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"It must be completely clear that, although drastic changes in the Soviet system do result from Gorbachev's economic reforms, nevertheless, these reforms are implemented within the Soviet system, whose limits must not be transgressed under any circumstances. This peculiarity of Gorbachev's reforms, which seems advantageous for adherents of the Soviet system, including Gorbachev himself, must, however, be the most substantial cause unavoidably leading to the failure of all efforts employed by the Soviet leadership at the present time to eradicate the stagnation in economic development.” 1 
Olimpiad loffe. Professor, Leningrad University 

PROBLEMS

We are witnessing the collapse of the socialist economy. The hallmark of the disarray is the widespread introduction of rationing 45 years after War World II, while Germany and Japan, defeated in the war, are today the world's leading economic powers.' Putting salt on old wounds, German citizens enthusiastically and wholeheartedly donate food parcels to their former victors. The food assistance is also coming from such countries as India, China, Pakistan and Turkey. The Soviet economy has disintegrated under the weight of its own shortcomings. When the economy grew larger and larger in the 1950s and 1960s, many experts predicted a natural slowdown in the pace of growth. The economic expansion caused all the imperfections of the command system economy to multiply simultaneously, making the problems harder to alleviate, let alone correct.

Each modem economy is unique in many ways but none is more mesmerizing than the Soviet economy in terms of demonstrating a clear limit to human interference in processes of which we often have little understanding. A single item it has in abundance is problems; Igor Birman, a former Soviet economist, called it " an economy of shortages." The pro-government press is often accusing an unidentified mafia in creating shortages. First of all there are two mafias, of the underworld and party mafia who are in most cases interconnected. Secondly, shortages are created by the economic conditions themselves and are inherent in the inefficient Soviet system. The same reasoning applies to the so-called " 'black market" or as the Soviets call it " shadow economy." The black market is a necessary attribute of the economic structure of the USSR which could not exist without it.

There is a legion of economic problems, perhaps more than in any other country in the world. It is not an exaggeration to say that the Soviet Union has one of the most labyrinthine economies in the world. The two important tasks the Soviet leaders have enjoyed until recently was to plan the future industrial production and successes and to redistribute material goods up to the last pair of shoes. This economy is an entanglement of subjective and objective difficulties, a product of a thousand years of Russian history and 75 years of Soviet rule. It is impossible to understand the Soviet economic policies and attitudes without understanding the centralized policies of Russian czars, their heavy emphasis on the priority of military expenditures. Likewise, the notions of property, especially land property, the relationship between the town and countryside, as well as work attitudes of the Soviet people can be traced for centuries back to Russia. Imagine someone is trying to build a house with broken bricks and no experience whatsoever. Nearly everything in the Soviet economy is done either wrongly or wretchedly. There are almost no conscientious workers or entrepreneurs in the Soviet Union. Often the wage leveling is identified as the main culprit of the low productivity of workers. It is a complex phenomenon which is mistakenly explained as equal pay for unequal effort; it is rather one of the integral elements of the socialist economy designed to substitute for the absence of genuine material incentives.

A specific Soviet contribution is a bewildering combination of rational and irrational ingredients. For example, a main tenet of the central planning is to produce a specified in advance number of items or amounts of raw materials. At the same time, since the 1930s, the Soviet leadership constantly encourages a principle of not only fulfilling but exceeding the planned estimates. The resulting anarchy is also rewarded. To produce more than the plan envisaged often meant to cause shortages of raw materials, created disparities, and most significantly resulted in sacrificing quality and service. Small wonder that usually Soviet equipment is not provided with the necessary assortment of spare parts. Central planning in a restrained form could be beneficial. In an absolute form, it is beyond anyone's capacity. Even highly disciplined nations, like Sweden or Japan would not have been able to practice such methods successfully. Russia should have been the last place in the world to try it. Who can plan the manufacturing of almost 25 million products by one hundred thousand enterprises? Can we imagine President Bush trying to come up with how much soup should be produced in the United States in W2? And what would the press say if his plan fell short? As two prominent Soviet economists write: " The system is guilty, the system that rigidly plans and regulates what can never, under any circumstances, be calculated, coordinated, and reconciled." 2
So the greatest myth about Soviet economy, its centralized character, is rather a parody on central planning, and it is an unsuccessful attempt. However, it achieved its goal: to create an industrial giant with the prevalence of the extraction of raw materials and a powerful military industry. While doing so in its own way impressively, it missed a new era: the post-industrial information age. It is an age of xerox, computer, and fax machines. That would have required under the Soviet present system an enormous number of security guards to see that employees do not print anti-Soviet leaflets. It also considerably neglected human needs as if the Russians would eventually learn how to eat their tanks and missiles. Although usually considered and treated as inferior as compared to heavy industry, the light industry sell had enough resources and manpower to have a more developed consumer sector. Inefficiency and mismanagement were the critical factors which did not allow this to happen.

Nothing signifies the collapse of the Soviet system more than its inability to produce enough food to feed its people. Countries like China and India with populations many times than the Soviet Union's succeeded in resolving their food problems. The list of failures in agriculture is nearly endless for a period of 70 years. It brought severe impoverishment of lands, in particular of the black soil, called chernozem. Here is a more recent fact: in 1989 the USSR produced more than twice the amount of mineral fertilizers as the United States but with no corresponding increase in agricultural output and a negative impact on the environment. Huge subsidies to collective and state farms to produce meat have not resulted in any overall growth of production. The farm officials simply purchased meat from the population. Instead of performing major surgery, to disband collective and state farms, Gorbachev has tried various palliatives such as collective, group, and family contracts and leases. For a man who grew up in the village, was party secretary in the agricultural area, and then responsible for agriculture on the national scale for 14 years, it is surprising that Mikhail Gorbachev does not exhibit any innovative approaches in this arena. Nor would he measure up with Alexander II the way he handles the land question. For conservatives it is the same old game - if only the state will increase the subsidies to collective farms and build for them roads, schools and houses, then maybe they will farm better.

One of the less discussed, but one of the most serious problems in the USSR today is the country's weak and rapidly deteriorating infrastructure. In many respects the Soviet Union does not even possess an extensive modern infrastructure and system of communications. In the last few years the performance of the railroads and the condition of the highways have seriously declined. It is presumed that more food spoils in Soviet warehouses than is preserved. This is the weakest link in the food distribution system. According to the newspaper Izvestiya (October 15, 1990) at least 30-40 percent of the harvest of potatoes, fruits, and vegetables, 15-20 percent of the grain, 5-7 million of tons of bread and baked goods, 2-2.5 million tons of meal and many other foods spoil annually before they can be brought to market. The equipment in light industry is also hopelessly outmoded. For example, of 318 sugar refineries, 166 were built under the czars. Power stations do not have reserve capabilities, which is dangerous given the harsh Russian winter. Equipment is worn out and outmoded; the wrong emphasis on nuclear energy given the legacy of Chernobyl resulted in the cancellation of several new projects and the conservation of several nuclear power plants. Russian technicians are quitting the utilities in the republics of the Transcaucasia and Central Asia because of the ethnic disturbances, which reduces the output.4 Cities are falling into disrepair with winter being a particularly trying time. Sewage and heating systems, roads and housing are decaying, especially in the industrial cities which were hurriedly built. The list could go on and on.

To imagine how much it will cost to improve the infrastructure of the USSR, it suffices to say that the government of West Germany will be allocating $100 billion to upgrade the infrastructure of eastern Germany in 1991 and will spent more than one trillion over the next decade. And eastern Germany is considered to be in much better shape than the Soviet Union and also it is much smaller.

Although the Soviet Union is the richest country in the world, the most remarkable features of its economy are waste and mismanagement. These characteristics are intrinsic attributes of the socialist system but many believe they are also a result of the abundance of natural resources. Twelve billion rubles are lost in revenues every year because of railroad malfunctions. One million drivers of official cars are cut off from the productive sphere. And who can count how much construction material, food, and consumer goods are stolen from state enterprises by its workers? There is no bigger symbol of waste than Minvodkhoz, an irrigation ministry employing almost two million people. Critics charge that the ministry has engaged in gigantic useless projects, such as changing the direction of the Siberian rivers or Canal Volga-Chograi. Projects such as the economic and military development of the North and the construction of nuclear icebreakers are extremely costly but are never subject to the public scrutiny or even given any public discussion. A fascination with giant projects such as hydroelectric stations brought about a " bulldozer economy." New factors straining the Soviet economy are natural disasters and national disorders. Localism and separatism are not necessarily always along the ethnic lines as we can see in the case of the " food blockade" of Moscow and Leningrad. Once democratic forces won elections in these two cities, other Russian provinces unilaterally cut their food deliveries to these two metropolitan areas. The fight to keep food for themselves and the erection of a customs barriers everywhere in the country are even more aggravating than the shortages.

The Soviet state was not built by Stalin alone but by the Soviet bureaucracy, or better referred to as a " partocracy." This class developed qualities, loyalties and sophisticated skills to rule far in excess of what we know about the ancient Chinese bureaucracy. It is a multi-million group of people who enjoy the benefits of the Soviet system, its perks and power. The bureaucrats are thriving under the central planning system with its endless redistribution of all goods and services. Although the partocracy was and is so strong and resourceful, its incredibly inept management should be blamed for the inefficiency and final collapse of the Soviet economy. The only management scheme, khozraschet, or self-sufficiency, which the Soviets are hopelessly trying for several decades, does not bring any substantive results. In their defense, the Soviet managers blame the workers, drunken and unruly, for all misgivings of the industrial production. At the same time, Soviet managers until recently had to cooperate with the party machine which they considered to be a drawback on the production process. A group of Soviet managers touring South Africa were speechless when they saw the orderliness and cleanliness of the mines and plants, and the training of workers from a dozen tribes who do not share one language. Presumably, if more Soviet managers travel they will realize their deficiencies in management practices, \t this point of the Soviet history, a relatively young party apparatchik, Mikhail Gorbachev, arrives with promises to change the system, to adapt it to the third millennium, to prevent the Soviet Union from falling too far behind the West.

Gorbachev's main premise has been that the Brezhnev period was a miserable time of stagnation. At first, he said, a couple of years of hard work can quickly produce results. He was warned by his foreign and domestic advisers, that he would be judged by the Soviet people on only one criterion - the improvement of the efficiency of the Soviet economy - and that he had approximately three years to remedy this problem. After six years of Gorbachev's handling of the economy, the situation in 1991 makes 1985 look like the golden age of stagnation.

In spite of the succession of economists, advisers to Gorbachev, every single undertaking was completely wrong and exemplary inept. Soviet academician Oleg Bogomolov defends the economists saying that the Soviet leaders treat them as some men treat their wives - they ask their advice but do as they pleased.3 The most harmful measures were the anti-alcohol campaign, incessant salary increases, the increasing anarchy among enterprises and the economies of the republics.

There is a strong connection between political and economic reform. Gorbachev paid too much attention to his consolidation of power within the party without noticing that the party was becoming increasingly irrelevant and a major obstacle to real reform. Gorbachev was unable to influence a resolution of a single inter-ethnic conflict and was very late with his version of a all-Union Treaty. Although his foreign policy was creating a positive climate for economic change, it assumed a lion's share of his energies and attention. A new tendency among the troubadours of " Gorbomania" is to blame the disarray in the economy on glasnost and democratization, rather than on Gorbachev himself. 

SOLUTIONS

The 500 days economic reform plan could have been a God-sent salvation for the country and Mikhail Gorbachev. For the very short time, everyone believed again that there was hope to improve things. It was very timely, especially in view of the scandalous and sad predicament of the 1990 harvest. It happened to be a record harvest, accompanied by record purchases of grain from the United States and an inability to provide with potatoes cities, in particular Moscow and Leningrad. TV images of Soviet citizens and soldiers picking potatoes by hand in the rain did not help the USSR's image as the world's second superpower. The 500-day plan was mostly associated with the academician Stanislav Shatalin, Gorbachev's latest economic advisor. Regardless how practical this project was and how successful would have been its implementation it was conservative enough to win Gorbachev's support and contained new elements to win Yeltsin's. According to Alee Nove, a well-known expert on Soviet economy, it would have been a miracle to accomplish all stipulations of this plan even in two years.4 Nevertheless, it could have constituted at the very least a step in the right direction. However, under conservative pressure, Gorbachev withdrew his support and moved the country closer to the abyss.

There was so little Gorbachev had to achieve in order to claim a success and getting more time for all-encompassing reforms that it is surprising that he so easily failed. How should the economic reforms proceed in order to succeed at least to a certain degree? First of all, it would have been necessary to get ready by making extensive preparations. To find the right people, regardless whether they are communists or not, and place them in strategic positions within the government and economy. A second step would have been to create reserves of hard currency, raw materials, consumer goods and food. The next logical step would be the abolition of such institutions as Gosplan, Gossnab, and most of the ministries, and creating new central institutions like a State Bank, the introduction of the modem accounting system and honest and meaningful statistics. Monetary reform of one kind or another is also a necessary step to take. The utterly irresponsible printing of paper money by the earlier Gorbachev-Ryzhkov government was one of the root causes of the economic and political crises. This paper money has to be removed from the circulation, nothing of lasting value was created by the unproductive, inefficient labor of Soviet workers, especially in the last several years. A sharp rise in the rate of unemployment is inevitable bearing in mind that at least one-quarter of the enterprises would be bankrupt if a transition to the market occurs. 

In political terms, the Spanish example of the transition from totalitarianism to a Western democracy should be carefully studied in the Soviet Union.

It is also important to finish the illusions of the Soviet Union being a great power. On the whole, the Soviet Union is a backward Third World country. The biggest domestic preoccupation facing it is changing work attitudes towards learning to work in a more productive way. The stumbling block until now was to choose a suitable model for economic development. This is difficult to understand because most models to choose from are significantly more successful than the Soviet one. It may be useful to study and borrow from the Chinese, Polish, and Hungarian models. Especially useful elements of privatization and land reform can be adopted from these countries; there is nothing more difficult for the Soviet mind to understand that the notions of private property and ownership. Even Abel Aganbegyan, a man often called an architect of perestroika, managed not to use dreaded words " private property" on all of two hundred fifty pages of his book The Economic Challenge of Perestroika, published in 1988. The same is true about the books of Tatyana Zaslavskaya The Second Socialist Revolution, (1990) and Nikolai Shmelev and Vladimir Popov, The Turning Point, (1989). All these authors are called radicals! This revulsion to private property and individual initiative creates an atmosphere of the disrespect approved by the society at large. As Russian poet Andrei Voznesensky recently commented with sorrow: " I thought that I knew Russians, but 1 had no idea how conservative, how envious, and how vindictive they are. If someone gets rich by a cooperative effort, someone else will burn down his house, or his shop." 5 Without profound political and social changes in the Soviet Union the " Grand Bargain," the plan of privatization and Western investments, prepared by Grigory Yavlinsky and Harvard University, is a nice hallucination. Likewise, the adoption of the privatization law of the Soviet parliament on July 1, 1991 should be viewed as a subterfuge before the July summit of the Western leaders in London and Gorbachev's hopes to get a significant Western assistance. Soviet reformer Vasily Selyunin succinctly characterized the Communist party's attitude to the market: " By the very logic of their doctrine Communists are doomed to search for what is inherently impossible - a compromise between the market economy and socialism. Having made a few tentative steps towards the market, the phony Soviet reformers always spring back. They scare themselves and the nation with predictions of material losses, social conflicts and upheavals." 6
The assistance from the West is crucial for the transition period and should be accepted with gratitude. Several times in its history Russia received Western expertise and later belittled its importance. From Peter the Great to Lenin, Russia was asking for the Western assistance to overcome its backwardness. Any Soviet industrial development has at its root some Western company's contribution. A massive Western investment would be a blessing for the Soviet Union. However, the risk for the substantial Western investments would be enormous since the threat of nationalization would not be far-fetched. In addition, such factors as political instability, bureaucracy, and a rudimentary financial system - are all working against substantial investments. Nevertheless, Germany's $31 billion infusion into the Gorbachev Russia as compared to zero dollars of George Bush could have serious implications. Germany can and did already obtain political dividends, and may in the future become a " Partner No. 1" of the Soviet Union. That is why the conservative resistance in the Soviet Union to Western investment does not have a logical basis but is more a matter of fear of relinquishing control over the Soviet economy, and thus losing its power base.

So, if these main political preconditions are fulfilled then a group of courageous knowledgeable reformers can move fast in implementing a very unthinkable process of Soviet economic reform. These reformers need to be supported by a new democratically elected legislature and have the support of the population at large. The Soviet Union does not need Gorbachev, but a Soviet Franklin D. Roosevelt - a resolute man with a vision to lead his country out of a nightmare. The faint-heartedness of Gorbachev can be clearly demonstrated on the question of prices. Since his first days in office, it was obvious that prices on consumer goods and food had to be raised immediately. Instead he began to mumble, promising not to increase prices because he believed at first the economy should improve. He tried several times to spread rumors of price increases to gauge the reaction of the people, which was always negative. Steep price increases at this time when the country is undergoing a serious crisis led to almost complete loss of faith in Gorbachev among the population. Another sign of the inability to tell the truth expressed itself in the promise to compensate people in wages and pensions fully. In this case, it does not make sense to increase prices in the first place; secondly, it is usually impossible to compensate the population fully any way. Nursultan Nazarbayev, President of Kazakhstan and considered to be a Gorbachev ally, said recently to News-week: " People feel their lives have deteriorated, and Gorbachev is fully to blame for that. We republics can't wait for Moscow if Moscow does nothing." 7
Two key expressions are used by Gorbachev in order to conceal his confusion: " to integrate the USSR into the world economic system" and " all types of property shall flourish in a mixed economy." The former expression deciphers as that the West should bail out the Soviet economy otherwise the deterioration can lead to the increased tensions, military coup d'etat, and return of the Cold War. The latter is used to hide embarrassment and avoid using the word " private property." Instead, a slogan " let flourish all types of property means also to continue preserving collective and state farms and state enterprises.

It is incredible that a vast majority of the Western media transfixed on Gorbachev, was incapable of giving an objective view of what is really going on in the Soviet Union at every stage of economic development these last six years. Even when his closest advisors and allies criticize him, the reaction of Western media is usually weak or convoluted. What prevailed was a shallow depiction of Gorbachev as a benevolent leader who is allegedly radical and is trying to tackle insurmountable problems. The complaints of the Soviet people were discounted and even ignored from the very beginning. Glasnost was given all attention while perestroika went unnoticed.

Why all attempts to improve the condition of the economy brought opposite results whereas in the area of foreign policy there were so many successes? The essential reason is that the " deideologization" of the economy did not fully take place. The Communist party continues to hold the economy under its sway. The case in point is Gorbachev's failure to obtain $10-12 billion from the G7 meeting in London. While achieving a significant diplomatic victory to get invited to the economic summit of the Western leaders, Gorbachev showed his dogmatic streak by being unable to present even in writing a practical plan of transforming the USSR into the free market economy. Instead of presenting the economic plan " Grand Bargain" (more precise translation " Acquiescence to Chance" ) prepared by Grigory Yavlinsky and the Harvard experts, which was positively viewed in the West, he managed to dilute it with the ideas of his yet another conservative prime minister Valentin Pavlov. As a result, in London Gorbachev received smiles and promises and not even a pitiful $10-12 billion to stabilize internal currency. Alas, the Russians dreamed to obtain $100-150 billion. Former foreign minister Eduard Shevardnadze complained: " We all lost a lot when the plan (" Grand Bargain" ) and Yavlinsky were not taken to London.8 Once again, instead of being a modernizer and reformer, Gorbachev turned out to be an unimaginative improviser.

After carefully analyzing the Soviet political crisis, it is obvious that large-scale Western investments will not be forthcoming in the next 5 to 10 years. A selective investment policy and barter trade could be mutually beneficial. Moreover, Western governmental economic assistance to beleaguered Gorbachev is necessary from the political point of view and to neutralize the conservative opposition.
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