First Quarter of 1991

1990 (compared to the same period of 1990)
Gross national product —-2.0 -8.0
Net material product —4.0 -10.0
Industrial production -1.2 -5.0
Oil production -6.0 -9.0
Ferrous metals production -3.0 -7.0
Construction —13.02 -10.0
Food production +1.42 -2.0
Meat production -3.0 —-14.0
Exports® —6.0 -184
Imports® —2.1 —45.1
Personal incomes +16.8 +24.1

Sources: Ekonomika i zhizn', no. 4 (1990); Izvestiia, April 10, 1991; Statistical Press-
Bulletin, 1991, no. 3:53 and 1991, no. 4:51; USSR State Committee on Statistics,
press releases, various numbers in 1991.

aFor nine months of 1990 (January—-September).

bIn current prices.

and material incentive funds were confiscated by the state, but this
had little effect.38 Valueless money continued to be pumped into the
economy.

A January 1991 monetary reform was no help. Fifty- and
hundred-ruble notes were made invalid and they could be ex-
changed freely for smaller notes only up to an amount equal to the
average monthly wage. To convert the rest, one had to reveal the
source of the money. Household savings deposits were also frozen,
though citizens had the right to withdraw up to five hundred rubles
per month. The government hoped that this measure would signifi-
cantly reduce demand while reducing the impact of low income
groups who had little savings.

No serious reduction of demand was achieved. Unjustified sav-
ings were minimal, and there were many ways of getting around the
limits on exchanging the large notes. Under popular pressure, sav-
ings accounts were unfrozen as early as February. The inflationary

38. It was “recommended” to enterprises to use these resources for the floating of
shares of the labor collective. In other words, the resources were taken in return for
the share of the collective in future earnings.
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expectations created by the measure were more significant than the
reduction in the ruble overhang.3?

A new factor further contributed to Soviet inflation—the non-
fulfillment by the republics of their obligations to make payments to
the central budget. At the start of 1991, the Center made expendi-
tures as if the revenues promised by the republics would be forth-
coming. In the first quarter of the year the union, however, received
less than 40 percent of these planned receipts.4® On April 2, 1991,
retail prices were administratively increased, meaning that most of
the arrangements between the Center and the republics ceased to
function. By April, the cumulative annual deficit had reached the
level planned for the entire year.

Production has declined sharply because of the financial disor-
der, the overall feeling of indecision, the breakdown of the informal
coordination mechanism, and an increasing numbers of strikes (see
table A6). The increase of retail prices, implemented in April 1991,
indicates the start of a new, previously unknown stage of open infla-
tion. It turned out that the Five-Hundred-Day Plan had underesti-
mated the inflationary pressures in the economy. New prescriptions
were necessary, ones that would be more radical and more painful
than before.

39. It is true that the goal of the monetary reform was not only stabilization of the
consumer goods market but also the imposition of Central control on the banks,
including the republican banks. This goal of the government was achieved.

40. Pravda, April 23, 1990.
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for dynamic stability, 106—07; and
the ruble exchange rate, 119, 121; in-
terest on, 169; and enterprise pay-
ments, 190, 193; political pressures
on, 193, 206; and republics, 206. See
also Debt; Macroeconomics; Mone-
tary policy

Demand, excessive. See Distribution;
Supply and demand

Demonopolization, 27, 62, 71-75, 145.
See also Monopolies

Deposit insurance, 172, 173

Directors, of enterprises, 61. See also
Management

Distribution: retail, 1, 24, 42 n 5, 78,
89, 191; wholesale, 1, 40, 54, 77, 89;
breakdown in, symptom of inflation,
1-3, 24, 40, 42 n 5, 48, 52-53; by en-
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terprises to employees, 2, 42 n 5, 54,
141-42; barter, 2-3, 24, 40, 43, 54,
55-56, 89, 191; queues, 23, 24, 44,
48, 89; improved by deregulation,
24, 42-44, 46-47, 54, 118, 125, 1392;
effects of administered reform on,
49-50, 52-53, 191, 197, 198, 203.
See alse Black market; Gossnab;
Hoarding; Retail

Dollarization, 30, 92, 131. See also Hard
currency; Monetary policy

Economic aid, 103, 131

Education, 82

Energy: export taxes after D-Day, 36,
47, 126, prices, 36, 45, 47, 125-27;
supplies, 126—27; lobby, 183; reve-
nues, 193

Enterprises: distribution between, 18,
40, 54, 73, 77, 89, 194; barter be-
tween, 2, 24, 54, 89, 191; distribute
goods to employees, 2, 141-42, 184;
conflicts with planners, 8, 182—83,
188-90, 192; should be free to
choose markets, 27, 68-70, 74, 76,
77, 104; free markets under admin-
istrative control, 52-53, 187—88;
contracts between, 54—-55, 109, 201,
204; number of, 58, 71, 152; current
ownership of, 58-59, 112, 151-52,
159 n 3, 160; capital-intensive, 71;
overlarge, 71, 73; economies of scale,
72; funds held by, 86, 154-55, 190,
196-97, 204—05; assets, 112, 154—
55, 158; credit-worthiness, 129-30;
revenues will rise with price dereg-
ulation, 134; will borrow from com-
mercial banks, 170; private banks,
173-74; payments to government,
190, 193. See also Competition; Cor-
poratization; Management; Priva-
tization
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cit, 119, 121. See also Hard currency;
Macroeconomics; Monetary policy;
Ruble

Exports, 34, 104, 116, 118, 125, 127-
29, 130-31, 196, taxes, 36, 47, 126—
27. See also Trade, international

Five-Hundred-Day Plan. See Shatalin
Report

Flow problem, 91-93, 99, 109, 111,
112, 204. See also Deficit

Food: vouchers for low-income persons,
23, 46; price controls after D-Day, 23,
46, 127; distribution, 24, 78, 93; im-
port subsidies after D-Day, 36, 127;
political importance of, 36, 127, 144,
184, 203; subsidy levels, 45—46, 86,
198. See also Agriculture

France, 4, 137, 166 n 9

General Agreement on Tariffs and
Trade (GATT), 125, 132

Germany, 32, 62, 103, 113, 131, 137,
156, 163, 166 n 9

Gorbachev, Mikhail Sergeevich, 8, 10,
11, 12, 14, 144, 184, 197, 199, 202

Gosbank, 31, 100, 103, 165, 166—67,
169, 174-77, 193. See also Banking
system; Bank, central

Goskomtsen, 49. See also Planning, Soviet
economic; Prices

Gossnab, 1, 183, 189. See also
Distribution

Goszakazy. See State orders

Government: level of PMAs, 26, 58, 62,
151-52; local, privatize small busi-
nesses, 28; expenditures, should be
in rubles, 32, 106—07; orders (gos-
zakazy), 53 n 14; orders, after D-Day,
55; local or regional regulation, 56—
57; employment, 140—41; central
bank must be independent of, 166,

Entrepreneurs, 159-60

Equity cushion for banks, 170. See also
Bank accounts; Stocks

Exchange rate: in market economies, 7;

175, 176-77. See also Deficit; Plan-
ning; Politics
Gross national product, 3—4, 29, 41, 87
Growth, economic, 3, 5, 179-80, 184,

black market, 29, 36, 88; fixed, 35,
36 n2, 110, 119, 120, 121-23, 122;
floating, 35-36, 103, 110, 120-21;
should undervalue ruble, 36, 104,
118, 122, 124, 127; and monetary re-
form, 109-10, 122 n 2; and the defi-

205. See also Production

Hard currency: black-market exchange
rates, 29, 36, 88; dollarization, 30,
92, 131; auctions, 31, 100; in COME-
CON trade, 118; limitations on own-
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Hard currency (cont.)
ership, 35, 118-19. See also Exchange
rate; Ruble

Hewett, Ed, 49

Hoarding, 3, 22, 29, 30, 40, 50, 88, 92—
93. See also Distribution

Holding companies, joint-stock, 62. See
also Investment; Stocks

Housing, 45, 46, 80-81, 100, 141

Houston Summit Plan, 9

Hungary, 62, 89, 120, 156, 160, 188 n
14

Hyperinflation. See Inflation

Imports: tariffs, 34, 36, 104, 118, 123—
25, 129; compete with Soviet goods,
34-35, 74, 117, 132; of food, 78;
duty drawbacks, 125. See also Trade,
international

Incomes: indexing, 14, 32, 113, 143-
45; lowered by deregulation, 22-23,
142-43; rise in, 29, 30, 39, 86, 89—
90, 142, 191-92, 196; equity, 39,
156, 157, 192; private, 86 n 4; de-
regulation may raise real, 125, 143.
See also Inflation; Wages

Incomes policies, 13, 32, 89, 100-101,
113—14, 14243, 145-47, 146 n 10

Indexation, 14, 32, 101, 106, 113, 143—
45,172, 195

Industrialization, 4, 180—81

Inequality: in distribution, 24, 132,
184; in incomes, 39, 156, 157, 162,
192, See also Politics

Inflation: repressed, 6, 16 n 14, 19, 29—
30, 42, 89, 90-93, 96, 184, 206; in
market economies, 7, 29, 91; with ad-
ministrative reform of prices, 21, 50,
192, 193, 205—-06; with deregulation
of prices, 22, 23, 30-31, 41, 42, 44,
94, 101, 111-12, 114-15, 142, 171;
expectations, 22, 32, 42, 96, 101, 171,
205-06; indexation and, 32, 113,
143—-44; and government budget, 32,
206; ruble exchange rate and, 35-36,
111; and acceleration, 186-87, 191.
See also Macroeconomics; Prices;
Ruble

Innovation, technological, 5

Interest rates, 31, 103, 108, 168, 169,
171, 172, 175. See also Credit

Index

International economy. See Market
economies; Trade, international

International Institute for Applied Sys-
tems Analysis (11ASA), 10-13

International Monetary Fund, 46, 130,
131

Inventories: and hoarding, 3, 198; at
the time of deregulation, 46—47, 155.
See also Distribution; Hoarding

Investment: government, 99; by for-
eign enterprises, 104, 116, 122, 129—
30; by Soviet enterprises abroad,
118; funds, 156, 163-64, 174; in-
stitutional, 158, 162—63, 174; by
banks, 163; in command economy,
186-87, 189-90

Ireland, 137

ltaly, 137

Japan, 4, 70, 105, 135, 150, 158, 163,
166

Job creation, 134

Joint-stock companies, 26—27, 59, 62,
119, 153-54, 176. See also Corpora-
tization; Stockholders; Stocks

Khandruev, A., 83
Khanin, Grigorii, 179-80

Labor force: size of, 133; mobility of,
141-42. See also Unemployment;
Workers

Laws: property and bankruptcy, 26, 59,
98, 15253, 164, 196; antitrust, 72—
73; employment, 137; banks and
banking, 174-77; on State Enter-
prise, 187-90, 191. See also Planning

Le Carré, John, 2

Leaseholding, 190, 195, 196

Lenin, V. 1., 177-78

Liberalization of prices. See Prices, need
for deregulation

Local governments: administer food
coupons, 46; privatize small busi-
nesses, 75; administer housing, 80;
and unemployment, 137, 140—41. See
also Government; Republics

Low-income families, 4, 23, 32, 44, 46,
47-48, 60, 106, 113, 184

Luxury goods, deregulation of, 5253
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Machine building, 185-86

Macroeconomics: and Soviet crisis, 6,
83-85, 90-93, 165, 199; government
role, 67, 120; to control inflation af-
ter D-Day, 23, 113-14, 143, 147; role
of banking system, 165, 166—67, 169,
176. See also Monetary policy; Ruble

Management: of corporations in mar-
ket economy, 57, 61, 120, 157, 159-
62, 164; of banks, 173; of enterprises
in command economy, 189-90. See
also Corporatization; Privatization;
Stockholders

Market economies: decentralized and
efficient, 4-5, 6, 7, 50-53, 178; and
international trade, 5; role of govern-
ments, 6, 7; macroeconomics, 7, 104—
05; preconditions for, 97—-98; need
for private ownership, 150, 177. See
also Competition; Planning, Soviet
economic; Supply and demand

Market socialism, 194, 201

Marketing, 118, 128

Means-tested programs, 46, 48. See also
Low-income families

Meat, 45, 184, 203. See also Food

Medical care, 47, 82

Mergers, 72-73

Military-industrial complex, 81, 99—
100, 151, 183

Milk, 45, 46. See also Food

Minsk, protests in, 51 n 12

Monetary policy: partial monetary re-
form, 3, 8, 14, 111 n 19, 205; mone-
tization of the deficit, 21, 24, 29—30,
91-92, 105 n 17, 165, 166, 169, 176—
77; dollarization, 30, 92, 131; mone-
tary reform, 32, 109-12, 111 n 19,
114, 119, 131-32, 205; role of banks,
165, 166—67, 169, 176; in command
economy, 165, 190-91, 192; two cir-
cuits of money, 165, 192. See also
Macroeconomics; Ruble

Monetization of the deficit, 21, 24, 29—
30,91-92, 105 n 17, 165, 166, 169,
176-77. See also Deficit; Inflation

Money. See Hard currency; Ruble

Monopolies: and price controls, 27, 28,
67-68, 78-80; profits, 27, 62—63;
encourage entry of competitors, 27,
68—-69, 145; natural, 27-28, 67, 79—
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80; and international trade, 27, 28;
antitrust laws and agencies, 27, 62,
72-73, 74-175, 145; privatization of,
28, 72, 152, 157; Soviet policy, 62, 67,
68, 70; extent of, in Soviet economy,
62, 63-67, 69-70; one plant/one en-
terprise rule, 62, 71-72, 73, 75; re-
gional, 66—67; incomes policies, 114,
145; banks, 172—73; and reform
plans, 200. See also Competition

Noren, James, 92—-93

Oil. See Energy

Opening the economy. See Competi-
tion; Trade, international

Output. See Production

Pavlov, Valentin, 14, 204

Pensions, 32, 106, 113, 141, 144, See
also Low-income families

Perestroika, 179, 187-206. See also Cri-
sis, Soviet economic

Petrakov, Nikolai, 197

Petroleum. See Energy

Planning, Soviet economic: directives,
1, 8; and economic complexity, 4-5,
6, 22, 49-51, 182—-83, 186; roles of
planners, 5—6, 24, 52, 181-84, 202;
restoration, 8, 40; difficulty control-
ling enterprises, 8, 182—-83, 188-90,
192; partial or gradual reforms, 14,
20, 3940, 48-55, 84, 89-90, 101—
02, 178, 18788, 194—206; political
pressures on, 49, 52, 183-84; effects
on distribution, 49-50, 52—-53, 191,
197, 198, 203; elimination of minis-
tries, 52, 60, 62, 120; sector-by-sector
reform, 53—54; microeconomic con-
trol, 104—05; inertia of, 180—81. See
also Crisis, Soviet economic; Market
economies; State orders

PMAs. See Property Management
Agencies

Poland, 17, 63, 74, 92, 103, 142, 155,
160, 200

Politics: and Soviet economic crisis, 7,
15-16, 17, 95-96; pluralism, 147; of
privatization, 154, 156—58; populism,
193-94, 202—-03; fear of price in-
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Politics (cont.)
creases, 144, 198, 203. See also Gov-
ernment; Republics

Poverty. See Low-income families

Prices: administrative reform, 8, 14, 20,
21-22,38n 1, 48-55, 51 n 12, 89—
90,92, 101-02, 103, 117, 124, 195,
196, 197-98, 199, 200, 202, 203-04;
need for deregulation, 13-14 n 12,
21-22, 30-31, 38—42, 102, 107, 114;
increase in wholesale with frozen re-
tail, 20, 21, 39, 45, 107, 191, 196,
198, 203—04; market-clearing, 21,
22, 34, 39, 40, 47, 51, 67, 102-03;
impact of deregulation, 22—-24, 31,
39-40, 4244, 48, 91, 102-03, 114—
15, 125; black-market, 22-23, 42—
43; controls after D-Day, 23, 28, 46,
47-48, 78-82; and competition, 24,
70, 97, 104; interdependent, 50-51;
monopoly, 27, 28, 67—-68, 78—80; and
government budget, 106; disparities
between Soviet and international,
117,121, 125-26, 196 n 27; public
fears of deregulation, 144, 198, 203,
See also Inflation; Ruble; Subsidies

Principle-agent problem, 160—63

Privatization: distinct from corporatiza-
tion, 25, 27, 28, 57-59, 60, 72, 98,
149, 153, 177; of monopolies, 28, 72,
152, 157; of small businesses, 28, 75—
76, 77, 151, 159; of banks, 31, 100,
108, 109, 149, 170, 172-73, 176,
177, of housing, 80—81; and govern-
ment debt, 112; necessary, 150, 164—
65, 177; of large enterprises, 151,
155—-60; preconditions, 151-53, 161;
giving away versus selling stock, 155—
60; time span, 158-59, 160; plans
for, 200. See also Corporatization;
Stocks

Production, decline in, 1, 3, 4, 16, 86—
88, 179-80, 206. See also Growth

Productivity, 146

Profits: must motivate corporations, 25,
38, 61, 120, 150, 161, 164, 167, 168,
173; taxes on, 25, 57, 153; in com-
mand economy, 188—89, 190. See also
Competition; Market economies

Property Management Agencies
(PMAs): level of government, 26, 62,
159 n 3; as stockholders, 26—27, 60—

Index

62, 156, 157-58, 159 n 3, 162; moti-
vation, 61, 154, 159 n 3; separate
from antimonopoly agencies, 62, 74;
and privatization, 155, 156, 157-58,
159 n 3; for banks, 167, 170, 176;
loans to, 169. See aiso Corporatization

Public opinion, 76—77, 179, 193-94.
See also Politics

Quality of Soviet goods, 4, 24, 34, 35,
69

Queues, 23, 24, 44, 48, 89. See also Bar-
ter; Distribution

Railroads, 28, 79-80

Rationing, 93, 191. See also Distribution

Rents. See Housing

Repair services, 68, 76

Republics: engage in barter, 2-3, 24,
55-56; and central economic plan-
ning, 8; conflict with union govern-
ment, 14, 30, 36-37, 116, 178, 198—
99, 201-02, 206; danger of trade
barriers between, 20, 34, 36-37, 56,
116; as common market, 20, 55-56,
95, 116, 167, 178, 202; administer
price controls after D-Day, 23; should
administer unemployment compen-
sation, 33; should be assigned most
enterprises, 58; antitrust authorities,
74; labor policies, 147; central banks,
166-67, 175, 201

Reserve requirements, 169, 170

Retail: distribution, 1, 24, 42 n 5, 78,
89, 191; prices, 20, 21, 39, 45, 107,
191, 196, 198, 203—04. See also
Prices; Queues; Service sector;
Wholesale

Ruble: internally inconvertible, 1, 3, 16
n 14, 19, 23-24, 29, 55, 88; exter-
nally inconvertible, 1, 118; partial
monetary reform, 3, 8, 14, 111 n 19,
205; common currency of the Union,
20, 24, 116, 167; black-market ex-
change rate, 29, 30, 93; overhang,
29-30, 90, 92,109, 110, 111, 112,
114, 118, 157, 206; dollarization, 30,
92, 131; monetary reform, 32, 109~
12,111 n 19, 114, 119, 131-32, 205;
should be made convertible, 34—35,
103-04, 110, 116—17, 118-23, 131—
32; money supply, 90-91, 92; in the
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foreign exchange market, 120-21;
used by foreign investors, 129. See
also Dollarization; Exchange rate;
Hard currency; Inflation; Mac-
roeconomics; Monetary policy;
Prices; Stock problem

Ryzhkov, Nikolai, 195-96, 198, 204

Savings: hoarding as, 3; effect of price
increases, 23, 198, 205; bank (Sber-
bank), 166, 171-72, 174, 175-76,
treatment of existing, 170-72; guar-
anteed, 171-72, 173, 174. See also
Banking system

Second-hand goods, 68

Service sector, 28, 68, 75-76, 134, 181.
See also Small businesses

Shareholders. See Stockholders

Shatalin, Academician Stanislav, 10, 11,
14, 199, 203

Shatalin Report, 7,9, 11-12, 13, 54,
56, 63, 71, 73, 92, 95, 134, 135, 158,
160, 199-203, 206

Shortages, 1, 16 n 14, 50, 88, 92-93.
See also Distribution

Small businesses: easily privatized, 28,
75-76, 77, 151, 159; entry of new
businesses, 28, 77. See also Coopera-
tives; Enterprises; Service sector

Spain, 136

Stabilization: and the deficit, 24, 31,
99-100, 105-07; loan, 131. See also
Inflation; Macroeconomics; Mone-
tary policy

Stalin, Joseph, 180

State orders (goszakazy), 1, 53 n 14,
187—-88, 196, 197, 200-201. See also
Planning

Stock problem, 29-30, 90-91, 92, 109,

110, 111, 112, 114, 118, 157, 206. See

also Ruble, overhang
Stockholders, 61-62, 153, 159, 160—64
Stocks in new corporations: conversion
of liquid assets into, 112; mode of
distribution, 155—60; prices, 156,
158, 164. See also Corporatization;
Joint-stock companies; Privatization
Strikes, 147, 190, 196. See also Unions
Subsidies: and government deficit, 20,
21, 107; eliminated with deregula-
tion, 21, 40-41, 57, 60, 70, 143, 197,
198; current pattern of, 44—46, 90,
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154, 184, 191; after D-Day, 46, 80—
82, 106; and susceptibility of enter-
prises to failure, 70, 120; credit, 168;
and inequality, 184; in reform plans,
200, 204. See also Prices

Sugar, 127

Supply and demand: in market econo-
mies, 5, 39, 51; in Soviet system, 49—
50,51 n 12, 52-53, 92—-93, 165; de-
regulated prices should obey, 67, 70,
120; determines exchange rate, 121.
See also Distribution; Market econo-
mies; Prices, market-clearing

Sweden, 137, 147

Tariffs, 34, 36, 104, 118, 123-25, 129

Taxes: on corporate profits, 25, 57,
153; “ad valorem” rather than spe-
cific, 31-32, 105, 107; to finance un-
employment benefits, 33, 136—37; on
exports, 36, 47, 126-27; on wages
funds, 89-90, 101, 113, 145-46,
192; rates, 105—06; payment lag,
107; on inflationary wages, 146; re-
form, 204. See also Deficit; Tariffs

Textile industry, 69

Tolkachi, 2. See also Barter

Tractors, 181 n 2

Trade, international: importance of
market economy, 5; to limit power of
monopolies, 27, 28, 34, 35, 117, 132;
stimulates Soviet enterprises, 34—35,
74, 117, 132; importance of opening
Soviet economy to, 34-36, 41, 73—
74, 104, 116-18, 128, 131-32; Soviet
trading partners, 118, 123; current
account surplus, 122, 123; in inter-
mediate products, 125; Soviet exter-
nal debt, 130; in reform plans, 196.
See also Market economies; Tariffs

Transportation, 28, 45, 46, 66, 79-80,
129

Unemployment: and the economic cri-
sis, 16; compensation, 33, 133, 135—
37, 138; during transition to market
economy, 33, 133-35; frictional, 94,
134, 135, 137; levels in market econ-
omies, 94, 135, 137-38; disguised,
133, 134, 146 n 10; long-term, 134,
137-38, 140; statistics, 138—39; ser-
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vices and retraining, 138—41; and la-

bor mobility, 141-42

Unions, 114, 142, 144, 145, 146, 147-
48, 189-90. See also Wages; Workers

United Kingdom, 4, 147, 150, 166 n 9

United States, 4, 6466, 74, 99, 105,
130, 135, 136, 137, 140, 147, 163,
164, 166

USSR State Commission on Economic
Reform, 11, 12

Utilities: as natural monopolies, 28, 79;
subsidy levels, 45; local or regional
regulation of, 56—57. See also Energy

Wages: tax on, 89-90, 101, 113, 145—
46, 192; indexing, 14, 32, 113, 143—
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45; rates, 142; wariff system, 144;
minimum, 144; controls, 145—46,
191-92 (see also Incomes policies);
and worker ownership, 159. See aiso
Incomes

Wholesale: distribution, 18, 40, 54, 73,
77, 89, 194; prices, 20, 21, 39, 45,
107, 191, 196, 198, 203—04. See also
Enterprises; Retail

Workers, 159—-60. See also Income;
Unions; Wages

World Bank, 130-3]

Yasin, Evgenii, 203

Yavlinskii, Grigorii, 199

Yeltsin, Boris Nikolaevich, 11, 199
Yugoslavia, 159



