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MAURICE DOBB

It is not easy to recall for how long Maurice Dobb has been a part of the
intellectual universe of both Cambridge and the British left. T think I
first heard of him in 1932 from an Oxford student, who talked (with the
superiority of undergraduates over schoolboys) about that then ex-
tremely rare species, the socialist economist. There was G. D. H. Cole,
of course, and Maurice Dobb, whom he described as a Marxist, an even
rarer and indeed at the time virtually unique species in British aca-
demic life. I was a Marxist too, naturally, or thought I was. There was
little enough to read on the subject in this country, other than the works
of the founding fathers, for John Strachey had hardly yet begun his
brief career as the cicerone of the far left. (He acknowledged his debt to
Dobb’s short and now forgotten Introduction to Economics handsomely.)
Schoolboys like myself must have read Dobb simply because there were
so few intellectual Marxists that we could hardly miss him. As I write,
there lies before me, heavily marked, visibly re-read and inscribed with
the date 1934, his Hogarth Press pamphlet On Marxism Today. In how
many small discussion groups at school, in suburban back rooms, in the
cafés of Parton and Houghton Streets, were its arguments used and re-
used by boys of my generation? Probably at that time not in very many
as yet, though I distinctly remember putting Trinity and Downing on
my list of college preferences in the scholarship examination, the one
because it contained F. R. Leavis, the other because it had at least some
connection with Maurice Dobb.

The object of this otherwise irrelevant and presumptuous excursus
into autobiography is to suggest not merely how long _Dobb has b.een
with us, but how unique his position was for a very cons1dera}ale }_)enod.
For several generations (as these are measured in the brief lives of
students) he was not just the only Marxist economist in a British uni-
versity of whom most people had heard, but virtually the only don
known as a Communist to the wider world. After the 1930s he ceased
to be quite so unusual a figure, but he ante-da:ced .thc‘m. When young
intellectuals began to turn towards Marxism in significant numb‘ers,
and for the first time in British history, he was already there to gu%de,
to instruct, to provide the assurance which we, in spite of our ostensible
readiness to dismiss the official authorities, badly needed. His very
existence as a Marxist academic was itself an achievement. It is not
easy to recall the Siberian climate in which the plant of intellectual
Marxism then attempted to put out its feeble shoots in this country, the

1 [ 1 ] FSC



@ MAURICE DOBB

casual dismussal-—so much more wounding than the impassioned pole-
s of the cold war era—with which our elders passed over Marx Ifhe
was really so emment a thinker, why then (I still recall the question of a
Cambridge supervisor) were there no intellectually interesting contem-
porary Marxusts to read ? There were, though Cambrnidge, then as later
an exaggerated example of avoidable Anglo-Saxon msulanty, did not
know them Yet even by the criteria of the British educational system of
the 1930s, there was Dobb, a trebly unusual figure ‘The 1930s” Paul
Sweezy has remarked, ‘were not a period of substantial progress in
Marxist economucs * Britain was a country m which barely any sigmifi-
cant native contribution to Marxist theory had ever been made But
Daobb’s was such a contribution, he was English, and he was a man who
was at least margmally accepted as an academic

Dobb’s 1solation was m many ways charactenstic of the situation of
sociahist, and a fortion of Marxast, mntellectuals until the 19305 The trads
tional habitat of the progressive intellectuals 1n this country had been
the radical wing of hberalism The major mtellectual effort of the left,
which on the continent came from socialists, 1 Britamn came from
hiberals It wasnota Hilferding, Luxemburg or Lemin who produced the
British analysis of the amperialist phase of capitalism, butaJ A Hobson,
not a Jaures who rewrote the history of the crucial phenomenon in
national history—in our case the mndustnal revolution—*from below’,
but wnters ke ] L and Barbara Hammond Even the relatively few
soctalist intellectuals of the era from 18go to 1914, which was everywhere
else a golden age of Marxism, owed hitle to Marx The first world war
and the collapse of the Liberal Party produced a migration of radieal
intellectuals towards Labour, but neither their formation nor their new
environment encouraged any great development of Marxism among
them, at all events untl the slump and the rnise of Hitler However, short-
ly before the war the first numencally sigruficant groups of umiversity
socialists came mto existence, largely under the imtial auspices of the
Fabians agamst whom they subsequently rose i revolt The labour un-
rest of 1911-14, the war, and the mspiration of the October Revolution
drove them to the left, and the profound and lely sense of class divi-
sion and class struggle led them towards radical 1deologies—revolution-
ary syndicalism and guld socialism—and thence to Marxism It was a
slender enough basis for the theory, though 1t was m thus setting—
notably i the summer schools of the Fabian (later Labour) Research
Department—that Maurice Dobb made hus 1declogical debut

‘Like Douglas Cole’ wntes one of his semtors m thes milien, “the
young Dobb was singularly good looking, while less hke a ““spoiled
darling” m his behaviour He was (also hke Cole) exceedingly well-
dressed m those days’ (Both the modesty and the touch of mformal
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dandyism in the choice of shirts and ties have, as his friends know,
survived the intervening decades.) He was probably a slightly unex-
pected figure even then, the product of a respectable Daily Mail-
reading suburban family and of Charterhouse, a school not notably
productive of revolutionary intellectuals, but to which he has always
maintained the loyalty due from an OIld Carthusian. Such patently
bourgeois appearances were not usual. Dobb himself remembers his
first attempt to join the small band of Cambridge University socialists,
and being intensively interrogated by H. D. Dickinson (later Professor
of Economics in Bristol), who was clearly under the impression that so
spruce and conventional-looking a young man must be a provocateur.
(There was some excuse for caution in those days, when the bullies of
athletic conservatism were only too likely to break the rooms and heads
of the unconforming minority.) Nor was Dobb at this stage the most
extremist of Cambridge left-wingers. He did not in fact join the Com-
munist Party until 1921. Yet he proved to be the most persistent of his
contempararies. ,

He had become a socialist in the last phase of the war, while waiting
for the apparently inevitable call-up into the army, from which only
the armistice of November 1918 saved him. The next year he entered
Pembroke College as a historian and shocked the authorities by the
decision to read economics, a subject for which the college was entirely
unprepared, though J. M. Keynes advised it on how best to deal with
this eccentric young man. There were then not many economists and
considerably fewer socialists: Kingsley Martin, R. B. Braithwaite (now
Professor of Philosophy at Cambridge), Dickinson, Kitto (later Pro-
fessor of Classics at Bristol), the slightly senior Lancelot Hogben, the
rather junior J. D. Bernal and one or two others. Socialist economists
were even scarcer, though a few years later P. Sargant Florence (before
his translation to Birmingham) presided over the economic left, and
Keynes—this was the period of the ‘Economic Consequences’—ad-
vertised a sympathy for radical oppositionists. Dobb recalls his support
against bitter attacks by other undergraduates at one of the meetings
of the Political Economy Club, though the older man had little contact
with the younger, and certainly neither sympathy with nor under-
standing of Marx. (However, he was later to commission Dobb’s small
work on Wages for the Cambridge Economic Handbooks.) Nor had
Dobb any sympathy for Keynes’ efforts. ‘Keynes is certainly,” he wrote
to a correspondent in 1925, ‘departing from the assumptions of ortho-
doxy sufficiently to be anti-laissez-faire (quite the fashion now in Camb.)
to wish to displace anarchic by controlled economic operations—but with
the class basis of the whole thing still untouched. If you told him that he

is neglecting this, he will simply misunderstand you, or else say that
I-2



4 MAURICE DOBR

you are mtroducing “sentimental” constderations which do not con
cern him & do not seem to him important.’

The postgraduate years at the London School of Economucs {1g22-
24) gave Dobb a shghtly less constricted polhitical environment, but m
1924 he accepted the mvitation to return—as we now know for good—
to 2 teaching post 1n Cambndge, and to a situation which was probably
as uncongenial for revolutionarv mtellectuals as any to be found 1n the
1920s It wasnot merely that, as he wrote in a Ietter shortly after, *I find
1t rather distasteful teaching embry o explosters how to exploit the workers
mn the most up to date and humane way * Cambndge Iacked any sigmifi
cant munonty of radical students, and any mndustnal worling class 1n
the town It did not have even Oxford s traditional penchant for the
wider world of national politics, or a permanent local headguarters for
dissidents such as the G D H Cole household provided Itsrebels were
isolated, often even from each other When the General Strike emptied
the lecture rooms, the young Marxist lecturer was left confronung a
scattering of students who had refused to go strihe breaking Yet as he
himself recalls, he did not realize that they were on his side, that they
were probably waiting for hus words, and attacked them as blacklegs and
reactionanes After the General Strihe what hittle movement of the
left there was in Cambndge, collapsed entirely For several years Dobb
was virtually the only Communust 1 etther unn ersity or city Not untd
1931 did a new generatnon of student Marmusts begin to revive the left
both 1n the town and among the undergraduates

Inevitably, part of Dobb’s hife therefore lay outside Cambndge mn
London, m the Labour Research Department, or mn the classes of the
Natienal Counail of Labonr Colleges, which was the main orgamization
for Marust education 1n the trade umons between the wars, and to
which he gave up weehends and vacations Much, and at umes most,
of hus non academic wnting 1s to be found 1n the pages of 1ts journal
Plebs, of which he was de facto editor for some years Dobb was and re-
mamns primanly a teacher and wnter Though a devoted and loyal
member of the Commumnst Party almost since 1ts foundation, neither
his sitnation in Cambnidge nor perhaps his personality and mtellectual
styJe gualified im markedly for the work of political orgamzation and
propaganda which absorbed most of the few mntellectuals who threw 1n
their Iot with the Party before the 1930s Comversely, though hus gifts
were appreciated—an old Commurust recalls mentiomng the young
Dobb to Eugene Varga m Moscow as the ablest Marxist economast m
Britain as early as 1g22—before the 1930s there was not a great deal for
2 man of hus Lind to do 1n the Commumst moyvement, except to take
Tis share of the adult teachung which has always been so central an
activity i the Briush labour movement e may not regret that Dobb
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was thus left free to write Capitalist Enterprise and Social Progress (1925)
and the pioneer study of Russian Economic Development since the Revolution
(1927); probably the first work of its kind by a British economist.
Curiously enough, it was written without a knowlege of the Russian
language, which Dobb only acquired after the second world war;
though of course he had the constant assistance of a translator.

Within Cambridge he soon came to occupy the characteristic posi-
tion which he has retained ever since. Totally isolated as a Marxist in
his faculty for so long, he did not initially suffer much discrimination,
though the late King George V is reported to have expressed some
anxiety about the presence of a bolshevik in an institution likely to
educate royalty. The decision by Pembroke College to withdraw its
economics undergraduates from his dangerous influence in 1928 was due
to his divorce rather than to his Marxism, though there may well have
been dons who (as in the case of Bertrand Russell) made no clear
distinction between varieties of what they regarded as immorality.
Thanks to the late D. H. Robertson, whose political sentiments had not
yet been exacerbated by the rise of the Keynesians, he was soon attached
to Trinity, though he did not actually become a Fellow of this (or any)
college until after the second world war.

Economics students knew him as a devoted supervisor and lecturer,
initially on any and every subject required by the syllabus—even, at
one stage, Public Finance—later increasingly on the congenial topics
of the history of economic thought and on social problems. They did
not know, and could not appreciate, the immense care and trouble he
brought to his teaching, which made him into the most painstaking and
sympathetic of examiners. The undergraduate left, which developed in
the 1930s, saw little of him in the ordinary course of events, partly be-
cause its activities were sharply distinct from those of the post-graduates
and dons—the ones living, then as later, in an academic limbo, the
others in a permanent world quite different from the rapidly revolving
universe below them—partly because Dobb’s punctilious refusal to
use his position as a teacher for political purposes, tended to confine
his contacts with the student Marxists to the extra-curricular. I remem-
ber him, most charactistically, at student summer schools during
vacations, where he introduced us, with remarkable lucidity and a
flattering assumption of intellectual equality, to the Marx of volumes
2 and g of Capital and of the Theories on Surplus Value. He probably
taught us more about Marx’ analysis on such occasions than we ever
learned in an equally brief space of time before or since.

For post-graduates, colleagues and friends he became a less elusive
figure, though, even after his final establishment in Neville’s Court,
Trinity, he still escaped to the rural isolation of Fulbourn and to his
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wife Barbara Nixon In Cambridge his fnends see him perhaps most
typically sitting m an armcharr, rosy-faced, sl elegant 1n an iformal
but carefully colour-checked shirt and disclaiming, agamst all proha-
bility, any special competence on any subject under discussion, diffi-
dently intervenmg in conversation, with a natural and deep seated
courtesy which once led a visiung foreigner to say that he had always
heard about Enghsh gentlemen, but he had never met one until he met
Maurice Dobb Or elsc we think of him on those long discussion laden
walks through Backs, Fellows’ Gardens or the woods near Fulbourn,
which are 50 inseparable from the intellectual life of the older umvers:-
ties Outside Cambndge we recogmze the charactenstic square hand-
writing, getting perhaps even more regular and legible as the years
pass, with which he fills us pages As time has passed the number of
people who have thus come to know Dobb—{ew of them can have failed
to become lus fnends—has grown larger It 1s only natural that some
of them have decided to commemorate i this volume his contnbution
to the science and the cause to which he has devoted hus life

His position among the economusts was for a long time anomalous A
Marxist who could express himself fluently in the Marshallan ydiom of
his formal economic schooling was odd enough, so strange that this
bilingualism has led even able observers to suggest sometimes, agamst
all evidence, that he was not really a Marzxast at all, but only a bolshevk
among the neo-classicists Moreosver, British economusts long found 1t
difficult enough to grasp what Marx (and Dobb) were after, even
though—thanks largely to Dobb—they were eventually to learn not to
underestimate us analytical capacity as grossly as they had habitually
done 1n the 19208 The combined force of the Vienna-London and
Cambndge schools made 1t difficult to accept the Marxist contention
that a historzcal abstraction i economucs was, at best, of strictly limited
usefulness, and at worst, ‘exclude{d} 2 large tract of economuc ternitory
which to any realistic view 1s of great importance for understanding the
economic shape, and especially the larger movement of society”’, T risked
narrowing an mcreasingly refined analysss to the vamshing pomt of
tautology, and m practice presented the specific features of the capitahst
mode of production as the umversal requirements of rational economic
activity It even made 1t difficult, at some periods, to distinguish the
Marwast approach clearly from the institutionabist or hustoncist one,
associated with other minority trends in the subject The argument that
the methodology of the ecoromucs which became dommant 1n the half-
century after the 18705 ‘has tended to make economucs essentially a

+ Dobb’s essay On Some Tendencies in Modern Economic Theory {(reprinted 1 On

Economic Theory and Socialsm, London 1955) 1 with tus Polttcal Economy and Copitalum
(London 1437} the best gude to his thought in these matters
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theory of exchange—a determinate theory of price relationships be-
tween things which appear on the market as objects of sale and purchase’
might be accepted. The contention that, ‘insofar as he introduces
“sociological” factors as “data”, the economist justifies his method of
handling them by the assumption that they are independently deter-
mined from an outside sphere, and that any interaction between that
sphere and the circle of economic relations proper is too small to im-
pugn the postulated independence of the latter’ might strike home.
Yet an entire tradition of economic thought still reinforced resistance
to the view that ‘it becomes increasingly doubtful whether any proposi-
tions of substantial importance can be made about exchange relations
without introducing “social” or “institutional” data.’

Under these circumstances there was—perhaps until the 19505—
little enough contact between the writing of Dobb and his British col-
leagues. His first book was politely received, though so acute and usually
unflattering a judge as Schumpeter later drew attention to its argu-
ments. Russian Economic Development seemed to be of purely descriptive
interest. It is doubtful whether any British economist in 1928 had so
much as heard of the discussions on economic development in the
U.S.S.R., which are in many ways the foundation of modern develop-
ment economics, and even if he had, would have been prepared to make
much of them for another twenty-five years. Political Economy and Capital-
ism was clearly a much more ‘relevant’ work, and both the power and
tenacity of its critique of the then dominant subjective utility school and
the defence of Marx as the logical successor to the classical political
economists, could not be overlooked; at least by writers of a more
recent generation. Nevertheless, its critique of the economic orthodoxy
of the time ran parallel to the more influential Keynesian one, but
hardly touched it except perhaps in the common rejection of both of
theories whose refinement was bought at the cost of gross unrealism.
Nor did either side make much effort to approach the other. The
Keynesian pre-occupation with controlling economic fluctuations with-
in the capitalist economy was one which Marxists in the 1930s were not
likely to share, and conversely, Dobb’s argument, intellectually able as
it unquestionably was, seemed quite remote from the practical policy
questions which British economists, always potential Treasury advisers
at heart, sought to influence.

As soon as academic interest shifted from the study of fluctuations to
that of economic development and planning, the Marxists’ theoretical
interests became much more obviously relevant. The trend of Dobb’s
own writings in the post-war period encouraged this rapprochement. His
Studies in the Development of Capitalism (1946) helped to re-open the dis-
cussion on the origins of capitalist industrialization, which has increas-
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mgly occupied economic histonans The revised edition of Sortet Ero-
nomie Development Since 1917 (1948} did not perhaps appear at an 1deal
moment for the study of thus subject, but both 1t and the articles
periodically reviewmg the processes of Soviet planmng and the expert
discussions to which these gave nise i the U S S R, drew attention to
problems which were now of concrete importance far beyond the fron-
tiers of that country Above all, Dobb’s inereasing interest m the eco-
nomic development of pre-industrial countmes, which found a first
expression 1 the admurable Dellu lectures of 1951 (Some Aspects of Eeo-
nomiwc Development 1951) (1960) allowed hum to combine the results of
both his analysis of capitalist historical development and of the Soviet
economy with considerable profit This aspect of hts work was carmed
forward with the influential essays of 1954 and 1956 on the choice of
techmque, and was further developed with the appearance in 1960 of
An Essay on Economuic Growth and Planmng Despite the modest title this s
a study of considerable importance and shows very clearly Dobb’s pro-
found understanding of the central problems of economic growth It was
also fortunate that the great monument to that classical political
economy which Dobb had so long championed was umeded at 2 time
when 1t was more likely to be appreciated than in earlier decades
Sraffa’s and Dobb’s great edition of Ricardo was finally published 1
195155

Ths 1s neither the time nor the place to attempt a cnticial assessment
of Dobb’s work, 1f only because 1t 1s as yet far from complete Yet even
if he were to wnte nothing more 1t would be difficult to find many other
economists of the present time who could match Dobb’s major studies
with work of comparable quality and ongimnality over such a wide
range from the broad histonical sweep of the Studies in the Development of
Caprtalism through to the ghly abstract ecomomc theory of his
analytical essay on economc growth In any case the very existence of
a volume such as this, and the range and quality of its contributors,
provides at least a provisional clue to the respect in which he 15 today
held 1n many countries, and the extent to which hus fields of interest are
also those of other workers who have drawn stimulation from his work,
his fizendship, hus long and lonely championship of Marxism, or all of
these It contrasts—the point 1s worth making only mcidentally, but it
ought not to be omtted—with the modesty, indeed the marginality, of
his position m the officral academic world There can be no doubt that
his official career has suffered from his long assocration both with
Marxism and the Commumst Party, especially as s pertod of max-
mum hterary output—roughly, the decade following the end of the
second world war—comncaided with the worst years of the rdealogical
cold war Perhaps Cambridge has less to reproach itself with in this
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respect than other academic institutions which could have at one time
or another had or retained the services of a man whose intellectual
distinction is beyond any doubt, and in 1959 he was one of a group of
distinguished Cambridge economists (the others included Joan Robin-
son and Nicholas Kaldor) who were elected Readers in Economics. In
any event, the stature and influence of a writer is rarely determined by
the eminence of his official positions. This is particularly true in the case
of 2 man like Maurice Dobb and a truer indication of the esteem and
affection in which he is held in so many parts of the world may be seen
in thistestimony of those who have united to honour him on the occasion

of his retirement.
E.J. HOBSBAWM



PART 1

PROBLEMS IN THE THEORY OF
ECONOMIC GROWTH

A GLASSICAL MODEL
OF ECONOMIC GROWTH

LEIF JOHANSEN

I. INTRODUCTION

The purpose of the present paper is to analyse some of the fundamental
questions raised by Adam Smith, David Ricardo and other classical
economists within the framework of a model which I think is a fair,
though simplified, representation of their thinking. I do not claim to
have obtained any original or surprising conclusions; the analysis
corroborates the logic of classical analysis. The advantage of the present
approach is that conclusions which were stated in qualitative terms
by classical economists can be given in terms of the parameters of the
model.

Since I shall use only well known and often quoted chapters and para-
graphs, mainly from Smith and Ricardo, I do not find it necessary to
give many references to the literature.

The main questions on which we shall concentrate are the following
two:

A. Is growth in the long run possible or is stagnation inevitable?

B. Will the wage rate remain above subsistence level in the long

run?

These were central questions in classical thinking on economic de-
velopment. We shall be less concerned with other questions which have
a more special flavour of earlier centuries.

The basic assumptions in classical growth theory which we shall re-
tain throughout are the following:

I. Employment is determined by the amount of capital.
II. Population growth depends upon the wage rate.

III. Current wage rate is high when labour is scarce, and low when

labour is abundant.

IV. Savings and investments are determined by profits.

I think these assumptions—which will be given more precise forms
below—are obligatory in an analysis of economic growth on classical
premises.

With respect to returns to scale and technical progress, which are also
important for questions A and B, we shall try some different assumptions.

[31]
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2 THE BASIC MODEL

We shall proceed on the bass of a one commodity model I think ths 1s

permissible for analysing the maimn questions mentioned m the mtroduc-

tion, but of course 1t prevents us from analysing some other questions

which are also promiment in classical wrrtings on growth or development
We shall use the following notations

X = total production per peniod of time,

capital stock,

total population,

employed labour,

wage rate m terms of goods, 1t corresponds with Ricardo’s
‘market price of labour’,

natural wage rate, corresponding to Ricardo s “natural price
of labour’, 1ts meaning will be clarified helow,

7 = total profits

K
N
L
w

| I I I |

w*

The natural wage rate w* 15 assumed to be a given constant The other
symbols represent variables that are functions of time When necessary
we indicate this by X(¢), K(t} etc , ¢ being ‘continuous time’

We assume production and employment to be determined by capital
by the following two equations

X = f(K) (1)
L = bR, {2}
where {15 a function and & 15 the (constant) labour/capital ratio With
constant returns to scale {1} 1s smply
X = ak, {1}
where @ 13 a constant
Equations (1) and (2) seem to imply capital having infimte Life How-

ever, we may let X be output net of deprecration, and the labour neces
sary for repair work to offset depreciation may be accounted for through

Equation (2) means that demand for labour 1s determuned by capatal
stock The momentary supply fancnon Sor abour 1 suntten as

L = Ng{w—u*), (3)

where function g 1s the per caprta supply function for labour We assume

the supply of labour to increase with the wage rate,1e g > 0 (3) can
be mverted so as to be written

w = w* +G(LIN), @

where we have introduced G for the inverse of the function g
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Here L/ N measures the momentary scarcity of labour, and (4) gives
the ‘supply price’ of labour. It represents Ricardo’s expression: Labour
is dear when it is scarce and cheap when it is plentiful.” (Principles,
Chapter V.)

In the longer run labour supply is influenced by population growth,
which is a function of the wage rate:

dN|dt = Nh(w—w*). (5)
We shall put

k(o) = o, ie.dN/dt = 0 whenw = w¥ (6)

which may be interpreted as an implicit definition of w*; compare
Ricardo’s definition: ‘The natural price of labour is that price which is
necessary to enable the labourers, one with another, to subsist and to per-
petuate their race, without either increase or diminution.” (Principles,
Chapter V.)

We shall assume % to increase with w—w*. The function A(w — w*) is
obviously non-linear, but in some connections we shall employ the linear

approximation v _ maw—wt) (A = K(0)), )
which will be valid when w is not too far away from w*.

Profits are v = Xl ()

In most cases we shall for simplicity assume that all profits are invested:

dK|dt = . (9)

However, we shall in some connections consider the effects of replacing

(9) by dK|dt = a(m[K)m (10)

where «, the ratio of profits invested, is assumed to be a function of the
profit rate. It may be assumed that a(7/K) = o for some critical value
of 7/K, and increases with 77/ K, approaching unity for large values of the
profit rate.

Counting unknowns and equations, we now have six of both. A given
initial capital stock K(o) and population N(o) is necessary to complete
the system and to start it moving. Given K(0), we see from (1) and (2)
that X(o) and L(o) are determined. Then from (3) and the given N(0),
w(o) is determined. Profits are determined by (8). The transition to ‘the
next moment of time’ then follows from (5) and (g) or (10), and so the
system moves.
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8 THE CASE OF CONSTANT RETURNS TO SCALE

Let us first consider the case of constant returns to scale, 1 ¢ the speaial
case (r'} of (1} This may be approximately vald for a newly opened
country, rich i natural resources, as exemplified by the classical econo-
mists by North America

We define a steady grouth path as one along which the wage rate «
and the proportions between X, K, N, L and # remain constant, these
latter variables growing at a common rate per peniod of tme Let i be
the wage rate on such a path, and let the common growth rate for the
other vaniablesbe r,1e

A(f) = Alo)e!, A(t) = K{o)e, etc

Growth rate

L

-~

r=h{w—n*)

> 1hvage rate
/w' P \’ = ot

Now insert these assumptions in (1 ), (2), (3), (5), {8) and (9} Itisthen
easy to see that with appropniate proportions between the vanables
mtially, a steady growth path wall exist wath a growth rate rand a wage
rate & determined by the following two equations

r = a-biw, (11)
r = h{iv—w*) (12)

The solution 1s shown 1n fig 1
Yo Lllous immediately that we hase posapve growth »f angd only of

a—-bu* > o, (13)

and furthermore, this condition also ensures a wage rate on the steady
growth path permanently above the natural wage rate

Condition (13) 1s easily interpreted 1t stmply says that production
should yreld a profitaf labour were paid the natural wage rate The d:ffer-
ence @ — b * 1s sumply the surplus, m terms of product, per unit of labour,

above the natural wage rate
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With the linearized function (7) for the growth of population the
solution of (11-12) is:

. a+Aw*

w PR —

A+b T

_a—bu*

%
%, a—bw

T (1)

5 (15)

I+ "A“
Let us consider some classical conclusions in the light of these formulae.
First observe that (14) and (15) imply

_ r

o= w* +s (16)
i.e. for given w* and A the wage rate on the steady growth path is higher
the higher is the growth rate. Compare this with Chapter VIII, Book I
of Wealth of Nations: ‘1t is not the actual greatness of national wealth, but
its continual increase, which occasions a rise in the wages of labour. It is
not, accordingly, in the richest countries, but in the most thriving, or in
those which are growing rich the fastest, that the wages of labour are
highest.’} Furthermore, see Chapter V of Ricardo’s Principles:  Notwith-
standing the tendency of wages to conform to their natural rate, their
market rate may, in an improving society, for an indefinite period, be
constantly above it; for no sooner may the impulse which an increased
capital gives to a new demand for labour be obeyed, than another in-
crease of capital may produce the same effect; and thus, if the increase
of capital be gradual and constant, the demand for labour may give a
continued stimulus to an increase of people.’

Next consider the role played by A, which measures the effect of higher
wages on*population growth. A lower A means a higher wage rate on the
steady growth path, and aslower growth. The effect isof course that labour
by making labour supply react more slowly to higher wages extracts a
greater share of the surplus (z — bw*), and thereby also decreases accumu-
lation.

It is also interesting to observe the effects of the natural wage rate w*.
This can be interpreted as a strictly defined subsistence wage rate, and
then alternative levels are perhaps not interesting. But at least in Ricar-
do’s work one finds the suggestion that w* is not a subsistence wage rate
in this sense, but rather a magnitude determined by “habits and customs’,
and by sociological factors. Then one may ask: what is the effect upon

1 Itis usually assumed that the expression ‘a rise in the wages’ in the first period refers to
a comparison between levels of wages rather than the rate of change through time. This would
conform with (16).
2 FSC
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the actual wage on a steady growth path of 2 hugher natural w agerate?
Trom (14) we sce that
dip A

d* T A p (17)

that means # mncreases with an inerease 1n the natural wage rate, though
only by a fraction of the increase m w* It1s mteresting, particularly in
the bight of later developments, ta compare this with Ricardo’s wishes
expressed in Chapter V of Principles *The friends of humamty cannot
but wish that in all countries the labourg classes should have a taste for
comforts and enjoyments, and that they should be sumulated by all legal
means 1n their exertions to procure them There cannot be a better
security agamnst a super abundant population ’

All conclusions drawn above could be drawn also for the case (11~12)
without hneanzing the function for the inerease 1 population A propor-
tional stuft in the function A({% — w*) would correspond to a change in A

Replacing (9) by (10) we would still have a steady growth pathin the
model, with (13) as a condition for positive growth Instead of {11) ne

would now get
r = a(n{K){a—biv), (18)

where the profit rate #/K 1s constant on the steady growth path If e 1s
independent of 7K, 1t 15 obvious from fig 1 that a value of « less than
untty would result in both a lower growth rate and a lower wage rate on
the steady growth path If & does in fact depend on m/A, (18) and (12)
cannot be solved for r and @ mdependently of the rest of the system, butat
1s nevertheless clear that the same conclusion holds if only a(n/K) < 1

All conclusions above concernung r and i are independent of the form
gl ) of the momentary labour supply function In fact, on the steady
growth path this function only serves to determune the ratio LN If we
study the stability of the steady growth path, this function 13, however,
1mportant

Let us imagine a starting pomnt at ¢ = o with arbitrary values of A{0)
and A{o) which do not correspond to the proportions on the steady
growth path Let us assume that N(o) 1s ‘too big’ m proportion to K(0)
Total employment would be L{o} = $A(0), which mserted in (3) or (4)
would yield a wage rate w{0) < # This would on the one hand make
population growth slower than on the steady grawth path, and on the
other hand through lugher profits give a faster accumulation Wew ould
by this get an increasing value of L{ ¥, and by (4) an increasing w The
same type of argument could be applied for animtial situatton with ‘too
small’ population 1n proportion to capital It appears that there 1s a con-
vergence to the steady growth path Furthermore, 1t 15 clear that the
momentary labour supply function, which does not influence & and ron
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the steady growth path, does influence the wage rate and the.growth rate
when the economy is not on the steady growth path, and thereby also
the speed with which it approaches this path.

4. DECREASING RETURNS TO SCALE

Clearly the classical economists believed that constant returns to scale
would be prevalent only up to a certain level of production, after which
one would encounter decreasing returns. Let us now analyse the working
of the model for the general case (1) of the production function, where,
at least for K above a certain level, average productivity f(K)/K de-
creases with increasing K.

K|

Fig. 2.

By insertion the model can now (using (g), not (10)), be reduced to the
following two differential equations in N and K:

%%:i%z—b[w*-kc;'(% ] (19)

i h(c(%'()) (20)

We can draw some conclusions from this by means of fig. 2, in which &
and K are measured along the two axes.

Consider first equation (20). Clearly (1/N)(dN/df) is constant for a
constant ratio K/ N. For a certain ratio X/ N we will have G(6K/N) = o,
and accordingly (1/N)(dN/dt) = o (compare (6)). We can thus draw
abeam 04 from the origin in the diagram along which (1/N)(dN/dt) = o.
Furthermore, since both % and G are increasing functions, we will have
(1/N)(dN[dt) > o above this line and (1/N)(dN/dt) < o below.

2-2
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Next consider (19) If f(X)/R were constant as 1 the previous sectron
(1/K)(dA[df) would be constant for a constant rano AN Wecould thu;
draw 1nother beam OB through the ongin along which (1/K){(dR[dl) = o
Now (1/K)(dA [di) would be negative above this ine and positive below
Evidently growth yn both N and & would be possible 1f 0B 15 above 04
and there would be a beam between 08 and G4 wuch would conespomi
to the steady growth path of the previous section The condition that OB
should be above 04 15 the same as condition (1)

However, we are now assuming that f(K)/A will decrease with & at
least for values of A above a certam level By mmplicit differentiation in
the equation obtained by setting (19) equal to zero 1t 1s easy tovertfy that
for ponts with such values of K the curve for (1)K}(dR/dt) ~ o will be
less steep than a beam from the orign to the same point—r1 e

o < (dA[dN) < KN

In fig 2 we have drawn a cune OC for (1/K)(dK/dt) = 0 which

first follows OB, representing constant returns to scale up to some value

of A, and then (from @) falls below OB as we encounter decreasing

returns (1/K)(dK/dt} will be negative above OC and posihve below
C

In the diagram we hate now four areas delimited by 04 and OC, with
different combinations of signs of (1] N}dN/dr) and (1)K){(dR [dl) These
are mdicated by N and X bemng >0 or <o Pis evidently a stable equih
brium point, representing a stationary state From any imtial situation in
the area OQPO we will have continuous grosth in both A and A, but
the growth will slow down as we approach P Asymptotically when
¢t — oo A and A will approach the values £ and N which are obtamned by
setting both (19) and {20) equal to zero These correspond to

ﬁKKl = bu* (21)

The first conditton gnes K, which mserted m {22} gives A

Also from starting pomnts outside the region 8QPO wewould have con
vergence towards the same stationary state From an economc pomt of
view, situations aboie thecunefor K = o the diagram are, howener,
implausible

Condition (21) means that average capital productivity 1s just suffi
cient to pay the normal wage rate to the Idbour employed Ewidently

w = ¥ 1n this stationary state
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During the growth process, i.e. when we are moving in the interior of
OQPO, the wage rate will be above w*. But it inevitably approaches w*
when we move towards P.

All this confirms the logic of the classical vision of an inevitable sta-
tionary state when there are decreasing returns to scale.

For completeness it should be mentioned that we may of course have
a production function which does not obey the law of constant returns to
scale, but nevertheless gives a curve OC which does not cross through 04.
This is true when average productivity f(K)/K decreases with K, but in
such a way that it never reaches a value as low as bw*.

Employing (10) instead of (9) will not change the reasoning about the
approach to a stationary state in any essential way. It will, however, re-
sult in a stationary state at a lower level for N and X if a(7/K) reaches
zero for a profit rate above zero. The same would be true if we introduced
some marginalistic considerations into capitalists’ investment decisions
instead of the simple mechanism that they automatically invest the whole
or a fraction of profits. As the formulae stand above, capitalists go on
investing out of their profits even when this causes profits to be reduced.
I think Ricardo is on some occasions reasoning kypothetically on the basis
of such an assumption, but he hardly believed it to be realistic.

5. NEUTRAL TECHNICAL PROGRESS

In classical writings one can find some suggestions about technical
progress postponing stagnation, perhaps for an infinite future. We shall
consider two types of technical progress; first, in the present section,
neutral technical progress, and thereafter labour-saving technical
progress.

By neutral technical progress we shall simply mean positive shifts in
the production function (1) which leave the labour/capital ratio 4 in (2)
unaffected.

In the case of constant returns to scale a once-and-for-all technical
change of this type would be represented by a positive shift in the con-
stant ain (1'). Itis seen from fig. 1 that this would shift the steady growth
path to one with both a higher wage rate & and a higher growth rate r.
The stability property of the steady growth path ensures that the actual
development would gradually approach this new steady growth path
after the shift in the productivity coefficient a.

Now consider technical progress going on continually according to

X(t) = a()K(@@), &= —“7};—) > o, (23)

where ¢ is now an increasing function of time.
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In this case we can reduce the system to the following two equations

1 — a=tfwrre(%)] (29
va ~#(o(%) &

Now steady growth 1n the sense defined 1n section 31smo0 longer possible
Ths follows directly from (23) From the reasorung about the once and
for all changein preducuwity, it seems mtumtively obvious that the grow th

rate of the economy and the wage rate will now be mcreasmg 1n the long
run

y=9
aj

F-1(0)] SN U, P N g

This can be more clearly seen by transforming (24} and (25} into a dif

ferential equation for capital per head, say y
; g‘%’ = a—[ow* + G (by) + A{G(by)}], where y=A[N (26)

The development generated by (26) can be studied by means of fig g
In this diagram g 1s measured along the horizontal axis and a along the
vertical axes Any imtial situation a(o), y(0) 1s represented by a point in
this diagram Since a(¢) 15 increasing with £ we are only mterested in the
part of the diagram lying above a(0), the imtial value of the productivity
coefficient

Now for any value of y there 1s a certain value of @ which would make
y = 0, obtamned by setting the expression 1 (26) equal to zero This
value of @ would mncrease with g, 1t 15 represented by the curve starting
from Pin the diagram Above this curve y > o, and belowity < o
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Now assume that ¢ > o everywhere in the diagram and that a(?)
increases beyond any limit with increasing £. We can then distinguish two
cases. First assume that y(0) = y;(0) to the left of P. Then clearly y
would be increasing with ¢ right from the beginning. Next assume that
y(0) = y.(0) to the right of P. Then y will first decrease; but the point
must inevitably pass through the curve for § = o, and from then y will
increase. (Also for the special case where y(0) corresponds to the point P,
one would clearly move into the region of 7 > 0.) In the long run there-
fore y will increase, whatever initial value we start from. When y in-
creases, the wage rate will also increase since we have

w = w*+G(by) with G’ > o.

With the favourable combination of assumptions which we have now
been considering, conditions for the workers could thus improve con-
tinually.

A more interesting question is perhaps whether technical progress can,
in the long run, offset the effects of decreasing returns to scale so as to
prevent the eventual approach of wages to the normal wage level in this
case. The answer will of course depend on the more precise assumptions
made. Let us consider the case of a logarithmic linear production function
with a technical progress term, i.e.

X = aKre, (27)

where p is a constant, 0 < # < 1, and € is a positive constant.
By insertions we reduce the system to three equations in K, N and w:

1 dK

—K‘E = aK/‘“le“—bw, (28)
N

¥ g = Mw—w*), (20)
w=w*+G(b%). (30)

We cannot in this case reduce the number of equations by introducing
capital per head, y, as we did in (26) since K appears separately on the
right hand side of (28).

Is steady growth now possible? Try again

1 dK _ 1dN o (31)

r and w being constant.
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For this to satisfy (28) 1t 15 evaident that the growth rate r must be such
that the term K#~!#! remains constant through time, which requires

e (32)
The wage rate on the steady growth path 1s then, from {29),

in — sn¥ + k-1 = ¥ -1 £

7=t = et a0 (), (33)

provided that the function & allows this solution, 1 e that there 1s 2 wage
rate that makes population grow at the rate ¢/{1 — )

Growth rate 1

== oX{O) Vb

This steady growth requires a certun proportion between K and V
as 1s seen from (g0) when & 15 mnserted from (33) Furthermore, 3t also
requires that the economy starts ata certaimnlesel at# = o Itisseen from
equation {28) that X{o} must satisfi

eh{o)® 1-bir = 7, (3®

where r and i are given by (32) and (33)

The whole sittuation 1s depicted 1in fig 4, which corresponds to fig 11
the simpler situation with constant returns and no technical progress

As 15 seen a solution for r and & will exast only 1f the function A{w — *)
reaches the level €f{1 — ) for some value of i

The v alue of A {0} 1s determined by the requirement that the straight
line representing (34) shall pass through the solution pont for r and &
Such a value will alnays exist

In contrast to the steady growth path studied 1n §3, we now have a
stendy growth path with 2 growth rate determined completely by para-
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meters characterizing production conditions (provided that this is not
so high that population cannot follow up). The wage rate on this steady
growth path will be higher the faster is the growth, i.e. the higher is the
rate of technical progress and the less marked is the decrease in returns.

Will this growth represent a stable growth path? I think a full mathe-
matical treatment would prove that it does. Here we shall however be
content with a more intuitive reasoning.

We assume initially that K(o0)/N(o) is lower than it would be on the
steady growth path, which implies w(o) < @. Furthermore we assume
that K(o) is smaller than it should be according to (34). Then it is seen
from (28) that K would start growing at a higher rate, and from (2g)
that N would start growing at a lower rate than on the steady growth
path. This would through (30) make for w to increase, which would again
make (1/K)(dK/[dt) and (1/N)(dN|dt) approach each other.

Alternatively, let us start with a ratio X(0)/N(o) equal to what it should
be on the steady growth path, and accordingly w(o) = @, but with a
lower initial capital stock than what we should have, according to (34),
for steady growth. Then initially N would grow at a rate 7, while K would
grow at a higher rate. It is clear from (28) however that the growth rate
for K would have to decline again, since with K growing at a rate higher
than r = e/(1 — u), the term K¢—1¢¢! in (28) will decline. Also the move-
ments of w would of course influence the development of K, and it would
help to pull up the size of the population so as to approach the ‘right’
proportion again between K and N.

Such reasoning for different initial conditions seems to indicate that
the steady growth path is indeed stable in the sense that we would
approach such a growth path from an arbitrary initial situation.

The same conclusion can alternatively be obtained by trying to let
K| N increase or decrease in the long run, both attempts leading to con-
tradictions in the system (28-30).

The above discussion assumes that population can grow at a rate
€/(x —p). Let us briefly consider the case when ¢/(1 — ) is so high that
population can not follow up. We then reasonably assume that popula-
tion will in the long run grow at a maximal rate, say v, so that

N({@) = N(o)e". (35)

Introducing now y = K/N as we did in connection with (26), we get
from (28) and (30):

tdy

ydt

In a similar way as for (26), it can be seen from (36) that y, and then also

the wage rate, will increase in the long run on the assumptions now made.

= a[N(o)Jetye-tdesm—b[u* + G(Ey)]—».  (36)
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6 LABOUR-sAVING TECHNICAL PROGRESS

This section 13 1nspired by Ricardo’s Chapter XXXI, “On Mackinery®
The mamn problem raised there 1s whether ‘such an application of
machmery  as should have the effect of saving labour® could be “mn-
Jurious to the interests of the class of labougers * And, as 1s well known
Ricardo’s answer was affirmative W ° { 2 < ,

From the standpoint of modern theory one wéuld be inclined to 1n-
vestigate this question on the basis of a growth model with a shifting two
factor producton function However, I think we remam closer to
classical assumptions by simply introducing the possibthties of “labour
saving’ as shifts in the labourfcapital ratto  fg 7]

We shall do this within the framework of the model as used1n § 3,1 ¢
we shall assume constant returns to scale The mteractions between
labour saving progress and the problems treated 1 §§ 4 and 5 would
hardly give any further insight

Let us first consider a ance and for all change 1n technolagy wlich
can immediately be introduced in all production In this we follow
Ricardo “To elucidate the principle, I have been supposing that iym
proved machinery 15 suddenly discovered and extensively used 'NE =

We assume then that the economy has for a ume been growing along
the steady growth path, as explained 1n § 3, with technical coefficients
a and & Then suddenly the cocfficients change toa and 4, withd < &
so that the new technology implies less labour per unit of capital We may
have ¢ > a, ¢ = ¢ or a < a, that means the mtroduction of new
labour-saving technology may increase, leave unchanged or decrease the
amount of production per unit of capital

On the growth path before the switch mn technology, the wage rate 1s
i, gwven by formula (14) With the sudden switch the wage rate must
necessanly fall since the momentary wage rate 1s determned by (2) and
(3), and N and A nced time to change Thus the immediate effect of the
labour saving switch 1n technology 1s detrimental to the wage workers

Because of the stability property of the steady growth path, the wage
rate will however start moving towards a new level which will m general
be different from & This new level will be

_ @ + Aw*
T OA+b

(For simpliaaty we use the linearized form (7) of (5))
This new level 1s higher than the wage rate on the previous steady
growth path if and only 1f the following condition 1s fulfilled

A[w*(b—8)+ (e —~a)}+ba —~ab >0 (38)

(37)
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This is always fulfilled if «’ 2 . However, a more general and more
interesting conclusion can be given.

Consider the profitability of the new technique. Being on the old
steady growth path and considering the question of introducing the new
technique (a’, b) it is natural to evaluate the profitability of this tech-
nique by means of the current wage rate #. Evaluated in this way the
expected profit rate by the new technique will be

’ ’ r— ’ ,a+/\w*
m=ﬂ—bw=d—'bm, (39)

Consider now the condition for this expected profit rate by the new tech-
nique to be higher than the profit rate on the old steady growth path,
i.e. the condition for T —
a—b'w > a—bw. (40)
This condition turns out to be equivalent to (38). Thus we have the
conclusion: A labour-saving switch in technology causes an immediate
fall in the wage rate, but in the long run the wage rate will increase to-
wards a higher level than before the switch if the new technology is
profitable. The effect is of course that, in spite of reduced demand for
labour per unit of capital, the rate of increase of demand for labour will be
higher after the switch because of faster accumulation.j

These results hold for the case of a once-and-for-all change in techno-
logy. If we now consider a never-ceasing flow of technological changes,
the economy will evidently be chasing, but never reaching, a steadily
moving target. The total effect of the technological changes on the wage
level at a certain point of time, will then consist of two different ten-
dencies: the positive long-term effects of labour-saving changes in a
distant past, and the negative short-run effects of changes in the more
immediate past. An interesting question is then: Is it possible that a
continuous flow of labour-saving changes can produce a flow of negative
short-run effects which will always dominate the positive long-run
effects, i.e. that the latter will never catch up with the former?

We shall consider this question by assuming that b = 4(¢) is a de-
creasing function of time, i.e.

PO~ by <o, (41)

while e remains constant. In this case we are sure that new technology will
always appear more profitable than old technology, and consequently be
preferred by capitalists.

t It should be noted that if the technology (a’, b”) is more profitable than (g, b) evaluated

by means of the wage rate , it is also more profitable when evaluated by means of the wage
rate @’ on the new steady growth path, i.e. a’—b'w’ > a—bw'.
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It 1s convemient m this case to consider agun the differential equation

go\ermng the deselopment of capital per head, ¥ = A{MN The equation
now appears as

d
Sl,%‘l = a-[e* L GEOIMBEO -HGEW Y] (12)

We can study the properties of this equation fig 5where y1s measured
along the horizontal axis and 5 along the vertical axis

b

y=0

a by = const

—>- ¥
Fig 5

In this diagram we have drawn a curve representing 8, y--pomnts
which give v = o Itisobtained by seting (42) equal to zere Thiscune
must evidently be falling with increasing ¥ From the way b and y enter
the formula 1t 13, furthermore, clear that the product by 1s increasing
along this curve, which means that the curve n any pomnt 1s less steep
than the hyperbola by = const through the point

Above this curve ¥ < 0, and below 1t § > o

From any starting pomt y(o), £(o), the cconomy will evidently
enter upon a path of mncreasmg y—alter a temporary dechne 1 g if

(o), b{c) 15 above the cunefory = o
What happens now to the wage rate? The wage rate 13

w(t) = w* +G({1) y(1)),

which means that 1t increases/decreases with inereasesfdecreases of the
product 5(£) y(f) The question then 1s whether the path followed by the
¥, b pount mn the diagram will cut through hyperbolas by = const from
above or from below Apparently, 1t 1s possible that b 33 everywhere 5o
bigin absolute value that the y, b point follows a path which cuts through
these hyperbolas from above Then {f) wilf be a decreasing function of
ttme This 1s the case mdicated m the diagram
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Logically such a development could go on forever. It is thus theoreti-
cally possible that a continuous flow of labour-saving technological
changes can produce a declining wage rate even in the long run.

Some of the arguments of this section could, I think, by changing the
interpretation of the model, be related to the recent debate on choice of
technique in economically underdeveloped countries. Furthermore, 1
think the arguments about the effects of a continuous flow of labour-
saving technological changes could be related to some of Marx’s ideas
about the laws of development under capitalism. To pursue these mat-
ters would, however, be beyond the purpose of the present exposition.



THE INTEREST RATE
AND TRANSITION BETWEEN
TECHNIQUESt

ROBERT M. SCLOW

1. INTRODUCTION

Recent discussion of the pure theory of interest and capital{ has elud-
dated such matters as the *switching of (discrete) techniques® when the
rate of interest changes, the possibility that the same technique or set of
techniques should ‘recur’ at different rates of interest, and the accom-
panying vanation in ‘degree of mechanization’, value of capital, and
net output or consumption. In this discussion, the rate of interest has
generally been treated as a parameter, whose exogenous variation
sweeps out alternatis e steady states One consequence of this approach is
that an important property of the interest xate has been overlooked:
through all vicissitudes of ‘normal’ and ‘perverse’ eases, however the
rate of interest is actually determined, so long as full employment and
competitive pricing prevail, the interest rate 1s an accurate measure of
the social rate of return to saving. There follows a proof of this basic
proposition, and a few comments on its implications,

2, TECHNOLOGICAL ASSUMPTIONS

The economy produces # commodities and uses one primary unpro-
ducible input ealled labour. There is no joint prodnction; thus one can
speal unambiguously of # industries, one for cach commodity. Each
industry knows 2 finite number of activities; an activity of the i-th
industry, when operated at unit lesel, produces one unit of the t-th
commodity, uses up specified stocks of each of the » commaodities which
must be made available in advance, and requires a specified input of

1 I owr the ongm of this paper to correspondence with my former student, Profesor
Edwin Burmester of the University of Pennsyfvan, 2nd 1o cons ersations with my colleaguoes
Paul A. Samuelson and AGebael Bruno.

+ AL Dobb, Ecororne Growth and Planersg (New York, 1960}, D Levhan, *A Non-mubstitu-
tion Theorem and Switching of Techmiques®, Quariely Joumz! of Eowomus, February 19658
AT Morishima, Equilibraon, Stability, and Grorth (Oxford, 1964), p. 126, L. Pasnert, * Chacges
1o the Rate of Profit and Switches of Techrque®, Quarterly Sournal of Ecomomizs, Noverober
1666; J Rotunson, The Aaweslation of Capuzal (Lordon, 1936), pp. 109~10 and $1718,
P. Sraffa, Praketon of Commadites by Means of CoraoStus (Cambradge, 1960); J Sughuz,
“Notes on the Swirchiog of Technques®, Febnnary 1956, unpublished,
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labour. Each activity is subject to constant returns to scale, and different
activities combine additively. This is a circulating-capital technology.
(The introduction of fixed capital would involve a certain kind of joint
production, but the results can be extended easily to that case.) A single
activity is fully described by a column vector giving its input require-
ments and its labour requirement at unit level ; one must also remember
which commodity it produces. A selection of one activity for each industry
is called a technique of production. It is fully described by its 2x» matrix
of non-negative input coefficients and its 1xn row vector of non-negative
labour-requirement coefficients. One might describe this as a generalized
Leontief technology.

2. PRICING ASSUMPTIONS

Consider a particular technique of production, its input matrix a and
its labour requirement vector g,. Let r be the rate of interest, w the wage
in any unit of account, and p a row vector of commodity prices in the
same unit of account. They are a long run competitive equilibrium pro-
vided p = (1+1)pa+uwa, (1)
Itis assumed that all commodities are actually produced, and that wages
are paid at the end of the production process—otherwise it is necessary
merely to replace w by w(1 +7).

The system (1) is discussed in many places in the literature; I shall not
bother with details here. The technique ais ‘viable’ at the interest rate r
if (1) has a non-negative solution for p/w. If a is viable at 7, it is viable for
any non-negative interest rate less than 7. Assume the technology is
sufficiently productive that some techniques are viable for positive 7.
Now consider a non-negative interest rate at which there is a viable
technique. Itis knownt that at that interest rate there will be one or more
viable techniques yielding a p/w unambiguously—component by com-
ponent—Iess than or equal to the p/w corresponding to any other viable
techniques. If there is only one such technique, it is the only one that can
survive competition at the given interest rate, because it can offer the
highest real wage in terms of any and every commodity. If there are two
or more such techniques, they have exactly the same price vector pfw.
They can coexist. Suppose that at the interest rate 7 only @ is competitive,
but that as we consider slightly lower interest rates there comes a point
r* at which both @ and & are competitive, while for still smaller r only
b is competitive. Then we say that r* is a ‘switching point’ for  and ;
at the interest rate 7*, (1) and its analogue for 4 give the same p/w.

1 Levhari, op. cit., p. 98; Morishima, gp. cit., p. 126; Sraffa, op. cit., Ch. XII.
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4 THE RATE OF RETURN IN A SIMPLE CASE

Suppose the avaiiable labour force 15 constant, equal to Z, and imagine
an economy 1n competitive equiibnium in a steady state using techmque
@ If x1s the nxt column vector of activity levels {or outputs} and ¢ the
vector of consumption, then

x = c+ax (2]

I wnte (2) in that form to emphasize that out of thus penod s output x
must come this period’s consumption ¢ and the circulating capital ax
necessary to repeat the performance next penod Now inagme the
economy tries by next perrod to get into a new steady state using tech
mque b, with output ¥ and consumption ¢*, where

y = ¥4 by (3)

I am assuming that ¢ and b are neighbouning techmques in the sense that
there 15 an interest rate at which they are both capable of surviving com
petition from all other techmiques, 1¢ an efficient switching pomnt be
tween them Iam notworrymg how the economy decides to change from
one steady state to another For my purposes it 1s enough to think of the
economy as centrally planned, but 1t would be interesting to study how
the thing might be done in a decentrahized capitahist economy “Michael
Bruno has made a start i that direction

To get from (2) to (3) 1 one penod, the economy will have to provide
crrculatng capital {8y) out of 1ts current output {(x) Thus consumphton
will have to be reduced temporanly to ¢, where

x = ¢c+&y (4}

Here 1t 15 tacatly assumed that ¢ 13 non negatie, 1 e that x1s component
by component not less than &y Thereisno particular reason for that to be
s, 1f 1t 15 Dot so, the economy can not get from x to y 1 one penod Al
ternati ¢ slow transitions are discussed later If the transition 15 accom
plished, the economy will have sacnificed consumption c—¢ during one
pentod to achieve a perpetual gam m consumption ¢* —¢ (The sacnfice
and the gain could be a gamn and a sacnifice, but that malesno difference )
‘The sacrifice and the gain have to be valued before they can be compared
Setw = 1, let 7* be the mterest rate at which ¢ and § both compete, and
let p* be the corresponding pnce vector Then the natural defimtion of
the social rate of return to saving, R, 15 the ratio of the perpetual consump-
tion gan to the 1mtal one time sacnfice

_ P o)
R=Fea G)
£ \{ Brumo On Growth Dual ty and Chowe of Teckngue unpublished notes, 1566.
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and (ii) the sensitivity of the optimal path to the terminal capital stock
(or to g). Chakravartyf discussed the latter question, and for his range of
values found the response to be insensitive. By taking values outside this
range, we found that the sensitivity was quite great. Furthermore, it is
seen that to make economic sense, i.e. to avoid ‘eating up’ of capital, A
has to be specified to be non-negative,{ and this puts g (for Chakravarty’s
quantitive assumptions) in the sensitive region rather than in the insensi-
tive one.§

However, even in this region the sensitivity of type (i) is low, so that
over-all sensitivity of the optimal path to the terminal margin, which
depends on both (i) and (ii), may not be high. In table 2 itself it can be
seen that the three alternative values of g, varying the terminal margin
(terminal saving rate) from o per cent to 20 per cent, changes the value
of g remarkably little. The value of g is seen to vary greatly with changes
in the assumption of the output-capital ratio and considerably with
changes in the assumption about the utility function elasticity, but not
with changes in the terminal margin. And this is found to be so for all
the alternative combination of 4 and « considered here.

From these quantitative values, it becomes possible to argue the
following. While the optimal path is sensitive to variations in the terminal
capital in the relevant region, the terminal capital stock implied by the
economically meaningful assumptions about the terminal margin is
itself rather insensitive to the variations in the margin. Thus the sensi-
tivity of the path to the terminal condition newly defined may not be
very high even when the path is sensitive to the terminal capital stock as
such. This lends support to Chakravarty’s insight into the sensitivity
question, once the terminal condition has been appropriately redefined.

6. TERMINAL CAPITAL AND TERMINAL MARGIN

The precise relationship between solving a finite-horizon, optimum
savings problem with (a) a postulated terminal capital stock, and that
with (5) the use of a postulated terminal margin as outlined here, is
somewhat intricate, and some technicalities may be cleared up. Given
the initial capital stock, problem () states: Maximize I¥, subject to
K(T) = K. Given the existence of an optimal solution to this problem
and its uniqueness, both of which can be easily established given our

1 Chakravarty, op. cit. . .

+ Note that in this model A > o is sufficient for there being no eating up of capital any
time during the entire peried up to the horizon if 1 > « > 0. See section 7 below.

§ For all values of g considered by Chakravarty, viz. 0-05 to 0'15, we have A < o for his
assumptions of output-capital ratio (b = 0-33) and elasticity for the utility function (a = 04),
and indeed for all alternative values of b and « considered in Table 2. With A = o, gis higher
and yields a higher value of sensitivity.

4 FSC
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assumptions, this will define a unique savings ratio +( 7) for the termunal
pownt T What 15 more important 1 this optimality relationship 1s that
not only 1s »(T) a function of Az, but the 1nverse function also cxists,
1¢ given a value of the terminal savings ratio o{T) we can find out the
corresponding A, Furthermore, the doman of the mverse function
1e of A = fu(T)], includes the closed ntenval (o, 1), as 1s obvious
from (18} Hence we can specify a given A, between o and 1, and cor
responding to 1t the proper value of K5 can be found, 1€ a Ky such
that problem (a) when solved will yeld an optimum solution with
W(T)y=A

We did not define problem (3) as Maxirmuze }¥, subject tot(7) = A
We defined 1t mnstead as Maximize I, subject to A(T} = f(A) Hence
all the properties of optimum solutions of problem (a) are preserved 1n
problem (5) The trick of stating the problem 1n terms of A 18 simply to
restrict the range of the terminal capital stock in terms of which the
classical exercise of problem (a) can be carned out, wathout the danger
of having an inevitable prospect of a drop in the level of consumption i
the penod beyond the honzon

7 MONOTONICITY OF SAVINGS RATE AND
NON-NEGATIVITY OF BAVINGS

One interesting feature of both problems (g) and (&) 1s that the savings
rate v(f) will be either monotonically decreasing, or monotomeally
1ncreasing, or constant throughout the period It is easy to check that by
differentiating v(t) with respect to time we get

v{t) = (4, 4,) H{b, . 1), (22)
where H 1s a function of b, o, and ¢, but 1s always positne fora < 1,
1¢ given diminishing marginal utility So the sign of v(t) 1s :ndependent

of time
From {(12), {13), and {16), we obtain

R
45 = [ 2] 4 (23)
)b T
where R = z_!_(fl__ﬂ))(tm? _y (24)

Now, for 1 > & > 0, we have z < o, and R < 0o Thus A, and 4,
will have opposite signs, and #(f} < o, so that the savings rate will be
monotomcally decreasing  However, 1f the utihity function 1s bounded on
top, and « < o, then 1 > 2 > 0, and R > o It 15 ewadent that

+ We define () as the ratio of savings to over-subsistence income

$
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I

o(#) {£} o, according as R{Z}1, which is according to A {=}
1—-a.

I
1—a’
profile of the savings ratio will be a stationary one. If the terminal
margin is chosen to be lower, the savings rate will monotonically fall,

Thus if the terminal margin is chosen to be equal to

the optimum

and if higher, will monotonically rise. Since (b.A) and (—b~) are

respectively the postulated terminal rate of growth and the optimum
rate of growth of oversubsistence consumption prior to the horizon, the
critical values can also be stated in terms of these two magnitudes,
making greater intuitive sense.

One important corollary of the monotonicity result is that if we take
a utility function with 1 > & > o, which is what we have done with
our numerical illustrations, then the non-negativity of the terminal
margin will automatically ensure positivity of the savings ratio through-
out the period. Thus a separate non-negativity constraint on savings, if
imposed,§ will be redundant. Even when the utility function is bounded

), the

constraint will be redundant. Since the phenomenon of ‘eating up’ of
capital in these finite-horizon, one-commodity Ramsey-type models is
rather disturbing, this result is important. Our method of posing the
problem in terms of a postulated terminal margin also provides a
method of eliminating this irritating feature of the simple optimum
savings exercises.

Finally, we might comment on the relevance of a problem on terminal
conditions raised by Diamond} and Cass.§ With the possibility of free
disposal, it makes obvious sense to pose problem (a) in terms of an
inequality constraint on the terminal capital, i.e. as: Maximize W,
subject to K(T) 2 K. Since problem (b) is simply a suitably truncated
problem (a), the same question will apply to our presentation also. It is
easy to check, however, that with the possibility of ‘eating up’ capital,
the value of period welfare I must be a decreasing function of Ky in the
equality-constrained problem. Under these circumstances, the terminal
condition even if imposed as a weak inequality, will bind as a strict
equality. Hence nothing is lost here in defining the problem in terms of
equality-constraints.

t Cf. Alan Manne, ‘Numerical Experiments with a Finite Horizon Planning Model’,
Indian Economic Review (forthcoming).

+ P. A. Diamond, ‘Optimal Growth on a Model of Srinivasan’, Yale Economic Essay,
Spring 1964.

§ D. Cass, ‘Optimum Economic Growth in an Aggregative Model of Capital Accumu-
lation: A Turnpike Theorem’, Cowles Foundation Discussion Papers, No. 178.

from the top provided the terminal margin A is not above (

4-2
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It mught, however, look as if we have leaped from the frying pan to
the fire, since the prospect of “eating up’ of caprtal with which we avord
the Diamond-Cass problem 15 tself very disturbing However, our last
result shows that even when the technical posstblity of “eating up’ of
capital exists, an opfimum solution will not actually nvolve such an

operation provided the termuinal margin 15 chosen from the appropnate
range

8 CHOICE OF THE TERMINAL MARGIN

The problem of determination of the terminal caprtal stock 1s of course 2
poltticalone Itincludes the problem of determmation of inter generation
distrzbution of consumption, various aspects of which have been dis
cussed by Pigou, Dobb, Graaff, Baumol, Horvat, Eckstem, Sen Margln
and Feldstemn,f among others These problems cannot be elimunated
However, m this presentation, we have narrowed down the range of
choice considerably by posing the problem 1n terms of the terminal
margm A, and by imposing the boundary conditions 1 > A = o This
makes A dependent on optimal C{T") and optimal C(T) 1n 1ts turn 15 of
course dependent on Ky, so that the two problems have been sumul
taneously solved The justfication of the narrowing down of the range of
choice of K15 avalue judgment that can be expected to be shared by most
people, viz that there should not be the necessity of a drop 1n the absolute
level of eonsumption immediately beyond the horzon (This requires
A > o, the other boundary condition A < 1 follows from the fact that
terminal mvestment cannot exceed output ) The value judgement m
question narrows down the field of choice considerably Indeed the ter
munal capital stock 1s found to be not sensitive to the terminal margin
for the empinical values considered

If my hypothes:s 1s nght, 1 ¢ 1f people would subscribe to the value
judgement that the recessity of a future fall 1n consumption immediately
beyond the horizon should be avorded, the problem of chotce of terminal
capital stock becomes considerably stmpler In fact for the numencal
assumptions used m table 2, the optimum values of G seem to be quite
close to each other even when the terminal margin 1s vaned from o to
20 per cent

t+ A C Pigou Economus of Welfars (London 1932) pp 24 30 M I Dobb An Estay en
Eronomic Grouth and Planmng (London 1960) Chapter 2 Graaff op ot W ] Baumol
Helfare Evonomcs and the Theory of ¥he Stelz {Cambrdge Mass 1952} Chapter 6 Horvat
of at Ecksten Investment Crntena for Fconomic Development and the Theory Of Inter
temporal VW elfare Econormes  Quarterly Journal of Economcs February 1957 A h Sen On
Optumeing the Rate of Saving  Economis Journal September 1961 5 A Marghn TheSocal
Rate of Discount and the Optmal Rate of Investment Quarterly Journal of Eronomics
February 1963 M S Feldstein  The Social Time Preference Discount Rate in Cost Benefit

Analysis  Economc Journal June 1564
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The method of optimization used here is a combination of Ramsey’s
rulet about distribution of consumption within the horizon, and relating
the terminal capital stock (for the period beyond) to the experience within
the horizon. The latter relation is, however, not a unique one; but it
rules out a variety of possible terminal stock assumptions (those that give
A < o) by making use of a widely held value judgement. The problem
of determining A from the interval (o, 1) however remains, and this is
where the present paper merges with the literature (cited above) on the
political questions behind the optimum rate of saving.

1 Ramsey, op. cit.



A GROWTH CYCLE?

R.M.GOODWIN

Presented here 1s a starkly schemauzed and hence quite unrealsstc
model of cycles m growth rates This type of formulation now seems to
me to have better prospects than the more usual treatment of growth
theory or of cycle theory, separately or in combmation Many of the buts
of reasoning are common to both, but in the present paper they are put
together 1 a different way
The following assumptions are made for comvexuence
(1) steady technucal progress (disembodied),
(2) steady growth i the labour force,
(3) only two factors of production, labour and ‘capstal’ (plant and
equipment), both homogeneous and non specific,
(4) all quantities real and net,
(5} all wages consumed, all profits saved and mmested
These assumptions are of a more empirical; and disputable, sort
(6) a constant capital output ratio,
(7) a real wage rate which nises in the neighbourhood of full em
ployment
No (5) could be altered to constant proportional savings, thus changing
the numbers but not the logic of the system No (6) could be softened but
1t would mean a sertous complicating of the structure of the model
Symbols used are
g 18 output,
k1s capital,
w 15 wage rate,
a = aye** 15 labour productivity, o constant,
o 18 caputal-output ratio (inverse of capital productivity),
wfa 15 workers’ share of product, (! —w/a) capitalists’,
Surplus = profit = savings = mvestment = (/- ufa}y =
Profit rate = kfk = glg = (|- wla)]o
n = nge?! 15 labour supply, £ constant,
! = gfa 15 employment
Wniting {g/f) for dfdt(¢]l), we hanve
(afDiafl = qlg=lit = «,
so that Il = (I—-ufa)]o—-a
+ Presented at the First World Congress of th; Econometne Society, held in Rome t905.
[ s+
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Call u=uwla, v=In,
so that v = (I—u)]o—(c+f).
Assumption (7) may be written as
wlw = f(v)

as shown in fig. 1.

The following analysis can be carried out using such an f(v), with a
change in degree but not in kind of results. Instead, in the interest of
lucidity and ease of analysis, I shall take a linear approximation (as
shown in fig. 1), .

ww = —y+py
and this does quite satisfactorily for moderate movements of » near the
point + 1. Both ¥ and p must be large. Since

ifu = wlw—a, dfu = —(a+7y)+pv.

I
u'J/J K
i
I
!
1
t
o)1

] ——v
0 / !

Fig. 1.

From this and the equation above for », we have a convenient state-
ment of our model.
v = [(1/o—(x+p)) —1]ou]o. (1)
i = [—(a+7)+pv]u. (2)
In this form we recognize the Volterra case of prey and predator ( T/éorie
Mathématique de la Lutte pour la Vie. Paris, 1931). To some extent the simi-
larity is purely formal, but not entirely so. It has long seemed to me that
Volterra’s problem of the symbiosis of two populations—partly comple-
mentary, partly hostile—is helpful in the understanding of the dynamical
contradictions of capitalism, especially when stated in a more or less
Marxian form.
Eliminating time and performing a first integration we get

(1/0)u+pyv—[1]/o—(a+p)] log u—(y +a) logv = constant.
Letting 6, = 1fo; 7, = 1jo—(a+f),
Op=p; =7+
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we can transform thas into

80 = wnets = Honee = Fy), o

where H 15 an arbitrary constant, depending on mmtal conditions, smce
1fo > {a+f), all coefficzents are posinve By differentiating,

dofdu = (=6, + ), fu)g, dyldr = (0,—nf0)y,
5o that we can sce that thesc functions have the sorts of shapes gnen in
fig 2
Our problem as stated 1n (3) 15 to equate ¢() to 1/(1) multiphed by a
constant H This can be done neatly 1n the four quadrant positive dia-
gramn fig 3 We draw through the ongm a straight line, 4, with the

¢ ¥
V\ w

}

1

! i

| 1

i i

) \

i u 1 r

hi8, 71 &y
Fig =

slope ¢y = H (arbitrary since dependent on the giv eninitial condition)
Then 1n symmetrical quadrants we place the two cunves ¢ and i and
equating these two through the constant of proportionality gnes a
possible pair of values for # and ¢ All possible parrs of u and ¢ constitute
2 solution, which may be plotted m the remaining quadrant It can be
shown, and mdeed 15 quite obvious, that these solution ponts he on a
closed, posttive curse, B, mn &, v space By going back to equations (1}
and (2) we can find in what order the peints succeed each other and hence
10 what direction we traverse curi € B, as indicated by arrousin fig 3 A
second mntegration will yield  and » as functions of time, thus allowing us
to determune the second arbitrary factor, the pamnton Bat which nestart
By varying the slope of 4 we can generate a family of closed cunes
broadly similar to B, thus yzelding all the posable solutions One 1ninal
condition selects the curve, a second fixes the starting pomt, and then
we traverse some particular curve B 1n the direction of the arrows for
ever, 1 the absence of g en outside changes There remains only tospell
out the meamng of the motion

Hence we may classify our model as a non limear consersative osal-
lator of] fortunately, a soluble type As the representatine pownt travels
around the closed cur ¢ B, 1 vibrates between £, and £;, and ¢ between
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&1 and §. Both z and v must be positive and » must, by definition, be less
than unity; « normally will be also but may, exceptionally, be greater
than unity (wages and consumption greater than total product by virtue
of losses and disinvestment). Over the stretch o to + 1 on the u axis, the

Fig. 3.

point « indicates the distribution of income, workers’ share to the left,
capitalists’ to the right. The capitalists’ share, multiplied by a constant,
1/o, gives us the profit rate and the rate of growth in output, §/g. When
profit is greatest, u = £;, employment is average, v = 7,0, and the high
growth rate pushes employment to its maximum £, which squeezes the
profit rate to its average value 7,/6,. The deceleration in growth lowers
employment (relative) to its average value again, where profit and
growth are again at their nadir .. This low growth rate leads to a fall in
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output and employment to well below full employment, thus restoring
profitability to 1ts average value because pProductivity 15 now rising faster
than wage rates Thus 1s, I helieve, essentially what Marx meant by the
contradicuion of capitalism and 1ts transitory resolution i booms and
slumps It 15, however, un Marxian 1n asserting that profitability s
restored not (necessarily) by a fall tn real wages but rather by therr failing
torise with productivity Real wages must fall mrelation to productivity,
they may fall absolutely as well, depending on the seventy of the cycle
The mmproved profitability carnes the seed of 1ts own destruction by
engendering a too vigorous expansion of output and employment, thus
destroying the reserve army of labour and strengthenmg labour s bar
gamung power This mherent conflict and complementarty of workers
and capitalists 1s typical of symbiosts

An undisturbed system has constant average values #,/6, for u and
7,/0, for v, hence a constant long run average distnibution of mcome and
degree of unemployment Much more remarkable 1s the fact that a
disturbed system still has the same constant long run values The time
averages of u and of v are independent of mytial conditions We can sce
this from the fact that a rotation of 4 (an outside change) will only make
the curve B larger or smaller but will not alter its central point Therefore
continual shocks will alter the shape of the cycle but not the long run
average values Output and employment both will show alternating
rates of growth Whether they actually decrease or merely rise less
rapidly will depend on the sevenity of the cycle For a mild cycle the
growth rate may decrease but never become negative n other cases
there may be a sharp fall However, the tncreases must predomunate over
the decreases, since the time average of 1 —u 1s positive and hence so also
15 that of ¢/¢ Likewise employment grows in the long run at the same
rate as labour supply, since the ume average of v 1s constant Simularly
the equality of the growth rate in wages to that i productivity follows
from the constancy of # By contrast the profit rate 1s equal to 1 —u and
therefore tends to constancy We may look at this as standing Ricardo
(and Marx) on his head Progress first accrues as profits but profits lead
to expansion and expansion forces wages up and profits down Therefore
we have a Malthusian Iron Law of Profits This 1s because of the ten
dency of capital, though not capitalists, to breed excessively By contrast
labour 1s something of a rent good since the supply, though vanable, does
notseem to be a functionof wages Hence1tisthe sole ultimate beneficiary
from techmcal progress By now there would, I suppose, be considerable
agreement that what happened in history 1s wage rates went up, profit
rates stayed down Itss to the explanation of this that the present paperis

addressed.

THE APPLICATION OF
MARX’S MODEL OF EXPANDED
REPRODUCTION TO TRADE
CYCLE THEORY

PETER ERDOS

In contemplating the unexpected opportunity of discussing some of the
basic ideas of Marxist theoretical research, in a symposium addressed to
both Marxist economists in socialist countries and to economists of differ-
ing tradition elsewhere, I have become aware of the great difficulty of
the task. This is not primarily due to the fact that we often think in cate-
gories which frequently require laborious translation to become compre-
hensible to those in our profession who are not specialized in the matter.
It is rather that economic ideas which have long ago become common-
placein one camp,in the other campremain totallyunknown;or else, and
no less frequently, are known but wholly rejected. This is the fate even of
true insights if they happen to have been derived with the help of emotion-
ally pregnant or ideologically coloured arguments, or if they in turn gave
rise to arguments which the other camp simply could not accept.

In this article I want to sketch the starting point of the analysis of
certain elements of a trade cycle theory (Konjunkturlehre) which would
lead ultimately to a theory of the cyclical crises proper. This will be done
with the help of models derived from the Marxist schema of the expanded
reproduction of the social product. Marxist economists possess a theory
of economic crisis. Put more accurately, the vast majority of economists
in the socialist countries accept today a particular theory of economic
crisis which was developed after Marx, in particular by Soviet scholars.
Other Marxists, some of them in the capitalist countries, have also
developed several variations of the theory of crisis which do not, however,
agree with the former in all respects. A Marxist theory of irregular
fluctuations of economic activity does not really exist at all.

As regards the first of the two sorts of difficulty which I mentioned to
begin with, I am fortunate in that the content and the meaning of this
Marxist schema has recently been interpreted by no less, and no less
suitable, an economist than Mrs Joan Robinson.{ But one of the purposes

1 In her introduction to the English translation of Rosa Luxemburg’s The Accumulation of
Capital (London, 1951).
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of the study which T want to outline 1n 1ts essentials 1s to apply the tools
of Marust political economy to problems which J M Keynes posed m
his Treattse on Voney and m his General Theory He analysed them by the
methods of what he calls elassical econemucs, while we, by our means,
hope to obtun more appropnate answers Others will have to judge the
final result of this attempt, which 1s not as yet complete But no one will
be surprised to find that the results of this approach, m so far as they are
already a arlable, though far fromidentical wath those der ed by heynes
nevertheless strihe the Western tramned economust as quite famfiar
This will not present one or the other economust, for nstance in
Hungary, finding them novel Hence I must ask the indulgence of both
groups of possible readers one will have to excuse the undue prolxaty
of my explanations, while the others must forgne the unjustifiable
brevity

Thanks to Mrs Robinson, I may deal only brieflv with my mamn ana
Iytical too] In ats imtial form 1t 1s all but :dentical wath Vary s schema
of expanded reproduction Production 1s divided between two depart
ments, namelv Department I which produces the means of production,
capital equipment and raw materials, and Department I1 which pro-
duces consumption goods IWe may write

I =gq+n+4,
II = c=+t¢+32

(where I conform to English usage by wniting s for the otherwise accepted
symbol m) ¢ represents the vanable capital in the form of the ‘annual’
wages fund, ¢, constant capital, represents the contnbution of raw
mntenials and capitil equipment to the year s product, mcluding also
the cost of muntaming the physical stock of eapital at the it level
Fmally, im defimtion, s represents the surplus value This concept should
be well known m the Western world 1f only because Marx equated at
with the exploitation of workers and thus caused many economsts—
Menger, J B Clark and others—to attempt to show that i the <ense
defined by Mar\ 1t did not exist But to avord the overtones of this con
cept T should agamn ke to accept Alrs Robinson’s interpretation vhe
surplus 5 15 the annual sum of rent, mterest and net profit. Hence ¢t +3
represents the annual naton~d ncome

The sum I+ JI 1s known i Marast terminologs as the soaal product.
"The reader should remember that this 1s mn no sense 1dentical with the
Gross National Product {GNP) of the Amencans, nor with that partofit
whch measures the ‘Income ongnated i Business® though 1t 1s nearer
to the latter than to the former The chief difference lies 1n the fact that
the GNP represents final products shile our soaal product includes, 10
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¢, all kinds of raw materials and intermediate products. With a little
simplification it is best to think of the social product as including all
things produced which were sold in the period. The social product thus
includes a certain measure of duplication. National income is v+, not
¢+v+s. Department IT makes only goods ready for consumption, first-
order goods’ in Menger’s terminology; goods of remoter order are pro-
duced in Department I.

Mrs Robinson is completely right in saying that in this model the capi-
tal stock exists only behind the scenes. In the account of accumulation,
the stock of capital and its increment are equated with the consumption
of capital in the following year. This is only consistent with the notion
that the entire capital gets used up and replaced once a year. That, she
says, is a cumbersome rather than a convenient simplification; but it
is merely a simplification and does not invalidate the analysis of Rosa
Luxemburg. I agree in the main, and in this note I too will use this simpli-
fication, believing that it cannot invalidate the following analysis. Were I
to analyse in this article the mechanism of cyclical crises, the simplifica-
tion would have to be abandoned. But having done this elsewhere, and
knowing what mathematical complications ensue I will not attempt it
here.

A further problem is that of the unit of accounting. Marx himself
expresses all relevant magnitudes in terms of labour hours. One may
think instead, for example, in terms of average prices. But this would
require an assumption about the nature of these average prices. In his
arithmetic examples, Marx maintains a constant ratio of s to » in both
Departments even though the ratio of constant to variable capital in the
two Departments is not always assumed the same. Mrs Robinson con-
siders this as an obvious mistake since the two Departments must trade
with each other not on the basis of values but at market prices. Mrs
Robinson considers this an interesting mistake inasmuch as it shows that
in unguarded moments Marx forgets that prices cannot be taken as
proportional to values unless capital has the same organic composition
in all branches of industry.

At this point I find myself somewhat embarrassed by another brilliant
article by Mrs Robinson from which I learn that no true Marxist ever
can or must acknowledge that Marx had unguarded moments. And yet I
have to say that in this instance there can hardly be a question of a
mistake. It is generally known that Marx developed his concepts step by
step, following out historical-logical trains of thought. In the first two
volumes of Capital he assumes always and without exception that the
exchange of commodities is proportional to values rather than to so-

. called prices of production. In the first two volumes, the rate of surplus

svis the same for each kind of commodity. Only in the third volume does
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he find that this 15 not at all what happens under capitalism under tha
system 1t 1s the rates of profit rather than the ratios sft which are equal
{As regards Man’s habit of wrniting the rate of profit as sf(c-+ v} I must
agree with Mrs Robinson that it 1s rather unfortunate ) The problem of
the reproduction of total capital 15, howe er, treated in the second
volume '

In anthmetic dlustrations of the laws of reproduction Marwsts per
sisted even after the publication of volume mtin settng the s/v ratio equal
in both Departments This 15 no more than a further ssmphfication In
the first place, the converston of the schema of reproduction from the
value base to the base of production prices demands even 1n the case of
only two Departments a system of several equauons of the form § 7

yroexy+dx+e=o

Theiwr numenical solution 1s rather cumbersome Secondly, such a con
version 1s always possible for n Departments, as was first proved mathe
matcally by the Hunganan economust Andreas Brody Thrdly, while
such a conversion changes the numbers 1t fails totally to affect the prn
czpal relationships which anse from the model In brief, this 1s anather
assumption which 1s justified on the grounds thatat simplifies remarkably
without distorting any essential feature (& &2/ 5

Finally, 2 comment on the model Mrs Robmson has said of Rosa
Luxemburg that she deliberately took » to represent that part of capial
which 1s advanced as wages before the re\ enue from the sale of produced
commodities 1s recerved While 1t 1s true that some Marvsts might ob-
ject to this mterpretation I accept 1t as bewng m fact an unasordable
logical implication of the model The model divides into fixed periods,
called years, what s 1n realty a continuous process of production For
the purpose of the following analysis I would merely suggest, in this con-
text, that successive years should not be understood as real years The
different products are not on the whole sold 1nmedtately to the last
buyers but rather remain unsold during a certamn peniod—say, on aver-
age, one quarter—in the stocks of wholesalers and retalers My own
suggestion, pomnting agan to a crude simphficaton, 1s to regard this
medium period as equal to a year Thus implies the following considera
tion In the first ‘year® workers recen ed altogether a sum of wages equal
to v This 1s the wages cost of the corresponding volume of commodities
The commeodities, however, aresold in the second *year’ Production will
generally have been expanded 1n the meantume The sum of wages pud
in the second year will accordingly not equal r but exceed 1t at, say,
v+s5, It follows that while the wage costs of a solume of commodsties
amount to v, the consumption demand of workers for these commodities
at the nme of ther sale will amount to ¢ +5,
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Next, the equilibrium conditions of the model. Mrs Robinson ex-
plains the case of simple reproduction and states

1. e +Hv t+s5y = ¢y +6y;
IL cu+vy+sy = vy 40,45, +503

and therefore v, +s; = ¢,.

In the case of expanded reproduction one must write s = s, +5,+ 5,
where 53, represents the personal consumption of capitalists, s, the part
of the surplus which is accumulated in the shape of constant capital and
s, the wages of the additional workers.

The equilibrium conditions of this expanded model were first put in a
quasi-mathematical form by N. Bucharin, as follows:

I ¢ +lv + s+ s +|s,

11 +v+sk+sc+sv

Itis easily seen that simple reproduction now appears as a limiting case of
expanded reproduction. The latter may be written as

L 40y +spq+ S top = G+ +Se
I co+vp+spntSeatSpe = V3 F0p+ S+ Spa+ 51+ 5
and hence Uy Sy F S = O+ See

This last equation represents the basic equilibrium condition of expanded
reproduction. Note that it is an equilibrium condition. It is assumed that
the equality s = s+, + 5, applies to each Department separately. In no
way does the model imply that this must hold also in the absence of full
equilibrium.

In contemporary Marxist literature we find the following comment on
this matter. Certain economists advanced the theory that pure capital-
ism, a system comprising capitalist and wage-labour only, would be un-
able to sell, or ‘realize’ the entire social product. Thus, for instance,
Malthus on the one hand and certain petty-bourgeois critics of classical
political economy on the other hand. But Marx proved that capitalism
was in theory able to realize the social product: in equilibrium the social
product can be sold, or realized, if the equality v, +53; +8, = €+ Is
maintained. Under capitalism, however, this necessary equality cannot
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be mamtamned continuously but, at best, only on the average of a long
period Hence one cannot escape disruptions of equibbrium, sale:
troubles and also crises Thisis taken to be the true significance of Marx s
analysis of expanded reproduction

I beheve that current Marwast Iiterature unduly neglects Marcs
theory of reproduction and the schema pertamng to 1t During the first
two decades of this century much mterest focussed on thus question
Certamn economusts attempted to turn Marx s schema mto a hind of
growth theory m order to prove that capitahsm would always be capable
of continuing expanded reproduction without any hmt Best Lnown
amongst them 1s Tugan Baranowsky who went so far as to assert that a
system of pure capitalism would be capable of surviving even 1f the
working class were to shnnk down to 2 single worker, ‘operating an
immense mass of machines to make further machines  On the other
hand there were Marxusts who employed the same scheme 1n attempts to
prove that pure capitabsm—that 1s capitalism without third persons—
was automatically doomed to collapse for 1ts nability to realize the whole
national product Rosa Luxemburg 1s the best known amongst them
Many economusts participated in the heated debate which followed
Among them Otto Bauer who opposed Rosa Luxemburg and who mtro-
duced mto his analysis the very feature that Mrs Robinson finds lacking
m Rosa Luxemburg, namely the possibility of accumulating a part of
the surplus outside the Department mm which 1t 15 produced Rosa
Luxemburg was opposed by N Buchann m whase arguments algebraic
formulae take the place of concrete numbers Frtz Stemberg, whose
work Der Impentalysmus appeared 1n Berlin mm 1926 was one of the last and
best known theonists of collapse Many further authors mught be named

So far as my knowledge extends, all these authors have one thing in
common They all take the rate of surplus as a gren imtial magntude
There are amongst them those who assume the ratio 5/v to have the same
value 1n successive years Others, regarding this as iliat, consider the
rate sj¢ as continnously growmg mn consequence of techmcal progress
but yet feel free to allot to 1t a value which, though subject to this con-
tinuous ncrease, 1s otherwise chosen at will and independently of the
composition of the socral product

Mrs Robmson nightly points out that the comunction of these assump-
tions causes the model to be ot erdetermuned The meamng of this we may
approximate by assumung that the first Department 1s somehow gnen
to us 1 all 1ts parts We therefore take each of the following magmitudes
as fixed and given (in terms of, say, average prices)

I = 51“}‘7-1 +-fi1 +J¢'1+5r1

1 Theoretische Grzidlagen des Marxumas (Lespzg 1905} p 230
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Let us imagine also that the ratio (s, +s,+s5,) /v remains constant in both
Departments throughout all succeeding years (or, alternatively, that it
varies in an initially determined proportion); that the consumption of
capitalists, 5;; and s;, is subject to a certain regularity (for example, as
unique functions of s; and s,); that s./s, is equal (or else varies in an
initially determined manner) and assume, finally, that each accumulates
only within its own Department. Now it is true that one may find an
infinity of possible second Departments which would be in equilibrium
with the given first Department, iz the given year. But, in the normal casc,
the state of equilibrium is bound to disappear already in the following
year. Consider this second year: if production starts in Department I
with a constant capital of ¢; +5, and variable capital of v; +s,,; if one
then obtains s;, the rate of surplus remaining what it was in the first
year (or as initially given according to some rule); if s; is thereupon re-
duced by an arbitrarily determined amount s;, to be consumed by the
capitalists; if the ‘saved’ residue is thereafter split up into two parts,
5S¢, and s,;, in proportion to the composition of capital; if all this is finally
repeated in Department II, it will follow in the normal case that the
resulting sum vy + s, +5,; relating to this second year will not equal
Gyt Sco-

As against this it can be proved that for any arbitrarily given Depart-
ment I there exists a unique Department ITI of fully determined internal
relations for which equilibrium can be maintained from year to year while
satisfying the stated conditions. This can be achieved, for instance, by
choosing s;, as any linear function of 5. It obviously remains an exceptional
case.

Marx did not always work with such specially selected numbers. In
one of his arithmetic examples it was assumed that the capitalists in
Department I regularly consume one half of their surplus. To maintain
equilibrium in the following years he had to adjust consumption in
Department II. It turned out that consumption in Department II de-
clined from year 1 to year 2, but increased in Department I. Not a very
convincing solution since it is hard to think of reasons for this variation in
personal consumption. The assumption was, of course, necessary since
without a reduction in the consumption of Department II, ‘savings’
would have been inadequate to buy and accumulate the surplus of
producers’ goods which was forthcoming from Department I.

The case where v, +5;1 +5,; €xceeds ¢, + 5., has been unduly neglected
in Marxist literature. Because of this neglect one commonly meets the
view that in this case a part of the means of production remains un-
saleable or can only be sold at lowered prices, ‘at less than their value’.
This would be a case of ‘overproduction’. But this view rests on a tacit

assumption regarding the rate of surplus. This is taken as strictly equal
S FSC



66 PETER ERDOS

to the imtially assumed rate—to the ay erage rate 1n our case or to
whatever other rate was settled on For the short perod 12 1s hardly
sible to justdfy this procedure Itisat this very pont that I see the possy
bility of developing the Maruan theory of reproduction 1nto a lind of
trade cycle theory

In the first place, it appears that the accepted view errs 1n 1ssuming
that the proportions of the two Departments will determine whether or
not the social product can be whelly realized according to the rules of
the Marxian model, thatis at prices which are proportional to the values
or the average pricés For any given social product, trade between the
two departments may m fact balance An anthmetc example will
illustrate the point Let

I = 2000 II = 1300
Gy = 1000 fy = 500
“Ikl = 200 .fko = 40

and assurme also a rate of surplus of 100 per cent I the composition of
caprtal stays constant, the following schema results

2000 I = 1000¢, + KOOV, + K005, ,
§3 = 20051 + 2005, + 10054
1300 I1 = 500¢, + 4001, + 400s,,
Sy = 405q + 20054 + 1608,
Hence vy +S+5e =800 and e+, = 700

It mry seem as though there exists an excess of means of production,
equal 1n value to 800 — 700 = 100, which cannot be sold or realized
But the same quantity of production can equally well be accounted for
m the following schema, remembenng only that v, 45, = ry+35 "nd
a3y = tatdn
2000 1 = 1000¢, +433 281, + 566 725,
s, = 2005, +255 86s,; + 110 865,

1300 I = 500¢, +346 62t +453 38s,,
53 = 405xa+ 244 1434+ 160 2450
In this case, S e = €tSey ™ 744 14

It appears that the entire product can be reabized at prices which are
proportional to the average prices {or to the values 1n the sensc used by
Marx)

The trick which we performed on an arbatranly selected anthmetic
example, can be repeated for every concenable socsal product The

"
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numbers in the second example result quite simply from the following
simultaneous equations:

S1 = S+t Sp o= Sppt S+ She;
Uy +S5) = U3FS5 UpSy = Uy +5,;
Vi + 8o U+ 50 = T1— [s534 +5p0] 5
€181 = ViS;1;  CoSyp = UpSeas Vgl = Uyl

The further necessary equation v,s] = v,s, is already implied in the
system. Let
Y vitsy =k; vgtsh, = 13

€1+ = Mm; Ca+S, = 0

I-5,,4 = g 11 — 54 _
I — (sp1 + ko) Y I = (s +$70) T

and k= (x—1)l, where x>1.
We then find for x

722 —[q1+ o +a(g—1)]x—a = o.
Writing f(x) for the left-hand side, we get

f(£ o) >0; f(1) = —gy(a+1) < 0.

This means that in the range of x > 1 the equation has precisely one
root. Returning now to the original unknowns of our system of equations,
it is easily seen that one will obtain for them values which are unique,
real and economically meaningful.

Secondly, the rate of surplus in my first example was 100 per cent, but
in my second example I put it at 1308 per cent. This was necessary be-
cause the assumption of an average rate of surplus of 100 per cent in the
first example left Department I with an apparent excess of produced
means of production (v + s34 +5,;) which seemed greater than the maxi-
mum possible ‘savings’ plus replacement requirements in Department 11
(€5 +Sz5). Butin fact it does not follow that this excess of means of produc-
tion would be unsaleable in principle. The opposite is true. Since
workers in a capitalist society do not buy means of production, this resi-
due of means of production is basically nothing else but additional sur-
plus value for the actual accumulation of which a further element of
surplus value in the form of 5, will be required. Unless the personal
consumption of capitalists declines, the rate of surplus must rise if all
produced means of production are to be accumulated. Savings may

5-2
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accordingly increase as well While nobody should be surprised by thus

contclusion, 1t has not so far been derived from Marx’s schemas
There follows a further conclusion Let the sum Il = ¢, 40, +s5, be
gvenin terms of average prices v, gives the wages of the required workers
reckoned at average nominal wage per head, sumlarly for o,, 5, and 5.,
Let pyy stand for the fraction II,/II, where I, represents actual prices
times quantities of the produced means of production, as distinct from I1

which represents average prices times quantities It follows that
Uy U+ 8y + 52— Z,

o

P = = G ro) =L

where Z, represents the possible savings of workers and L stands for the
mcrement 1n the mventories of consumption goods We may neglect
these two magmtudes and approximate by wnting

P = U1ty + 5 F g
u I1 — 53y +950) *

5y and s, appear 1 this formula because we decided earher on that
commodities will only be sold after the lapse of a certan period The
reader will observe a remote resemblance between this formula and the
Fundamental Equations of Keynes Treatise on Aoney

If one works Marx’s schema on the assumption of an average rate of
surplus and 1f the condition

U+ 5t = 2T 5
fails to be satisfied, one may write
U+ St —Ce— S = X
In our first anithmetical example, A was a positine magmtude Since
S = Gt =St X

Cp U+ St S+ X —s
one obtams b = IT— (517 +520)

_ II—(J'LI-}*.Tkn) '{“X
T I =5y F Spa)

=1 +II“-(§|‘1 +5Lg)

This means that the price level of consumption goods will be above or
below 1ts average value {(nommal wage per employee remaimng con-
stant) according to whether the value of X 13 positive or negative
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From this, it seems to follow as a fourth conclusion that a schema of the
social product which is based on the assumption of an average rate of sur-
plus may serve as an indicator of the state of trade. If the calculation
results in a positive X the indication is that both the rate of surplus and
the price level of consumption goods will rise above the average. This
points to a rise in the prices of capital goods. If X is negative, the opposite
is implied.

I donot believe that this conclusion can be rejected on the grounds that
I employ ex-post magnitudes which can at best help to establish what
has already happened. Consider three successive time periods 1, 2, g and
assume that with the average rate of surplus expanded reproduction is in
equilibrium in period 1. This is equivalent to assuming that period 2 has
available to it the capital taken from the schema for period 1, increased
by s, and s,, and that the goods produced in period 1 will be sold in period
2 at their average prices. But if a constant rate of surplus is postulated,
quite exceptional circumstances are needed to bring about equilibrium
in the system of period 2 without a positive or negative value for X.
Assume therefore that X is positive. This is the situation of which I
maintain that it indicates a state of activity higher than average. So far
we have no reason to expect that capitalists will accelerate accumulation,
the available excess of means of production notwithstanding. All that is
probable is that they will continue to plan accumulation at something
like the average pace. (We postulate a compulsion to accumulate:
capitalists must accumulate unless there are reasons to the contrary.
Competition compels this behaviour.) This accumulation will be per-
formed in period 3. But the equation which we derived for p;; tells us
that the prices of consumption goods will shoot up already when accumu-
lation still proceeds at the average rate. The capitalists will therefore
recognize the rising tendency of prices, and this is presumably going to
lead to a revision of their plans so as to speed up accumulation. The
process leads to further rises in prices. Optimism justifies itself and the im-
provement of trade continues for the time being. In the opposite case the
process would occur in the opposite direction.

Against this it might be objected that the state of production of fixed
capital might give rise to opposing tendencies. In such circumstances it
might well be possible that a rise in prices would fail to stimulate ac-
celerated accumulation. The objection may be justified. The system
that we have presented in its simplest form does not comprise any fixed
capital. But it is capable of expansion and may be so developed as to
take account of this circumstance. This would lead us into the field of
the theory of the cyclical crises proper and would therefore take me out-
side the limits of this article.

Instead I should like to sketch briefly a further train of reasoning that
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relates to the long persod Tirst of all an mtroductory comment The
model which we described fuily confirmed Keynes’ parable of the widow s
cruse If capitalists as a group deaded to consume more, the mcrease
rechoned at constant prices 1s added automatically to ther profits This
1s quite clear becwuse their consumption 1s surplus vatue by defiration
Rechoned 1n actual prices, this profit would be even greater, all else being
held constant the formula for py; has capitalists® consumption (s, + 5,,)
1 1ts numerator and prices must accordingly rise Let us now turn to the
argument

Let usimagine an economy contaimng only capitaists and productive
wage labour If steady grow th s postulated for this economy, the only
way of preventing the tendency of the rate of profit to fall 1s through the
accumulation of a nising share of the national income Ths 15 50 because
we cannot realisucally expect the personal consumption of capitalists
to heep pace wath the growth 1n the production of consumption goods
National income 1s made up of v + 5. +5,+ 5, Since 5, must become rela
trvely smaller, s, 4 s, have to grow relatively because otherwise the rate of
surplus (s, +5,+5.) /v would decline and this dechine would reduce the
rate of profit even with a constant organic composition of capital {¢fv)

As a matter of expenence, howeter, the rite of private accumulation
in the developed capatahist countries shows no tendency to accelerate
Thus, combined with the capital saving biis of modern technology, led
J M Gillmant to the conclusion that the excessively large social sur
plus of the mature capitahst econonues can only be disposed of through
high unproductive expenditures His socaal surplus 1s surplus value less
capitalists’ consumption It scems to me that this view contains the same
error which we attributed earlier on to most Marxsst authors like them,
Mr Gillman tries to fix the level of surplus mdependently of the whole
system He seems to suppose that the social surpfus must be large when
ever a capitalist economy 15 a mature one

1 would argue the opposite Capitalists, in a mature capitalist country,
cannot possibly consume the entire product For reasons that come easily
to mind private accumulation 1s rather himuted Ifsurplus or profit were
really to consist of s;, 5, and s,, profits would have to be rather low unless
unproductive activities were bemg carried on Whether capitahsts in
crease consumption or the state taxes enterprise and transfers the revenue
directly or mdirectly to unproductively employed workers and salaned
employees who then spend the money on consumption, the effect wall be
the same and the widow s cruse will have worked the muracle The sur
plus itself (or the Social Surplus) 1s raised mn the process Profits are rased
and ths 15 essential wherever profits form the stimulus to produce All
this holds only for profits gross of tax, but this fact does not vitzate the ar-

1 In hus new book Prospenity i Cruns (Mew York 19065)
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gument. A variety of multiplier-effects will be at work. But even without
those, the course of action that we have described contributes signifi-
cantly to Mr Gillman’s ‘capitalist viability’. One need think only of the
multiplicity of small enterprises which have in any case to make do with
low profits and whose tax burden will be small under a progressive tax
system. Except for the generally high level of taxes which acts to raise
the rate of profit gross of tax, many of them would be working at a net
loss. But whether one accepts this unconditionally as an argument for the
usefulness of unproductive employment and its finance from taxation
must depend on whether one accepts that capitalism will survive in-
definitely.



ON THE TENDENCY FOR THL
RATE OF PROFIT TO FALL

A A KONUS

I A MISUNDERSTAMNDING ABOUT CONSTANT CAPITAL, C

The tendency of the rate of profit to fall 1s admutted by many €COnOomusts,
1rrespective of their ideology ‘ Orthodox economuc theary also contunsa
law of falling profits’ writes Mary’s citic—Professor Joan Robmson 1
In the labour theory of value 1t 15 simply a problem of the comparative
ncrease of the organic composition of ads anced capital and of the rate
of surplusvalue There s therefore no need to consider the tendency of the
rate of profit to fall as a prediction Maurice Dabb stresses this m par-
ticular, whenes er he discusses Marx s views on the problem “But 1t has
to be remembered that in speaking of the *“tendency for the tate of profit
to fall” he spoke of this as no more than a fendency to which there werca
number of “counteracting tendencies” which he exphaty stressed n
detail To putitin a nutshell, the reason he saw for this tendency was that
techiucal progress would tend to raise the ratio of “stored up labour”
(plant and structures) to “living labour™ 1n production, and two among
the counteracting tendencices he menttoned were the stmultaneous effect
of techmcnl progress in cheaperung the production of machmery cte.
itself, and 1n raising the amount of surplus vilue produced by each
worker 1n a grven time as a result of rased producuvity *

These remarks by Dobb soh e the prablem completels None the less it
can be seen from the hiterature that a misunderstanding persists Thus
orniginates i the vague notion about the content of the *organic compast
tion of capital® and the ‘rate of profit’ Joan Robinson recognizes thisin
the first pages of her Essay *Marx conducts his argument m terms of
three ratios sft, the rate of explodtation, cft, the organic corposition of
caprial, and sf(c+vj, therategfprofic (¢ the tatal product for s period,
say a year, 1s then represented by ¢4+ 457 )

“The rate of exploitation 15 unambiguous The other two ratios, ¢fv
and sf(c+1), mvolve some confusion Both the orgimic composition of
capital and the rate of profit are conncected with the stock of capital
employed, not with the depreciation of capital -~ We can avoid am-
biguity, without falsifyang Mar<’s meaning, if we usc the symbolse, rand

t Joan Robinson An Essay on Vfarxan Economus {London 1940} p 30
4+ Nlaunce Dobb Capuialism Yexterday and Todsy (London 1958}, b 38
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s only for rates per unit of time of depreciation and raw material cost,
wages and profit, and speak of the organic composition of capital, not as
¢[v, but as capital per man employed’.}

Although the method used by Professor Robinson is very popular, it
departs from the mathematics of Marx, i.e. from the ratios mentioned
above, since the constant capital ¢ is given two different meanings. This
weakens the whole of her Essay and leads to the astonishing assertion
‘that no point of substance in Marx’s argument depends upon the labour
theory of value’.{

The problem is not an easy one. Paul Sweezy has also commented on it
He writes: . . .the formula s/(¢ +v), strictly speaking, shows the rate of
profit on the capital actually used up in producing a given commodity.
In practice the capitalist usually calculates the rate of profit on his total
investment for a given period of time, say a year. But total investment is
generally not the same as capital used up during a year since the turn-
over time of different elements of total investment varies widely...In
order to simplify the theoretical exposition, and to bring the rate of profit
formula into conformity with the usual concept of an annual rate of profit,
Marx makes the assumption that all capital has an identical turnover
period of one year’. And in contrast to Professor Robinson, Sweezy uses
this method in his argument: ‘. ..in order to restrict the scope of our
discussion and to focus attention on the essential elementsof the theory, we
shall retain the assumption given above throughout the present work’.§

This ambiguity compels Professor Joseph Gillman (who subjected the
theory of the tendency for the rate of profit to fall to statistical tests) to
use simultaneously both Joan Robinson’s method (in which ¢ includes all
fixed capital) and Sweezy’s (¢ includes only depreciation). He notes:
‘.. .the ratio of surplus-value extracted in a given period to the capital
used up in that period provides us with only an elementary definition of
the rate of profit. Normally, the rate of profit is figured on the basis of the
invested capital. . . To simplify his argument Marx assumed an average
annual turnover of the capitals of one’. ||

Further on Gillman explains his approach to the ratios ¢/v (organic
composition of capital) and s/(c+v) (rate of profit):

¢...all theseratios are here calculated on the basis of capital consumed.
This we shall call the “flow” basis. Subsequently we recalculate them on
the basis of the invested capital. That we shall call the “stock” basis’.

‘.. .In our empirical test of the law we use both the flow and the stock
bases for whatever light each may yield’.§

t Robinson, op. cit., pp. 6, 7- 1 Robinson, of. cit., p. 22.

§ Paul M. Sweezy, The Theory of Capitalist Development (Oxford, 1942), pp. 67-8. )

1l Joseph M. Gillman, The Falling Rale of Profit. Marx’s Law and its Significance to Tuwentieth-
Century Capitalism (London, 1956), p. 17. € Gillman, op. cit. pp. 18 and 35.
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2 THE RENTS PAID FOR THE USE OF DURABLE CAPITAL
GOODS A3 THE REPLACEMENT OF THEIR VALUES

"The opimions adduced, especially those of Gillman, show that the prob-
lem of calculating the rate of profit and, correspondingly, the organic
composition of capital correctly and indisputably has not yet been solved

It 1s all the more mcomprehensible why this problem 1s 1pnored by
Professor Nobuo Okisio whose purpose 1s to *reformulate some Marxan
theorems 1n mathematical terms, hoping thereby to clanfy Maruan
doctrmes for those who are confused by the rather obscure expression
of Marx’ f Inan article on the rate of profit Okisio gives his pomnt of
view }

*The rate of profit s/(c +v) cannot exceed the mverse of the organic
composition of production, namely

APEEY,
o4 <

This unquestionable relation demonstrates that the mverse of the
organic composttion of production 1s an upper limit of the rate of profit

¢ Therefore, however high the rate of surplus value may become, the
rate of profit cannot exceed the upper himt, which itself decreases as ime
passes by The above reasoning seems to be logcally sound Un
fortunately this appearance 1s msleading

¢ Marx calculated the general rate of profit as aggregate surplus
value divided by aggregate capital mn terms of value, that 1s sf{c +v) But
this procedure 1s not correct The general rate of profit, p, 1s deter
muned by the followmg equations ’

£ = (1 +p)(Tag py+1, 1),
IV = Sbp,
In these equations Okisio uses the notation

p; = the price of a umt of the 1th commodity,
= the amount of the jth commodity necessary to produce a unit
of the 1ith commodity,
1, = The amount of Jabour directly needed to produce a umt ofthe
1th commodty,
J¥ = the money wage rate,
and (b, b,  »b  +0m) = thebasketof consumption goods a labourer
receives for a umt of labour

£

a”

t Nobuo Okimo A Mathematical Note on Marxan Theorems , 3 eltwtrischaftliches

drche Bd g1 H 2 1963 p 287
+ Nobuo Olisio *Techmical Changes and the Rate of Profit, Kebe Unicersity Ecoromue

Rewew 7 196t pp B9 9o
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It is impossible to judge how far Okisio’s conclusion is correct because
it isnot clear from these two articles of 1961 and 1963 how he deals with
the problem of fixed capital. Only in his earlier paper of 1955 does he
indicate his position: ‘As to fixed capital; the fixed capital being huge in
highly developed capitalistic production, we must consider the degree of
utilisation of machines and equipment in order to tell the amount of
these necessary to produce one unit of output. So when we define a;;, we
assume the economically normal degree of utilisation. And in the first
stage of our argument, we neglect the existence of fixed capital.’t

This last little remark invalidates the argument in all the papers by
Okisio which we have quoted, despite his excellent mathematics. Fixed
capital is the essential feature of production and it is inadmissible to ig-
nore 1t.

Professor Okisio defines a;; as ‘ the amount of the jth commodity neces-
sary to produce a unit of the 7th commodity’. To produce a quantity of
textiles, for example, it is necessary to have real weaving looms at one’s
disposal for the given period of time, and not ‘ the economically normal
degree of utilisation’.

Consequently a;; must be the quantity of capital goods ; (in this ex-
ample—the number of weaving looms) that are required to produce a
unit of commodity 7 inl the given period of time. Then the price g, will be
the rent paid for the use of a unit of the durable capital goods in that
period of time. }

Marx envisaged this form of advanced capital when calculating the
constant part of the value of yarn in Chapter VII of vol. 1 of Capital: ‘ The
rent of the factory is £300, or £6 per week’.

In The Housing Question, Engels contended that in general the rent for
durable goods is the replacement of their value: ‘As is known, the sale of
a commodity consists in the fact that its owner relinquishes its use value
and puts its exchange value into his pocket. The use values of commodities
differ from one another amongst other things in the varying periods of
time required for their consumption. A loafof bread is consumed in a day,
a pair of trousers will be worn out in a year, and a house, if you like, in a
hundred years. Hence, in the case of commodities with a long period of
wear, the possibility arises of selling their use value piece-meal and each
time for a definite period, that is to say, to /et i out. The piecemeal sale
therefore realises the exchange value only gradually.’}

Finally, at the present time Professor Michio Morishima has based one
of his models on a similar idea: ‘. . . capital goods are not subject to pur-
chase and sale, only their services being traded on the market.’§

1 Nobuo Okisio, ‘Monopoly and the Rates of Profit’, Kobe University Economic Review 1,
1955, P. 74- + F. Engels, The Housing Question (London, 1935), pp. 84-5.
§ Michio Morishima, Equilibrium, Stability and Growth (Oxford, 1964), p. vii.
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3 PRIGES AND LABOUR COSTS WHEN THE STATE OF
THE ECONOMY IS OBRTIMAL

There have been many statements 1n economuc hiterature to the effect
that an optimal state of the economy requrres that prices of consumer
goods should be proportional to therr “values’, 1€ to the amounts of
labour necessary to produce them

Among the comments on these statements} one common critiism
which should be noted s that these statements would be correct if “the
average labour cost per umt of production comcided with the margmal
labour cost’ §

The purpose of the present section 15 to prove that at an optimal state
of the economy (in the sense of the maximnm utility of a basket of com
modities maintaming a given amount of labour) the average labour costs
of the commodities need not be equal to the margimal Iabour costs (and
consequently to prices), but only proportional to them

Like any other economic model, the model under discussion requures
a considerable degree of abstraction

We examune the commodities which are the consumption goods of the
workers Such 1s the nature of political economy As long ago as at the
begmmng of the last century Racardo proved that in all countries, and
all times, profits depend on the quantity of labour requisite to provide
necessaries for the labourers, on that land or with that capital which
vields no rent ||

L v Bortkiewicz has corroborated this statement of Ricardo mathe
matically ‘Equation (30) mdicates that the rate of profit depends only
on those amounts of labour and those turnover periods which concern
the production and distribution of the goods forming the real wage rate
This theoretical result agrees entirely wath Racardo s thests that the rate
of profit cannot possibly be affected by the conditions of production of
those goods which do not enter mnto real wages '

It 1s assumed that accumulation (savings) wiil not have a place in the

+ N Stolarof Démonstration analytique de la formule économ que  Les degrés finals de Lut [t
(des produes librement crées) sont propertionnels g la 1aleur du trmarl (haev 1902) Leif Johansen
Forenklet vellerdsteorensk modell for en somahstisk okonom: Nat onalekonomsk fasskryt
1955 H 34 A A Konus Teoreticheskie voprosy cen 1 powreblenya ¥aprosy econamiki

plamrmanya 3 statsuke {Moscow 1957) ( Theoretical problems concernmg prices and con
sumption  Froblems of economes planmng and stalistics )

4 Eberhard M Fels in Journal of the dmerwan Statestcal Assocaton val 54 no 285 1959
Robert W Campbell 1n Slavome Revtie vol xx no g 1961 ] M Montias in Econemetrica
vol 29 no 3 rgbr

§ .P? L Lurye m Ekonomika 1 matematchesk ye metody { Economuss and Mathematical Methods)
vol u no 1 166, p 24

I} The Works and Correspondence of Dand Rucardo (London 1952) vol 1 p 126

€ L v Bortkiewicz ‘Value and prce mn the Marxian System  International Economs

Popers no 2 1952 p 32
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budget of a worker’s family. Consequently such ‘ commodities’ as unique
works of art, cancelled postage stamps, etc. are eliminated; durable goods
such as furniture, refrigerators, etc., are hired but not purchased.

For the sake of simplicity it is assumed that labour is homogeneous, all
workers get the same wage, and that the form of the utility function is the
same for all workers’ families.

With these assumptions one can determine for each commodity the
amount of labour necessary to produce it. This amount of labour v, is
assumed to be a function of the quantity X; of the commodity ¢ (i=1,.. .,
m, where m is the number of commodities, or specially formed groups of

commodities) : v = 0(X) (i=1,...,m). (1)

At the given prices a,,. . ., a,, and money income L ( =total expendi-
ture of the consumer) the consumer (the worker’s family) selects the
quantities to be consumed in such a way that the ordinal utility function
d(X,,. .., X,) should be a maximum, i.e. with

L=aoX+...+a,%,, (2)
O(Xy,. - -, X,) = max. (3)
It is assumed that there is no relationship other than (2) between
ay,. .., a, and L. For example, there are no monopolistic prices.
As is known, it follows from (2) and (3) that
o0joX, _ 0jeX,
41 IR an

A, (4)

where A is the Lagrange multiplier.
There is a given quantity of labour V that is allocated to the reproduc-
tion of the consumed goods Xj,. .., X,,;:

V= 0 (X) + ... +0,(X,,) = const. (5)

It is assumed that there is no relationship other than (5) between
Xi oons X

%[’he ¢ optnilmal state of the country’ is assumed to be such that the utility
function @(Xy, . . ., X,,) will be a maximum not only for condition (2) but
also for condition (5).

It follows from (3) and (5) that:

o0[oX;, _ e®jeX,, 1 (6)
v Jox, T T oVileX, w

where 1/p is the Lagrange multiplier. ’
If the systems of equations (4) and (6) are consistent, then

WXy | WldXe (7)
a1 am
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Multiplying the numerator and the denommnator of each of the ratios
by X; (t=1, ,m) and summmng them we have

(VoA )X, +  +(aV JaY ) X,

ag_-}tl"]' +ame a‘u
_ (erjaxy) eV fex,,
Or, using (2} L = “——lﬁlx+ +—-—-——-—--( A,,u )Xm (8}

The money income L can be defined m a grven ratio to the total amount of
the labour V contamed m the consumed commodibes, 1 ¢
L=9gn{Xy)+  Fv.(L))
where 7 1s constant
The substitution of this expression m (8) gives

ADN CADS
VAN + +V (X)) = u__{w mifam
1( 1) m( m) A}U)‘ }‘1+ + A}UJ Xm

Let us make the assumption that the unhty function {3) has the form

O fiX)+ +, (AR

and that the marginal labour cost of the adopted money umt 1s constant
whatever the form of the utility functions £, (X,) may be In this caset
the factor Aur does not depend on X;, , X,, We have assumed (3} 15
the only relationship between X, , &,, Furthermore ¥,{0) = o

We can take
{eVii21y)

V4 = *—Ev——"ﬁ: (t=1, ,m)
oV, [ARY
Hence we get ﬁ‘i = Auy “(X,i) (e=1, ,m),

1€ the margmal labour costs ¢V,/2X, are proportional to the average
labour costs [F(X;}/X,] Consequently, m accordance with (7), the
prices {a,, ,a,) are proportional to the average labour costs The
function V,(X;) takes the form V; = b, X9 where b, and g are constants

It 15 to be noted that there are two hirmitations ansing from the assump-
tions we have made

First, 1t 1s impossible to determuine the amount of labour 1in commoditics
in jomnt production, for example, gram and straw It 15 only possible to
compare the sum of thexr prices with the total amount of labour necessary
to produce them The prices of grain and straw taken separately are
determuned by therr margmal utibties This 1s the case of the famous
example of Bohm Bawerk about the prices of new and matured wine
The labour on the vineyard 1s used to produce the new and the matured

+ Cf R Frsch Aae AMethods of Measuring Margwmal Unl tfy (Tubingen 1932)
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wine together. The prices of these kinds of wine are proportional to their
marginal utilities.

Secondly, the prices of the commodities satisfying the same needs, for
example, coal and oil, are not mutually independent. It is only the sum
of the prices of the oil and coal which must be compared with the total
amount of the labour spent on the production of fuel. It is here that the
phenomenon of differential rent arises.

"This solution of the principle problem of the labour theory of value is
distrusted because its consequences are at first glance unusual.

Ifthe total sum of the rental payments for the services of durable capital
goods, according to Engels, equals their value, then the prices at which
the durable goods are sold after their manufacture are below their value.

It is in this way that Marx explains the source of commercial profit
in chapter XVII of the third volume of Capital: ¢ Or, looking upon the
matter from the point of view of the total commodity-capital, the prices
at which the class of industrial capitalists sell are lower than the values of
commodities.”}

Consequently the source of the profit of the owners of buildings and
machinery is in the surplus labour expended during their production
(the conditions of reproduction are implied).

The main thing is that the exchange value of a commodity is realized
notinitssale butin the realization of its use value, i.e. in its final consump-
tion.

The idea of the value of consumer goods as a starting-point for the
prices of the means of production is not only Menger’s: ‘The value of
goods of lower order cannot, therefore, be determined by the value of
goods of higher order that were employed in their production. On the
contrary, it is evident that the value of goods of higher order is always
and without exception determined by the prospective value of the goods
of lower order in whose production they serve.’}

This idea can also be discovered in Marx: ‘The selling price of the
merchant, then, stands above his purchase price, not because the former
stands above the total value, but because the purchase price stands
below this value.’§ .

Finally, in the,early fifties the authors’ collective of the USSR
Academy of Sciences openly accepted Menger’s point of view: ‘ The law
of value influences the production of means of production through con-
sumer goods, which are needed to replace the expenditure of labour
power.’ ||

1 Marx, Capital, vol. 1, p. 336.

1 Karl Menger, Principles of Economics (Glencoe, Illinois, 1950), pp. 149-50-

§ Marx, op. cit. p. 337-

|| Politichskaya Ekonomia, (Moscow, 1954) (Political Economy, London, 1957, p. 594.)
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It will be recalled that Ricardo, m his letter to McCulloch of ;8
December 1819, attached great importance to the demonstration of this
‘law of value” *I am more convinced than ever that the great regulator
of valuc 15 the quantity of labour required to produce the commodity
valued There are many modifications which must be admtted mto
this doctrine, from the circumstance of the unequal times that commodi
ties require to be brought to market, but this does not invalidate the
doctrine itself T am not satisfied with the explanation which T have given
of the prmciples which regulate value I wish a more able pen would un
dertake 1t—the fault 15 not 1n the madequacy of the doctrine to account
for all difficulties but in the madequacy of hum who has attempted to
explain 1t}

It 15 the duty of every econometrician to accept this challenge of
Racardo

The combination of the labour theory of value and econometrics,
although 1t 15 Jounded on the theory of marginal utility, 1s necessary for
the development of political economy 1 As far back in the *twenties the
opinion was expressed in the Soviet econormc literature that the theory of
margimal utility 1s a negation {in the philosophical sense) of the labour
theory of value—i e the former 1s a necessary stage mn the development
of the labour theory of value

4 THE DRGANIC COMPOSITION OF CAPITAL

In the chapter ‘Rate and Mass of Surplus Value’ of Vol 1 of Caputal
Marx formulated the following “third [aw’ of surplus value “The masses
of value and of surplus-value produced by dudferent caprtals—the value
of the labour-power being given and its degree of exploitation being
equal—vary directly as the amounts of the vanable constituents of these
capitals, 1 e , as their constituents transformed into living labour-power ’
Then Marx goeson “Thus law clearly contradicts all experience based
on appearance Everyone knows that a cotton spinner, who, reckontng
the percentage on the whole of his apphed capital, employs much con-
stant and little variable capital, does not, on account of this, pocket less
profit or surplus-value than a baker, who relatively scts mn motion much
variable and little constant capital For the solution of this apparent
contrachction, many intermediate terms are as yet wanted, as from the
standpoint of elementary algebra many intermediate terms are wanted to
understand that o/o may represent an actual magmtude *§

+ The Works and Correspandence of Dand Ricardo, vol vit p 142

t Ledf Johansen, Labour Theory of Value and Marginat Utihues , Economics of Dlannerng
vol g3 no 2 1963

$ Marx Coprial, vol 5, p 335
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Since the advanced constant capital ¢ includes only rents paid for the
use of durable capital goods the ‘contradiction’ in the example given by
Marx is indeed ‘apparent’: statistics show that the constant part ¢ of the
advanced capital (c+v) of ‘a baker’ included in the value (= ¢+v+5)
is relatively not less than that of ‘a cotton spinner’.

The observed variation in organic composition of the advanced capital
(i.e. of cost-price) is engendered by the different periods of it§ circulatm_n
(including for the durable goods produced also the pe.I‘IOd of their
consumption) and by the presence of differential rent. This means tl.lat
the condition for a common annual rate of profit does not require
obligatory deviations of prices from their value equivalents.

Let 7 be the rate of turnover of the advanced capital per year, p t.he
rate of profit and r the differential rent. If the value of a commodity
coincides with its price we have the equation:

CH+u+s = (c+u)(1+§)+'r (9)
which after simple manipulation, gives

¢ n(sfv—rfv)
p
(It will be recalled that the rate of turnover of the advanced capital

must be calculated taking into account the period of the consumption of

the durable commodities produced.) _
The ratio s/v (the rate of surplus value) is determined by the formula:
s _ The length of the working day in hours .
v~ The number of hours of labour contained in the :
commodities comprising the daily wage

—1. (10)

QL

(11)

The demoninator in this formula can be roughly determined by an
input-output table.

The rate of surplus value s/v has a tendency towards equalization iz
different industries. (It is to be noted that this applies also in sociali
countries.)

It is impossible to understand why econometricians ignore formu#
(11). It should be recalled that Marx’s priority in this problem was4"
puted by Rodbertus, an economist with a very different ideolog?",'/l
have shown V\_rhere' the capitalists surplus value arises in my grd 5”[5
Letter; cssentially in the same way as Mars, but only more clea”
briefly.’t

. . s N l»/
BdT IBZ%'% :)n’dp.'S'olcialI'/)oIztx:che Aufsitze von Rodbertus Yagetsor, herausgegeben yor F
6
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Equation (10) corresponds to the facts as they appear n the statistical
data of capitalist countries

the greater the ratio r/v (differential rent in the mdustry to wages) the
lower 1s the orgamc composition of the advanced capital,

the greater the annual rate of turnover of advanced capatal, the higher
15 1ts organic composition

By malung appropriate assumptions (there 13 no differential rent, the
circulating period of advanced caprital 1s the same, the prices are con
sidered as independent vanables) one can prove that if the production
methods are chosen so as to mmmize the cost of production and the rates
of profit are the same 1n different industrres, then the organic composition
of advanced capital must be the same 1n every industry 1

"This conclusion 1s based on the conception that the organic compos:
tion of advanced capital does not depend on 1its technical composttion
but 15 affected by economic considerations, m the same way as the pro-
duction function 1s not a purely engineering concept

5 COST CRITERION AND THE RATE OF PROFIT

We can now return to the problem of the tendency of the rate of profit
to fall As Professor Okisio pomnts out ¢ capitahists choose a new pro-
duction techmque, above all, according to cost criterion Even if there
were techmques which increase productivity of labour greatly, they could
not be introduced by capitalists unless they reduce the cost of preduc
tion §

Thus problem 1s solved by careful exammation of the expression of the
rate of profit

p-= (12)
ct+v

The equations suggested by Professor Okisio to determne the rate of
profit (sce p 74 above) assume a differing composition of capital 1
different branches of production {provided the penod of its turnover is
the same) As L v Bortkiewrcz has proved,]| this assumption iy olves

+ A A.Ronus Notes to article by L. Johansen Labour Theory of Value and Aargnal
Unthties 1n Economes of Planntng vol g no = 1963 Economies of Planming vol 4 no 3 1904

+ Cf R Dorfman P A, Samuelson and R M Solow Lsnear Programming and Economi
Analysis {New York 1958} the technalogists do not take responsibilaty for the prroduction
function  They regard the production function as an econormusts concept and asa matter of
Hustory nearly all the prodaction funetans that have actually been denved are the work
of econormsts rather than of engmeers

§ Olisio Techmual Changes and the Rate of Prafit p ot

Il L v Bortkiewicz Zur Berichtigung der Grundlegenden theoretischen honstruknon
von Marx 1m dntten Band des Rap tal  Jahrbucker fir Matuwmal Okonomie und Statstik 111

Folge 34 Bd. (Jena 1907)
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the rejection of the labour theory of value, since, if the sum of the prices
equals the sum of the values the sum of the profits will not equal the sum
of the surplus values.

Expression (12) is here applied to the aggregate of the commodities
which are the consumption goods of the workers (the constant capital ¢
including the rents paid for the use of durable capital goods). It was
shown in § g that the prices of the especially formed groups of these
commodities are proportional to the amount of labour necessary to pro-
duce them, and therefore the expression (12) must be considered true.

First of all expression (12) shows that an increase in differential rent,
ceteris paribus, reduces the rate of profit.

Let us take the case when differential rent 7 is zero and suppose that
the constant capital ¢ increases. The cost criterion for the given output
consists in the fact that an increase in ¢ must be accompanied by a
decrease in the sum (c+v). The rate of profit will fall if the increase of
surplus value s is relatively less than the increase in the advanced capital
(¢ +v), i.e. the cost of production. That takes place when the reduction
in the number of workers is comparatively greater than the corresponding
increase in the rate of surplus value (i.e. the productivity of labour).
Otherwise the rate of profit will rise. None the less there is an upper limit
to this increase, as can be seen from Okisio’s inequality (see p. 74), if it
is applied to the aggregate of commodities which are the consumption
goods of the workers.

Thus the tendency for the rate of profit to fall and the counteracting
tendencies which are always emphasized by Maurice Dobb are substan-
tiated in detail by the analysis of the fundamental formulae of the labour
theory of value.
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Equation (10) corresponds to the facts as they appear mn the statistical
data of capitalist countries

the greater the ratio /v (differential rent 1n the mdustry to wages) the
lower 15 the organic composition of the advanced caprtal,

the greater the annual rate of turnover of advanced capatal, the higher
18 1S organc composition

By making appropniate assumptions (there 1s no differennal rent the
circulating period of advanced capital 1s the same, the prices are con
sidered as independent vartables) one can prove that 1f the production
methods are chosen so as to minimze the cost of production and the rates
of profit are the same in different industries then the orgamic composition
of advanced capital must be the same 1 every mdustry 1

This conclusion 1s based on the conception that the organic compos:
tion of advanced capital does not depend on 1ts technical composition
but 1s affected by economic considerations 1n the same way as the pro
duction function 1s not a purely engineering concept }

5 CQST CRITERION AND THE RATE OF PROFIT

We can now return to the problem of the tendency of the rate of profit
to fall As Professor Okisto points out capitalists choose a new pro-
duction techmque above all according to cost criterion Even if there
were techmques which increase productivity of labour greatly, they could
not be introduced by capitalists unless they reduce the cost of produc
tion §

This problem 1s solved by careful examination of the expression of the
rate of profit

p- (12)
ctv

The equations suggested by Professor Olusio to determne the rate of
profit (sec p 74 above) assume a differing composttion of capital m
different branches of producton (provided the period of 1ts turnover is
the same) As L v Bortkiewicz has proved || this assumption mvolves

t A A Konus Notes to article by L Johansen Labour Theory of Value and Marginal
Utilit es 10 Economucs of Planning vol g no 2 1963 Economncs of Planmng vol 4 no 3 1964

t Of R Dorfman P A, Samutlsion and R M Solow Liunear Programnung and
Analysis {New York 1958} the technologists da not take respons hility for the production
function  They regard the production funchon as an economusts concept and asa matter of
history nearly all the production functions that have actually been denved are the work
of economists rather than of engineers

§ Okus o, Technual Changes and the Ratz of Frofit p g1

| L v Borthiewicz Zur Ber chtigung der Grundlegenden theoretischen Konstruktion
von Marx 1m dntten Band des Kap tal Jahrbucher fiir Dational Gkonomie und Stanstik oI

Folge 34 Bd (Jenz 1907)
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the rejection of the labour theory of value, since, if the sum of the prices
equals the sum of the values the sum of the profits will not equal the sum
of the surplus values.

Expression (12) is here applied to the aggregate of the commodities
which are the consumption goods of the workers (the constant capital ¢
including the rents paid for the use of durable capital goods). It was
shown in § g that the prices of the especially formed groups of these
commodities are proportional to the amount of labour necessary to pro-
duce them, and therefore the expression (12) must be considered true.

First of all expression (12) shows that an increase in differential rent,
ceteris paribus, reduces the rate of profit.

Let us take the case when differential rent r is zero and suppose that
the constant capital ¢ increases. The cost criterion for the given output
consists in the fact that an increase in ¢ must be accompanied by a
decrease in the sum (¢ +v). The rate of profit will fall if the increase of
surplus value s is relatively less than the increase in the advanced capital
(¢ +v), i.e. the cost of production. That takes place when the reduction
in the number of workers is comparatively greater than the corresponding
increase in the rate of surplus value (i.e. the productivity of labour).
Otherwise the rate of profit will rise. None the less there is an upper limit
to this increase, as can be seen from Okisio’s inequality (see p. 74), if it
is applied to the aggregate of commodities which are the consumption
goods of the workers.

Thus the tendency for the rate of profit to fall and the counteracting
tendencies which are always emphasized by Maurice Dobb are substan-
tiated in detail by the analysis of the fundamental formulae of the labour
theory of value.



PART 11

PLANNING AND THE MARKET

THE GURVE OF PRODUCTION AND
THE EVALUATION OF THE
EFFICIENCY OF INVESTMENT
IN A SOCIALIST ECONOMY

MICHAL KALECKI

I. CHOICE OF TECHNIQUE

An increment of the national income of a given volume and structure in
terms of final products, resulting from new investment, may be achieved
by a variety of technigues. Each of the variants will involve a different
outlay on investment I and a different amount of labour force R in-

M
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Fig. 1.

dispensable to run the newly created productive capacities. As the incre-
ment of the national income consists of many final products and each of
them may usually be produced by different methods, a great number of
variants comes into the picture. If we denote by N the number of groups
embracing kindred products (we shall call them below commodity
groups) and if for each only two variants are considered, there will be
altogether 2 variants of producing a given increment of the national
income.
[87]
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dispensable to run the newly created productive capacities. As the incre-
ment of the national income consists of many final products and each of
them may usually be produced by different methods, a great number of
variants comes into the picture. If we denote by N the number of groups
embracing kindred products (we shall call them below commodity
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altogether 2¥ variants of producing a given increment of the national
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Ifoneofthe s anantsiny olvesa greater my estment outlhy thananother,
while the labour force 1s the same or greater, this vanant 15 absolutely
mneffective The same applies to a vanant for which the labour force 15
greater and the iy estment outlay no less than 1n another case We shall
discard all the absolutely weffective vanants and shall consider only
those i which a greater investment outlvy 15 associated wath a lesser
abour force or e tersa

Let us represent all these vanants by a diagram, on which we plot the
aggregate mvestment outlay I on the absassa—and the labour force &
associated with it on the ordinate axs (see fig 1)} To cach of the vanants
there corresponds a pomnt n the plane 7, R It follows from the above
that the downward sloping curve AN corresponds to the set of aceeptable
variants Indecd, to each I there corresponds only one value of R,
namely that of a variant where the investment outlay £ 1s assocrated with
the least labour force Morcover, the curi e 1s downward sloping because
greater mnvestment outlays are associated wath lesser labour force The
Ime MK s called the curve of production

2 THE APPROPRIATE CRITERION

Thus concept 1s clearly based on the assumption of a umiform labour force
and of an equal hife span for all types of equupment, since only mnsucha
case can a given vanant be fully characterized by the investment outlay
and the labour force associated with 1t We shall deal in the final part
of this paper with the problems ansing when these simphfications are
discarded But even taking these assumptions for granted this approach
to the curve of production may raise some reservations Indeed, the
central planning authenties are obviously unable to consider the cnor

mous number of possible varniants of producing an increment of the
national mcome m order to ehmimnate those wlich are absolutcly in

effective Thus the curse of production appears to be purely theoretical
m character since 1ts points are not necessarily realized in practice (s ¢
1t 15 not excluded that an absolutely meffective vanant may be selected)

We shall show, however, that this preblem does not arise 1f the evaluation
of efficiency of mvestment for any commodity group 1s based on the cn

terron

1
— + &k = munim
T+

where 1 1s the investment outlay mntegrated over all stages of production,
k the integrated current costs {exclusive of depreciation) and T the so-
called recoupment period Indeed, weshnll prove thattoagnen T there
corresponds a point situated on the curve of production It should be
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pointed out that, on the assumption of a uniform labour force and an
equal life-span for all types of equipment, the simple condition

i ..

7+k= minim. (1)

is an appropriate criterion for the choice of variants.

We shall assume that in the case where the ‘joint investment and la-
bour outlay’ (;/T) -+ £ is equal for two variants the less capital intensive
one is chosen, i.e. that with a smaller 7.

We denote by 7, and £, the investment outlay and the costs of the
variant of production selected for a given commodity group and by 7 and
k these characteristics of any variant for this group. We have then
Ty i
T +k, < T +k.

By adding these equations for the economy as a whole we aobtain

i’lU i L.
z(—T—+kw) sz(-TH)
L

730, + 2k, < mEi+Zk (2)

T

%1i,,and Xk, however, are nothing else but the aggregate investment out-
lay I, and the aggregate costs K, required for a given increment of the
national income by the adopted methods while £7and X% are the aggre-
gate values I and K for any ‘aggregate variant’. We have thus:

L, I
-+ K< 5 +K
It follows directly that the point I,,, K,, cannot correspond to an abso-
lutely ineffective variant. Indeed, if I,, were, for instance, greater than I’
of a certain other variant, and K,, would not be less than K’, we could
write

r I,
=+ "< 2 +K
7t K 7 TRy
which would contradict the inequality (3).

Let us denote now the hourly wage by g. To the aggregate costs K,,
there corresponds a labour force R, = K, /g. It follows from the above
that the point I,,, R,, is situated on the curve of production, because the
latter represents all the ‘effective’ variants of producing a given incre-
ment of the national income (i.e. all variants which are not absolutely

ineffective).
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1., R, 15 a pownt on the curve of production correspending to a given
peniod of recoupment T, 1t will be noticed that the greater 71, the far
ther to thenght onthe curveof production the corresponding pomt I, R,
wssituated—becanse a huigherrecoupment perzod “Jetsin® the more ca‘;;ltal
mtensie and less labour mtensne sariants for particular commodhty
groups However, we shall not be satisfied with this rather intmtie
argument, but shall prove the theorem ngorously , at the same tume we
shall demonstrate that the cunve of production 1s concave {as m fig 1)

2 THE CURMVE OF PRODUCTION

Let us start with a dragrammatic representation of the varants of pro-
duction of a given commodity group, plotting the iy estment outlays ¢
on the abscissa—and the current costs # on the ordmate axis

Ifthe recoupment period 1s T, 1t wall be noticed that the best variant 15
determuned by the pomnt through which passes the lowest of the straight
Lines of a slope —1/T Indeed, the equation for the straight line of such

a slope 15 ;

T

where b 15 the distance of the point of mteysection of this straight hine
with the ordinate axis from the zero pomnt. Thus

F— — _ +b

?
T+k=b

and the condition for the best varnant 1s

‘-jfv +E = b

It follows directly that there must be chosen such a pomt s, k through
which passes a straight line with the least & It follows, morcover, thatat
no 7 does the pomt C come 1nto consideration and we are left only with
A, B,and Dsituated on the lower concave boundary tochoose from Letus
denote now the recoupment periods corresponding to the slopes AB and
BD by Tygand Tgp If T'= T, we shall choose the vanant 4, mdeed
for the vanants 4 and B the value of the expression (1) T) + k& 1s the same
and according to our rule we choose then the less capital intensne van
ant T, < T < Tppwe choose the vanant B (the case represented 1z
fig 2) Fnally, when T" > Tpp, the vanant D will prove the best In
other words, when 1ncreasing the recoupment period T we pass the
level T p, we shuft from the varant A to a more capital intensn e and a less
labour intensive vanant B (If we pass the value T3, we shift corre
spondmngly from the vanant B to the vanant D)
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Let us consider now all the commodity groups, for which we may draw
diagrams analogous to fig. 2. Let us derive from each diagram the re-
coupment periods 7 corresponding to the segments of the lower concave
boundary such as T, and T, Let us range all these recoupment periods
according to their length; we shall obtain an increasing sequence
I, T, ..., 1, Ty, - . -, T, It should be noted that 7; may correspond
to a number of commodity groups and that 7;_; may obviously corre-
spond to other commodity groups than 7.

Let us imagine that a recoupment period 7; has been adopted to which
corresponds the point [, R; on the curve of production and that next we
pass from T; to T;,,. Then for the commodity groups, to which corre-
sponds 7; this level of the recoupment period will be passed (for
instance T 5 in fig. 2) and, according to the above, a shift will occur for
these commodity groups to the more capital—and less labour intensive
variants (for instance from variant 4 to variant B). As a result the value
of the investment outlay in the economy as a whole will increase as well
from J; to the higher level Z;;, and the labour force required will fall
from R; to R;.;. Therefore the point [;;, R;., on the curve of production
corresponding to 7,4, will be situated to the right of and below the
point I;, R; which corresponds to 7; (see fig. 3).

Nor is that all. Indeed 7; corresponds to a side of the lower boundary
of the set of points representing the variants on one or more diagrams
relating to the particular commodity groups (for instance 45 in fig. 2).
When 7} is passed a shift occurs from the beginning of that sid* to its
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end (e g from 4 to B) Thus the respective increases i current costs Ak
and mvestment A: bear the relation —1{7; (e g the relation —Jf T

I
re A"=—‘:r;m (4)

Smnce just these mcreases constitute the increments of the aggregate
mvestment outlay and of the aggregate costs, we obtamn

I
Kig—K; = ~ 7; =1, {5)
I
}
R
R
) I
Fig 3

It follows dwrectly that the straight line connecting the subsequent
pownts I, Ry and I ,,, R, ,, situated on the curve of production has a slope
—1/(g7;) In other words the segment starting from the pont I, R; has
the slope ~1/(gZ;} (fig 3) Consequently, the greater the recoupment
period T, the more to the right 1s situated the corresponding pomt I By
—which was already proved above-—and the smaller the slope of the
segment starung from this pomnt This means, however, that the hne
represented m fig 3 18 concave

If the pomnts I;, R; are sufficiently close to each other, this ine ap
proaches the curve of production and the slopes of 1ts sides—those of the
tangents at these points The tangent of the curve of production at the
pont I, R 1s consequently equal to —1/g7 and thus 1t 15 easy to read
from the diagram the recoupment period corresponding to a given point
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Because Jincreases together with 7, the curve of production is concave
(fig. 4).

On the basis of the curve of production it is possible to determine the
recoupment period corresponding to the assumed increment of the
national income and to the labour force R, available for this purpose.
Letusdraw a curve of production for the assumed increase of the national
income and let us find on it the point with the ordinate R;; then the
abscissa I; yields the value of the investment outlay required and the
slope of the tangent at the point /;, R,—the recoupment period 7; which
must be applied in the evaluation of efficiency of investment for realizing
the variant which corresponds to the point ;, R;, and thus for securing
equilibrium in the balance of the labour force.

/
R

I, R

%\\
y

Fig. 4.

4. THE EFFECT OF TECHNICAL PROGRESS

The above discussion is of some importance for the theory of growth be-
cause the curve of production is an essential element in the analysis of
technical progress. The curve of productionrepresentsthesetof ‘ effective’
variants of producing an increment of the national income which are
based on the technical knowledge at a given time. A change in this know-
ledge, i.e. technical progress, may be represented by a downwarfl shift
of the curve of production. Thus a reduction of labour whichisrequired to
produce a given set of goods takes place, i.e. an increase in the prod}lc-
tivity of labour, which is not ‘ paid for’ by an increase in capital intensity.
This process is represented in fig. 5, where /B is the curve of production
at time ¢ and M’B’'—at time ¢+ 1. With an unchanged investment out-
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lay 04 (valued at constant prices) the Iabour force required for producing
a given mcrement of the national income declines from 1B 1o 4B, ard
the productivity of labour increases, of course, in the im erse proportion,

The slope of the tangent at pomnt B’ will in general be different from
thatat paint B Indeed, with an unchanged wagerate g toa grven/ there
corresponds n general a recoupment period which s different at tyme
¢+ 1 from thatat tme ¢ as a result of the technical progress the vanants
for the particular commodity groups are transformed 1n the direction of
the reduction of current costs assoctated with a given investment valued
at constant prices, this reduction, however, vares considerably from

i
R

asset to asset In the case presentedin fig 3, where all the ordmates of the
cune of production dechine in the same proporton {1¢ when produc-
tivity of labour shows an equal rate of increase for all the values of f), the
slope of the tangent at pomnt B 1s reduced as compared with the slope of
the tangent at pomnt Bin the relation AB 4B, 1t follows directly that the
recoupment period increases in this case i the same proportion as the
productivity of labour

In order to be able to present the techmical progress, as above, 1t 18
essential to make sure that to a pont on the curve of production there
corresponds a real situation, As was pomted out, 1t cannot be assumed
that the variant corresponding to this pomnt 1s reahized by central piin-
ning authonties discarding the 2bsolutely meflectiie vanants As has
been shown, this point 1s realized by the cvaluation of efficiency of in-
vestment at the lower echelons of economic management
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In accordance with our assumptions we have postulated so far a rather
simplified method of this evaluation. Let us inquire now what is the
position when these simplifications are discarded and the methods of
evaluation of the efficiency of investment which are actually applied in
socialist countries are taken into consideration.

5. THE COMPOSITION OF THE LABOUR FORCE

First of all the assumption that the employment is proportionate to
the wage bill must be abolished. Indeed a shift from one production
variant to another may involve a change in the proportion of better paid
employees and as a result the average earnings may change. Therefore
the above argument applies, strictly speaking, only when the outlay of
labour is measured by the ratio when X £/g—where g is the hourly wage
of unskilled labour—rather than in man-hours. Thus instead of the
labour force we should consider its equivalent in terms of unskilled
labour calculated on the basis of wage relations. If when moving along
the curve of production the average wage does not change significantly—
which is quite likely within a limited range of /—the preceding discussion
would apply approximately to the curve of production based on the
number of man-hours.

The question may arise here, how should the quantity of labour be
measured in the theory of growth: in actual man-hours or rather by the
equivalent in man-hours of unskilled labour? The answer to this ques-
tion is by no means simple and is outside the framework of this paper.

6. DIFFERENTIATED RECOUPMENT PERIODS

What will be the repercussions of the application of differentrecoupment
periods for various commodity groups, as is the casefor exampleinevalua-
tion of the efficiency of investment in the Soviet Union. Let us assume
that these recoupment periods bear a constant relation to each other, so
that the recoupment period of the commodity group s may be represented
as Ta,, where a, is a constant coefficient. As a result all recoupment
periods change proportionately to 7. The formula for evaluation of the
efficiency of investment for the commodity s may be now written as

follows: .

T

From the course of our argument it follows directly that it would fully
apply to a curve of production obtained by plotting on the abscissa axis
the Za i rather than X7 = I (This will be the sum of investment outlays
weighted by coeflicients a,.) In general the curve of production obtained

a,l+k = minim. (6)
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1n this way will not be equivalent to the production cur e constructed on
the assumption of the same T for all commodity groups, when 1t 15
X: = I that we plot on the absassa axis The vanant of producmg a
guen mcrement of the natonal income discarded as absolutely meffect
ve 1n one system, may be accepted 1n another

There 1s nothing strange about this Indeed the system of chfferentiated
recoupment periods amms at fostering the capital intensity i certam
industries Therefore whereas to a given aggregate cost A = Ik there
corresponds 1n the systemn of one recoupment period for all commodiny
groups the least aggregate investment outlay I = Ez—what s mimmzed
1n the system presently considered 1s the sum mn which the investment m
‘privileged’ industries 15 more heawvily weighted

There arises the dufficulty, howeser, that from the point of view of the
theory of growth the sum T,z 15 not a suitable variable, the actual n-
vestment outlays J = Z being in the centre of discussion This dafficulty
may be overcome by modifying the concept of the curve of production
related, as previously, to the investment outlays J and the labour foree R
The pomt I, R; of this curve 1s now determmed simply as that vanant
of producing a given mcrement of the national mcome which 1s obtamned
by the evaluation of efliciency of muvestment based on recoupment
periods differentiated for particular commodity groups Tfa,for T = T;
The fact that the mvestment outlay J; will not now be necessanly the
lowest of those associated with R, does not interfere with the suitabiiity of
such a curve of production for the theory of growth It s only important
to check whether such a curve 15 dewnward sloping, because this i
essential in the analysis of technical progress We shall prove that thisas
the case

When T 1s mcreased from 7; to 7}, a shuft to a more capital- and less
labour-intensn e s artant takes place for ene or more commodity groups
As a result the aggregate iy estment outlay increases from J; to I, and
the labour force decreases from R to By ,y,1 ¢ the cune of production i
downward sloping here as well Howeser 1t 1s impossible to prove ths
case that the curve 1s concave Indeed, formula (4) will now read as

follows
= %4 7l

Therefore the slope of the production cunve (B, ~R)/(fj41—1j)} 18
nfluenced not only by the magmtude of 7}, but also by the cocllicients a,
of those commodity groups where a shuft to 2 hugher capial intensity
oceurred, when 7 ncreased from 7; to 7;,, Since in the course of the
further increase i 7" the shafts in the varants of other commodity groups
with different coefficients g, will be reles ant, it 1s impossible to prove that
the slope of the segment starting from I, R, will decrease along with 7.
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It is not certain, therefore, whether in this case the curve of production is
concave. This however is not essential for the analysis of technical
progress in the theory of growth.

7. LENGTH OF LIFE OF THE EQUIPMENT

We shall now consider the problem of different life-spans of various
types of equipment. Let us start with the case where in evaluation of the
efficiency of investment this is accounted for by differentiating the re-
coupment period 7 according to different rates of depreciation. (For
instance, if the life-span amounts to 20 years for one asset and to 40
years for another and for the first asset 7 = 6 yearsand thus 1/7 = o0-167
—then for the second asset we shall have 1/7 = 0-167 —0-050 +0-025
= 0142, and thus 7" amounts to about 7 years; it should be recalled
that according to our assumption depreciation is nof included in the
current costs.)

This case is thus similar to the previously considered differentiation of
the recoupment period between industries; and as in the other case the
curve of production must be constructed on the basis of variants which
are realized through the practice of evaluation of the efficiency of in-
vestment. Again to a given labour force R there will not correspond on
this curve the least investment outlay, because apart from the capital
and labour intensity of an asset its durability is taken into consideration
as well.

As regards the proof that the curve of production is downward
sloping, the position is more complicated here than for the differentiation
of the recoupment period between industries; there exists a theoretical
possibility in this case that for a particular commodity group the more
capital and more labour intensive variant may prove ‘better’ because
its much lower rate of depreciation would outbalance its higher capital
and labour intensity. Thisis, however, unlikely. In practice more capital
intensive assets which are at the same time more durable require as a
rule less labour. It may reasonably be assumed that when as a result of
the increase in the recoupment period the more capital intensive vari-
ants are ‘let in’ they are at the same time less labour intensive. As a
result the aggregate investment outlay of investment [ increases with 7°
and the aggregate labour force declines or the curve of production is
downward sloping.

However—just as in the case of recoupment period differentiated
between industries—it cannot be assumed that the curve of production
is concave. For the relation of the decline in the labour force R to the in-
crease in the investment outlays J accompanying the rise in the recoup-
ment period is influenced by the depreciation rates of these variants of

7 FSC
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particular commodity groups between which occurs a shift m the direc-
tion of greater capital and lesser labour mtensity

In Soviet practice the two cases considered last overlap because the
recoupment period 1s differentiated between mdustnies and reflects the
differences m depreciation rates (In fact depreciation 1 mcluded m
current costs, but this amounts to the same as allowing for the difference
m depreciation rates m the length of the recoupment period, since
depreciation 15 proportionate—at a given depreciation rate—to the
mvestment outlay )

8 THE NEW POLISH APPROACGH

In the Polish methodology of evaluation of the efficiency of investment
the recoupment period 1s not differentiated between industries, but up to
1960 the difference 1n the rates of depreciation was taken care of m the
way described above In the new methodology the approach to the prob-
lem of different Life-spans 15 more compheated We shall give here a
gencral outhne of this approach, with an emphasis on the ponts which
are relevant to the problem of the curve of production

The new approach based on a theoretical inquiry consists of allowing
for the Iife span of equipment through multiplying the investment out-
lays 2 and the current costs £ by coefficients f(n) and ¢(n) whuch are defi-
nite functions of n, thus ‘jomnt mvestment and labour outlay’ of a vaniant
with a hfe-span z can be wnitten as follows

-’—f%@ +k ¢(n)

Tt must be added that f1s a decreastng function, and ¢ an mcreasmng
one and that the above expression reaches 1ts minimum at a certan value
n The value—depending on ¢ and &— thus the optimum hfe-span
figpy 1t 1 this life-span that 15 accepted for evaluation of the efficiency of
mvestment rather than that corresponding to a conventional norm of
depreciation for a given type of equipment Thus the ‘jomt myvestment
and labour outlay’ for a given variant 1s finally

z f(;gpt) +E $lnp)

We thus have by defimtion the mequality

1f(;2pt) +k Glropt ) € : 'I(‘n) +k ¢(n), (8)

where n 15 any hife span of the equipment considered
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Let us turn to our curve of production. We construct it, as in the cases
previously discussed, on the basis of the variants 7, £, selected for particu-
lar commodity groups by minimizing the ‘joint investment and labour
outlays’

é;-ﬁ%tﬁ-_) +E. $(nop.)-

It has now to be proved that the curve of production is downward
sloping. It appears that in this case no additional assumption is necessary,
as contrasted with the previous approach to the influence of different
life-spans of equipment. Indeed it may be proved here that a more
capital intensive and no less labour intensive variant is ‘worse’ for any
recoupment period 7.

Let us denote the investment outlays and the cost of a variant for some
commodity group by 7and £, and fora more capital intensive variant by '
and £'. Let us further denote the optimum life-span of equipment for the
first variant by 7.y, and for the second one by 7. Let us assume that
although 7’ > i, we have £’ > k. We can thus write

oot kg < ZLE) L1 g0,

(i.e. the first variant is ‘better’ if for both variants we apply the life-span
of the second asset). We have next, according to formula (8):

S Cot) 4 plr) < LGk g(on),

(ie.it is better to use the first asset for n,,, years than for ngy, years).
But from these two inequalities it follows:

S ot) 1 ) < T Gort) i 00

and thus the first variant is ‘better’ than the second for any value of 7.

Therefore the more capital intensive variants for particular com-
modity groups which are ‘let in’ as a result of the increase in T are less
labour intensive; thus the increase of the aggregate investment outlay
will be accompanied by a reduction of the labour force associated with it,
i.e. the curve of production is downward sloping. However, in this case,
as in that previously considered, it cannot be maintained that the curve
is concave.

Q. CONCLUSIONS

To summarize : the evaluation of the efficiency of investment practised in

socialist countries determines, given the level of the recoupment period

(or periods), the investment outlays / and the labour force R required for
72
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producing a given increment of the national income When the recoup-
ment period 1s raised the investment outlays increase, and the labour
requirements decline Consequently the set of pomts I, R represents a
downward sloping curve, which we call the curve of production If the
same recoupment period T for all industries 1s accepted, the differences
i the hie-span of equipment are dwsregarded and the labour force 1s
measured by the aggregate costs divided by the hourly wage ¢ for un

skilled labour—then the curve of production exhibits 1n addition the
following characteristics (a) to a given labour force R there corresponds
the least mvestment outlay, (&) the curve 1s concave, and (¢} the slope of
the tangent n its pomt /, R—corresponding to the recoupment penod T,
s equal to —z/gT The differentiation of the recoupment perods be-
tween mdustries, as well as allowing for the differences in the hife spans
of equipment, deprives the curve of production of these charactenstics
because they introduce 1 the evaluation of variants new variables
addition to the imvestment and labour outlays It 1s probable, however,
that the actual curves of production can be fairly well approsumated by
curves possessing the characteristics {a) and ()
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I. INTRODUCTION

The interest of economists has recently concentrated a great deal on the
problem of prices. Under conditions of a centralized system of manage-
ment of the economy it was not correct to identify the planning of prices
with centralized administrative price fixing of all products. Since no
adequate method of planning prices existed and since it was practically
impossible to make available to the centre the huge amount of informa-
tion (as well as to process such information at the centre) necessary for
the fixing of prices for all products, all the centre could do was adjust
prices from time to time on an ‘ex post’ principle. Under such conditions
it was only natural that after some time the system of prices prevailing
in the economy became so deformed that it almost ceased to fulfil any
rational economic function.

This deformation of the price system has at present two important
negative consequences for the Czechoslovak national economy: (a) the
basic criterion for evaluating the efficiency of the economic process has
been deformed, which means that under the old price system it is im-
possible to make rational economic decisions either at the centralized
or at the decentralized level; () with the price system in operation until
now, existing prices are at such variance with equilibrium market prices
that it is very difficult to renew quickly the functioning of a market
mechanism.

Thus the task of rationalizing the price system has become one of the
basic conditions for a better functioning of the socialist economy as a
whole. During the last few years this problem has, to an increasing extent,
become the focus of interest among economists in the socialist countries.
This was apparent in the discussions concerning the functioning of the
law of value and the role of the market mechanism under conditions of
socialism, as well as in the discussions concerning the so called ‘rational
price-formula.’

This paper aims at following up the discussions about a rational price-

t We should like to thank Martin Cerny for valuable criticism of the mathematical
apparatus and F. Nevafil, St. Kysilka and J. Mrenica who cooperated with us in the practical
calculations.

[ror]
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formula, and especially the work of Belkm, Nemchimon, Novozhiloy,
Korac, CGsikos Nagy, Ganczer and Racz {

We have tried to generalize mdividual price formulae (or types of
prices) and project them into 2 more general price theory We have also,
by way ofexpermment, made calculations of basic price types on empineal
data from the Czechoslovak economy for the year 1962 On the basisofa
theoretical analysis of the individual types of prices we have tned to
sketch the method by which a model of price planmng might be used

The mathematical and economuc apparatus used 1n this paper 1
sumple and 15 based on economic models of the Leontef type More
sophisticated optimalization meodels exist today, which can gwe an
optimal price system as their solution But these optimalization models
still present a number of unsolved problems and also the mformation
necessary for their use 15 not available and so makes them impossible to
use for the practical planming of prices in the near future In this paperwe
do not claim to have found the best price system but we think that the
suggested method can be used under present conditions to find a price
system that will at least be more rational than the present one The
practical use of this price model has been tried out by experimental
price calculations (sce Hejl hyn Sekerka),} by usc in the preparations
for a general reform of wholesale prices which came 1nto effect 1n
Czechoslovakia on 1 January 1967, and also in a forecast of price
development until 1970 which was made by the State Commussion for
Finance, Prices and Wages at the begmnmng of 1966

One more pont must be made about the relatonship of this model to
the functioning of the market mechanism Some authors believe thit
mathematical methods and the usc of computers will enable such exact
calculations of prices of all important products as to make 1t possible to
set these prices centrally as binding for all enterprises Ve do not share
thus opimuon The statistical information necessary for price caleulations
1s never sufficently perfect, nor does 1t reach the centre quickly enough,
to make 1t possible to consider the calculated prices as entirely adequate
to the momentary state of the economy Even if the largest computer
available were used, 1t would not be possible or efficient to ealculate
milfions of prices of various corcrete prodaces e therelore ehk the
\mportance of price calculations hes especially 1n the fact that they yield

+ V D Bellin Tueny yed nnoge urovnye 1 chonomicheshaye 3 =meren ga na 1k osnove (Moscow
1963) V S Nemchmov  Osnovnye kontury model planovogo tsenoobrazovantys
Yoprosy ehonomke 12f1963 %V Novozhilow Zakon stormash v planoveye liencobra sramyt
(Len ngrad 1965) M Koraé¢ Osnovm teonyski problems anilize ckonomskog poloiaa
priviedmih grupacya  Elenomut (Deograd) 4 1665 B Csikos-Nagy § Ganczer ] Ricz
Az elso termékrend szerd) Armodell  Ki_oa.dasags Scemle 1f1964

+# L.Hep O Ryn D Sckegka  Expenmentilal propolty typu ceny Plinovand ha poe

difste! 11f1565
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information on how basic, macroeconomic price relations should de-
velop—in other words how the relations between aggregate price levels
of individual industries should develop. Such information can then help
planning institutions to better planning and enable institutions concerned
with day-to-day management to use those indirect methods of influenc-
ing the economic process which will lead to such development that
current prices, formed by the market, become as close as possible to
planned prices. Such a concept of the planning of prices with the help of
mathematical models and computers does not presuppose an elimination
of the market mechanism, but, on the contrary, presupposes its existence.
The planned price should at the same time be an equilibrium market
price, with current market price moving according to momentary
supply and demand.

2., THE BASIC EQUATIONS

We shall use a model of the national economy of the Leontief type with
nsectors. Output is priced by three different systems of prices. In accord-
ance with the terminology generally in use we shall distinguish the
following:

(a) A system of wholesale prices, which serves in the exchangeof products
between socialist enterprises. Everything produced receives a wholesale
price.

(b) A system of'retail prices, which serves in the exchange between retail
trade enterprises and the consumer. Only the vector of personal consump-
tion from the second quadrant of the input-output table is priced in this
way.
(¢) A system of foreign prices which are paid for imported goods bought
abroad, or for which our exported goods are sold on foreign markets. This
system is used to price only the import and export vectors of the second
quadrant of the input—output table.

Our model will have only one (wholesale) pricing both for elements
of the input-output matrix (i.e. the first quadrant) and for vectors of
social consumption and investment (in the second quadrant). The
vectors of personal consumption will have double pricing (in wholesale
as well as retail prices)} and the vector of imports and exports will be
priced in wholesale prices and foreign prices (there may be several
systems of foreign prices).

+ Such a division is only roughly in accord with what is actually used: some elements of
the first quadrant, or of the vector of social consumption and investment, are also priced in
retail prices. The vector of personal consumption includes also consumption in kind. But
these deviations are, from a practical point of view, unimportant and to keep our model as
simple as possible we shall leave them out.
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Let us mtroduce the following relations

b = b s £a) 35 the vector of wholesale prices, §
g ={g19: ,¢n) 1 the xector of total output n phystcal unts

x = (x; %, »%,) 15 the vector of total production priced m
wholesale prices

All three vectors are connected 1n the following relationship
= x‘?_ls (I)

where § 15 a diagonal matrix formed from the ¢ vector §

A Leontief modelin which the output of all sectors w ould be expressed
drectly m physical units would have to contam so many sectors that cal
culation would become sery dufficult For practical reasons therefore the
output of at least several sectors (which produce non homogeneous
products) will be expressed mn the value of preduction and not directly
1n physical umts

The price model we shall describe can be used for the solution of two
problems

Problem Ao 1 Finding prices for a given structure of output 1n physical umits.
Problem Mo 2 Finding indices of the transformation from the old price system
to the new if the structure of cutput 1n the old prices 1s known.§

For the sale of ssmphaty and expheitness we shall m this paper use
the termmology of problem 1 but the same model could serve to solve
problem 2 1f the expressions already mtroduced are given the following
economic mterpretation g 1s the vector of total output expressed 1n old
prices x15s the vector of total output i new prices

From the relattonship given m equation (1) 1tas evident that p1sm this
case the vector of indices expressing the transformation from the old
price system to the new A sumlar interpretation could then 1lso be given
to the other expressionsused Since both models are otherwrse completely
simular, we may hmt ourselies to the terminology of problem 1

Let Q be the mput—output matrix expressed in physical umits and con
tamning the means for stmple renewal of productin e capacities (amortiza
tion) This matrix can then be defined in the same way as 15 done by
Oscar Lange {]

$ Column ectors will be represented by the symbol

+ In this paper we shall always use the symbol » to designate a diagonal matnx.

§ This 15 1n essence the so-called 1nverse transformation problem of \Monshima and
Seton (See M \lonsluma, F Seton Aggregation in Leontcf Matrices and the Labour
Theory of Value Econometrica 1961 )

I Oskar Lange Teona reprodukgs s ahumdamn (Warsaw 1961)
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Let B be the matrix of output coefficients defined by the following
relationship: B = 41

=§¢7@Q. (2)

Let V be the vector of wages whose elements signify the total volume
of wages paid out in the given sector during a unit of time.

Let Zbe the vector of profits, whose elements express the total volume
of profits made by the given sector during a unit of time.

If the ‘dual balance equation’ of the Leontief type model (column

sums) x=xB+V+2Z (3)

is multiplied from the right by the matrix §- and the following defini-
tions are used:

A = Qg1 is the matrix of input coefficients,
v = V§-1is the vector of wage cost coefficients,

z = Zg1is the vector of coefficients, expressing the amount
of profit in units of output,

then we obtain the following basic equation of the price model:

y2 =ﬁA+1)+Z, (4)

This equation expresses the dependence of wholesale prices on material
costs, wage costs and profits.

We shall further suppose, that retail prices differ from wholesale prices
only because of an indirect tax (turnover tax). The trade margin may be
considered as the costs and profits of the trade sector.

Let us then write:

7 as the vector of retail prices;
d as the vector of turnover taxes per physical unit of output.

The relation between the system of wholesale and retail prices is then
given by the following equation:

7= p+d. (5)
Let us further introduce 8 as a vector of turnover tax rates, which is
deﬁned as &= dﬁ_l. (6)

The relation between the system of wholesale and retail prices may then
be expressed in the following way:

7= p(I+8). (7

We shall distinguish two different cases: (a) a system where the turnover
tax rate is differentiated, and (b) a system where the turnover tax rate
is uniform.

1 In case of subsidies some clements of the vector will be negative.
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For the first case 1t will prove useful to introduce an average rate of
turnover tax expressed as &, which 1s defined by the following equation

Sr
5 2%,
47

where g, 15 the vector of personal consumption i physical unts

In the second case the numbers expressing the turnover tax rate are
the same for all sectors of the economy and are equal to the average rate
For conventional reasons we shall n thus case also use the symbol 3 to
designate the number expressig this uniform turnover tax rate

In a system with & uniform rate of turnover tax 1t 1s possible to stmphfy

(7) to the following 7= p1+8) (72)

We shall now turn to the problem of distingumishing (a) price relations
and (#) price levels under different price systems By price relations we
understand the relations p2/fy (1,7=1,2, ,n) It1sevident that these
price relations do not change 1f we multiply the price vector by a scalar

Therefore we shall say that price vectors p and p* for which

p=n*

holds true (A1s a number), express the same price relations and the same
price level 1if A = 1, and a different price level if A & 1 The number
1~ 2| then sigmfies the ‘distance’ between price levels The relation-
ship of price levels of two price vectors of different relations can be
measured only by a weighted average

(62)

- )
where w 15 the vector of weights This can be a vector of total output,
final output, personal consumption, etc It 1squite clear that the distance
between price levelsofthe same price vectors can be differentifwe choose
different weights

We shall call a system m which the level of wholesale and retail prices
are cifferent a fwo level system of prices, and a system m which the fevel of
wholesale prices 1s equal to the level of retail prices a one level system of

rices
d Since retail prices only pertam to personal consumption, the only
way we can measure the relationship between the levels of wholesale
and retail prices 1s to use the vector of personal consumption ¢, as 2
vector of weights We shall use A for expressmg the relationship be-
tween the levels of wholesale prices and retail prices {Let us wrte

X = #qlpg )
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In a one-level price system X = 1, or, to;put it differently, pq. = mq.. This
at the same time means that the total revenue from turnover taxes
for the economy as a whole is equal to zero and that § = o. In the case
of a uniformrate of turnover taxes ¢ = 77 must hold true, and the systems
of wholesale and retail prices are identical, being identical not only in
their levels, but also in their relations.

For a two-level price system it is true that A & 1. For practical purposes
the only relevant case is the one where the level of wholesale prices is
lower than the level of retail prices, or to put it differently pg; < 7gl. In
such a case & > 0. The average turnover tax rate in such a case deter-
mines the distance between the levels of wholesale and retail prices.

In the case of a uniform rate of turnover tax, the vectors p and  differ
only in their levels but contain the same price relations. (This implies
A = 1+96).

We can now sum up several aggregate relationships in the national
economy: Let

P = pq’ be the volume of the gross social product priced in whole-
sale prices;

II = p(q’' —q.) +mgy be the volume of the gross social product in
which all components, with the exception of personal consumption, are
priced in wholesale prices and personal consumption is priced in retail
prices;

D = dg; is the total volume of the turnover tax.

From this the following equation holds true:

Il = P+D. (9)

The volume of national income Y is equal to the gross social product after
material costs have been subtracted

Y = II-pdq'. (10)

The national income can then be understood as composed of three basic
components: wages, profits and turnover tax '

Y = vg' +zq' +dg;. (11)

In the case of a one-level system of prices the whole national income is
composed of wages and profits: in a two-level price system only part of
the national income is realised through wholesale prices and the rest is
realized by the turnover tax.
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3 ALTERNATIVE PRICE FORMULAE

We may now attempt to formulate equations for dufferent types of prices.
Let us suppose that the following mndicators of the economic system are
gunen

the 4 matnx of mnput coefficents expressed n physical units,

the K matrix of captal output coeflicients expressed m physical
umts, element £,; of this matrix expresses the stock of capital of 1 kind
nccessary for the production of a umit of output in the j sector during a
gnen umt of ttme,

the [ vector of labour, [, 1s the volume {number of man hours) of
labour necessary for the production of a  hind unit of output

If we know the o vector of average wages in the sectors (which s sup-

posed to be constant) we can also express the labour coefficents by
the vector of coefficients of wage costs

t =1 {12)

We are looking for a ‘rational price formula , which would assign
some price system to the technological charactenstics of the economic
system designated by 4, K, and v

We shall investigate pnimarnly one class of formula, which sets prices
mn such a way that they cover matenal cost and distribute imncome 1n some
uniform manner into all prices Income may be distributed according to
the following principles

{a) 1n proportion to matenal costs,
(8) 1n proportion to wage costs,
{¢) 1n proportion to stock of caprtal.

From the class of formula mentioned aboie, we are mnterested mainly
1n those which cover niot only material but also wage costs, and distnbute
profit mstead of imcome according to certain prinerples

The coeflicients according to which profits are distmbuted into prices
by the various prmciples mentioned above may in principle differ n
various sectors of the economy But insofar as there do not exist serious
factual reasons for setting differentiated coeflicients, 1t seems much more
reasonable to set umform coefficients as a pomnt of departure Rucardo,
Marx, Walras Dmtniyev, von Neumann, Morishuma, and Sraffa,}
whose work the theory of price types directly follows, :n most cases
presupposed umform coefficients

1+ V Kk Dmtnyey Ekonomcheskiye ockerk {(\oscow 1904) John von “weumann A Aadel
of General Economic Equilibmum , Retew of Eronomae Studies N1 {1945 46) AL Monduma
F Seton Agzregation in Leontief Matnces and the Labour Theory of b alue Econgnetncs
1961 M Morshima Eguhbruon Sohliy and Gromrth (Oxford, 1963) P Sraffn Produiin
of Coremadities by Means of Commoditnes (Cambndge, 1563)
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Let us first derive a general formula, a so-called three-channel price in
which profits are distributed according to all three principles at the same
time, i.e. by the following three channels:

(1) In the first channel profits are distributed proportionally to

material costs
z, = vpd. (13)

(2) In the second channel profits are distributed proportionally to
wage costs,

Zy = pu. (14)

(3) In the third channel profits are distributed proportionally to
capital stock

z3 = ppK. (15)

The sum of all three channels gives us total of profits, present in whole-
sale prices:
Z=z1+ 2,4z, (16)
v, pt, p are the parameters of the model. We assume v > 0, p > o. If
= —1, then the whole income is distributed through channels 13 and
15, i.. z;+ 23 = v+2z. We assume x > —1 but it should be realized
that if —1 < g < o there is no guarantee that prices will cover wage
costs.
Setting (13), (14), (15) and (16) into (4) we obtain:

p = (1 +0)pd+ (1 +po+ppK. (17)

The solution for p gives us the following general formula for a three-
channel price:

p = (t+ppll— (1 +0) A1 —pKU~ (1 +9) 413 (18)

This formula expresses the dependence of wholesale prices on the
technological characteristics of the economic system 4, X and 7, and on
the three parameters v, # and p. If we also take into consideration that in
order to find a system of retail prices we must also know the vector of the
turnover tax rate &, we can briefly describe the whole price system in the

following way: p:mAKmumm,}
T = G(A, K, v, Y, I P, 8)'

By choosing parameters v, z1, p and ¢ we can then make the price sys-
tem a definite one, or in other words for a given 4, K and v we can choose
specific price relations and levels.

The formula for a three-channel price (18) is a general formula, which
includes special cases of simpler types of prices—so called two-channel
prices, as well as elementary types of prices such as value price, pro-
duction price, income price and cost price.

(19)
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Formula (18) looks comphcated, but 1ts composttion 1s advantageous
from the pownt of view of economic mterpretation This economie 1n
terpretation s especrally evident 1f we choose ¥ = 0 In such a case we
see that besides the parameters, prices depend only on two factors

v({—4)~* the vector of full wage costs coeflicients,
K(I—A4)~* the matrix of full capital output coefficients

The parameters z and p are speafic kinds of ‘weights® by which full
wage cost and full capital-output ratios enter into the setting of a price

If we mvestigate the possibility of v 4 0, we then come to the conclu-
sion that the parameter v does nothing more than change the weight by
which direct material costs 4 mnfluence full wage costs and full capatal-
output ratios

From equation (18) we sec that the parameter g mfluences only the
level of prices, but not therr relations, while parameters » and p influence
baoth the level of prices and price relations

If in equation (18) we make any of the parameters equal to zero, we
obtamn a so called two channel price There exist three possible types of two
channel prices We shall investigate especially the followmg two types

By an N-two-channel price,t we mean a price which keeps the channel
proportionate to materral costs and the channel proportionate to wage
costs Putting p = o, 1n (18) we obtain the following formula

p = (1 Hmoll— (s +v)4] (20)

By an F-tuo channel pricet we mean a price which keeps the channel
proportionate to wage costs and the channel proportionate to captal
Putting v = o we obtam the followmng

p = (1+p)o(I—A) 7 [I—-pKR(I~- 4)-1]1 (21}

From equations (20) and {21) 1t 15 evident that mn bath types of two
channel price there can exist different price relations and price levels
for the same technological circumstances, dependmg on how we choose
the various parameters In an N-two channel price, price relations will
depend wholly on 2, 4 and the parameter ¥ At the same time price rela
tions are in effect equal to the relations between hypothetical full wage
costs, which would exist if technological consumption m all sectors was
(1 4+v) times larger than 1t 1s 1 reality

On the other hand the relations between F-two-channel prices depend
onv, 4, and X In this type of price two elements are evadent full wage
costs and the full capital-outputratios The parameter p gives the weight,
by which the full capital-output ratios influence prices

t Costsm Czech ‘niklady (N), Capital in Czech ‘fondy {F)
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In both types of two-channel price the parameter z influences only the
level of prices and not price relations. Each of the two-channel price
formulae contains, as special cases, ‘elementary’ types of prices.

If, in formula (20), for an N-two-channel price we put

(1) » = o, we obtain a value price (in the labour theory of value sense
of the word), in which profits are distributed only by one channel, pro-
portionally to wage costs. The formula for a value price reads as follows:

p = (1 +mpI-4), (22)
In a one-level price system the number y# has an evident economic in-
terpretation—it expresses the rate of surplus value.

(2) Similarly if we put # = v, we obtain a so-called cost price, in which
profits are distributed in proportion to total costs (the sum of mater-
ial and wage costs). The formula for a cost price reads as follows:

p = (+v)o[l- (1 +v)4]L (23)

The number v in this case expresses a uniform rate of rentability i.e.
the ratio of profits to total costs.

(3) If we distribute total income (v+ z) into prices in proportion

to material costs, we obtain a type of price, which we shall call an

N-income price. Take (17) andputg = —1andp = o. Thisisaformula for
N-income price, from which we can obtain
plI—(1+v)4] = o. (24)

The number v in this case evidently expresses a uniform rate of income in
relation to material costs. An N-income price also means that the relative
share of income in all prices is the same. From formulae (22), (23), and
(24) it is evident that: (a) the relations between value prices are deter-
mined only by the relations between full wage costs, (b) the relations be-
tween cost prices are equal to relations between value prices which would
exist if direct consumption of material were (1 +v) times higher than
itisin reality, and (c) the relations between N-income prices depend only
on the properties of the 4 matrix.

With value prices the parameter x has no influence on price relations,
which means that the value price formula gives us the same price rela-
tions whatever the price level is. This does not hold true for the cost price,
where it is evident that the size of parameter v influences the price level
as well as the relations between prices. We assume that parameter v in a
cost-price formula can be arbitrarily chosen, provided v > o.

With N-income prices the situation is somewhat different. Here the
parameter v cannot be set arbitrarily. The condition for the existence of
a non-zero p vector, according to equation (24), is the following:

[I—(1+v)4| = o.
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Itisevrdent that 1/{r +1} 1s the characteristic root ofthe A’ matrixang
b 1sthe corresponding characteristic vector Since A’ 1s non negatneand
non-zero matrnx, there exasts a non negative characteristic vector .
which correspands to a positive, real, charactenstic root with ma.\umun;
absolute value  Since from the economic point of view a solution gving
negati ¢ prices has no meamng, we can come to the conclusion that price
relations are given by equation (24) But this equation does not give
us the level of prices, which may be set arbitranily, or rather derived
from the (n + 1)st concition

N-mcome prices have some surpnsing features, from the pomnt of
view of their economuc interpretation their relations depend only on the
properties of the 4 matri, and are the same, regardless of the vector of
total output ¢, the rate of income »1s ginen mdependently of the manrer
mm which the national mcome 1s distributed between mncome reahized
by the enterprises and mcome realized through the turnover tax

Let us recall that from the theory of Leonuef type models we know
that the maximum charactenstic root of an 4 matrix has one more 1n
teresting economic interpretation 1t expresses the ‘productnity” of the
system characterized by matrix A If this characteristic root 1s equal to
1 {as1s the case mn a closed model 4" = ¢ ), thus means that total outputas
equal to input The smaller the charactenstic root 1s, the more produc-
tive 1s the system, the greater 15 1ts net efficiency or final output We thus
come to the conclusion, that the number v 1n a systern of mcome prices
expresses 1 certain ‘average’ productivaty of the economic system or the
average relatnve surplus of final output over matenal input

From formula (21), for an F two-channel price we can deduce three
elementary types of prices

(1) If we write p = 0 we obtam a talue type prce

p=(+pp(I-A4)7 (25)

{2) If we write 4 = 0, we obtam a so called production price (in the
sense of the term used 1t the third volume of Marx’s Das Aagutal}, where
profits are distributed on the basis of 2 uniform rate of profit in relation

to capital b= 0TI —pET~4) ) 1 {26)

In a production price then the p parameter expresses an avcrage rate of

profit
(3) Ifwewntes = —1,weobtamaso called F mcome price, which

can be determned by the following equation
PI-pR([~4)7] =0 {27)

t See G Debreuand I N Herstein *Non negative Square Matrces®, Econometnica vol 28,
1353
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The number p in this case expresses a uniform rate of income in relation
to capital.

We have already mentioned the properties of a value price. Letusnote
that value price represents an extreme case of an N-two-channel price,
as well as an F-two-channel price. Value price thus forms a sort of bridge
between N- and F-two-channel prices. Income prices form extreme cases
at the other end.

It is evident from what has been said that the relations between F-
income prices are independent of wage costs and are given by the full
capital-output ratios. Production prices are then a sort of mix’ of rela-
tions between value prices and relations between income prices. The
weight of the influence of the full capital-output ratios on the relations
between production prices depends on the size of parameter p. Let us
further note that for the same p the relations between production prices
and the relations between F-two-channel prices are the same. If the same
p is given, then from the point of view of price relations there is no im-
portant difference between a production price and an F-two-channel
price. There is of course a difference, in that for z > o, the size of pin a
two-channel price cannot achieve the maximum possible size of p in the
production price, if the level of wholesale prices is not to be above the
level of retail prices.

With the F-income price we may again note that 1/pis the characteristic
root of a matrix of full capital-output ratios [K(/— 4) ~1]’. The number p
here expresses the average ‘productivity’ or efficiency of capital and is
independentofthe gvector, and of the proportion in which the national in-
come is distributed between the income of enterprises and turnover taxes.

4. THE RELATIONSHIP BETWEEN WAGES AND PRICES

Our discussion up to this point has usually presupposed that the vector
of average wages o is given so that we have been able to consider the
vector of wage costs as a technological characteristic of the need for la-
bour for a given output. Since price calculations are only looking for new
prices to a given physical structure of output, our model must also
define the relation between the wage level and the level of retail prices in
such a way that the real final distribution of output between personal
consumption on the one hand and social consumption and investment
on the other, is not influenced.

It is possible to define this relation in two ways: (1) so that during cal-
culation the level of wage-rates and the level of retail prices donot change;
(2) so that during calculation we make sure that the level of wage rates
moves in accordance with changes in the level of retail prices and thus
average real wages remain constant.

8 FSC
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In this paper we have chosen the first alternative In all of the formu
lae (with the exception of income prices) mentioned 1 part 3, wage cost
has been of a ginen and unchanging magmitude

From thus, then, stemns the demand for the level of new (calculated)
retail prices to be the same as the level of old retail prices

Ifwe now return to the formulation of equation (19) which sets a price
system we see that we have

n equations for wholesale prices, z equations for retail prices and one
condition (keeping the level of retail prices constant), we have then 2n 41
equations,

n unknown wholesale prices, n unknown retail pnices, r unknown
turno er tax rates and three unknown parameters g, 1, p We have then
3n-+ 3 unhnowns

This means that 1t 1s possible to set all the turnover tax rates and two
parameters arbitranly, the size of the third parameter will be the result
of the solution of the system of equations

We may simplify our calculations by choosing a price system with a
umform turnozer tax rate, in such a case the number of degrees of free
dom 1s reduced to three Of the four parameters v, g, p and § we may set
three and calculate the fourth from the system of equations If, for
mstance, we arbitranly set g, 1, and p, then the size of § or the distance
between the levels of wholesale and retail prices 1s also given

From an economc pont of view the case where 6 and two of the re
mammg parameters are set, 1s of special mterest Chorce of § will desig
nate the distance between the level of whalesale and retail prices and the
choice of two parameters gries us the type of price

We shall mnvestigate only the case where § = 0 (1e a one level price
system), without a differentiated turnover tax rate Insuchacasep = 7
and the number of unknowns and equations can be lower by »

Let us wnite
x, for the vector of personal consumption prniced by the old retal

prices
¢. for the vector of personal consumption m the old wholesale prices
7= (1,1, ,1)1s the n-dumensional vector of unities
# will i this case represent the vector of transformation 1ndices from
the old wholesale prices to the new ones

The wish to keep the level of retail prices (under conditions of having 2

single-level system) can be formulated 1n the followmg

24, = 3= (1 +8)4, (28)

T We want the new system to be of the sngle-ovel ype, whereas the old system may bea
doubleJevel one, with a differentiated turnover tax rate
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Relation (28) forms the (% + 1)st equation of the price model. It will prove
advantageous to adjust it in the following manner:

pb’ =1, (29)
%/ g,
where b = 3 and b = —‘I%s . (30)

8 being here the average turnover tax rate in the old price system.

The b* vector has an evident economic interpretation, since it ex-
presses the relative shares of outputs of individual sectors in total personal
consumption (in the old wholesale prices). Vector & keeps relations of 4*
but has a different level. The difference between the levels of b and 5* is
due to the necessity of keeping balance between retail prices and wages.

We shall now demonstrate the solution of a model with (z+ 1)st con-
dition on the example of the basic types of prices. Let us return to equa-
tion (17) (where we presuppose 7 = p), and let us choose:

(1) v = 0, p = 0. By this we have chosen the value type of price.

Keeping the (n+ 1)st condition in mind it must now hold true that:

p=pA+(1+p)y, pb’ =1 (31)
From (31) we may derive: p = pA+pb'v(1 + ), and further
pI— (1 +p)b'v(I—-A4)~] = o. (32)

It is now evident that 1/(1+x) is the characteristic root of the
[6'v(I— A)~1]’ matrix. The coefficients, which form the 'v matrix, have
the following economic meaning: they express the deliveries (in old
wholesale prices) of i-kind productsfor the consumption of workers in the
Jj-sectors which is necessary for a unit of production. Here we are pre-
supposing that the structure of consumption by workers is the same in all
sectors. This 5’ matrix is somewhat similar to the matrix of technological
input coefficients 4 which also expresses the necessary consumption of
i-kind products for the production of a unit of j-kind of output. This does
not however pertain to the direct consumption of these products in the
technological process, but to consumption, which reproduces the labour
used up in production. The 5'v(/— 4)~* matrix can thus be interpreted
as the matrix of complex workers’ consumption. The rate of surplus
value 4 is then the function of the characteristic root of this matrix, in a

system of value prices. .
To obtain g it is possible to find a simple method of calculation. From

(g1) it follows that: .

I+p

= o(I—A)'. (33)
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(2) ¥ = 0, © = 0 By this we have chosen a production fype of price;
whose equation with the (n+ 1)st condition may be wntten as follows

p=pAtvippR, p¥' =1 {34)
and thus b = pA+pb'v+ppk (35)

Let us introduce the matrix 4* = A+ 5 v, which we shall call an aug
mented matrix of productive consumption according to Monshima We
can now wrte equation (35) 1n the following manner

PI—pA(I-4*) 1] = o, (36)
where 1/p 15 the charactenstic root of matrix [A(f—A*) 1]

(3} £ = v, p = 0 By this we have cliosen a cost type of price whose
equation, taking the (rn+ 1)st conditton mto account, 15 the following

L= ({4+vppd+{1+v)e, pb =1, (37}
fraom which 1t follows that

= (x+v)p(d+5v)
and thus -1 +1)4A*] =0 (38)

In a system of cost prices 1/(1 +») 1s the characteristic root of matnx
(4%)

From the pont of view of economic wnterpretation 1t 1s mteresting to
compare equations (36) and (38) with equations (27) and (24) We sce
some similarity between cost price and N imncome price on the one hand
and between production price and F mcome price on the other The only
difference between them is that in income prices we have a pure A
matrix, while mn the cost and production prices an augmented matnx
A* = A+b v appears

5 SOME PRACTICAL CALCULATIONS
BASED ON THE MODEL

In conclusion we would Like to make a few points concerming the practical
use of price models

Duning 1964 and 1965 experimental caleulations of various types off
prices were made with the help of models These calculations were based
on an mput-output table of the Czechoslovak republic expressed m
terms of value for the year 1962, aggregated for 48 sectors The mform
tion about captal assets was taken from normal statistical sources, which
are however grouped accordmg to organszational principles and nat
according to pure sectors In calculating sarious types of prices the data
on capital asscts were 1 some cases based on onginal costs and 1n others
on current replacement costs
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_The experim.ental calculations were carried out only for a single-level Table 1
price system without a differentiated turnover tax rate. As the (n+1)st e == =
condition the constant level of retail prices was taken. The following Cost Value Production Income
basic types of prices were calculated: price price prcet price
(1) the value type; ; 3.;-6 lg;gg 1679 2:;58
. 1433 177 2 L
(2) the cost type; 3 ot 2 1004 e ‘s
the production type; 4 161 4 161-3 227 4 744
(3) P _ type; 5 1180 1136 1810 2303
(4) the F-income type; 6 14973 1656 208 3 245 4
. . . . 7 1978 a2y 6 18
(5) the F-two-channel type in the following alternatives: (a) p = 6, 8 ,32;,2 . 46'3 ?gﬁ . 3 :B-:
() p = 12, (¢) p = 18, (d) p = 24 per cent. 9 1481 122 4 156 5 1860
The aims of these experimental calculations may be summed up as o :;g; :::3-3 ;g;'g :g;'f
follows: (a) to prepare and test method‘s of practical c:cxlcglatlons by price 12 1249 123 % 1433 1693
models, (b) to demonstrate the relations between individual types of 13 896 914 o8 4 w25
prices, especially in relation to existing prices, under conditions which :g “’g';g ::,:? "0‘2 'gg ;
existed in Czechoslovakia in 1962. Such data can help to achieve a better 6 10,6 1108 :?2 t t2074
knowledge of the economic situation and at the same time help to form 17 113 5 124 3 109 8 970
a realistic basis for discussions about which type of price is most ad- 18 96 7 148 1027 948
19 1306 138 ¢ 139 4 138 7
vantageous. ) ] ) 20 1178 128§ 108 7 oot
The results of calculations for 48 sectors and various types of price 21 129 3 1347 122 4 e
have been published.} The price indices for the four basic types of prices 22 :(1); 4 :317? l‘m‘g lﬂg 8
o 3 : : e di 23 7 142 1465
are given in Table 1. The list of vectors for which the indices were com- 21 113 4 135 % 23 ¢ 1o
puted is listed on p. 119. 25 1096 1276 108 £8-2
The values of the parameters for the individual types of prices are 26 106 7 1300 16z !gﬂ‘
. hi 2y 939 105 5 941 30
s.hown in Table 2. (The numbers describing the types correspond to the A 1296 1357 ra3g 1670
list of price types above). _ 29 1236 143 5 1482 1472
Statistical indicators which aim to describe macroeconomic aggre- 30 2288 2108 213 1 216-3
gates or the shares of individual sectors in the total depend to a great 3; ﬂ::g : :ﬁ; :?3? :?g'g
extent on the price system used to evaluate output. The price system in 33 181 g 1745 208 7 231 5
effect until now distorted a number of these indicators.*Experimental 34 1355 1326 155 5 174 5
i i i find out what these indicators might be 35 149 4 140°¢ 1357 1500
cgtlculaho.ns make it I;ossﬂ:lc to1 n g 3 o 2074 7 2027
given various types of one-level prices. ' a7 1627 1473 15170 1530
During the phase of development which followed, the price calcula- 38 138 2 141 8 162°0 1759
tions were used by the State Planning Commission to accelerate the ] l-wg :333 149 :53:3
work being c.ione in preparation for a general reform of w/zo{esale prices, 1‘: :$5 lis,g :gﬁ 30_5
which came into effect on 1 January 1967. By the methods in use until 12 1570 1749 1739 195 4
now the preparations for a general reform of wholesale prices took £1 1266 171y 161 8 :gi»-_s
from three to four years. By using price models and computers it was 4: 3?? :;gg :;z Z g
possible to shorten the duration of the preparations to one and a half :6 57 6o 899 2481
€ars, a9 19 119 3 1170 1157
Y 48 741 1045 149 2589
1 Hejl, Kyn, Sekerka, ‘Experimentilni propotty typu ceny’, and ‘Vlastnosti dvoukana- } Capial asets 1 purchase prices
lové ceny’, Ekonomicky éasopis SAV, 6/1966. — . — —
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Industry branches scheme used for the verification of rational price types

1 Electric-power and heat 26 Wood consumer goods and
production matches
2 Coal mining and processing 27 Printing industry
g Oil and natural gas drilling 28 Paper and cellulose
4 Coke production 2g Building materials
5 Gas production 30 Dairy industry
6 Iron and manganese ore 31 Meat, poultry and fish
production g2 Fats, edible oils, soap, cosmetics
7 Non-iron metals, garnets, and ‘other food processing’
graphite and chemical raw- 33 Sugar production
materials production 34 Spirit, liquors, wine, yeast,
8 Ferrous metallurgy vinegar and starch
g Non-ferrous metallurgy 35 Fruit and vegetable pracessing
10 Chemicals (including plastics) 36 Flour, paste products, bakery
11 QOil and tar products and fodder industry
12 Rubber and asbestos products 37 Confectionary and durable
13 Pharmaceutics pastry
14 Engineering 38 Brewery and malt production
15 Electrotechnical industry 39 Tobacco
16 Means of transportation 40 Other industrial production,
17 Metal consumer goods mineral spring and salt
18 Precision mechanics production
19 Textiles 41 Construction
20 Clothing 42 Agriculture
21 Leather, footwear and fur 43 Forestry
industry 44 Transport
22  Glass industry 45 Communications
23 Porcelain and ceramics 46 Materials-distribution services
24 Wood processing, carpentry 47 Internal trade
- and joinery 48 Agricultural products
25 Furniture production procurement
Table 2
2 1 5a 5b 5¢ 3 5d 4
7 024 1'14 082 0'51 021 o —o'1 —1
v 0°24 [¢] o o (o] o o] o
) o o 006 012 018 022 024 044
I (] [0 o L] &) o 0 O

The input-output table for 1962 was used as basic data for the calcula-
tions connected with the general reform of wholesale prices, but the
figures were recalculated into 1964 prices and into the volume of output
planned for 1966. °

L
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Table 3. Some macroeconomic indicators priced by 1 arious

Lypes of preces
Value Cost Production Foncome 1962
price price price price prces
Social product
{an bilhony of crowns) 471 8 o
National income H 3 w3 397
{in billions of crowns) 1 173 174 164 12
Share of matenal costs
1n socal product o 61 661 o b5 oy og5
Rate of surplus value 1'35 122 123 110 129
Rate of aceumulationt 0 222 0201 o196 0170 o184
‘The relauna between
sector I and I1 230 224 2 54 27t 113

1 Share of net investment i national income

The procedure in making use of the price mode!l during the general
reform can be summarized as follows-

{a) A preliminary F-two-channel type of price was chosen, keeping
a double price level.

(¢} Calculations for several sizes of 1 and p were made.

(c) On the basis of an analysis of the results and the situation in the
national economy the following values were chosen for the reform:
g =022 p=aq0b

(d) For these parameters, price indices on the basis of a table of 92
sectors were calculated. These indices were directly used to reprice
capital stoch and depreciation.

{(¢) On the basis of a special investigation, data were obtained
which made it possible 10 compute approximate price indices for 24
thousand groups of output.

() By means of these indices, pricesin the abos e mentioned group
were recalculated.

A forecast of the development of prices until 1970 was made by the State
Commission for Finance, Prices and Wages, during the first months of
1966, with the help of the price model.

Essentially the forecast of price development builds on changes in the
cost factors influencing the prices. The resulting price vectors, which were
obtained with the help of the model for the year 1970, can be interpreted
only as a price base, while real prices can deviate from this base asthe
result of disequilibrium between supply and demand, It would hatve been
useful to tale the influence of supply and demand into account when
making a forecast of prices, but sufficient data were not available, Inany
case, when a forecast for a period of five years is being made it is possible
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to anticipate that changes in productive capaciti in i i
pacities and in international Table 4 (part 1} Price indices develo
. . menl forecas
trade will be of such magnitude as to balance out the mutual effects of prenf z
supply and demand. Sector 4 B c D
. . . '

For the calcula.tlpns concerned with making the forecast of price
develop{nent we divided the vector of wage-cost coefficients v, according 21 147 295 2 11490 991
to (12), into two elements: the vector of coefficients of the direct need for o; :?:i l;g ? :27 : 'Ea J
labour / and the vector of wage rates w. 04 126 0 1177 !2;? IO.:.E

For calculation of the vectors of wholesale and retail prices for 1970 it o3 1300 1573 133 4 1049
was necessary to presume the following data (for 1970) : matrices 4 and 27 :gg . 1333 1547 1262
K, vectors [ and w and parameters g, v, p, and the & vector. o8 1113 gg;‘ :122 ggg

These data can roughly be divided into two groups: ©9 1222 1030 132 956

(a) Data which from the point of view of the central body are exo- :? :33 : ‘o03 12?2 "o g
genous, or given from the outside. This is particularly true of 4, K and 2 rr4§ :333 :?; 7 323
L Ch.anges in technological coefficients, capital-output coefficients and 13 1128 938 Tot g 878
the direct need for labour depend on changes in technology and are thus 14 M54 o84 1057 g1 1
not the direct result of economic policy and decision-making. However, in ;g : :3 i ;g? j;’ :?; 2 o g
the further development of the model, the possibility of various alterna- 37 1153 980 106 6 gi 9
tives in technology, which do depend on centralized decision-making, 18 1225 1059 1155 983
could perhaps be taken into consideration. ;g iié; :Té p 2 1333

. - . 3 . 12

(b) Data which depend on the economic policy of the centre. This is 21 1049 98 3 mé I Igz 5
especially the planned vector of wage rates w and the parameters on which 22 1226 112 2 121 5 106 7
the type of price system depends: x, », p and 6. - o4 8 1210 1108

. . . :

The forecast of the development of prices was made in several variants. 245. :;2 9 :g? ? :33 g ‘;g 3
Sf:veral alternative vectors for the year 1970 were calculated, based on 26 111 2 1049 1109 994
different data. This was done for two reasons: (1) for the exogenous 2'{; 1077 93 6 1037 927
factors it is impossible to make exact forecasts of their size; (2) the :9 iigg :ioi :';’,7“’, L',:if,
second type of factor cannot be forecast precisely just because it can be 50 113 9 122 5 127 8 116 g
influenced by centralized decision making. 3t 1140 H2g 1227 1058

In calculating our forecast we chose three different possibilities of how 32 121 6 e 1275 2073

. 33 1184 124 6 132 0 171

the exogenous factors can develop, from the best to the worst. Besides 54 120§ 195 1283 1051
the extreme points a middle point was also chosen and we thus obtained 35 120 5 rer 3 132 2 1135
three sets of possible exogenous factors: 36 108 0 1o 6 2142 1009
. e 137 1160 1133 1226 107 2

(4, K, l)¢ for the best economic conditions, 38 1096 1129 120 6 1079

(4, K, l)p for average conditions, 22 33_2) iggg :i;g ::;f

(4, K, l)p for the worst conditions. 41 1177 107 8 1135 1063

. 42 108 4 1052 1102 102 G

For the vector of planned wage rates two alternatives were chosen: 43 132 1144 1y 8 11z 1

a basic alternative according to which average money wages will be 4“4 né6 ’°8; "22 'g‘: 7
. ", . 99 4 g2 5 3
increased by app.rommately 7 per cent till 1970. 22 “g 6 107 § 1?53 103 g

a so:called higher level alternative, according to Whl.Ch average money 47 965 030 977 Sg2
wages will grow by 13 per cent during the same period. 48 177 109-0 121 1 98y

49 gz 867 o8 828

The parameters y, v, p and & were also chosen in several alternatives.
Inallcasesv = o. Theso-called basic alternative is calculated with a two-
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Table 4 (part 2). Price indices development forecast

Sector Agq E F G H
o1 1350 1437 1281 1204 126-8
02 150°9 141°5 141°0 139-8 146-9
03 1366 116+9 1326 111-5 117°9
04 147°5 149'0 1399 134:9 141°1
05 154°4 155°5 142°4 1357 1432
06 2334 1749 1733 1714 1806
07 1426 133'0 127°1 1238 129°4
o8 132:9 1300 1215 117°2 1234
09 1473 132°9 1258 122°1 128-6
10 162°1 147°7 1437 141°2 149'6
11 1462 112°2 109'5 107°7 1132
12 139°9 128+5 126+5 1250 132°7
13 136-3 120°1 1140 110°8 1157
14 142°1 120°0 120°2 1196 1256
15 141°0 119°7 120°3 119°g 1253
16 146-8 1229 1233 1229 129°0
17 142°7 1163 119°1 1196 1259
18 1519 127°1 129'7 130°1 1367
19 150-8 148-9 148-8 148-0 1556
20 152°5 1364 1435 1457 1533
21 131°5 1169 1199 120°6 126-8
22 154°Q 1337 1381 139°1 1508
23 1561 139°9 140:6 139'9 1450
24 139°9 122-8 128-6 130°3 1431
25 1433 117°2 1241 1264 134°5
26 1389 1265 128+4 128:4 1363
27 1331 1144 11g°0 1203 128-0
28 1565 149°3 1452 142°6 1533
29 1550 133'6 1344 134°0 140°5
30 1366 1609 1487 1432 1453
31 1366 148:8 1371 131°9 134'3
32 1463 1488 141°7 1381 1438
33 1428 162°1 1515 1466 151°0
34 143'6 1551 1442 139-2 1440
35 1454 1647 147'5 140°5 1454
36 127°5 138:6 12674 125°3 128-1
37 14145 1433 1382 135'5 140'3
38 131°1 149°9 1372 1314 1354
39 1631 1837 169-7 1636 170°1
40 1624 1924 160-8 146-2 151-0
41 1478 1230 130°9 1335 140°1
42 129°5 139°2 1275 122°4 1241
43 1433 132°5 1407 1433 1626
44 151°2 132°9 1375 138:7 1460
45 1350 1181 122°% 1230 128-8
46 1394 129°6 1307 130°3 1372
47 122¢2 1038 1132 1165 121°5
48 1433 1322 131°5 1304 137°0
49 112:8 1072 1043 102°5 107°3

Note: Several classification changes were made in the aggregation of sectors. This is the
reason why the numbering of scctors in this table does not correspond to the sectors of
Table 1.
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levelsystem of prices, st and p are chosensoas to correspond to the general
reform of wholesale prices Several alternatnes of simgle level price
system with various relations between parameters # and p were ako
calculated

Table 4 gnes the vectors of wholesale prices for 49 sectors m nmne
alternatives marked as 4,, B, C, D, 4, E, F, G, H Allindices express the
changes which take place 1n wholesale prices in companison to the prices
meffectn 1965 Alternatne .15 calculated for conditions i 1966 and 1s
n aceerd with the general reform of wholesale prices Alternatine 4415
also calculated for 1966 and presupposes domg away with the double
level system of prices All the other alternatives are forecasts for 1950

The list of parameters for individual alternatnes 1s presented
Table 5

Table 5
4, B c D 4, E F G H
4 K1 66 aver worst  best 66 aver aver aver aer
2 66 basie  baue basic 66 basie  basec  bauc  hgher
I 022 022 022 022 o 68 o022 54 067  ofy
b o-oh aob o0b 0 ob o004 oy  oob oo36 o03f

On the basis of the forecast of the development of wholesale prices
several subalternatnves were later calenlated for retail prices on the basus
of various forecasts concerning the turnover tax rate

The aim of the forecast was to gain information about possible changes
m price relations and price levelsup to the year 1970 1nd to demonstrate
to what extent these changes depend on changes 1n technology and to
what extent they depend on economic policy These calculations make
1t possible to choose a certamn strategy of pnice policy, which is best for
gnven conditions At the same time a forecast of the development of
prices may contribute o 1mprovng centrahized as well as decentrahzed
planmng and economic decision making, smce 1t makes 1t possible to
calculate the efficiency of various types of production and investment on
the basis of futurc prices



SOME SUGGESTIONS ON
A MODERN THEORY OF THE
OPTIMUM REGIME

JAN TINBERGEN

I. INTRODUCTION

Ever since its birth economic science has been used to find out what
economic order or regime leads to the maximum well-being of a nation or
a wider community. For a long time, economists have defended the idea
that a system of free enterprise and free-competition markets represents
the optimum regime. Those who intuitively doubted this threw away
economic theory instead of amending it. With the recent changes in
Western and Eastern (I mean, communist-ruled) countries it becomes
increasingly interesting to modernize economic theory and to try again.
Much of Maurice Dobb’s work can be interpreted in this way.

In this essay in his honour I propose to pursue further some attempts
I undertook, along different lines, to attain a similar aim.} These
attempts were of modest quality only, as I am afraid this new one will be.
Economists endowed with more mathematical talents are needed for
this purpose ; my hope is that I may stimulate some of them to reinforce
this approach.

In my previous articles I made an attempt to reformulate welfare
economics with a view to developing the theory of the optimum regime.
Indeed, in essence, welfare economics constitutes such a theory, but it
was given a very abstract form and few authors tried to interpret its
results in modern political terms or to introduce more specific assump-
tions so as to illustrate the implications in plain language.

It seems to me that a large field is still awaiting further exploration
and that recent experiences in the Eastern and the Western world
justify a further modernization of the tools of analysis of welfare

€conomics.

1 J. Tinbergen, Selected Papers (Amsterdam, 1959); ‘The Significance of Welfare Econo-
mics for Socialism’, in: On Political Economy and Econometrics, Essays in Honour of Oskar Lange
(Warsaw, 1964); ‘Welfare Economics and Management of Public Enterprises’, Annals of
Public and Co-operative Economy, xxxv (1964), p. 99-
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2, NEW ELEMENTS

I am not gong to discuss all the elements which should be added to my
previous analyses in order to meet their obvious shortcomngs since some
work s already under way which should not be duplicated In this essay
I want to concentrate on three elements not yet given sufficient attention
but, 1 believe, of particular relevance for an East~West duscussion on the
opamumregime Theywill beenumeratedmn thissection, but the way they
are going to be handled will only be clear—if'at all—m the fater sections

(a) Frrst T want to consider one parncular form of dynamic analysis
needed 1n order to deal with the existence of time lags, especially m pro-
duction functions at the basis of the cobweb theorem and similar theor-
ems on some unstable markets The mstitutions required for the stabihiza
tion of such markets may serve as an illustration of elements of an optt
mum regime which admit of a rather sumple treatment

(6) Secondly I propose to elaborate on the changed position, compar-
mg to-day’s world with Adam Smith’s or Pareto’s, of the element of
informatien 1 am mchned to say that information was treated as a free
commodity 1n the past Perhaps this can be motn ated by pomting out
that 1n the optimum regimes as seen by these authors mformation could
be taken, by most producers and consumers, ‘“from nearby’ either from
their own enterprise or household, or from the markets they were in close
contact with Qther mstitutions were not needed, morcover Some of the
mstitutions reqgiured by an ophmum regime under modern production
laws must obtam their information over longer distances from ather
mstututtons farther away, or from greater areas as a consequence of
decreasing transportation costs Thus 1s partly due to the greater import-
ance of external effects in modern production processes or from a higher
degree of mdivisibility of equipment The explicit consideration of long
lags, already suggested under (a), will remforce this necessity to obtamn
information further separated The lugher rate of techmcal progress
provides a final argument

Information as understood here will be of two types at least factual
formaton angd mformation on possibihties {technologes), springing
from tesearch of an mtensive character For the latter type of mforma-
tion, duplication may mean waste and should be avorded as much as
possible—which creates a need for even more nformation

(¢) The third new element to which I propose to give some thought
may be labelled decision making, another eye-catcher m to-day’s world
In a way 1t 1s not new to welfare economacs or even fo econonucs gener-
ally, but our mterest to-day, especially 1n East-West discussions, 1?
focussmg i particular on the question, by what mstitutions some types 0
decsion should be made
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3. CONCEPTS NEEDED IN THE ANALYSIS

In any piece of scientific analysis it is desirable that the various categories
of concepts (for the mathematician often identical to categories of vari-
ables) are defined as-clearly as possible. For a rather complicated subject
such as ours this is all the more necessary. It was one of the points of my
former studies that often the essence of the problem welfare economics
tries to solve is hardly mentioned.

For the setting of the problem we need at least: (@) the concept of wel-
Jare, either individual or group (national or world) welfare; (4) the
phenomena making for welfare, entering as ‘arguments’ (in the mathe-
matical sense) into welfare functions: these will be quantities of goods con-
sumed, and of efforts made, also their distribution over individuals; (¢) a
number of constraints, limiting the possibilities to increase wellbeing:
above all, production laws, characterized by technical coeflicients. We
should add here the costs of some institutions—although unknowns of the
problem—which may together constitute the optimum order and among
these costs the costs of the information needed by these institutions for
their operation.

The problem of the optimum order may then be formulated to find
the set of institutions which together make for a maximum of welfare,
taking into account the constraints.

For its solution we may use various methods, which may introduce
further concepts. A traditional approach still of considerable power is
the use of (d) Lagrangian muléipliers, which may later appear to be identical
with prices. A more modern instrument is that of mathematical pro-
gramming, with the well-known drawback that it cannot easily be ap-
plied in a general way, but mostly for given numerical problems. Para-
metric programming, however, opens up some roads to more general
insights. In the dual problem to any linear programming problem prices
may again turn up, very similar to the role of Lagrangian multipliers.

The optimum found must then be interpreted to represent (e) a set
of institutions, each of them characterized by their behaviour or directives
for the use of (f) the instruments of policy or action parameters at their dis-
posal. Sometimes these instruments may indeed be prices, appearing as
Lagrangian multipliers; for instance, if the institution of the free enter-
prise shows up in the set. Sometimes these instruments are more compli-
cated functions of the coefficients in the welfare functions and the pro-
duction or cost functions; this may be the case for some types of taxes,
appearing as instruments of the state as an institution.

The direct interpretation of the optimum in terms of a set of institu-
tions may not be possible. In those cases we can only use an indirect
method, consisting of considering a number of alternative orders (i.c.
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sets of mstritutions) and finding out which of these 15 conducive to the
highest welfare In a previous study T expressed the view that the direct
method can only be followed if the mstitetions—which are not ghenn
advance—do not show costs I now believe that 1n 2 number of cases we
can also follow the direct method when the mnstitutions show costs The
way to arnve at a solution consists of introducing, as unknown para
meters, the frequencies of a number of alternative mstitutions, each charac
terized by therr constrants and treating these parameters i the same
way as the other unknowns, such as the arguments of the welfare func
tion, that 15, putting equal to zero the partial denvative of the welfare
function plus the terms corresponding with the constramts (each mult
pled by a Lagrangian mulupher)

4 THE CENTRAL QUESTIONS TO BE ANSWERED

In the mterpretation of the optimum—whether found by the direct or
by the indirect (second best) method—some questions are of particular
relevance They may therefore be menuoned exphertly

(2) To begin with, we may repeat that the mam question 1s what se? of
wnstytutions makes for a maximum of welfare In a previous study I sug
gested, and illustrated thrs suggestion by examples, that public enter
prises and a tax levying state should exist alongside with private enter
prises, thus constituting a mixed economy 1 also suggested that public
enterprises would be needed n sectors of production showing either ex
ternal effects or mdivisibilities or both Irepeated the well known propo
sitton that taxes should be of the lump sum type and gave examples of
the parameters on which they should depend I summed up some de
cisions which must be taken by the state and mcluded the decision on the
volume of mvestment I now repeat these examples only to clanfy the
concept of a set of institutions

() A second main question to be answered 1s what decesions have to be
taken by what institutions The 1llustration of the previous question al
ready contams examples of this type of answer also the level of nvest
ment for the economy as a whole should be a decsion of the state (asa
representative of the community) rather than of the individual investors
The question about decsions 15 particularly relevant if we consider a
commumty subdivided mto smaller commumtics, even at different
levels Inordinary language, we may have to have authorities at the local,
the provincial, the national, the contmental and the world level and
some of the community s mstruments may have to be handled by the
lower, but others by the mgher Jevels of authonty Instill other texmsitis
the topical question of what degree of decentrahzation 1s optimal, both
m production and mn admunistrabion
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(c) A third question, completely disregarded in previous welfare-
economic studies, but repeatedly posed by other analyses is, what flows
of information are needed for the decision-making processes characteriz-
ing the optimum? These flows must be specified in considerable detail,
not only as a quantitative concept, but qualitatively, by stating the sub-
ject on which information is to be supplied, the time at which, and the
origin as well as the destination of such information. Finally, the cost of
such information must be ascertained and play its part in the determina-
tion of the welfare level.

5. SOME TENTATIVE CONCLUSIONS

This essay is only to make some suggestions; it is not a full treatment of
any specified problem but it draws partly on past studies by the author
and partly on studies undertaken, but not yet finished, by him, in
co-operation with J. Pronk. Some of the past studies have not been
published so far, since they must be integrated into a wider frame. In
this final section of the present essay a number of conclusions reached in
partial studies will be mentioned. By partial studies I mean studies re-
ferring to highly simplified models showing a few features only. The
conclusions are tentative in the sense that they may not apply to a more
general model in which many of these features are assumed to exist
simuitaneously.

(@) The direct method of finding a set of institutions yielding the maxi-
mum of welfare can only be applied in some cases. Among these are a few
which nevertheless throw an interesting light on our problem and may be
relevant in an East-West dialogue. The condition to be fulfilled for the
direct method to apply is that we can find a set of institutions whose joint
conduct can be described by the same set of equations as found from the
maximization of welfare under the constraints assumed. Thus, in the
absence of externalities and indivisibilities, a set of free enterprises acting
in free competition plus an administration imposing lump-sum taxes of
a particular type, without making costs, will act according to a set of
equations coinciding with the optimum conditions of welfare—provided
the welfare function itself is of some simple type. This is a result as close
to Pareto as can possibly be attained; but even this contains the lump-sum
tax as an element.

(b) By the introduction of externalities the set of free enterprises with a
lump-sum tax administration will no longer fulfil the conditions of the
optimum. The cxternalities require some integration or centralization of
production decisions. In the well-known simple example of externalities
presented by J. E. Meade, where mutual externalities exist between the

two industrics producing apples and honey, it is sufficient that these two
9 rsc
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be integrated Whenever the externahiies are widespread, as m the case
of education or the mamtenance of roads, practically a decision makin
process of the community at large, that 1s, of the government will be
needed 1n order to meet the optimum conditions

By the mtroduction of indiisibilities {(and hence marginal costs below
average costs) a situation 1s created where 1t can at least be cancluded
that the normal free enterprise wall not take the decistons required for ihe
optimum, namely marginal cost pncing, except by the introduction of
a two-part pricing system I tried to argue elsewheret that « jomt ad-
mumistration of income taxes and such two-part price sales inay be aneff
cient mstitution to take care of this portion of the operation of an opti-
mum order

{c) Methodologically the direct method may have to be abandoned
whenever the operation of some institutions 1mphes costs As long as the
set of mstitutions 1s unknown, how can we tale care of the costs i the
social welfare function? As observed already, 1 think this difficulty can
be oiercome, at least 1n a few simple cases, by the introduction, among
the unknowns of the optimum problem, of the frequencies of alternative
mstitutions The method 1s simlar to the one I used 1n the solution of
some simple optimum problems on the spatial dispersion of economic
activities T We must also be aware that in the presentation of the opti
mum welfare problem now under discussion some mstitutions are g
priort assumed to exast, namely, production units of a ginven size, with
gien production functions We may have to treat this element m 2
simmlar way, namely by introducing the frequencies of each of the alter
native umt size groups as unknowns mto our problem and then apply
the Lagrange multipher method

(d) If 2 number of different decisions have to be taken, some of them at
the production unut level, others at “higher’ levelsat becomes interesting
to distinguish between the various “higher’ levels and to introduce some
system of lerels Thus then comes to mtroducing spaces of different order,
such as the locahty, the province, the state, the continent or the world, as
announced

A rule which will then roughly correspond to the optimum set of de-
crsron mmakimg ki els s probably that decisions should be taken ata level
high enough to make external effects of such decisions neghgible, that
15, mahe the mfluence on well being of areas outside the one whose
authorities take the decsions neghgible § This 15 equivalent to saying
that the vartous mstruments of economic policy (which are the action

1 Tinbergen, gp c1t .

+ Tinbergen, ‘Sur un modele de la duspersion géographique de 1aenuvité écoporugue’,
Revue d Zronomugue politgque Janvffevr 1664

§ Tinbergen, Econamue Poluy Prinaples and Dengn {Amsterdam 1956 1964}
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parameters of the higher levels—taxes, investments and so on) each
have their own optimum level. For some of these this will be the world
level or anything comparable to it.

(¢) Among the costs of some institutions those connected with the
necessary flows of information may rank high. This is particularly true for
such institutions as planning offices, if planning of a large number of
details is their task and if such information has to come over long dist-
ances’. The word ‘distances’ stands for the length of the chain of other
institutions over which the information has to be supplied. Thus, in the
Eastern economic systems, information about the assortment of goods to
be produced often comes in a roundabout way, for instance, from con-
sumer behaviour, passing through statistical inquiries, the central
planning agencies and lower planning agencies down to the producing
factory. The recent experiments in the Soviet clothing industry where
information about the assortment is now directly obtained from the
department stores represents an attempt to reduce such information
costs.

(f) In some cases where the production laws assumed by Pareto do not
apply and hence free enterprise does not necessarily guarantee that an
optimum be attained, such an optimum may nevertheless be reached if
only some specific type of information be made available to private en-
trepreneurs. The simplest case conceivable to illustrate this state of
affairs is the situation to which the cobweb theorem applies. It is charac-
teristic for that situation that production takes time; as a consequence,
and in the absence of the type of information to be specified, the well-
known cycles in prices and production occur which are the simplest
example of an important class of ‘commodity problems’. Such cycles
represent a deviation from the optimum of welfare ; welfare will be con-
sidered higher by most individuals involved if prices and production
move along their trend. Such a trend movement can be approximately
obtained if all potential suppliers are informed, at the moment of the
beginning of each production process, about the production started by all other
suppliers. This enables them to estimate the price to be expected at the
end of the production process instead of only knowing the price prevailing
at the beginning of the process. This type of information may be con-
sidered as a rudimentary form of planning and under some conditions
will suffice to eliminate the cycles. Whether in this extremely simplified
case this institution of a centre collecting and distributing information,
together with the production units, will indeed represent the optimum
order still depends on (i) the gain in well-being due to the elimination
of the cycles, and (ii) the costs of the information centre. If (i) surpasses
(ii) the information centre should be added to the production units. If
(ii) surpasses (i) it should not. The gain from stabilization mentioned

9-2
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under (1) depends on the shape of the marginal uuhty cunve of the com
modity considered and the amphtude of the ¢y cles and may also depend
on the cost cunve of the production umts This case represents a proto-
type of a large class of possibly and probably much more complicated
cases where 1n a ssimilar way flows of information may have to enter the
picture and where analyses of this hind will be needed to spot the opu
mum The number of alternative solutions generally wall be larger than
only two Esven in the simple cobweb case one can imagne other solu
tions, for mnstance the presence of an mperative planmng centre which
umposes a production programme on each of the production umts

{g} One of the deviatrons of a free soctety from the optimum of welfare
may be due to a preference of entrepreneurs for mndependence leading to
too small production umits The disadvantages to the rest of the ecanomy
may well surpass the psychological advantages to the entrepreneurs con
cerned A concewvable very simple institution which may help to ap-
proach the optimum 1s an agency 1ssuing hcences for some types of pro-
duction units, provided 1its costs are less than the net adyantage of having
larger uuts The hicences should only be 1ssued for opumal size unats

(7} Among the decisions which cannot be left to single enterprises or
production umts are those regarding the mvestments to be made 1
uruts with mdiisibihties of considerable size While these umits can be
left to prrvate operators only if a two part price system 15 applied (and
while even then 1t 15 doubtful whether or not public ownership would be
stmpler), their investment decisions can only be based on the rather ar
bitrary choices they make concerning the fixed amount mn the two-part
rates The only guarantee for an optimal mvestment policy i such units
can be obtamned by central planming of their capacities

(/) An optimum regime will also have to make decisions on the rate
of growth of the economy, 1mplying a choice about 1ts rate of savings
Thss latter choice 15 one showing external effects since not only the mter
ests of those who save are iy olved but also the interests of all workers
their productivity and hence income will also depend on the stock of
capital of the economv If a rather high rate of growth 1s desred—and
there are indications that 1t may be so—savings must also be relatnvely
mgh This does not imply the destrability of an uneien income distribu
tion, savings necd not be made by private consumers or enterprises only
They can afso be made by the government There 1s no nigid hink there-
fore between the choice of a Ingh rate of growth and the choice of 1
equitable income distribution, whatever the meaning gnen to this Jatter

phrase
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My aim in this article is to summarize some of the theoretical aspects
underlying the interrelation between socialist planning and market
relations. First, we need to understand why commodity production is
still necessary under socialism, what socialist commodity production has
in common with its pre-socialist opposite numbers, what is their mutual
basis and at what points they diverge. I shall try to confront the theoreti-
cal definition of features peculiar to socialist commodity production with
the views hitherto current, especially among Marxist economists in the
socialist countries under the influence of Stalin’s interpretation. I shall
also refer briefly, more in the way of marginal notes, to the relevance of
these theoretical views to the new system of planning and management
in Czechoslovakia.

I. THE SIGNIFICANCE OF COMMODITY PRODUCTION

The question of what socialist and private commodity production have
in common and in what respect they differ, that is where their special
features lie, cannot be answered by superficial descriptions; deeper
analysis is necessary. We cannot be satisfied with some of the views ad-
vanced hitherto, which try to reduce the differences between the two
forms to the existence of private ownership as the basis on the one hand
and socialist ownership on the other. Such an answer simply substitutes
an abstract concept for what is to be explained. Moreover, those who
apply the category of ownership in this way usually interpret it as a voli-
tional or legal category. They label types of ownership according to
‘who decides about the utilization of means of production, about pro-
duction etc.’

A deciding, directing agent exists, however, in many forms and types
of ownership. Differences emerge when we examine the divergent inter-
ests, aims and the like with which the deciding or directing agent is
concerned. Putting the question in this way we see that the volitional or
legal aspects will not take us far and that we shall have to probe deeper
into economic relations. Once we pose the questions in whose interests

1 Abridged from a book The Plan and the Market Under Socialism.
[r33]
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decisions are made, what the maker of them v ants, how his interests as
the directing agent relate to the mterests of the actual producers, and so
on, we have to analyse economic rclationships and the position of these
agents 1n this context Only on this basis can we define the specific role
of the given agent and hus part m the process of appropnation Thus we
have to answer the question of the comparatu e status of both managers
and operators engaged in expropriating nature, for example 1n 1 socabist
economy as distinct from a capitalist economy Naturally the answer
cannot be found 1n a superficial assertion that decisions are tahen here
by one or there by another agent A full analysis and companson has to
be made of the methods by which, under two social systems, people
appropriate nature, taling into account aspects of their vobtional {pos
sibly legal and political) relationships, but concentrating on production
relations

He who owns, appropriates, and to own all the time, he must appro-
priate all the time For hus method of appropriation to differ from other
methods, he must have not only different tights, but above all a different
economic status In short, appropriation does not sigmfy gaiung some-
thing by a transient, chance legal or illegal act, but to gam something
permanently through the agency of certamn economic relations of rela-
tively long duration 1n the istorical sense, within which relations those
who gain have a certain constantly regenerating econonuc standing And
while specific economic relanonshups always assert themselves through
specific legal forms of action, the particular nature of these economicrela-
tionships must be analysed before we can understand thesr legal aspect

Consequently, if we want to demonstrate the similanities and dis
pantesof private and sociahist commodity production, we cannot content
ourselves with looking at their volitonal or legal forms, 1t 15 necessary to
recapitulate the salient features and the causes of private commodity
production and then compare them with the corresponding aspects of
socialist commodity production

2 PRIVATE COMMODITY PRODUCTION

Private commodity production, as a certamn type of commodity produc-
tion of long duration, made 1ts appearance in history in two forms Furst,
as simple commodty production, and secondly in its capitalist form e
will examine first the general features of this type, 1n other words, what
simple and capitabist commodity production have 1 common

In both these cconomic forms analy sis shous the existence of separate,
relatively independent producers partinlly hnked by ties onginating m
the spontaneous social division of labour Theirlabourisnot purposciully
expended as a component of social labour They have no exact mforma-
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tion about each other, about the amount and nature of all work, about
the quantities of products and their use values nor about the requirements
of all producers and so on. No producer turns out all the use values he
needs (neither means of production, nor consumer articles) for himself.
Nevertheless, people can live, consume and produce for the sole reason
that they are producing for each other.

While in their immediate relationships they are working as independ-
ent, private producers, they are in fact producing for society and are
dependent on society. In this sense their labour is social, but only on the
market do they discover, according to sales and the prices realized,
whether it was socially necessary. We therefore refer to this as indirect
social labour.

Conditions are such that labour is not the prime desire of man: no one
works for the mere sake of working and no one is willing to give his labour
free for his fellowmen. In addition, this takes place under conditions of a
relative insufficiency of articles of consumption for the majority. Hence
the everlasting struggle to acquire more things, at the very least as many
articles of consumption as other people are able to possess.

Articles of consumption are, however, the fruits of labour (both em-
bodied and living). People are no longer able to produce all their mater-
ial wants. They must, therefore, get the articles they need for their own
use, and the means of production they need, by exchange. People are
willing to expend their labour for others or to produce use values for
others solely on the condition that they will receive in exchange the things
they require. They can get use values from others only to the amount to
which the socially necessary labour expended on their production corre-
sponds to the socially necessary amount of labour which they themselves
expended on the production of use values for others.

If we express the socially necessary amount of labour expended in
producing commodities of given use values as value, we can then briefly
define the law underlying this exchange as follows: each receives on an
average from other producers of commodities certain use values solely to the value
to which he himself has produced commodities for others. This is a very general
statement of the law of value, that is, the basis of commodity production.

There is, of course, a dialectical link between value and use value which
assumes a definite form in exchange Fatios or prices (in money exchange).
I am not particularly concerned here, however, with the interaction of
value and use value in price formation, or with the market mechanism

through which the law of value is able to assert itself under conditions of
private commodity production. I merely wish to recall the cardinal
features and causes of the existence of private commodity production in
order to bring out later the broad aspects of the common basis of private
and socialist commodity production.
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What are the disungwishing features of stmple private commodity
production and capitabst commodity prodnction? Above all sumple
commodity production 15 carried on with a very shght degree of co
operatton To be more exact one should refer to independent and separ
ate ndividual producers, who engage 1n certain types of production only
as a result of the fundamental growth of social division of labour How
ever, these mndividuals have never actually worked mm complete 15olation,
for at least members of their famulies co operated In this sense one can
speak of partial co-operation at this stage, too

These craft groups at first produced their own means of produchon
By degrees, however, even at this primitive imtial stage, social division of
labour advanced so far that craftsmen stopped making their means of
production themselves and began to obtamn them, as well as articles of
consumption, 1n exchange for their own commeodities In this way there
emerged both the specialized production of means of production and
their spontaneous distnbution among production branches through
commodity exchange

Naturally, as these economic relations spread spontaneously, they
began to take on the appropriate forms of group, volitional and legal
relations The separate, mndependent producers became interested in
wmnng for as hittle of their own labour as possible the maximum of use
values from others Their goal, mm short, was to amass the greatest amount
of use values and to this end they directed all their volitional actions
These mterests and this goal governed their decision mn using their means
of production, what they produced and sold, and their purchases of new
means of production etc

The aims and nterests of private producers were bound to be at
variance, and the mutual contradictions could only be resolved by confhct
It was a lasting contradiction m which necessity was enforced through
rivalry Nevertheless, this spontaneous economic struggle called for
certain rules, some agreement and regulation of its course 1n the interests
of all concerned The common mterest demanded 1 general adjustment
of the processes of private production and the exchange of goods Thus
the spontaneous growth of commodaty relations gave rise to a set of rules
by w huch they were reguiated, and these rufes, bemng upfield amd eforoed
by power, were legal rules °

With the emergence of laws corresponding to prnate commodity
production, the standing of the private producer, and his relations with
other producers, 1s no longer purely economc and he no longer enforces
his own wall alone n an elemental way He becomes legally recognized
as a private producer with the nght to decide about his production, the
use of his means of production and the disposal of his goods Ceasing to
be merely an economucally separate mdependent appropriator of nature
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relying on his own labour and commodity exchange, he becomes a pri-
vate appropriator of both means of production and articles of consump-
tion who, as the owner of these things, is on all occasions protected by law.

However, while he consumes the articles of consumption, the means of
production enables him to keep on producing, to enter repeatedly into
exchange relations with others and thereby to continue appropriating,
that is, renewing his standing as a private owner. In this sense private
ownership (appropriation) of the means of production, realized through
commodity exchange, is the basis for the reproduction of private com-
modity relations over a relatively long period of history.

The feature distinguishing capitalist commodity production from
the simple form is, of course, the existence of large-scale working co-
operation. These groups, in which a number of producers are always
associated, originated primarily by commodity exchange leading to the
accumulation of considerable quantities of means of production in the
hands of individuals.

On the other hand, there appeared a mass of people deprived of both
means of production and articles of consumption; consequently, a sec-
tion acquired the ability to purchase for their products not only articles
of consumption and means of production, but also the labour power of
the expropriated. They could bring these people together with the means
of production they had bought, and supervise them. Then, at first by
simple co-operation, later by the growing division of labour (within the
co-operation), they were in a position to carry out highly productive
large-scale production.

This technically and economically more productive and progressive
capitalist large-scale production demanded adaptation of the legal super-
structure, which in turn codified and stimulated the growth of this large-
scale production. The opportunity for individuals to buy the labour
power of others (alongside the earlier right to dispose of the fruits of their
own labour) gained legal sanction. They could sell the products as their
own and realize their value (still fixed by the amount of socially necessary
labour). Moreover, by paying solely for the value of the workers’ labour
power, they could appropriate the value created over and above this
value, i.e. surplus value.

Why do I repeat these more or less well-known things? Chiefly be-
cause some economists, while acknowledging the importance of so-
called Marxist historico-logical methods, still fail to grasp the real, deep,
underlying causes of the existence of commodity production. They al-
ledge, mistakenly, that Marx derived commodity production from the
existence of private ownership, and they fail to appreciate the economic
meaning of the category  private labour’ and its relation to the category
‘social labour’. Moreover, they cannot conceive of private ownership as
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anything other than “the nght of individuals to dispose of certain things
and to decide ahout them’, nor do they see that this right has alw ays been
a reflex of economic development, though bemg relatn ely independent
and reacting back on the economy They do not see that the ongin and
exustence of a form of commodity production cannot be explained by the
existence of this or that specific system of law On the contrary, com-
modity production must always be mterpeted as belonging to a gnen
system of appropriation (manufested at every moment of ohservation m
the shape of a definte, seemmgly rigid, legally established form of
ownership}, which 1s linked with a certain mmer contradiction 1n social
labour and with a given level of the forces of production

While commodity production, both simple and capitalist, possesses
the special features which I have tried to recaprtulate, the common bass,
which has its common causes can be summarized as follows production
15 carried on by separate, independent producers linked by certam ties,
but producing without direct rehiance on each other specific goods (with-
m the soctal division of labour) for a relatively unknown sorial consump
tion There 15, therefore, a contradiction between private and socal
labour Products are produced as commodities, that 15 exchanged on the
basis of value, because they are produced under conditions where labour
13 not yet man’s prime want A producer of one type of product {forced to
rely on other products) can obtam use s alues from other producers only
by equivalent exchange of a soctally necessary amount of labour, re
the value of commodittes Because thewr work makes people mutually
dependent--though work 1s for each merely the essential condition for
gaiming as much use value as he can from others, because no one 1s willing
to work unpaid for his fellows, labour becomes the underlying regulator
of the quantitative relations m which use values are exchanged

Naturally this ultimate common basis mamifests itself mn special fea-
tures of the two distinct types of private commodsty production, without,
however, the deep lymng, lidden substance being negated In simple
commodity production, the producer sells his own goods, and lus mm-
mediate mcentive to produce and scll 1s the urge to acquure use values
for his reproduction (personal and production consumption) In capital-
15t commodity production, on the other hand, the selfer of commodities
(legal owner) 1snot the immediate producer and hisincentie1sno longer
the mere acquisition of use values from others, but the very process of
expanding value (constantly addng to the surplus value) From these
specific features stems the necessity 1o transform value to the capitalist
price of production, which does not, howeser, cancel the substance of the
[aw of value Obtaming use values from others for personal consumption
and for extended reproduction remains the fundamental condition for
the growth of commodity production (1 e 1ts deepest, hidden substance)
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although its specific motive is provided by the process of acquiring sur-
plus value.

Many economists, however, tend to lose altogether the most funda-
mental substance and cause of commodity production beneath this
specific form, which prevents them from grasping the need for commodity
production under socialism.

3. LABOUR UNDER SOCIALISM

Enough has perhaps been said to show why commodity production con-
tinues under socialism. In analysing the most fundamental and general
causes of all its types, we can, if we leave aside the specific features of the
capitalist and simple forms, and indeed exclude the peculiarities of
the private type, arrive at the common nature of private and socialist
commodity production. While less significant features distinguish the
capitalist from the simple form of commodity production, the differences
between the private and socialist types are more substantial. However,
before taking a closer look at these distinctive features, let us recapitu-
late what they have in common and what, therefore, justifies us in speak-
ing of socialist production as a type of commodity production.

Under socialism, too, with its highly developed social division of
labour, there is production of specific products in separate, relatively independ-
ently producing and deciding groups in which people are associated to produce
for each other and to meet social needs, fo cover the consumption of all
members of the socialist society. Nevertheless, labour cannot yet be man’s prime
want.

And so a state of affairs in which the majority of people lack a vital
interest in work still prevails. At the socialist stage of development labour
is still relatively onerous (long hours) and intensive. There is a relative lack of
variety, work is monotonous and, for most people, offers little creative
scope. There is still a fairly rigid division of labour, binding the majority to
one occupation for life. Consequently, as a general rule people expend their
labour for others primarily because labour is the condition for acquiring from
others the use values needed for themselves.

In my opinion, errors in theory have been made in the past on this
question. The fact that the attitude to work changes with the ending of
capitalist exploitation has often been equated with the birth of a com-
munist attitude to labour. Of course, the fact that the surplus product is
no longer appropriated by capitalists and that its distribution and uti-
lization are decided by public bodies plays a part in encouraging a new
attitude among a majority. But even this change has not been adequately
studied. The very simplified general conclusions drawn so far have not
been founded on detailed psychological and sociological research, and
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have been strongly coloured by subjective 1deas and wishful thimlng
Luttle attt,:ntmn has been devoted to how thes economuc change has penstrated
into people’s conscrousness and what 1s 1ts real umpact on therr thinking, Seelings
and actions

1 beleve, for example, that m the early post-revolutionary period the
change penetrated people’s consciousness primarily throu gh 1ts most
apparent, outward mamfestations, such as the removal of the caprtalists
and ther ardes from the factones, changes m management with a rapid
nise m the numbers of leading people comang strasght from the working class
The rapid abolition of such evils as pauperssm, unemployment, fear of
old age, sickness etc, all helped to inspire the mitial enthusiasm But
1t by no means signifies that labour has hecome Communust labour n the
sense Marx spoke of it

Work 15 not done for 1ts own sake Marx always spoke of Commumst
Jabour as an activity which would be highly interesting, thought-
mspiring, a constant source of fantasy, mitiative and desire for new things
It must be an actwity the accomphshment and results of which gne
people the greatest measure of satisfaction—as 1s the case today with a
few occupations, for example, the work of some stientists, artists, etc
Such work 1s sti1ll exceptional

Thus, of course, does not mean—as an oversumplified view sometimes
asserts—that people are by nature lazy and that they would never work
if they did not have to Butifeseryone could choose therr work according
to taste, they would undoubtedly want to do something creative, they
would want a change from time to time, and they would not overwork
themselves They would definitely not find satisfaction in standing eght
hours a day, day in day out, at the same machine, with the same mono
tonous movements

Here we should distmguish between work under socialism done with a
sense of soctal awareness, perhaps with a degree of enthusiasm, and creatne
work, done primandy for iis own sake ‘Whale there 15 a certain mtermmgling
which will grow, 1t would be making a mistake—and to some extent we
have done so—if we failed to see these techmeal, economic and other
socially-conditioned differences 1n the nature of work as bemg significant
differences between the two stages of Commumist society The first
mentioned attitude can exist at the soctalst stage without the second
when the majority do not work for work’s sake, for personal satisfacuon,
which does not exclude the possibihity that they may performitn a
conscious way, and some of them with enthusiasm Communust society,
however, will certainly have to be bualt not only on the basts of conscrous
effort of the mayority for soctety’s sake, but at the same time, for ther
own satisfaction and enjoyment And for this the ground must be prepared
not only by a great expansion of technology and all the production Sorces, but also
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.econo.mz.'ca.lly and socially, above all through division of labour (breaking down
its rigidity), shortening working hours, providing opportunities Sfor education
and specialized training, still further relieving people of material and other cares
and by a much fuller democracy in public life.

Labour at the socialist stage cannot be of this nature; nevertheless it
can be performed with a degree of public awareness. A distinction should
be made, however, between awareness and enthusiasm. In the immedi-
ate post-revolutionary years people undoubtedly did work with en-
thusiasm, without being fully aware of the changes that had taken place.
Enthusiasm was generated, as already pointed out, by the most obvious,
external aspects. People did not need to know, and to this day most of
them do not know, the changes that had been made in distributing the
national income, or how the surplus product was distributed and ex-
pended. Yet they were capable of genuine enthusiasm. Then in the course
of time the obvious changes in the nature of work, in its control and
management and in various other factors were the most readily for-
gotten, people got used to them and work became a matter of routine.
The younger generation, who did not experience the change-over and
who now tend to compare their work and its results (often superficially
on the basis of incomplete and distorted information) with the situation
in the developed capitalist countries, are unable to conjure up the post-
revolutionary enthusiasm for occupations which fail to satisfy them. It is
not by chance that we find, on the whole, a degree of enthusiasm surviving
longest in special campaigns (brigade work etc.) where the tangible
results serve some exceptional needs of the community.

For a thorough understanding of the changed nature of work under
socialism as compared with capitalism, we need profound theoretical
training; it involves a grasp of the substance of Marxist political economy,
not to mention other social sciences. Such an understanding is, naturally,
still attainable by only a relatively small section of the community and
should be seen as a process in the course of which people gradually and in
a variety of ways acquire knowledge and change their outlook. Theoret-
ical training is, understandably, not the sole factor, because day-to-day
experience, too, can play its part. The latter would yield better results
if, for example, people had a clearer picture of how the national income
is distributed and expended, of the use to which the surplus product is
put, and if they could play a fuller part in deciding these processes.

Even a deep understanding of the transformation of the social charac-
ter of labour under socialism does not however, signify anything morc
than an understanding of the necessity and significance of optimum
performance on behalf of society, of the necessary social distribution and
expenditure of the fruits of labour. Labour itself, however, is not changed
in the sense that monotonous and uninteresting or highly intensive
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work would even for socially conscious people become ther prime want
and concern Such people have simply grasped ats su perority to labour
under capitalism and they will, therefore, be ready to defend the sociahst
economy agmnst any attempt to restore caprtalist conditions, but they
will not be motivated m their everyday work by considerations other
than those motrvating the majornity of therr fellows

From this we can deduce that for the majonity of people the prime in
centive to work does not, 1 the given technical and economic conditions,
lie 1n work stself, but i acquiring the necessary use values produced by others
The majority are motivated by the desire to make sure of the highest
possible level of material consumption, and i some cases of non matenal
consumption which the matenal things can provide The mcentive 1
always corrected to greater or lesser degree by social awareness and en
thusiasm on the following approximate pattern growing awareness and
knowledge are mamfested when together with imterest 1 immediate
reward there 15 2 growmg understanding that both immediate and long
term public needs also make demands on work If the conflict between
the immediate personal and social interests sharpens, the socially
conscrous can for a tune work for the public welfare even at the price of
sacrifieing some of their personal material reward But not even mn the
casc of the most conscious people can this be the rule, because they, tog,
realize that many of these long term contradictions are superfluous or
can be overcome m other ways

Enthusiasm, 1n some cases without fuller understanding, 1s mamfested
not only in socially necessary labour, but also, 1n case of need, mwork
for which personal reward 1s not expected But such work, too, can only
be a short-lived, exceptional occurrence at the sociahst stage of develop
ment and cannot rule out the vatal role of consumption whach, operating
through the medium of material reward, 1s the general incentne under
socialism

4 MATERIAL INCENTIVES

Understanding of the prime labour incentine under socialism imphes 2
constant recogmtion of 1ts influence on the relotuely independent decisions
ahoat grodacionr made by embegrasss, whach should ensure that, 1o the long
run, labour 1 expended to give the maximum returns for the whole
working group Naturally, the group m a soctalist enterprise, and above
all 1ts management, will be more fully endowed with a sense of sociahst
consciousness and understanding of the social necessity of labour than
many wmdividuals In the short term, this awareness can be mamfested
by the performance of socially necessary labour even at the price of 2
temporary sacnifice to the pochets of all members of the group (i the
event of an mcrease m the contradictions between socially necessary
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labour and labour for which the enterprise can reap financial benefit).
However, even in the case of the whole group and its management one
cannot expect socialist consciousness to extend to performing regular and
long-term socially necessary labour at the expense of lowering the group’s
material reward below the level they would receive for other jobs. Hence
Jor an enterprise group, too, the general, long-term incentive for concrete expenditure
of labour will be to gain the highest possible material reward for its members.
1t would be idealistic to think that it is possible to lay down in detail from the
centre what an enterprise should produce, thereby limiting the relative independence
of choice and decision to a minimum. Only people closely associated with pro-
duction can decide its actual course, both the quantity and, above all, the
quality, and the interrelations of quantitative and qualitative develop-
ment. Enterprise managements with their specialized knowledge will
always have to decide the actual trends of production, although their
decisions may be made in the context of overall macroeconomic plans
and with their aid. Their practical decisions will always be guided both
by reasoned knowledge and by definite economic interests, which at the
socialist stage are still of necessity, and primarily, material interests.
In recognizing this we should also recognize that the overall reward of an
enterprise group, its wage fund, should be linked to the development of labour in
such a way that it will stimulate the most effective expenditure of labour. For an
individual group to acquire the greatest number of use values from
others (and this is the issue when we speak of wage funds), it will have to
produce, within the limits of its sector, products that meet the needs of'its
customers, while constantly improving them and keeping costs down to
a minimum. And enterprises should be urged by their own material
interests to do this. Thus the closer their relatively independent decisions
on production approach the optimum, the higher should be their wage
fund, and vice versa. Analysing this requirement, we find that in prac-
tice it can only be met through commodity-money relations.

5. COMMODITY-MONEY RELATIONS UNDER SOCIALISM

An enterprise should in the first place produce use values for all its
customers in proportions corresponding to demand, and progressively
improve them or develop entirely new use values. There is no better
judge'of whether products are in fact use values of the kind required than
the consumer. Therefore, the first condition for an enterprise to acquire a wage
Sfund in return for its operations is that the consumer should assess how far the
products meet his needs. No one is likely to invent a better way than that linked to
commodity production, whereby the consumer voluntarily, free of any adminis-
trative pressure, confirms the usefulness of commodities by buying them. This then
is the first feature of commodity relations.
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Of course, an enterprise i exchange for 13 use vlues €an recene 4 s
values from others only in proportion to the amount of socially necestan
labour expended on the commodities exchanged It wall tny tn exprrd
socially necessary labour onlv insofar as thus labour s reatized as vilue,
that 15 insofr as 1t decides the exchinge ratios or prices (in maney ex-
change) of the commodaties bought and sold Conscequenthy, if all enter.
priscs produce use values for others, i they expend I1bour for othery vt
the mun aim of acquirmg the drgest possible wage funds (use values
from others), then the synthesis of these matually contradiciory erdeavo.rs b
the realization of labour as ralue The fact that every socrabist enterprise
transfers a share of the ¥ 2lue realized 10 cover socil requirements mles
no difference Tlus labour, too, which s destined for centrahzed soctal
cxpenditure, has o be renbized as a component ol value m the process of
exchange The aerage long term recessity for mutaally equicalert excharge v,
therefore, not negated, but on the contrary emphasized This 1s the seco=d ferture
of commodity relations

Fnally an enterpnise has to build up 1ts wage fund in direct proportion
to the value realized As a percentage of realized value, the size of the
wage fund will rise and fall proportionally to the movements of the
former An enterpnse will, naturally, be interested not enly m reabizing
the maximum value, but together with this in prodocing the maximum
volume of use « 1lues, 1 ¢ 1n producing 1l its products productivels {and
at mmtmum cost), and moreorver in turming out the very best, progressive
use values If then the grow th of the wage find of an enterpnse can out-
pace the growth of tot1l realized value thanks to cutting actund produc-
tion costs as compared with socially necessary production costs and
makmg use values supenor to the general run, this will encourage the
enterprise to follow such a course It can be done 1gamn through com
modity money relations as follows

(@) The uage fund rises in proportion lo the actual growih of income (gross or
net), the share of which in total realized value {sales) rises the more, the
lower are the material costs (or production costs Ahtogether) with which
the given salue has been created and realized

(6) The total value realized (sales) will be the greater, the rore e
quality and usefulness of Prodiscts nise atore nie arerage ana' 1'e thgfer e proey
obtained for them

Thas 18 the third feature of commodity refations

Under the gasven conditions of Iibour no one has been able, or s Tikely
to suggest a better way of mteresting groups of producers in opimum
operation than through the action of commodity-money reftions Lach
socialist co-operating group can, m cffect, acquire commocdities with tl.r
required use 1 alues from other umts ony 1o the value of which they hinve
themselves produced commodities of a given use « 1lue for others This s

”»



SOCIALIST MARKET RELATIONS 145

the essential substance of commodity relations. Their prime cause is
confirmed as really being that under certain conditions of production de-
termining the nature of labour and consumption as explained above,
consumption is the foremost incentive for the work of groups producing
for each other on the basis of advanced division of social labour.

More surprising than the recognition that socialist production rests on
this essential commodity basis is the fact that this recognition has come so
tardily and is meeting with such obstacles and ideological resistance.
The explanation lies in those special features of socialist commodity
production which justify us in referring to it as a special type of com-
modity production. In the past, however, these features were blown up
to such an extent—both theoretically and in long years of practice—that
the underlying substance of commodity production was lost to sight.

Before enumerating these features of socialist commodity production,
we will briefly examine why this aspect of socialist production was re-
jected, or at the most acknowledged in a severely truncated form, for
SO many years.

The underlying theoretical cause is, in fact, that the founders of scien-
tific socialism, Marx and Engels, were able in their day to acquaint
themselves only with the private type of commodity production. They
tied these relations to private production, and therefore supposed that
with the extinction of the capitalist economy, commodity production
would also disappear. Today we should clearly recognize that Marx and
Engels were in their day unable to foretell the complexities of a socialist
economy, and indeed they never set themselves such a task.

Only a hopelessly dogmatic interpretation of Marxist-Leninist
theory is capable of denying the existence of new realities just because
they were mnever stated and explained by the classics of Marxism—
Leninism. On the contrary, the most scientific and fruitful understanding
of Marxism-Leninism, one that genuinely applies its true theoretical
method, presupposes that it will be continuously developed and en-
riched with new realities. The true proponents of this teaching are not
those who deny the existence of socialist commodity relations because
they contradict the letter of the classics, but those who in line with the
realities of these relations undertake their theoretical elucidation and
then help to extend and apply them in practice.

Very early, in the light of initial experience of the growth of the Soviet
state, Lenin realized the need to use commodity-money relations. He
stressed the importance of enterprise cost accounting, seeing it not
merely as simple book-keeping, but linking it fully to the aim of harnessing
the material interests of the enterprise. Unfortunately, he did not have
time to work out and explain this method more fully and consequently he
was unable to prevent its subsequent degradation to a mere formality.

10 - FsC
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Above all, there was no theoretical work to refute the 1dea that com.
modity production would disappear when private production had been
replaced by sacialist relations of production Commodity production
which was underhned by Lemn at the time of NEP was Linked to private,
small-scale production of the transition period This explams the revival
of theories about the abolition of commodities and money 1 the Soviet
Union following the collectivization of agniculture and the endmg of
private production

Staln did, 1ndeed, play a progressive role m countering these purely
speculative and sectartan views and defendmg commodity-money rela-
tions However, he commutted other serious theoretical errors, which
flowed m large measure from the state of the Soviet economy at the time
The consequences of these errors were operative for a long time both m
economic practices in the Soviet Umion and later mn the economues of
all other socialist countries He put forward the theory that commodaty-
money relatrons are mn the nature of a foreign element m a sociahst
economy which has to suffer them purely because their existence 1s forced
upenit by co-operative forms of socialist ownership, which he regarded as
inferior forms in which socialist princrples were inadequately embodied

He believed that in the sociahist state sector there could be room only
for accounting and recording of values m response to external relations
(with co-operatives and other countries) and that genume commodity~
money relations could not exist between socialist state enterprises
These relations should also, 1n his view, be quickly elimmated from deal-
mgs between state and co operative enterprises

This theory of Stalin’s, which was strictly adhered to durmg his life-
time and 1s still widely apphed 1 practice, became a deep-rooted dogma
with grave consequences for socialist economic growth It magnified the
special features of socialist production to an extreme Although m therr
true proportions these features necessarily distingwish the socrabist and
capitalist types of commodity production, when magnified in this specu
lative way they lead 1n practice to a break down of the commodity nature
of socialist production, thereby sertously aggravating the conflicts exist-
mg within commodity production

In the economc debates of the twentres and churties, with whek
present day economusts are gradually and with considerable difficulty
becoming acquanted, many notable theoretical views were expressed
on the utihzation of commodity—money relattons, the law of value and
soon Many of the views advanced by Soviet econamusts at that time were
later suppressed and we are only gradually getting to know at least some
of them For the most part they were concerned wath questions of the
commodity-money mechamsm m the period of iransition to a uniform
socialist economy, the relation of private agricultural production 0
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socialist industrialization, resources for the industrialization drive, the
balance and contradiction between industry and agriculture, etc. The
market was, on the whole, still seen as belonging to an economy with
several social sectors. One can find only some abstract ideas about the
general necessity of using the market as an instrument of planned growth
under socialism.

Rather better known are the discussions of economists (Marxist and
non-Marxist) during the thirties and the immediate postwar years in
the West concerning socialist planning, management systems, centralism
and decentralism, prices and the market etc.

The Polish economist Oskar Lange,} writing in the early thirties, was
among the first to link socialist planning with the market mechanism and
to underline the role of balanced prices in ensuring effective distribution
of resources within socialist industry. His outstanding contribution has
been in connection with the structure of production, where he has drawn
attention to the opportunities for substitution in production and con-
sumption, to the presence of various alternative courses and the role
of prices in securing the most effective variant. Unfortunately, his ap-
proach to the market fails to reveal the socio-economic basis that exists
under socialism, too; he does not start from the intrinsic conflict between
socialist labour and economic interests and, therefore, fails to show prices
as being the necessary form in which this conflict can be resolved. Conse-
quently, he is unable to put his finger on the true nature of the socialist
market and the dialectics of the plan/market relation. Since his outlook
was necessarily influenced by the views then prevailing among Marxist
economists, that is that the market mechanism cannot operate together
with socialist planning, he looked for a substitute to the market in bal-
anced prices fixed at the centre and, in fact, was too ready to make con-
cessions to a concept of socialist planning based on administrative
priorities.

Understandably, no theoretician is able to go much in advance of his
times, nor can he free himself altogether from the prevailing views. He
can hardly be expected to come forward with findings that have to grow
and mature in soil provided by accumulating, generalizing and analysing
practical experience. At a time of rapid growth rates, when certain
contradictions within this growth were still far from being as apparent
as they are today, it was very much to the credit of an economist if he
pointed to problems of structure, effectiveness, the market and prices
under socialism, even if he was still unable to attack some of the ‘axioms’
of socialist theory, show up their fallacies and find a radical solution.

Credit for re-discovering all these notable theoretical contributions
made in the first half of the century is due, above all, to Polish cconomists

1 He was working at the time in the U.S.A.
10-2
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who took the lead m the socialist countries by embarking m recent
decades on a full discusston about sociahist economic models and fques
tions of cconomuc synthesis W Brus, author of ‘Socrabist Econorue
Models’, hns made a notable contnbution to current theoretical think
ing by hus attempt to formulate the essential substance of these long past
discusstons and to find their reles ance to the problems engaging us toda

Despite the tremendous value of the Polish work, even here we do not
find \nexplanation of the ofjectiee necessity for the existence of commodits -
money relations and the market 1 a sociahist economy, nor of the 1
posstbilily of resoliing economuc confhicts when these relations tre restricted
or suppressed by the old method of administratine planming The ex
planation of market relauons 1s not sought i the mner contradictions of
socialist labour at the given stage of the development of the productive
forces and, therefore, the market docs not appenr as 1 necessary econo-
nomic form of resolving these contradictzons within the frameworl of
socialist planning  Consequently, the decentralized management model
1s stll regarded s just one of the possible models, while the share of
centralization and decentralizalion 1n management 1s seen as a matter of
knowledge and not as connected with the contradichions mherent 1n
€Conomic mterests

Let us now examne the real features of sociahist commodity production
and how they have been incorrectly magmfied

6 PROBLEMS OF CENTRAL PLANNING

When a socinlist economy 15 brought into being private appropriation
1s on the whole doomed to extinction Resolutionary measures in the
realm of powser and the law enable qualitative changes to be made in the
cconomc field Individuals able to appropnate the fruts of wnother s
labour disappear from the scene Nor can ndividunls 1y longer sell
commodities produced by others, they cannot use thus exchange to 1c
qurre the necessary articles of consumption 1nd means of production ard
they cannot appropriate surplus value hide 1 fundimental change
takes place in the socsal character of co-operating groups in w lnch workers
and appropriators no fonger coniiont cacls otker, dhere 1§ trepsleraalion
of 11l the processes of distribution and exchange, 100, and this conditions
the bre1k up of prinate appropriation

Its place 13 taken by social appropriation, wiich significs a certain
purposeful planning of the processes of labour, distnbution and exchange
for society as a whole, and regulition wnd co-ordination of group actis
ties 1 line with the vital mterests of all working people Henee the
cardinal feature les in the fact that 2l Jabour 15 expended sn accordance
with the needs of society 1s 2 whole with the aid of a umform soctal
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plan. However, this is the factor which above all in theory, but also in
practice, has been enormously overrated.

The most typical theoretical exaggeration was the thesis that labour
was by its very nature social and the postulation of this as an absolute
concept. It was then considered possible for the uniform economic plan
to be used as 2 means of ensuring that all products would correspond to
the needs of the consumers and be produced with the highest possible
social productivity. In consequence it would be possible under state
socialist production to distribute all products directly to the consumers
and, therefore, within this sector commodity exchange and the market
would be unnecessary. If it were not for co-operative production,
neither commodity production nor its allied categories would need to
exist and production costs (for reasons of economy) could be entered in
units of labour time. The theory was crowned by the argument that com-
modity production cannot exist in a system of state-socialist production
because there are no separate owners to confront each other. This
‘ownership’ theory was then formally extended to the point of a special
definition of the relations of production, which was supposed to demon-
strate in the most general way (without definite historical backing, how-
ever) that the forms of ownership (without a precise definition of the con-
tent of this category) have always decided the modes of distribution and
exchange.

Just because I at one time grasped this formal thread in Stalin’s
concept, I have first of all essayed in a more extensive work to refute his
basic theory of production relations and ownership. Many colleagues,
however, find difficulty in comprehending the connection between the
analysis of production relations and ownership in general, and the de-
finite suggestion that the necessity of commodity-money relations and
their utilization under socialism be recognized. I am not concerned here
with conducting a polemic at this highly abstract level; nor do I wish
to refute incorrect ideas about labour planning under socialism by re-
futing Stalin’s basic errors concerning ‘ownership forms as the basis of
exchange relations’. I think, however, that our brief historical recapitu-
lation has shown that no appropriation exists either historically or
logically without including distribution and exchange, and that owner-
ship in its specific volitional and legal manifestations has never existed as
a general social phenomenon without specific economic appropriation,
i.e. without specific production, distribution and exchange activities.

Let us, however, return to a closer examination of the error involved in
the proposition that the direct social character of labour is absolute. In
the first place, this theory, in its entirety, is a tremendous simplification
of the process of cognition, completely ignores the impossibility of a plan
which will take into account all the manifold economic linkages which
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can hardly be matched in the complexity of their wnterrelationships by
the growth and development of any other form of the movement of
matter Primanly, these are all the real Iinkages between the production
of an enormous number of use values which are necessanly subjected to
constant change and, on the other hand, the diverse assembly of wants
which also follow therr relatively independent course, to this must be
added the lugh degree of social diviston of labour Then there 1s the Ik
age between the trend of mdndual costs of producing use values and
that of all the factors determmung the growth of social productivity
Finally, there 1s the interloching and dialectical interdependence be
tween the trend of production costs conditioned by the trend of produc
tivaity, on the one hand, and the trend of wants and of the use values
produced, on the other While the movements of production costs and
productivity exert a strong mnfluence on the trend of wants and of the
use values produced, the reverse 1s also true Thuswe can form an1dea of
the tangled web of connections and mnterconnections 1n a country like
Czechoslovakia, for example, preducing roughly one and a half million
types of use values

It goes without saying that the planned progress of geaning the con
crete and most productss e social labour expended to the overall conerete
wants of society cannot be carmied out without a process of generalization
and aggregation towards the centre of society Only the most basic and
general linkages among the highly aggregated economic factors can be
recorded at the centre Itisnotenough to take note of these factors, how
ever There must be management and organization capable of presenting
the plan in concrete terms and guiding all decisions and mnstruments of
management both m space (through a network of operative manage-
ments at lower level} and 1n time, 1 e through short term plans and de-
cisions as opposed to the long range plan and forecasts Conceding the
need for such generalization and aggregation 1n space (towards the
centre} and in time, there was, nevertheless, a falure in the past to recog-
nize the enormous number of potential vanants in cconomic growth,
requmng that factors stemmung from perpetually changing details
should be truly generalized and aggregated from below up to the centre
Furthermore, 3t was not grasped (iat co-operatug groups it Aywer kels
especially the enterprses, should be given only overall guidance, w hleat
1s xmpossible for central assignments to be mechamcally diaded out and
handed down from the top, which would imply detailed charting of day-
to day decisions for the enterpises from the centre The need was not seen
for enterprises to have relative freedomn choosing their own production
programmes from the many possible variants within the planned, broadly
defined course of economic growth

Secondly, this theory drastically simplified the part played by interests
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within a socialist economy. It elevated the unity of interests among
enterprises and society to the status of an absolute principle and com-
pletely overlooked the objectively-based, specific material interests of
enterprise groups and the inevitable emergence of non-antagonistic
conflicts between the centre and enterprises, and between different enter-
prises. The concept was, in short, that the socialist enterprises would al-
ways tend to make decisions fully in accord with the interests of society
and that it would suffice to give individual members of an enterprise
material incentives to fulfil a plan handed down from the top.

In reality, however, not only do the material interests of individuals
and society conflict, but the material interests of all members of an enter-
prise group always tend to merge into a general interest of the entire
enterprise in having the largest possible wage fund and this, naturally,
plays a big partin shaping decision-making by managements. The way in
which this wage fund is geared to performance then conditions decisions
on enterprise operations taken by its executives.

Understandably, all previous economic stimuli which have generated
a certain degree of mutual conflict between the operations of specific
sector (branch or enterprise) managements bore the stamp of the exist-
ing system of administrative planning and management. This system,
whereby, through a well-defined set of planning indicators, the attention
of managements was almost wholly and unilaterally directed to the quan-
titative aspect of production, led inevitably to the neglect of quality and
of the development of use values.

Central planning and management authorities, using all available
indicators, were still able to do no more than regulate the volume of pro-
duction, whether of very broad groups of products, or of a few selected
items. Even the ‘quality indicators’ were, economically speaking, merely
further indicators of quantity because in effect they simply set the trends
of certain volumes of production (measured by value or by physical
output) correlated to the labour force (productivity), or various other
quantititative expressions of growth of production and labour expended
(indicators of operating costs, manpower, productive fixed assets, etc.).
Apart from a negligible number of technological development projects
fixed at the top, none of these indicators were capable of deciding the
development of actual use values, their improvement, replacement, the
technology and techniques of their production, etc. Progress in quality,
whereby production both satisfies and stimulates new needs, had to be
left almost entirely in the hands of enterprise and plant managements,
who by their intimate contact with production (including research and
development) are alone fitted to carry it forward.

However, the qualitative development of use values, and the propor-
tions in which they are to be produced (which again, with the exception
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(in the economic sense) indicators. This, accompanied by rather general-
ized political and moral appeals for better technology and quality, was
bound to encourage an undue stress on quantity at the expense of use
values and advanced production methods. Enterprises concentrated on
fulfilling and overfulfilling their annual planned assignments (volume
of gross output, output of goods, net output, or gross output related to
manpower) and they avoided anything likely to stand in the way of this
aim. They, therefore, looked askance at technological change, product
improvements (indeed, decline in quality was often suffered in silence)
or putting new items into production.

Increasing the number of indicators planned and checked from the top
can never be effective in transforming this one-track system into a
stimulus to optimal growth. All practical attempts of this kind were
bound to fail and all theories formulated on these lines have remained
empty, impracticable abstractions. No one has been able to suggest
how central indicators can be made to serve as substitutes for research,
development, construction, designing, technological and other activitics
carried out by the enterprises. These provide the groundwork for im-
proving quality and, in accordance with the economic incentives at
work in the enterprise, they may be held back more or less, or more or
less encouraged. Nor has anyone thought of a way by which central
indicators can maintain a balance among all sectors of production and
guarantee that every item will be constantly available in quantities
corresponding to the fluctuations in consumer demand.

Under the old, detailed system of directive planning and management
with production programmes aiming primarily at quantity and wage
funds tied solely to plan results, concern for the size of wage funds exerted
enormous pressure on enterprises to choose the one-track course of purely
quantitative extensive growth at the expense of quality, effectiveness and
socially necessary development. That is to say, not only insufficient under-
standing, but also the specific material interests of producers generated
the growing contradictions between the concrete labour expended in
an enterprise and the socially nccessary development of labour.

In correcting these erroneous theoretical views we need to grasp both
the necessity of commodity production under socialism, as previously
explained, and the specific features of this type of production.

7. A SOCIALIST MARKET

By harnessing their interests through commodity exchange, socialist
enterprises should be pressed to seek the most productive socially neces-
sary, optimal production programmes. Commodity relations here, how-
ever, are between socialist co-operating groups in a system of planned
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co operntion covenng the whole ecanomy  Socihist enterprises do not
work completely separately and independently of each other, according
to their own 1nterests and decisions, for 2 more or less unknown market
Their general course 13 co ordinated and balanced by the macro
economic plan  lhe basic structure of ther output programmes i
regulated by overall planning Technological and myestment policies
are under phinned control nd the traming of personnel 15 organized
with regard to the changes in the structure of the Iabour force The plan
1so fays down the overall dustribution of the national income and regu
Intes the movements of hey prices, price relations and the general price
level By these means planned regulation 18 extended to cover the whole
field of market demand and s fundamental structure In this sense we
re theorcticnlly justified 1n saying that the labour of socicty taken as a
whole s, 1n the mun, expended in 1 directly planned way and in harmony
with thic overall planned regulation of social demand

Tlus does not mean that 2l concrete Inbour eapended 1s socrally
necessary labour Contradictions are bound to anise—between the de
velapment of Itbour and the growth of needs, between the potential
sources for rusing productivity and the mosement of actual production
costs, between the prospects for improving use values and the normal
course of their production, etc In short, while 1t 1s possible by planmng
to raise the socially necessary content of labour, there 1s no way of guaran
teeing that 2l labour expended wall be identical with socially necessary
labour And for the very reason that the contradictions between the
concrete labour of the enterprises and socinlly necessary labour cannot
even be avoided 1n an overall, plinned system of socialist co operation
commodity money relations are needed all the time to help overcome
them The contradictions, which partly stem from the specific materal
intercsts of the producers (interests arssing from the objectively con
ditioned character of labour) coming mto conflict with social interests
arc felt by enterprises through losses of value on the market when therr
products fetch lower prices On the other hand, optimal performance
(harmony between concrete and socally necessary labour) brings gains
in the realization of values

In this sense there 13 no question, cven with socialist commodity pro
duction, of cquivalent exchange among cnterprises of an arbitrary
amount of expended Inbour, but of value equuvalence (equal cxchange
of a socially necessary amount of labour) He who expends more labour
on 1 certamn ty pe of commodity than 1s socially necessary loses, and vice
versa Whoever produces unwanted commodities, or more than are
nceded, loses, ind whoeser, on the other hand, produces new and better
usealues for which demnnd exceeds supply for a time, 15 bound to gam

In this manner the sociabst market helps, within the scope of the
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macro-economic plan and through the direct contact of interests be-
tween producers and consumers, to encourage enterprises to undertake
production of commodities that are in demand, steadily to improve their
assortments while lowering production costs. This is a supplementary
function of commodity-money relations, of the market, prices and money
in resolving conflicts implicit in socialist labour, which planning can do
a lot to keep in check, but cannot entirely climinate.

The market to be regulated is, of course, socialist and in the main only
socialist producers and trade organizations sell on it, while the means
of production, too, are sold to socialist organizations, so that there is no
prospect of capitalist production re-emerging. Nevertheless, it is essen-
tially a real market, with real commodities, and real money, which are an
expression of certain internal contradictions in social labour and therefore
perform a real economic function, not merely that of formal accounting.

In this way the socialist stage of development sees an organic linking of
social planning with commodity—money—market relations, and this is the
basic feature of this type of commodity production. Its origin lies in the
necessary and at the given stage insoluble conflict in social labour, which
in its turn stems from the contradiction in the material production base
of a socialist economy. This production base on the one hand requires
that all labour in the economy be expended according to plan and di-
rectly linked in social co-operation, while on the other hand it has not
yet made labour man’s prime want and cannot yet provide for full
satisfaction of his needs as under communism. While creating common
interests of society as a whole, interests respected in planning, it also
generates specific interests of groups and individuals, which come into
non-antagonistic conflict on practical issues. These conflicts cannot be
overcome all the time by planning changes in this or that economic
activity from the top. But it is possible and necessary to utilize commodity
relations and the direct interplay of interests between enterprises, and
between producers and consumers.

Comprehension of this necessary relation between socialist planning
and the socialist market, comprehension of the necessity, substance and
special features of the socialist type of commodity production is the main
theoretical factor which has contributed in no small measure to the search
for a new and more effective system of planning and managing the
national economy of Czechoslovakia.

B 8. CZECHOSLOVAKIA’S NEW SYSTEM

_This theoretical groundwork was used in framing the principles of the
néw system of planning and management:
: ,.‘:—:};lanning procedure had to be changed primarily in the direction of
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restrictng the central economic plan to questions of macro-economue
growth based on realstic analyses of demand trends, technological
econornuc analyses and computing optimal solutions

Enterprises should be free to frame their optimal progrimmes in rela
tive mndependence and 1n harmony with production conditions and the
market, therefore, they should not be hemmed i1n by ngid, subjectively
framed and mechanically adminstered orders concerning volume of
output

Enterprises, which will have to assess their future market and male sure
of getting the best possible returns, should be given a considerable voree
m drafting long range plans and, abose all, m selecting investment pro-
Jects with 2 view to their most effectnne use All muestments will be
financed by the enterprises from their own funds or from creduts Major
mvestment projects will be mncluded in the long range economic planin
order that the basic proportions of production may be regulated

The centre should make use of financial levers to encourage fulfilment
of macro economic plans, which serve primanly as guidehines These
levers mclude the transfer and redistribution of part of the incomes
earned by enterprises, credits and interest, prices taxes, custom duties,
export premrums, subsidies, etc These methods will enable the central
authorities to ensure that the necessary balance 15 mamtained betuween
accumulation and consumption within society, that the financal re-
sources allocated by enterprises for matenial mputs are i harmony with
the production and import of means of production, that a balance 1s
kept between money resources and the volume of goods on the market,
basic wage relations are established as between branches of production
and that other simmlar macro economic proportions are maintained

With the relatrve stabilization of their transfers to the state treasury,
enterprises will be able to react more readily to economic changes (prices,
taxes, mterest etc ), and, accordingly, make thewr own decisiens on their
production programmes, wage policies, techmcal development, mvest
ments etc with a view to ensuring as far as possible a steady, lsting and
maximum growth of the wage fund

Since they will have to cover 1l their eapenditure from mcome, therr
decisions w1il be axmed at getting MIAXNTIUITE RECUITIS W (Y TR pro-
ductron costs On the average, how ever, price relations will have to follow
the relations and movement of socially necessary production costs {based
on value, or value modified by the sociahist production price), s0 that
equn alent exchange between the socialist enterprises should as a general
rule be mamtamned

Takings will, with a few exceptions, grow more rapidly when perform
ance 1s optimal, that 1s to say, not only when volume of output alone 13
stepped up, but when together with thus products are put outin a % cll

THE COMPUTER AND THE MARKET
OSKAR LANGE

I

Not guite 30 years ago I published an essay On the Eronomic Theory of
Soctalism.} Pareto and Barone had shown that the conditions of economic
equihbrium m a socialist economy could be expressed by a system of
simultaneous equations. The prices resulting from these equations
furnish a basis for rational economic accounting under socialism (only
the static equihibrium aspect of the accounting problem was under con-
sideration at that time). At a later date Hayel and Robbins maintained
that the Pareto-Barone equations were of no practical consequence,
The solution of a system of thousands or more simultaneous equations
was 1n practice imposable and, consequently, the practical problem of
economic accounting under sociahism remained unsolvable,

In my essay 1 refuted the Hayek~Robbins argument by showing how
a market mechanism could be established in a socialist economy which
would lead to the solution of the simultaneous equations by means of
an empirical procedure of r3al and error. Starting with an arhitrary
set of prices, the price is raised whenever demand exceeds supply and
lowered wheneser the opposite is the case. Through such a process of
tatonnements, first descnbed by Walras, the final equilibrium prices are
gradually reached. These are the prices satisfying the system of simul-
taneous equations. It was assumed without queston that the tilornement
process in fact converges to the system of equilibrium prices.

Were I to rewrite my essay today my task would be much simpler.
My answer to Hayek and Robbins would be: so what's the trouble?
Let us put the stmultaneous equations on an clectronic computer and we
shall obtain the solution in less than a second. The marhet process with
its cumbersome ldlonnements appears old-fashioned. Indeed, it may be
considered as a computing device of the pre-electronic age.

II

‘The market mechanism and trial and error procedure prc:poscd in

my essay really played the role of a computing device for solving a sys-

tem of simultaneous equations. The solution was found by a process of

1 The Review of Econorue Studies, London 1936 and 1937 Repunted 1a O, !.z?gc and

F. AL Taylor, Oa the Econonye Theory of Sacalismt, edited by B. E. Lippincott, Mianeapols 1938
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iteration which was assumed to be convergent. The iterations were
based on a feedback principle operating so as to gradually eliminate
deviations from equilibrium. It was envisaged that the process would
operate like a servo-mechanism, which, through feedback action, auto-
matically eliminates disturbances.}

The same process can be implemented by an electronic analogue
machine which simulates the iteration process implied in the tdfonnements
of the market mechanism. Such an electronic analogue (servo-
mechanism) simulates the working of the market. This statement, how-
ever, may be reversed: the market simulates the electronic analogue
computer. In other words, the market may be considered as a computer
sur generis which serves to solve a system of simultaneous equations. It
operates like an analogue machine: a servo-mechanism based on the
feedback principle. The market may be considered as one of the oldest
historical devices for solving simultaneous equations. The interesting
thing is that the solving mechanism operates not via a physical but via
a social process. It turns out that the social processes as well may serve
as a basis for the operation of feedback devices leading to the solution of
equations by iteration.

I11

Managers of socialist economies today have two instruments of eco-
nomic accounting. One is the electronic computer (digital or analogue),
the other is the market. In capitalist countries too, the electronic com-
puter is to a certain extent used as an instrument of economic account-
ing. Experience shows that for a very large number of problems linear
approximation suffices ; hence the wide-spread use of linear programming
techniques. In a socialist economy such techniques have an even wider
scope for application: they can be applied to the national economy as
a whole.

It may be interesting to compare the relative merits of the market
and of the computer in a socialist economy. The computer has the un-
doubed advantage of much greater speed. The market is a cumbersome
and slow-working servo-mechanism. Its iteration process operates with
considerable time-lags and oscillations and may not be convergent at all.
This is shown by cobweb cycles, inventory and other reinvestment
cycles as well as by the general business cycle. Thus the Walrasian
tdtonnements are full of unpleasant fluctuations and may also prove to be
divergent. In this respect the electronic computer shows an unchal-
lenged superiority. It works with enormous speed, does not produce

t Cf. Josef Steindl, ‘Servo-mechanisms and Controllers in Economic Theory and Policy’,
in On Political Economy and Econometrics, Essays in Honour of Oskar Lange, Warsaw 1964, pp. 552~
554 in particular.
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fluctuations 1n real economic processes and the convergence of its
iterations 1s assured by 1ts very construction

Another disadvantage of the market as a sery o-mechansm 15 that ity
1terations cause income effects Any change m prices causes gams and
losses to vanous groups of people To the managentent of a spaahst
economy this creates vanous social problems connected with these gains
and losses Furthermore, 1t may mohilise conservative resistance to the
tteration process nvolved wn the use of the market as a seryo-mechanusm

Iv

All this, however, does not mean that the market has not its relatne
merits Furst of all, even the most powerful electronic computers have
a limited capacity There may be (and there are) cconomic processes
so complex n terms of the number of commoditics and the type of
equations mvolved that no computer can taclle them Or 1t may be toa
costly to construct computers of such large capacity In such cascs
nothirg remains but to use the old fashioned market semvo mechanusm
which has a much broader working capacty

Secondly, the market 15 mstitutionally embodied in the present
socialist economy In all socialist countries {(with the exception of certaim
periods when rationing was used) consumers’ goods are distributed to
the population by means of the market Here, the market 15 an exsting
social institution and 1t 15 useless to apply an alternatne accounting
device The clectronic computer can be applied for purposes of prognosu-
cation but the computed forecasts have later to be confirmed by the
actual working of the market

Animportant hmitation of the market 15 that it treats the accounting
problem only mn static terms, 1 ¢ as an equihibrinm problem It docs not
provide a sufficient foundation for the solution of growth and develop
ment problems In particular, 1t does not provide an adequate bas:s for
long term economic planning For planmng economic development
long-term mvestments have to be taken out of the market mechansm
and based on judgement of developmental econorme policy This 18
because present prices reflect present data, whereas investment changes
data by creating new incomes, new techmcal conditions of production
and frequently also by creating new wants (the creation of a television
industry creates the demand for television sets, not the other way
round). In other words, investment changes the conditions of supply
and demand which determine equilibnum prices Thus holds for
capitalism as well as for secialism

T'or the reasons indicated, planming of long-term economc develop-
ment as a rule 1s based on overall considerations of cconomuc pohcy
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rather than upon calculations based on current prices. However, the
theory and practice of mathematical (linear and non-linear) pro-
gramming makes it possible to introduce strict economic accounting
into this process. After setting up an objective function (for instance,
maximising the increase of national income over a certain period) and
certain constraints, future shadow prices can be calculated. These
shadow prices serve as an instrument of economic accounting in long-
term development plans. Actual market equilibrium prices do not
suffice here, knowledge of the programmed future shadow prices is
needed.

Mathematical programming turns out be to an essential instrument
of optimal long-term economic planning. In so far as this involves the
solution of large numbers of equations and inequalities the electronic
computer is indispensable. Mathematical programming assisted by
electronic computers becomes the fundamental instrument of long-term
economic planning, as well as of solving dynamic economic problems of
a more limited scope. Here, the electronic computer does not replace
the market. It fulfils a function which the market never was able to
perform.

SOCIALISM, PLANNING,
ECONOMIC GROWTH

SOME UNTIDY REMARKS ON AN
UNTIDY SUBJECT

KURT W ROTHSCHILD

I ‘FUNDAMENTALISTS’ VERSUS ‘INSTRUME"{TALISTS’

The planming reforms i1 Socialist countries, taking therr mspiration frem
the well known blue prints of Liberman, Trapezmbov, Sih and others,
have called forth spirited reacttons from many corners The greater role
to be played by the market, by pnces, profit criterton, etc has induced
politiczans and econonusts to ask profound questions with regard to the
future of socialism

Among the groups offering this or that mnterpretation we can detect
some weird coalitions Thus, hberal defenders of free market capatalism
and conservatne Marxists} combine 1 pronouncing that the mtroduc
tion of market elements and profit cniteria marks the beginming of the
end of socialist and a return {(welcomed or damned) to capitalist modes
of production

A similar situation arises in connection wath the spread of ‘ planuifica
tion and other types of state intervention 1n capitalist countries Herewe
find a union of hiberals of the afore mentioned type and some socialists
(mostly of the nght wing varniety) complamung or rejoicing that these are
the first steps towards socialism Among those who do not take this view
that a silent revolution 15 on its way, the argument 1s frequently chosen
that plamfication and all that 1s not ‘real” planning That 1s, this group,
too, works under the assutnption of a close aad direct correlation betneen
plannng methods and sociahsm

Aganst these fundamentalists’ on both sides we have the ‘moderns
for whom the extent of planning does not take on such a profound sig
mficance While econonusts dedicated to capitalism naturally display a
preference for the (unavoidable) market mechamsm and socialist re
formers show more mterestan {theoretically possible) methods of central

+ As soon as one enters the field of poliacal opincons the prevalence of valueloaded t&r

munology makes Lfe rather dufficult ‘The reader might quate rightly object to having the word

conseratne connected with the term Marost T trust, however that the loose use of
every-day jargon will suffice to convey who and what 1 meant.

[ 162 ]



SOCTIALISM, PLANNING, ECONOMIC GROWTH 163

planning, we find that planning and market elements are regarded above
all as instruments to be used in varying proportions and to be judged by
their efficiency in reaching certain limited objectives.

Thus the Polish economist Brus, after distinguishing a centralized and
a de-centralized model of planning (the latter being defined as a planned
economy with a built-in market mechanism), goes on to write: ‘We are
now faced with the problem of evaluating the centralized and de-
centralized model of a planned economy with respect to their relative
efficiency. It is not possible to pass any absolute judgements, because the
usefulness of the first or second solution depends on many factors and on
the concrete situation (quite apart from the fact that no solution can be
adopted in its pure form). All that can be attempted in the following
pages is a discussion of the advantages and disadvantages of the two
approaches, in order to find out under which conditions the one or the
other should prevail.’

Here a purely instrumental view is taken of the problem how far plan-
ning and market elements can and should be mixed in a socialist econo-
my. A similar attitude is taken by Dobb in his discussion with Bettelheim
and the editors of the Adonthly Review.T It is most forcefully expressed by
the Czech economist, Sik (also quoted by Dobb) when he writes:

‘Until recently, the connection between planning and the market was in-
correctly understood and the concept of the market was applied to the social-
ist economy in a sort of shamefaced way. It was held, wrongly, that planned
social co-ordination, planned management of production, was the absolute
antipode of orientation on the market, of utilizing market levers. Planning
was assumed to be an attribute of socialism alone, and production for the
market a feature solely of capitalism. . . Our production differs from capital-
ism, not in that it should not meet the requirements of the market, but that it
is a different kind of production catering for a different kind of market.’§

Similar ‘undogmatic’ views are also spreading on the ‘capitalist’ side.
Thus Thomas Wilson, though thoroughly opposed to any kind of
socialist planning, is at pains to show ‘that planning and private owner-
ship are not totally incompatible’.}} And with regard to economic de-
velopment the World Bank economist Waterston expresses himself not
less forcefully than Sik:

‘The world-wide acceptance of planning as a means of achieving national
development objectives has made academic the doctrinal debate about
whether a country should plan. For most countries, the question now is how

+ W. Brus, ‘Die Entwicklung des sozialistischen Wirtschaftssystems in Polen. Bemerkungen
zu einigen allgemeinen Problemen’, Hamburger Jahrbuck fiir Wirtschafts- und Gesellschafls-
politik, 10. Jahr, 19635, pp. 1641

1 M. Dobb, ‘Socialism and the Market’, Monthly Review, September 1963, pp. 30-6.

§ O.8ik in World Marxist Review, nr. 3/1965.

| T. Wilson, Planning and Growth (London, 1964), p. 16.
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its place is taken by the principle of planning. ..Value and planning are as
much opposed, and for the same reasons, as capitalism and socialism.’

But not only in theoretical treatises, in the everyday political discus-
sions of pre-war days, too, the terms ‘planner’ and socialist were almost
interchangeable, and a protagonist of the capitalist system was—at
least before the Keynesian revolution—expected to be a staunch de-
fender of laissez-faire.

2. CHANGING VIEWS ABOUT THE PLACE AND
FUNCTIONS OF PLANNING

These shadows of the past colour many of the present-day discussions.
They explain the strong emotional undertones which propositions for
new combinations of planning and market mechanisms provoke in
socialist circles (and similarly among advocates of the capitalist system).}
If planning were indeed more or less synonymous with socialism and
market mechanisms with capitalism, then a socialist would have to be
very suspicious of every shift from centralized planning to a wider use
of market methods. But such a far-reaching equation of certain regulative
instruments with social systems seems to be inadmissible. In this section
we want to indicate that socialist views about the relation between
planning and socialism have undergone considerable change in the course
of the years and that in different periods different aspects of planning
have been in the foreground. The review will be short and incomplete.
But it should suffice to put the extreme planning-market plus socialism-
capitalism dichotomy of pre-war vintage into proper perspective.

If we go back to classical Marxist thought we find socialists almost
exclusively concerned with the basic problem of ownership and class
divisions. Socialism’s task is to end the special power of capitalists and
open the road towards a classless society. This would also mean the end
of an anarchic production for profit, the freeing of productive possibilities
which could be used fully for the benefit of all mankind.

Little consideration was given to the day-to-day organization of this
socialist economy. Planning was not so much regarded as the essence
of socialism, but as the obvious way in which it should be run. Once

1 Unfounded opposition arises, of course, not only from emotional sources of the above-
mentioned kind, but also from vested interests threatened by the proposed changes. Thus
some layers of the planning bureaucracymay fear a reduction in their social status when direct
administrative interference is reduced. Similarly, some capitalists react unfavourably to
planning measures, even if they benefit from them, because they fear their radius of un-
controlled power may in future be reduced. Thus Wilson in Planning and Growth, p. 16, stresses
quite rightly that private capitalists will probably not sabotage planning measures under the
condition that they themselves are associated with the officials in preparing a plan. In our con-
siderations we neglect this problem of vested interests in the planning discussions.
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techrucal progress had increased the size of production units and the
soctal extravagance of 1solated private decision power had been removed
society would regulate 1ts economuc business in the same planned rational
fashion as was done 1n pre-capitabst days Marx did, of course, reakze
that the running of a modern economy 1s by no means a simple affair,
and he stressed that the determination of a proper system of regulative
values and the keeping of detailed accounts would be ‘more essential
than ever before’ T But the detailed problems of an extensive planumg
mechanism were not considered, they were left to the future

The somewhat naive way m which planning was originally taken as
the self~evident return to natural and rational conditions 1s best allustrated
in Karl Kautsky’s popular introduction to Marx’s economic teachmng 3
In the final chapter, which deals with the transiion from capitalism to
socialism, he stresses that there are only two ways to get rid of the contra-
dictions of social production and private appropriation, with which
capitalist markets present us (a) a return to sumple small scale produc-
tion, or {#) social ownership of the means of production With the choice
of the second alternative 1t scems to Kautshy quute self-cvident that with
social ownership production would agam (!} be carried on in a planned
way Just as in pre-capitalist days when “the natural mode of production
was based on social labour planned 1n an orgamzed fashion’ § Kautsky,
following Marx, acknowledges of course that extensive book-keeping
would be required under modern cond:tions

Kautsky also expressed the advantages which sociahsts expected from
planming ‘In the place of anarchic production of commodiues we get
the consciously planned organization of social production, the rule of
products over the producers has come to an end Man, who has increas
ingly become master over the powers of nature, will then also be master-
mg soctal development’ {| This pont will be taken up agam m § 3

The vaguely considered planming aspect of socalism was suddenly
pushed into the lume-hght when socabism replaced capitalism m the
Soviet Umion and was on the verge of being victorious in Central Evrope
Tite socralists who came to power had inkerited the conviction that plan-
ning—more or less full-scale planning—iwould be the immediate and
adequate system of regulating production But now, under the stress of
difficult, practical problems, 1t became clear that previous plannng ideas
provided no clue to an operational approach In Russia, the early
years of the revolution, ‘planmng  was a propaganda phrase rather
than an economic force’

t K Marx, Das Kapial Buch X1 Der Gesamiprozess der kaprtatustschen Praduktion (Berln

1951}, p_ 997
1 I’x hautsky, Aarl Marx 5 okonomesche Lebren (Stuttgart, 1687)
§ hautsky, op e, P 252 I| Kautsky, ¢p &2, p 253

¢ M Dobb, Soriet Econome Development sence 1917 (London, 1948), p 133
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This sudden appearance of socialism as a reality called forth (after
1917) an intensive, though rather short-lived theoretical discussion on
the possibility and methods of planning, which for the first time delved
more deeply into the details of the planning mechanism. The discussion
had two focal points: Austria and the Soviet Union. The rise of planning
debates in the Soviet Union had obvious reasons and does not need any
explanation. In Austria the discussion was not only fostered by the revo-
lutionary situation at home and the short-lived socialist revolutions in
neighbouring regions (Hungary, Bavaria). The existence side by side of
the individualistic Austrian school of economics—then at the height of
its fame—and of a particularly theoretically-minded Socialist camp
provided an excellent breeding ground for analytical discussions of this
sort.

Post-first-world war Vienna has become well-known as the source of
the most closely argued attack on central planning. It was put forward
that planning was in principle unable to solve the problem of a rational
allocation of resources, quite apart from any practical difficulties. This
influential paper by Mises{ of 1920, which later obtained a wider circu-
lation when it appeared in English translation in Hayek’s collection on
planning problems,} was already fully refuted by an earlier article by
Barone.§ But Mises’ provocative essay was an important stimulus for a
closer examination of the infricacies (if not the impossibility) of planning
efficiently in the million-commodity-world of modern times.

The allocation problem had received little attention from socialists in
earlier days. Now Mises’ attack started one set of discussions among
socialists in which the solution of the allocation problem became the
piéce de résistance. Among the main contributors in the inter-war period we
might name Taylor, Tisch, Dickinson, Hall, and Lerner.|| The most dis-
tinct formulation of the problem and one form of its solution is contained
in Lange’s famous article on the economic theory of socialism.q

For this group of writers the proof that socialist property relations
can be combined with the allocation solution of competitive equilibrium
theory was the primary task. By researching in this direction they were
important fore-runners of to-day’s instrumental attitude to market
mechanisms and of contemporary decentralization proposals. But they
were probably too fascinated by Mises’ allocation puzzle and too dedi-

T Mises, ‘Die Wirtschaftsrechnung im sozialistischer Gemeinwesen’.

t F. A. Hayek (ed.), Collectivist Economic Planning (London, 1935)-

§ E. Barone, ‘Il ministerio della produzione nello stato colletivista’, Giornale degli Econo-
misti e Rivista di Statistica, September and October 1908, pp. 267-93, 391~414. An English
translation is contained in Collectivist Economic Planning.

|l Some of the literature is quoted on pp. 173 and 16 of the second edition of J. A. Schum-
peter’s Capitalism, Socialism, and Democracy (New York, 1942).

€ O. Lange, ‘On the Economic Theory of Socialism’, Review of Economic Studies, October

1936 and February 1937, pp. 53-71, 123-42.
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cated to the frame-work of statc competiion theory Exven a non-
Soctabist writer ike Schumpeter pointed out that the competitive equi-
Iibrium solution would only secure a short-run maxymum and that ‘onl
outright beefsteak socialism can be content with a goal such as thus’

Side by side wath this Mises-proveked tramn of thought intensne dis-
cussions on the method and aims of full-blooded planmng developed
Austrza and the Soviet Umon In the years between 1917 and 1925
Viennese socialists were heavily engaged in disputes about these themes
Among the mam contmibutors we find O Neurath, X Polanyi, O
Bauer, O Leichter,{ and W Schuff The book on planning by the last-
named author§ represented the culmmation and—with the advance of
fascism—the end of this debate

Much of this early discussion turned round the guestion whether
planming should be 1n physical quantities or whether monetary account-
ing should be used Otto Neurath, a rernarkable personality, was a force-
ful advocate of physical planming In 1919 he proposed hus system to the
Workers’ Soviet in Munichi| as a guide to action, at the same time stres-
sing the need for elaborate statistics In Neurath’s memorandum we find
(for the first time?) soctalism defined as planmng But he explang this
stress on planming by the great poverty of post-war Germany From thus
he deduced the need for strong social priorities which only a plan could
secure ¥

Neurath remained fairly 1solated with his demand for physical plan-
mng With the recovery of the economy the emergency character of
planning faded nto the background If we take Schuff’s later work}f as
representative of the mamn trends 1n the Vienna group we find already
some remarks on money and markets (pp 67/8), on the lach of a theore-
ucally defined *welfare function® (pp 51/3), on wage differentials etc,
which sound rather modern In our context, however, 1t 15 of greater
imterest to see that planning 1s mainly desired for two reasons to provide
soctaf justice and to avoid depressions The growth and allocation aspects
seemed less important m those days of crisis and mass unemployment
Thus Schuff expected that iz an advanced countTy which conld change
over to soctalism with 1ts productive apparatus remaimng mtact, capital
accumulation wounld not be carried out to any great extent’ and ‘the
Economic Plan could consequently be given a more or less static charac-
ter’ 31 We certamly have travelled some distance these past thurty years!

Schumpeter, op at, p 184
f‘: O chcl;ztcr’geﬁfe a g?:od summary of the debate in ‘Die Wirtschaftsrechnung m der
somabstschen Gesellschaft?, Marx-Studien vol § nr 1 (Vienna, 1923}
§ W Schuff, Die Planwirischaft und thre Hauplprobleme {Berhin, 1932)
I O Neurath, IVeser und Weg der Soziahinenmg, Gesellschafistechmisches Gutachien vorge-
tragen in der 8 Vollstzung des Munchner Arbeiterrates (Munuch, 1g919)
9 Neurath, op af p 2t t1 W Schuff, op at 13 W Schuff, op ab. p 48
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In the Soviet Union the discussion which dominated the twenties
stood under the pressure to produce as quickly as possible practicable
solutions.t Many of the technical problems discussed at that time have
become prominentin the contemporary planification debatesin capitalist
countries. Thus the role of projections is analysed, the question is raised
whether plans should be forecasts or programmes, whether they should
mould the economy or—by making visible the underlying trends—just
help it to follow its ‘necessary’ course in a smoother fashion.} As far as
the aims of planning are concerned we find that they were largely de-
termined by the war-torn and backward state of the Russian economy:
structural changes and growth rates loomed in the foreground.

The urgent need to settle on a workable method of planning made it
necessary to lead the discussions to some definite conclusion. In the end
the method of balances was victorious. After World War IT it was copied
by the new Socialist states as the only available practiced pattern of full-
scale planning.

The short sketch of the preceding pages shows that after World War I
there had been important beginnings in the endeavour to clarify the
role, methods, and aims of socialist planning. These discussions came to
a more or less abrupt end at the beginning of the thirties. In Central
Europe the rise of fascism killed the open development of Socialist and
Marxist thought; and in the Soviet Union theoretical discussions were
stifled in the Stalinist era.§ No clear-cut theory of planning had emerged
in this short period. After World War I the lack of generalized experience
and the tendency towards narrow ‘practicalism’ in planning matters
was heavily criticized in the Soviet Union. || :

The dearth of theoretical discussions of the planning problem in the
thirties—apart from the continued interest in Anglo-Saxon circles in
the allocation problem under Socialism§—and the onslaught of the great
depression shifted the planning question increasingly to a purely practi-
cal-political plane. The fact that the Soviet Union alone among all the
developed countries could avoid mass unemployment became a decisive
experience. For millions of people the demand for socialism was mainly

1 For a good summary of the early Soviet debate see Dobb’s account of Soviet economic
development, Soviet Economic Development since 1917. A fuller insight can be gained from the
more recently published readings and commentary by N. Spulber, Foundations of Soviet
Strategy for Economic Growth, Selected Soviet Essays 1924~1930; and Soviet Strategy for Economic
Growth (Indiana, 1964).

4 On this latter point Strumilin, for instance, expressed the view that in the short run plans
would have mainly the function to forecast the likely development, while in the longer run
they could play a more active role. See the quotation in Dobb, op. cit., p. 326.

§ On this point see section I in Dobb’s article on theoretical discussions among Soviet
economists, ‘The Revival of Theoretical Discussion among Soviet Economists’, Science and
Society, Fall 1960, pp. 289-311.

|| Dobb, Soviet Economic Development Since 1917, D. 334.

4 See above, p. 167-8.
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dictated by their destre for full-employment planning Planning, m the
eyes of many, ceased to be a concomitant of: socialism, a mere instrument
the plan, securing employment and inceme, was the most important
fruit soctalism had to offer

This equation of soctahism and planming among the worhing class and
socialists led to a violent reaction on the other side Since planning seemred
to be the essence and the show-piece of socialism, 1t had to be fought lock,
stock and barrel Every single picce of plannung Liad to be refused as the
thin end of the bad wedge of socialism The market had to be extolled as
the one and only means of running a *free’ society This view found s
extreme formulauen in Hayek’s Road (o Serfdom t

Looking at these developments one 1s probably justfied in seching the
roots of the extreme identsfication between capitahsm and market
mechamsm on the one hand, and socialism and comprehensive planming
on the other, in the special politsical setting of the inter-war era With the
changed politico-cconomic condittons of the post-war world thus tem-
porary ssmplification had to give way to a renewed consideration of the
role and the aims of planming

In the capitalist world 1t has been realized that another depression of
1932-dimensions would be the end of the ¢apitalist system Thus one
has reluctantly taken note of the Soviet success 1n avoiding unemploy-
ment and depressions, and has admatted planming elements to an extent
which would have been unthinkable i latssez-faire days At the same ume
the transformation of the Soviet Union mto a developed sndusinal
nation and the addition of highly mdustrialized countries to the socialist
camp have shown up the hmitations of the tradihional planning methods.
We find a growng wulingness to learn some lessons from the market
mechanism

These developments hase led to the present situation wluch ne have
shetched in the first part of this essay  We experience a growing tendency
to separate the fundamental capitabsm-soctalism debate from the plan-
mng market dehate The two divisions are not completely independent,
but the problems of market and planning mechamsms acquire 1ncreas-
mgly speaial and purely instrumental aspects We can no longer define
or recognuze socialism simply by the extent to which planning s used 1
the runnung of the economy This calls for same considerations as to the
place planning should occupy m socialism and what s aims should be
Some tentatis ¢ remarks 1n this direction are the subject of the followmg

section
1+ F A. Hayck, Ths Road to Serfdom (London, 1944)
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3. PLANNING AND ECONOMIC GROWTH IN SOCIALISM

First of all it may be in order to stress that the method of planning will
normally be much easier assimilated by a socialist society than in capital-
ism. That is, even if we shed all inherited dogmas, prejudices, habitual
ways of thought, etc., we shall still find that planning, in so far as it is
useful and desirable, is only in socialism the obvious, ‘system-immanent’
means of regulating production. With the means of production owned
by society the planning of balanced development is—uwhere technically
possible—of such obvious rationality (as every big trust knows) that it
would be absurd to neglect it. We find, therefore, that even those social-
ists who are very open-minded with regard to the introduction of new
methods in running a socialist economy, take it for granted that planning
will continue to play an important part, especially in the field of invest-
ment policy.

In capitalism, on the other hand, we must reckon with institutional
resistance against planning methods even where they would ease the
running of the system without endangering its foundations. The more
deeply probing defenders of the capitalist system are aware that the
privileged position of private ownership can only be maintained, if some
measure of private, uncontrolled decision-power is upheld. Once this
prerogative is seriously undermined it could become obvious that owner-
ship of big production units does not fulfil any necessary function in a
modern industrial economy.

Planning beyond a certain minimum is, therefore, opposed even if its
immediate outcome is regarded as beneficial. The fear of long-run effects
of planning and of alternative uses to which planning may be directed
after a change in government are sufficient to prevent a whole-hearted
acceptance of planning measures. Utterances in this direction by anti-
socialist politicians and writers can be found by the dozens. A brilliant
analysis of this political aspect of planning in capitalist societies was given
more than twenty years ago by Kalecki.] It may very well be that at some
future date, when the methods of planning have been further developed,
socialist societies will gain a marked superiority by their greater scope
for a smooth adoption of such methods. .

It should be noted in passing that this distinct difference betwee
socialism and capitalism vis-a-vis the planning mechanism is not matched
by a corresponding difference with regard to the market mechanism.
There is no fundamental institutional barrier to the adoption of market

t See, for instance, Brus, ‘Die Entwicklung des sozialistischen Wirtschaftssystems in
Polen’, pp. 154—93, or Dobb, An Essay on Economic Growtk and Planning (London, 1960), p. 5.
Also Sik has repeatedly stressed the need for over-all planning.

+ M. Kalecki, ‘Political Aspects of Full Employment’, Political Quarterly, October-
December, 1943.
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mechanisms in socialist economies when and where it 15 desired It
true that in cases where an existing planning machinery 1s to be reduced
there will be strong resistance from the ranks of the plantung bureay.
cracy This is a disturbing factor which—as Parkinson has shown—is 3
common-place expenence 1n all spheres of our bureaucratic age T
may mahe the shift from more planning to less planning, from centralized
to de-centralized systems a difficult and protracted affair But once the
personal and psychological difficulties hase been overcome, socialisn a5
suck has probably little to fear from a greater use of markets (provided the
roads te private accumulation of productive capstal and to monopolstic
practices are efficiently blocked) There should be no parallel to the dis-
trust 1 principle which capitalists display agamst a wide-spread intro-
duction of planning methods

‘When we pass on to the aims of contemporary economic planning we
notice a remarkable simlanty between socialist and capitalist plans
Development and imdustriahization 1s the foremost aum of all econome.
ally under developed countries In the developed nations the pre-war
targets of aiding a proper allocation of resources and of securing full
employment have become generally accepted But more than ever be-
fore they are subordinated to the one over-nding aim of all plans the
achievement of hugh rates of growth Growth 1s also the motive force for
another dominant priciple in modern planmng, viz the mampulation
of structural changes

There 1s obviously nothing wrong i adopting economic gronth as a
major target Even the wealthiest natwons can still do with more goods
to reduce poverty at home, to contribute towards mitigating misery
abroad But the enormous extent to which growth 1s stressed 1n preseat-
day planmng ideology—much more so than i the less prosperous years
of pre-war periods—calls for some special comment

There can be httle doubt that the preoccupation with planmng for
growth and its increased acceptance n capitalist countnes has pre-
domunantly political roots Theodor Prager has shown 1n a convincing
manmert that 1t 1s the growth of the soctakst sectar, the ‘competstion of
the systems’, which has edged capitalists mto acquiescence in govern-
ment measures for full employment and growth which they would hardly
have tolerated n an undivided world Similarly, the growth problem
now dominates the thinking of socialist planners to an extent which can
only be explamned by the force which growth rates have acquired 1n the
battle of proving the superior economic efficiency of this or that system
There 15 some danger here that certaim special targets, which should be
a hall-mark of socialist planming, may get lost in the heat of the battle

+ T Prager, Wirtschafisuunder oder Aenes? Zur polihischen Okonore Wesiewzopas {Vienna,
1963)
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Let it be said at once that I do not want to belittle the role which growth
will have to play as a major target for a long time to come. The economy
of many socialist countries is still so backward that for reasons of develop-
ment and the acquisition of decent living standards economic growth is
of the utmost importance (as it was for the Soviet Union in the inter-
war period). And even in the advanced societies of to-day a growing
economy is essential to satisfy modern man’s desire to extend his experi-
ence and to move to new forms of consumption.

But socialists should be aware that growth as such and the constant
extension of production and consumption is not an ultimate socialist
aim and will not by itself lead to a new type of society and of man. Too
great a preoccupation with it may even hinder such a development.
Expansion for expansion’s sake is a demon which haunts capitalist
societies. Mrs Robinson has stated the problem quite clearly:

“The stagnationists, instead of welcoming the prospect of a period
when saving would have become unnecessary, high real wages would
have reduced the rate of profit to vanishing point, and technical pro-
gress could be directed to lightening toil and increasing leisure, regard
its approach as a menace. This, of course, is a perfectly reasonable point
of view if the aim of economic life is held to be to provide a sphere for
making profits. Satiation of material wants is bad for profits.’{

The mechanism of capitalist societies thus makes running after growth
a dire necessity. But need socialist planners adopt this attitude ? Planning
may no longer be a distinctive characteristic of socialism, but socialist
planning can and should be different from other kinds of planning.
Put in a nutshell, it should never be contented with full-employment
and growth planning as such but should be dominated by questions like
‘Full employment for what? How much and what kind of growth?’
In asking such questions and in its capability of shaping certain growth
patterns socialist planning should find its specific expression. This point
has recently been very strongly put by Thomas Balogh.

*Thus the arguments for planning,’ he writes, ‘based on the need for
faster expansion are compelling, but they need not lead to socialist
planning. Faster expansion could be accommodated without socialism,
without public enterprise or public ownership. It is—as it always was—
at the moral and spiritual (or psychological) plane that the realization
of the insufficiency and growing emptiness of a mere continuance of the
present trends in the West leads one ever more insistently to socialism.’
And again: ‘It would be sad if our best hopes for the next 25 years would
be limited to approaching today’s American way of living. Something
much more happy and satisfying is both needed, and possible.’}

t J. Robinson, Economic Philosophy (London, 1962), p. 135. .
+ T. Balogh, Planning for Progress. A Strategy for Labour (London, 1963), pp. 37 and 38.
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Assocralist countries get wealthuer the aums of sociahst planning mayn
fact be shifted more and more m the direction of specific patterns of a neyw
kind of Lfe rather than bewng directed towards high rates of growth
Such a shft would certamnly be 1 line with Marx’s onginal visions For
him—as Adam Schaff has convincingly shown{—the mtensive occupa
t1on with a new economie basis for society (and for new economic mstry.
ments) was subordinated to his search for a lugher development of man
which had been so dominant in hs earlier wntings

One should not, however, trust that this shafy in the emphasis of
socialist planmng will come automatcally as production and mcomes
grow The speeial histoneal situation in which socialism denelops poses
its special problems The enormous lead of the Umited States m produc.
tion and productivity over the rest of the world has umportant reper-
cussions The well-advertised standards ongmating from the profit-
onentated growth patterns of the United States lead to demonstration
effects from which no country remains exempt This obviously hampers
the development of new attitudes It 1s only when the hving standards
wm sactalist countries have approached mare closely those of the richest
capitalist countries that 1t will be possible to judge how far the attraction
of American-type consumption standards 1s merely a function of their
big lead 1n real income If soctalist education and planmng succeed 1n
preparing the ground for new humanistic, non-profit-orientated patterns
of living, the compettion between capitahism and socialism should in the
not too chstant future move to new planes and ne longer hunge on the
decimal places of growth statistics

One final pomt We have presented the view that planmng and market
mechanisms are mnstruments which can be used both mn somahst and
non-socialist societies We cannot decide ‘how socialistic’ a society s
merely from the extent to which the one or the other method 1s used
Planning, 1t 1s true, will be more acceptable and probably more exten-
sively applied 1n soctalisin than in capitabsm But so far we have mam-
tamed that the actual degree to which plannmg 1s used should be a
purely pragmatic question to be decided on the grounds of economuc and
social expediency

Ths view has now to be shightly modified It was important to explode
the primuitive 1dentification of central planming and socialsm and to
stress the mstrumental character of planmng But once this has been
achieved 1t may be 1n order to point out that to some extent planmng
may be more than an instrument 1t may consitute an mdependent amz
(among several others} of socialist endeavour This aspect of planning is
connected with the desire of man to be master of hus own fate Handed
down by the renaissance and the French revolution 1t was taken over by

t A.Schaff, Marxsmus und das menschlche Indsnduun (Vienna. 1965)
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Marx who envisaged a society in which mankind would no longer be
dominated by the ‘blind forces’ of the market. Viewed from this angle
effective planning becomes desirable as a means of making ‘man. ..
master over social development’,} even if it could be shown that market
mechanisms—leading to unforseen combinations—may yield slightly
higher growth rates.

At some future date it may appear as a joke of history that socialist
countries learned at long last to overcome their prejudices and to dis-
mantle clumsy planning mechanisms in favour of more effective market
elements just at a time when the rise of computers and of cybernetics laid
the foundation for greater opportunities in comprehensive planning.
These two opposing trends will be with us for some time to come. They
will necessitate a constant reconsideration of the proper relations be-
tween planning and socialism, between growth and other aims. Ifthe rise
of new dogmas can be avoided and a flexible approach is secured, the
road should be open to a promising evolution of socialist systems of
economic regulation.

T See above, p. 166.



SOCIALIST AFFLUENCGCE
JOAN ROBINSON

History has seen two methods of carrying out the accumulation neces
sary to install scientific technology The first, which has been m opera
tion for two centuries, relies upon individual acquisitiveness, the second,
which has been m operation for less than half a century, relies upon
socialist planming Both have reached the stage where, 1n a number of
countries, the fruits of accumulation are now available to be enjoyed
m a hugh level of consumption, but m each the process of accumulation
has set up mstitutions and habits of mind which put obstacles i the way
of rational enjoyment

I PROBLEMS OF CAPITALISM

In England, the proncer of private enterprise, the first stages of accumula
tion were carried out with the utmost brutality In the later stages, with
the evolution of head counting democracy, and now after the shared
experience of two wars, all classes have come more or less to accept the
ideal of a welfare state—that gross poverty should be elumnated, that
there should be equality of opportumty, that the great wealth of the
nation should be deployed, for, 1n some sense, the general good of all
1ts citizens

The process of accumulation, however, cemented great mnequality
into the system, and this 1s now an impedument to realzing the accepted
ideal In principle, a democracy should be able to vote itself into cgalt
tariamsm through the tax system, butin practice the legal arrangements
favourable to property and the habitual acceptance of the classstructure,
which were necessary to foster acommulation, now put up a resihent
defence of irequahty

The mstitutions of private property and great mequabitics of wealth
were necessary to the process of accumulation m the manner m which
1t was carmed out Unnversal suffrage and egalitaran ideals i the eigh
teenth century would hasve mhibited the industnal revolution before 1t
began But now priate property has become otiose What does the mds
vidual share holder contmbute to the operations of a modemn corpora
tion? Private saving 1s a comvenence for private fanubies—it 1s no longer
necessary to ahment industrial accumulation The gross insestment that
corporations carry out from amortization funds and retamed profits 18

[w6]
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continually installing improved techniques, enlarging productive capa-
city without requiring ‘abstinence’ from anyone.

The shareholders and rentiers indeed, make a great negative contribu-
tion to industry, for much of the best talentof every generation isengaged,
one way and another, in the lucrative business of swapping securities
around amongst them and so is kept away from constructive activities.
The notion that the Stock Exchange, with all its ancillary apparatus, is
the most efficacious means of supplying finance to industry, compared
to other available methods, is a figleaf which it wears to preserve its
self-respect.

After the experience of the Thirties, full employment is an insistent
demand. This, combined with the institutions of private enterprise, which
limit the sphere of government expenditure, has led to the ugly situation
where democratic opinion accepts the arms race as a useful expedient
for maintaining prosperity.

The institutions of private enterprise leave the main initiative in
economic affairs to a number of independent corporations which have
developed a motivation of their own-—a pursuit of success which includes
but is not bounded by the mere pursuit of profit. It is now generally
agreed that the interplay of the policies of these independent corpora-
tions cannot be relied upon to secure continuous full employment, a
consistent pattern ofdevelopment, or a viable balance of trade. A national
‘plan’ is now seen to be necessary to coordinate their activities. But
their very independence and power of individual initiative, which was the
main-spring of the private-enterprise system, now prevents the economy
from developing organs to control them in the general interest. So
far, ‘national planning’ at most consists in persuading them to remove
gross inconsistencies from their individual programmes.

To direct their behaviour towards a democratically decided pro-
gramme would be quite another matter. If we think of the nation as a
family, how would it wish to dispose of its resources? The manner in
which the public does spend its money is not a reliable guide, for all the
arts of salesmanship, direct and indirect, are used to build up in the
public a system of wants that provide a convenient outlet for profitable
sales. There is a systematic bias in the pattern of production, dramatized
in Galbraith’s slogan: private affluence and public squalor, in favour of goods
and services which can be sold piecemeal, so as to provide scope for
profit, and against collective consumption which has to be financed by
taxation. This bias is unfortunately fostered by economists who, when
they purport to measure consumption as an indication of the standard
of life, are really measuring only the sale of consumption goods.

Consider a middle class family with an income considerably above the
national average but not great enough to saturate all their possible

12 FSC
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wants, and with sufficient education and sclf confidence to resist ad
vertisement and ignore the Joneses In their notion of a comfortable
standard of hife beyond the obvious needs of food, clothing and amuse
ment, a decent house ranks highest, the provision of education for the
cluldren, retirement pensions for the elderly and good medical helpwhen
nceded Ifa member has some disabibity, he will be Lept as far as possible
m the same comfort as the rest Other wants are sacnificed, when need
be, to satisfying these needs Some scion, perhaps, finds comfort stufly
and goes out of lus own free will to test hus hardihood m a primutive world,
but the famuly would by no means consider 1t a benefit to have the test
of poverty thrust upon them

The wealthy capitalist democracies have a great struggle to impose
this seale of values upon their pattemn of production Housing, educaton,
the health service are starved of funds The elderly and the handicapped
suffer Pockets of squalid musery persist The modern cry for growth 15
partly an expression of the hope that a sufficient all round proportionate
rse m mncome will bring the bottom to a tolerable level without the
necessity to interfere at the top

In one respect latter day capitalism has been remarkably successful—
m avoiding serious recessions This very success creates further problems
With continuous near full employment superimposed upon the system of
mdustral relations and of wage bargaiming and price fixing desveloped
mr ather crcumstances, mflation has become chrontc and the system s
extremely resistant to the institutions of an ncomes pohcy designed to
preserve the value of money

Fmally, the spread of quasi planmng within each country runs mnto
conflict with international anarchy, so that one gosernment after another
has to sacnfice progress towards a welfare state (whether gleefully or
sadly) to the requirements of the balance of payments

2 PROBLEMS OF SOCIALISM

In the European socialist countries, also, the toughest phase of accumuta
tion has been accomplished They do not have to contend with the hen
tage of private property and private enterprise Without unearned m
come, the objective of equality of opportunity 1s less hard to attam, and
differential earmngs can be kept within acceptable hmts The distinc
tion between profit and state revenue does not arse, so that resources
can be allocated between mdustry and social services according to ra
tional criteria There can be no question of walful independence of en
terprises which are all organs of the planned economy Inflationary
pressure occurs dunng the phase of accelerating accumulation, because
spendable income 15 then increasing relatively to the output of purchas
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able goods; but there is not the same pressure from the mere persistence
of full employment to raise money-wage rates and prices. Defence ex-
penditure is a burden to them. They have no need to fear that an ‘out-
break of peace’ would cause a slump, for the resources involved can be
redeployed to useful uses with little delay. They suffer, indeed, like
capitalist countries, from insufficient export earnings, but they cut their
imports to fit and do not allow the tail to wag the dog.

On the other hand, the socialist method of accumulation has left its
own legacy of obstacles to the enjoyment of the potential affluence which
it has achieved.

Of these, the most serious is in the political sphere. Whether or not

. repression is ‘necessary’ for rapid accumulation, they have in fact oc-

curred together, both in East and West. In England four or five genera-
tions passed between the time when Trade Union organizers were de-
ported to Australia and when they are installed in the House of Lords.
The corresponding reversal in socialist’countries has occurred within a
decade. It is against the background of this disturbing experience that
economic reforms are being carried out.

The demand for reforms, which has been rumbling since 1956, has
broken out most recently in Gzechoslovakia, and is there most sharp and
articulate. The following is based mainly upon Czech experience.

The economic system developed for the purpose of rapid accumula-
tion was imitated from the Soviet Union and contained features which
were not at all appropriate to the requirements of a small country highly
dependent upon international trade. Moreover the Soviet system im-
posed not only necessary but also unnecessary hardships upon the con-
sumer, for instance, the elimination of individual tradesmen, such as
cobblers. The planners were taught to think that only investment goods
were ‘serious’ and neglect of consumer interests became a virtue in
itself.

The dogma that, under socialism, the share of investment devoted to
Department I, which was identified with heavy industry, must exceed
the share of Department II, meant a continuous effort to accelerate
accumulation. The dogma was disputed, for instance in Poland in 1956,
but policy in Czechoslovakia continued to be dominated by it. When the
rate of growth slackened and actually came to a halt, the authorities
could think of no remedy except more investment.

The organization of industry was a system of command from above
which deprived the individual manager of authority and initiative.
Planning was both rigid and clumsy. The criterion of success was reck-
oned in terms of gross output. The highest possible degree of self-suffi-
ciency was aimed at. Trade, not only with the capitalist world, but
amongst the People’s Democracies, was heavily discouraged. The class
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war was carried to the second generation, children of muddle ¢lass
parents were debarred from education Much of this, which may have
been unavordable 1 the struggle for industriabization 1 the Sovet
Union, was retrograde in Czechoslovahia, where there was a larger pro-
fessional class and where more subtle methods of accounting and manage

ment had been developed 1n capitabist businesses Even 1n Czechoslo-
vakia, however, the heavy pressure to accumulate overrode all 1ts draw

backs It s rechoned that, not only national income, but per capite con

sumption was more than doubled between 1948 and 1560

'The methods which were successful i rushing to full employment and
full utthization of resources hase now become a fetter upon further pro-
gress.

The command system i industry led to mefficiency wathin an enter
prise, both mn the details of techmque and 1n the handling of personnel
The method of reckoning 1 terms of gross output fostered waste of
materials The arbitrary system of prices made cost accounting useless
as a check on efficiency Dictating the plan to an enterprise in physical
terms brohe contact with the market, so that it was common for unsale
able goods to be piling up 1n the cellars of shops while the enterprise was
earning premua for plan fulfilment Foreign competiton, as a control
upon guahty, was cut off, for no imports were permutted of goods which
an enterprise could claim to make at home Innovation within enterprises
was mhibited by the exaggerated horror of risk which the command
system 1nduces

Proposals are now being made to overcome these particular draw
bachks of the present situation {

The main lines of the central planmng system are not to be affected
No one now supports the suggestion that prospectine profitability
should wnfluence the allocation of wvesuble resources m the central
plan, nor, indeed, has anyone succeeded 1n showing what such a cn
terion would mean 1n operational terms Overall changes that are to be
made, for instance greater attention to agnculture and hight mndustry
and a relaxation n the general rate of accumulation, are to be made
centrally in a coherent manner, but m detail much more autonomy 15 to
be given to the mdividual enterprise The enterprise wil have control
over minor mvestments and n the sphere of consumer goods, can choose
its own product 1mux, to suit the mndications of demand coming from re
tazlers, in some branches 1t 15 given authority to vary its prices

Gradually the system of absorbmg the surplus through the turnover
tax at various rates on different commodities will be hquidated Each
enterprse will be required to pay a tax of 10 per cent on 1ts wage ball

t See Ota 51k The Problems of the Mew System of Planned Management C.zihosloka
Feonomie Papers no 5
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and 6 per cent on a valuation of its installed capital, and will then be
instructed to earn its costs from the sales of its output. Management is
permitted to dispose of its wage fund as it pleases, so as to introduce
incentive schemes.

Between the ministries and the enterprises is to be interposed a system
of trusts, each concerned with a particular industry. Efficiency is to be
promoted by the trust imposing a system of prices based upon average
(or better) performance (taking account of inevitable advantages or
drawbacks of the situation of different enterprises), so that its worst
managed firms will be penalized unless they can improve, while its
best enjoy a stimulating reward.

No doubt these reforms can produce a dramatic improvement. The
better performance of individual workers and more efficient deployment
of teams, the elimination of wastage of materials, the rationalization of
relations between suppliers within a trust, and above all the direction of
production towards what consumers actually want to buy, should bring
an upward bound in the standard of life that will hearten the reformers.

But it is not easy to see that they have evolved a viable system for con-
tinuing development. A great deal of experiment and adaptation still
must be to come.

Management

The much-discussed question: whether there is commodity trade under
socialism, is a somewhat metaphysical way of drawing the distinction
between principals and agents in economic affairs. The housewife who
goes shopping is a principal. She is spending the family’s money for their
benefit as she judges best. When she buys from a peasant, he also is a
principal. (It is commodity trade on both sides of the market.) When she
buys in a state shop she is dealing with agents. When the shop replenishes
its stock from a socialist enterprise, both parties to the transaction are
agents of the same principal.

The point of the distinction is that a principal uses his judgement while
an agent is directed by rules laid down for him. A western economist may
say that the housewife is maximizing utility under a budget restraint, the
advertiser may be studying her motives to get her hooked, but she feels
that she is doing what she wants to do; she need not account, even to
herself, for why she does it. The distinction is not absolute. An agent
must have some discretion. A principal is guided by law and tradition.
The problem for the reforms in socialist management is where to draw
the line. The top management of a capitalist enterprise, though legally
agents of the share-holders, act as principals in the interests of the com-
pany. They need to make profits, since profits are necessary to secure the
survival and growth of the company, but the pursuit of profit does not
confine them to a narrow groove; there is a wide range of possibilities
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between playmng safe and adventurous experiment Moreover, in a world
of uncertainty the pursuit of profit 1s expressed in short cuts, rules of
thumb and conventions of policy. Considerations of reputation and pro-
fessional honour modify pure money making The management of a
company feels ‘a three-fold public responsibihity, to the pubhe which
consumes its products, to the public which 1t employs, and to the public
which provides the capital by whach 1t operates and develops’.

When the management of socialist enterprises are given more autono-
my, they will have the same three-fold responsibility, with contributions
to the national budget substituted for the mterests of the share holders
Merely to instruct them to maxumze net profit from the capital equip-
ment with which they are provided 15 an imadequate guade From a long-
run powmnt of view a contented labour force and satsfied consumers are
essential to profitability—how weigh one against the other when therr
imnterests conflict, and each agamst short-period advantage® One of the
evils of the present system 1s that proper eapenditure on upheep and re
paurs 1s sacrificed to short run plan-fulfilment An mstruction to max-
mize net profit 1s no substitute for judgement m weighing the present
against the future Moreover, net profit 1s an ex-post measure The de-
cisions that have to be taken by management, about day to day opera-
tion as well as about long-run pohcy, are decisions about people and
thimgs At best the mnstruction to maxamyze net profit 1s an mstruction to
act i a manner that may be reasonably expected to maximize profits
over some future term And what 15 1t reasonable to expect?

In Czechoslovakia the proposal 15, not to use net profit as a criterion
of success, but to mstruct management to recover the wage fund which
they have been advanced, along with other expenses, from their annual
operations This 1 a remedy aimed at the crude evil of fulfiling a plan
by producing unsaleable goods at unnecessarily high costs It seems also
to be mtended to give the workers an mterest i the efficiency and disct
pline of the enterprise i which they work without gomg the whole
length of giving them the equty m 1t, on the Yugostav model (The
wage fund 15 ensured up to go per cent, so that bad management would
not be the disaster for a group of workers that a bankruptcy maybe under
capitalism )

In practice, 1t scems, the autonomy of enterprises 1s to be much less
than this scheme suggests The trusts that have been set up for each
broadly defined industry will give mstructions to the enterprises mn some
muxture of physical and financial terms, which, no doubt, wall be evoly ed
as experience accumulates, while the overall plan is given to the trusts
from above. The analogy, then, will be not with capitalist enterprises,
but with cartels A well run cartel 15 by no means the worst form of
management that capitalism has produced for 1ts own purposes, but t0
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adapt it to socialist purposes needs some care. The most obvious danger
is that the officials of the trusts will develop an excessive patriotism for
their particular industry and devote more effort to gaining favours for
their enterprises from the centre than to subordinating them to it.

The Workers

In China, North Korea and Cuba, where revolutionary patriotism is
still warm, the proposal to make greater use of monetary rewards as
incentives to the individual worker is regarded with grave suspicion. It
seems to them a denial of the moral content of socialism, which should
appeal to public spirit and personal self-respect. Capitalist experience
suggests that it is dangerous also from a purely economic point of view.

The money motive under capitalism has two sides, fear of loss and hope
of gain. The first is far and away more powerful than the second, espe-
cially for a worker to whom loss of employment entails total misery.
In the post-war era of continuous near-full employment, progressive
management, to attract labour, to effect improvements in efficiency and
to call forth effort from the men, offers increased earnings in various open
or disguised forms. Every grievance, every demand, is bought off by
offering more pay. It suits the progressive firms to do so, for by setting a
level of costs that less efficient firms cannot cope with, they rob their
rivals of their market as well as their labour force. But from the point
of view of the economy as a whole it is a great nuisance, since money
incomes rise faster than average output and so generate chronic inflation.
When a man has got used to a certain pay packet, it becomes his neces-
sary standard of life; to reconcile him to any change will need another
rise. Even under capitalism there is an irresistible demand for fair (that
is, more or less equal) relative earnings, so that less progressive industries
and occupations have to follow the progressive ones in raising money-
wages continuously. Moreover, once it is accepted that the motive for
effort, above the bare minimum, is extra income, it becomes perfectly
legitimate for individuals or groups of workers to prefer minimum effort
with minimum earnings. Hard trades, like mining, become impossible to
man.

Let alone morality, the socialist countries should consider the psy-
chology and the economics of money incentives very carefully before
they step onto this slippery slope.

Prices and Costs
General instructions to the enterprises in terms of net profit or gross
receipts make sense only if the system of prices is sensible. One of the
sharpest objections to the present system is the arbitrariness of prices.
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The Czech proposalis to rationalize the system, gradually mtroducing
prices based on costs, including the taxes on resources used (10 per cent
on the wage bill and 6 per cent on assessed caputal) which are to provide
the fund for accumulation and general expenses of the state. Subject to
covenng total costs from total receipts, the enterprises have some free-
dom (in certain hines) to vary prices of particular products—{or instance
to adjust scales of prices for differences of quahty

So far as consumer goods are concerned, a system of prices based on
costs cannot be completely satsfactory For along time to come there will
be particular scarcities of supply relative to demand A patternofsupply-
and demand prices has somehow or other roughly been established by
differentral rates of turnover tax To move directly to a pattern of prices
based on relative costs would fail to mamtain a fit between demand and
supply Yet there 1s no reason why a paruicular enterprse should bene.
fit (in easier profits) from the scarcity of the type of productine capaaity
1t happens to command Moreoser, since the socialist sector of the cco-
nomy ‘imports’ consumer goods ffom co-operative agnculture, and
imports a great deal ffom capitabist and from other sotialist countnes,
there are bound to be unforeseen changes mn supply from time to time,
which are more convenient to deal with by altering prices than by ration
mg The remedy 1s for the office of price admmstration, which 15 an
mdependent organ of the economy, to set final prices to the consumers so
as to maimntain an overall balance between sales and expenditure and as
close a fit as possible between particular demands and supplics, without
upsetting cost relationships by mnterfering with the prices of productive
enterprises

For the enterprises, to hase prices adjusted to costs sould bring order
1nto chaos and permit some rationai cost-accounting and calculations of
efficiency to be undertaken But 1s 1t satisfactory on ats own ments? The
basis of the proclaimed virtues of the competitive system in the textbooks
15 that each producer finds himself faced with a price m the market so
that lus profit depends on heeping his costs below it Incapitalist industry,
of course, this situation does not really obtain Prices are admunistered
on a cost-plus basts, while competition runs into salesmanship and pro-
duct differentiation Wil the socaalist trusts avord the evils of cost-plus?

Optimum Sating
Czech economusts mamtam that the cessation of growth in natonal
mcome 1n 1963 came about 1n spite of an exceptionally high rate of
myvestment in the preceding years 1 To carry out investment faster than

t J Goldman, 'Short and Long term Variauons in the Growth Rate and the Model of
Funcuomung of a Setiahist Economy’, Coechoslonak Econgtse lapers, no 5.
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the digestive system of the economy can absorb it is a vain sacrifice. But
when a proper balance between physical investment, education and
research ensures that current saving will increase future production, are
there any principles in which the ratio of investment to consumption
should be fixed ?

In practice the capitalist nations have given up the pretence that pri-
vate enterprise produces either the right amount or the most efficient
form of investment (witness the fashion for planning) but the economists
still discuss the problem in terms of the desirable rate of saving.

There is no way of judging, from the behaviour of individual families
in a capitalist country, what people really want to save. The distribution
of income between families, the general habits of the various classes, and
the reliability of the social security system have a strong influence on
private saving. Nor is it possible to judge the effect of incentives to save.
It is a fallacy to say that interest is the ‘reward’ of saving. The reward
of saving, in the capitalist world, is owning wealth. The fact that wealth
can be ‘placed’ in assets that yield a return is only one of its advantages.
The amount of saving that individuals do to acquire individual wealth
cannot tell us anything about the amount of saving they really want to
do to acquire collective productive capacity. Nor does the reaction of
individuals to the return on placements give an indication of what their
attitude may be to the return on social investment. The question has been
open since Marshall’s day, whether the typical family saves more or less
from earned income at a higher rate of interest. The question concerns
differences, say, between g and 7 per cent on gilt-edged placements. Now,
it is generally estimated that the incremental capital/output ratio in a
developing economy is of the order of 2 or 3. To be on the safe side, and
to be sure that it is net, let us put it at 4. This means that saving today
yields 25 per cent per annum in perpetuity. How much would you or I
save at that offer? How do we know?

There is a more subtle difficulty in passing from individual psychology
to social choice. The process of investment cannot be represented simply
as sacrificing present for future consumption or vice versa. Itis true thata
sacrifice in current consumption can always be made, in conditions of
full employment, by drafting labour into basic industry, but, after the
heroic age of accumulation, such a policy is unlikely to be chosen. Con-
sumption will not be allowed to fall below a level that it has once reached.
The other way round, to increase current consumption by cutting in-
vestment is generally not possible (except by acting upon the balance of
trade). The choice is rather between an increase in consumption in the
relatively near future (by directing investment into light industry) and a
greater increase in the more distant future (by maintaining investment in
basic industry). Any path that is chosen has to be followed consistently
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and the possible paths are indefinstely various There 1s no way m which
signalling from the market can direct the choice between them

This does not mean that the choice must be foisted upon the public by
the whim of the authorities The present resolt is largely a demand (=
vague general terms) for consumption to rise as fast as may be The ve
meflictency of the present system provides a hump, so that it should be
possible to increase consumption appreciably without cutting basic m
vestment After that, a wise strategy might be to bring about a further
sharp rise in consumption, then to heep 1t almost stable for a few years
whale mnvestment was directed to securing another burst later Such a
scheme (in spite of margmal utility theory) might give more satisfaction
than a slow steady nse which would scarcely be noticed from year to
year

Thas 15 a new problem for the socialist countries Up ull now optimum
saving has simply been the maximum possible mvestment, and n fact
they have sometimes done more—imposing abstinence on their people
which failed to fructify mn increased productine capacity

Investment Planning

The planning of msestment 15 the key to economnc control, and the
authornties do not mntend to relax their gnp on 1t In Yugoslavia the
original conception of the economic reform was that investment funds
should be allocated by the central plan to branches of industry and to
districts, and that individual enterprises (now under the control of therr
own workers) should bid for shares Ths system has evidently got out of
hand, and the authorities instead of trying to get a grip on the plan agam,
have resorted to a temporary all round credit squeeze This has been a
useful warnung for Czechoslovakia

Not only the overall rate, but the broad composition ofinvestment must
be planned centrally Long range decisions, such as the source of powtr,
affect the whole of industry and all elements have to be made consistent
with them (Ths 1s precisely what has driven the capitalist countries to
accept the necessity for plannmg } In thus sphere, inprotements
methods are being sought, but there 15 no basic change 1n contemplation

So far as the choice of technique for a given output 1s concerned, the
enterpnses must have considerable influence, simce 1t 1s they who have
concrete detailed knowledge of the problems mvolved The charge of 6
per cent on assessed value of fixed capital 1s intended to induce economv
Once an mnstallation has been set up, the enterpnise ought to use 1Lt0 the
best advantage, and 6 per cent 1s neither here nor there The charge 15
intended to curb demands for unnecessarily lavish extensions and 7¢
equipment, and to affect the design of new mstallations Presumably,
with experience, the tax charges can be varied to express the scaraity of
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labour relatively to investible resources, but this could work only if
prices are independently given. Cost-plus would make it ineffective.

Hitherto the socialist economies have approached the problem of the
choice of technique in terms of the saving of future labour cost to be
attributed to an addition to investment—they have had in mind some-
thing like a production function, or spectrum of known techniques.
Czechoslovakia is the most mature in the sense of having reached an
overall scarcity of labour. The amount of progress to be made by pure
‘deepening’ of the capital structure is presumably not very great. The
problem now is to foster technical progress—to find out methods of
production that save both future labour and present investment cost.

The worst feature of the command system is the timidity which checks
experiment. There is considerable danger that mistakes made under the
new system will be used by those who flourished under the old to press
for a return to rigid planning. There is always a certain superficial
plausibility in the argument that it is dangerous to allow a child into the
water till he has learned to swim. The problem now is to find a form of
economic organization which encourages initiative without being too
lenient to wasteful errors.

Consumer Sovereignty

In all this what seems to be most lacking is some method to direct the
use of the resources now available to ‘securing the maximum satisfac-
tion of the constantly rising material and cultural requirements of the
whole society’. Now that the emphasis has changed from growth at all
costs to raising the standard of life, there is an obvious need for the public
to be given some means of saying what their requirements are. It is an
illusion to suppose that market signals can guide the planners. Increasing
consumption involves not only a consistent path through time, but a
consistent composition of output. The goods that represent a rising
standard of life are consumed in clusters—housing, electric gadgets and
domestic power; sports goods, hotels and travel. The housewife knows
what gadgets to buy only after she has been informed what the future
price of power will be. Moreover, in a fairly egalitarian society, the
demand curves for particular commodities are likely to be highly con-
vex—elastic at small quantities, plunging abruptly to saturation after a
certain point. The height of the demand price today does not tell the
planners what increase in output would carry supply to the corner. Nor
can it tell them anything about the effect of one man’s consumption on
the welfare of his neighbours. At some stage they will have to face the
problems which arise from satisfying the constantly rising requirements
of the whole society for motor cars.

The present system is just as much a system of producer’s sovereignty
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as the capitakst system 13, and 1t 1s even begmmmng to develop a rudi.
mentary form of sales pressure to get the consumers to take what the
producers choose to offer Under capitalism, the consumers have begun
to make some feeble efforts to defend themselves with institutions such
as Which? Under soctalism, surely, the consumer’s interest should be
defended, by imposing standards of quahty and design and by research
to needs and desires, not, as under capitalism, to find how to explat
them, but how to give satisfaction

Some element of pnggish do-gooding 15 apt to slip mnto this process,
but at least in the theatye the Czech public has shown 1ts taste for a fresh
and lively spirit Once they got the 1dea that the consumer 1s sovereign
they would assert thewr sovereignty also over the prigs

PART III

PROBLEMS OF ECONOMIC
DEVELOPMENT



OBSTAGLES TO ECONOMIC
DEVELOPMENT;

PAUL M.SWEEZY

I. BARRIERS TO CAPITALIST PRODUCTION

The United States is universally classified as a ‘developed’ country,
indeed the most highly developed in the world. What does economic
development mean for such a country? One possible definition would
be in terms of overall economic growth: it might be said that economic
development is deficient if the growth rate is inadequate to sustain con-
tinuous full utilization of the labour force and the stock of capital. A
more general, and I think more satisfactory, definition would run in
terms of the realization of the full potential of modern science and tech-
nology to promote the general welfare.

Whichever approach to the definition of development is adopted, it is
clear that the performance of the American economy has been weak and
disappointing in recent years. Apart from cyclical fluctuations, the un-
employment rate has remained high and the rate of utilization of pro-
ductive capacity has been markedly lower than during the early 1950s.
These facts are in themselves enough to suggest that the gap between
realization and potential has been widening, but even the most accurate
statistics on the degree of underutilization of human and material re-
sources—and in fact our statistics are far from accurate—would not pro-
vide us with a measure of the size of this gap. For it is widely recognized
that if science and technology were fully exploited in the United States

1 A few months before Paul Baran’s death in March, 1964, he and I were each invited by
Professor Frangois Perroux, Director of the Institut d’Etude du Développement Economique
ct Social in Paris, to contribute to a symposium on the subject ‘Blocages et Obstacles au
Développement’. We corresponded about the invitations and, finding ourselves in complete
agreement, decided to submit a joint contribution. His death prevented the carrying out of
this intention: he never saw even a draft of my response to Perroux. Nevertheless, in organiz-
ing my remarks I was guided by the following passage from one of Baran’s letters: ‘I like the
topic very much: the whole bloody “field” of economic development should be called that
way: “Obstacles to Economic Development.” We have the possibility of either going into
some domestic aspects of the problem or trying to present a sensible view of the role played by
imperialism. It would perhaps offer opportunity of saying once more and sharply that in
addition to what imperialism does, one should consider and indeed emphasize what its role
is in preventing what needs to be done.’ The present essay is a revised version of my response to
Perroux’s invitation. I believe that it also expresses Paul Baran’s views and that if he were
alive he would have been more than willing to have his name associated as co-author of 2
contribution in honour of Maurice Dobb for whom he entertained warm feelings of friend-
ship and admiration.
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today, a vast increase 1n the productivityof both labour and eapital could
be achieved 1n a relatively short time

What 1s the explanation of thus poor performance? What are the oh-
stacles that prevent the American economy from growing more rapudly
and from making full use ofats incomparable saentific and technological
potentiahties?

These are, of course, not new questions They were raised m a particu-
larly urgent form dunng the Great Depression of the 1g30s, and several
attempts were made to supply a theoretical explanation The Keynesian
schema pomted directly at a weal inducement to invest coupled with an
excessive propensity to save as the source of the trouble The savings
function—or conversely the consumption function—was explamned
partly on psychological grounds but more importantly as a reflection of
the distnbution of mcome normal to capitalism Taking the continued
existence of the system for granted, as the Keynesians always do, this
meant that the cructal vanable was the inducement to mvest Following
this hine of reasoming, Alvin H Hansen elaborated a theory of secular
stagnation which Schumpeter appropriately named the theory of
*vamishing investient opportunity” Historically, according to Hansen, a
high level of investment was sustained by ternitonial expansion, popula-
tion growth, and capital-using 1nnovations Begimmng around 1880 or
1890, he thought, basic changes took place The geographical fronter
was clased, the rate of population growth began to slow down, and capt
tal-saving rather than capital using mnovations became the order of the
day The impact of these forces was delayed by a varnety of factors but
finally at with full force to produce the Great Depression and the sub-
sequent stagnation of the 1930s

Schumpeter effectively criticized this theory He showed that it males
lttle sense to hink the closing of the frontier 1 the nineteenth century with
imestment opportumties 11 the second third of the twenueth, that the
connection between population growth and investment is not necessarily
that postulated by Hansen, and that the change i the character of
mnovations from capital usng to rapital savang s » mere hypothesss,
not a proven fact In place of Hansen's theory of vanushing investment
opportunity, Schumpeter proposed an essentially political theory of the
stagnation of the 1ggos The more successful caprtalism s, he thought, the
more 1t engenders hostility among certan sections of the population,
especially among the intellectuals The Great Depression, which
Schumpeter attnbuted maindy to the accidental comadence of troughs
m hs three-cycle scheme plus maladjustments left over from the Farst
World War, enabled these hostile elements to gaimn control of govera-
ment, and their ant-business policies, embodied 1n the New Deal, under-
mumned business confidence and hence the will to mmest
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Schumpeter’s theory was in turn subjected to a devastating criticism—
by Arthur Smithies, himself a student and admirer of Schumpeter, in a
paper delivered at the 1946 annual meeting of the American Economic
Association. This should have cleared the ground for new efforts to pro-
duce a satisfactory theory of the 1930s—a theory of the obstacles to
economic development in an already developed capitalist economy.
Butin the atmosphere of the early postwar years, bourgeoiseconomics had
lost interest in the unsolved problems of the 1930s, and the matter was
allowed to drop out of sight altogether. Indeed so profound was the pro-
fession’s lack of interest in explaining what happened during the g0s that
almost no attention was paid to an extremely important book on the
subject which was published in England in 1952. I refer to Maturity and
Stagnation in American Capitalism by Josef Steindl, an Austrian economist
who spent the war years at the Oxford Institute of Statistics.

At the theoretical level Steindl’s achievement was to combine the two
big advances of the post-1929 period, the Chamberlin—Robinson theory
of non-competitive markets and the Keynesian theory of income and
employment. Whereas earlier writers had treated monopoly and oligo-
poly as purely micro-economic phenomena, Steindl explored their rele-
vance for the functioning of the system as a whole.| He showed that the
introduction of monopoloid elements into a competitive model would
have a twofold effect: on the one hand, it would cause a ‘shift to profits’
and hence indirectly raise the propensity to save; on the other hand, it
would discourage investment in the monopoloid industries thus exer-
cising a depressing effect on the inducement to invest. If one adds, as
Steindl did, the essentially Marxian theory that the development of
capitalism is necessarily characterized by a continuously rising degree of
monopoly (to use Kalecki’s term), one has all the elements of a logically
complete and consistent theory of secular stagnation.

It should be especially emphasized that this theory, unlike Hansen’s
or Schumpeter’s, attributes the difficulties of developed capitalism to
endogenously generated changes in its basic economic structure. It
therefore provides a new theoretical proof, appropriate to the conditions
of developed capitalism in the second half of the twentieth century,
of Marx’s dictum: °The real barrier of capitalist production is capital
itself’F

As for empirical evidence of the correctness of Marx’s insight, need one
do more than point to the American economy itself, dominated as it is
by an ever smaller handful of giant monopolistic corporations and
plagued by ever growing problems of unemployment, poverty, and

t Kalecki had already pioneered this road by introducing the ‘degree of monopoly’ into
his dynamic model. He did not, however, attach great importance to the point.
+ Karl Marx, Capital, Volume 1, Chapter 15, § 2.
13 FsC
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waste ? Here surely, in the most developed capitalist country mn the s orld,
capital has finally and defimtively proved itself to be the real barner of
capitalist production

2, TRANSFERRING THE SURPLYS FROM THE
POOR COUNTRIES TO THE RICH

I believe that 1t can also be shown that under present-day conditions m
the underdeveloped countries, monopolisne captal, even if it 15 inds-
genously owned, 15 2 barnier to capitalist production But i a brief
essay 1t seems more 1mportant to focus attention on the effects on the
development prospects of the underdeveloped countres of their relations
with the advanced capitalist countnes

Apologsts for capitalism and imperialism mamntain that trade andin-
vestment between advanced and underdeveloped countries make a
crucially important contribution to the development of the latter

In the case of trade, it requires no elaborate argument to show thatihe
truth 1s exactly opposite to this contention From the carhiest penod of
capitalist overseas expansion mn the sixteenth and seventeenth centunes,
the advanced countries imposed upon their victums a pattern of trade
which ruined their pre-existing balanced economues and forced them 1o
play & subordinate role as suppliers of raw matenals and buyers of
manufactured goods Far from promoting development, this trading
relation led to dependence and degeneration

Itiswidely believed, however, that foreign investment by the advanced
countrics has 1 favourable effect on the underdeveloped countnes By
putting part of therr surplus at the disposal of the capstal hungry poor
countries, so the argument runs, the advanced countrics lay the ground-
work. for future development, and this 1n turn sooner or later makes it
possible for the underdeeloped countries to break out of the confines of
economuc dependence wlach 13 the legacy of the past

"This theory 13 open to cniticism from several angles For example, it
can be shown that most mvestment by the advanced countries n the
underdeveloped countries 1s mncdent to and strengthens the trading
prttern just deseribed  But much more basic 1s the fact that the whole
process of foreign investment 1s a method of transferming surplus from the
pooar countrics to the rich and not vice versa

Take the case of Bratamn in the heyday of its impenal glory Between
1870 and 1914, Britun’s net export of capital totalled £32,400 mullion
On the face of 1t, this scems to indicate a large scale transfer of the coun-
try’s surplus to other lands, many of them underdeseloped But thas 18
only onc side of the comn It 1 also necessary to take account of the fact
that during these same years Brtain’s income recenved from forcign ine
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vestments in the form of interest, dividends, and other remittances
amounted to no less than £4,100 million.{ In other words, while Britain
was sending out with one hand, she was taking back much more with the
other. On balance, the flow of surplus was not from Britain to the rest
of the world but from the rest of the world to Britain.

"The period of maximum American foreign investment has been the
two decades since the Second World War, and official figures compiled
by the Department of Commerce on its amount, distribution, rate of
return, etc., exist since 1950. Between 1950 and 1961, the foreign assets
of American corporations rose from $11,800 to $34,700 million, an
increase of $22,900 million. During the same period net direct invest-
mentoutflowtotalled $13,700 millionanddirect investment income came
to $23,200 million. It thus appears that during this period American
corporations were able to take in as income $9,500 million more than
they sent out as capital, while at the same time expanding their foreign
holdings to the tune of $22,900 million. In the light of such figures, the
characterization of foreign investment as a method of making surplus
produced in the advanced countries available to the underdeveloped
countries is nothing but a bad joke. Foreign investment is much more
accurately described as a giant pump for sucking surplus out of the under-
developed countries and transferring control over a large part of their
productive resources to the great imperialist corporations.{

Confronted with facts such as these, the apologists for imperialism have
one last argument to fall back on. Without foreign investment, they say,
the underdeveloped countries would never acquire the modern tech-
nology which, after all is said and done, is the real sine qua non of genuine
economic development.

The importance of technology to economic development is of course
not in doubt. But it is not only technology but also its control and the uses
to which it is devoted which are important, and all the evidence goes to
show that the technology which comes with foreign investment remains
under the control of the foreigner and is used for his enrichment, not for
the economic development of the receiving country. For the rest, the
experiences of Japan and the Soviet Union, each in its own way, proves
that an independent country determined to promote its own develop-

1 The figures are from A. K. Cairncross, Home and Foreign Investment, 1870-1913 (Cam-
bridge, 1953), p. 180.

+ Itshould be added that these official figures reveal only part of the reality. Huge sums
are also transferred from the underdeveloped to the advanced countries in the form of royal-
tics on patents, payment for unnecessary or nonexistent ‘services’ rendered by parent
corporauons to their subsidiaries, excessive charges for materials and parts, etc., etc. A further
drain from poor to rich countries occurs when the wealthy classes in the former send their
funds abroad to avoid taxation or possible confiscation. It has been estimated in testimony

before a U.S. Congressional Committee that more than S10,000 million was deposited by
wealthy Latin Americans in Swiss and North American banks during the 1950s.
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men¢ cannot be prevented from acquinng the necessary sc
technological knowledge and skills thcreg 1s even less rr};:sc:;ntt:)ﬁ ;oz::lli
that this will be true m the future now that some of the socialist countyes
hate reached an advanced stage of economic development and stand
ready to assist any of the underdeveloped countries that may show signs
of wanting to develop on their own

It follows from all this that no underdeveloped country can hope to
lnitiate a genuine programme of development as long as it remams en
meshed 1n the trade patterns dictated and controlled by the impenahst
countries, and allows a large part of1ts economuc surpius to be sucked out
by foreign capatal

But if this 1s so, and 1f 1t 15 also true that the desire for economic de
velopment constitutes an overwhelming pohtical demand m nearly all
the underdeveloped countries, one may well ash why so many of these
countries remaun, apparently willingly, within the imperialist orbst and
continue to rest their hopes for development on aid of one kind or another
from the advanced capitalist countries In answening this question, so
mmportant to an understanding of the historical epoch 1 whuch we are
hwving, I can do no better than quote the words of Andrew Gunder
Frank, a younger econorust whose work in the field of desclopment,
underdevelopment, and their dialectical inter relanons promises to be
of great importance Concluding an analysis which relentlessly exposes
the widespread myth of United States aid to Brazil {and other Latin
American countries), Frank poses the question as towhy Brazl continues
to tolerate a relationshup which 1s so harmful to her own wterests The
answer, he continues,

“1s to be songht 1n the very Brazil-United States relationship tself Finst, of
course, the relatonship does benefit some Brazilians with gains and power
These groups then apply this same power m efforts to mamtam the relaton
ship Secondly, with time, Brazil becomes so dependent that breaking away
mnvolves such high costs 1n the short run that—whatever the long run gains—
many other groups, and especially any government, are loath to accept them
Thus 1n the short run failure to receve credits to refinance the already exist
ing debt would force a cut of imports that are necessary m the same short run
because 1n the meantime the same economc relationship has destroyed or
prevented the ereation of productive capacaity that would obviate the need for
these imports If, going a step further out of the relauonship, Amencan
vestments arc threatened the short term cost, as the case of Cuba demon
strates, 1s the stoppage of all trade In a word, Branl and other sumlarly
situated countries find therselves i a kind of debt slavery relationshep not
unlike that of the peasant with lus landlord moneylender the world over, 2
relationstup 1n which the very exploitation seems to make its own counti
ance necessary Finally, for what 1t may be worth, and as the analysis by the
Amencan trained Brazihan Ambassador demonstrates, the Uruted Statcs
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also supplies the economic science—and the ideology as well—which tries
to demonstrate that this exploitative relationship is not only necessary but
desirable.’

The conclusion, I think, is inescapable: the first and most important
obstacle to the economic development of the underdeveloped countries
is their relationship to the advanced capitalist countries which dominate
and exploit them. Until this relationship is either completely ruptured
or totally transformed—and of the latter there seems to be absolutely no
prospect in the foreseeable future—talk about overcoming the many
other obstacles to economic development is at best naive and at worst
deliberately deceptive.

1 Andrew Gunder Frank, ‘Brazil-United States Economic Relations’, mimeographed,
February 1963. An abridged version of this paper was published in the New York magazine
The Nation of November 16, 1963, under the title ‘Brazil: Exploitation or Aid?’.

CAPITALISM, SCIENCE
AND TECHNOLOGY

JOSEF STEINDL

J. CAPITALISM ACTS AS A BRAKE ON PROGRESS

Thus statement 1s explamed by the fact that many good thungs could be
done, but in fact are not done, because they are not profitable The use
of the profit criterion has ruled out the use of a vast amount of phy sical
possibihities of production in the great depression, and has led to waste,
though on a much lesser scale, again in recent years in the United States
I argued some time agot that the braling of the economy 1n the 1930
was due to the growth of monopoely in modern capitalism, which led to
a fear of excess capacity, and mn this way discouraged investment. Re-
cently? I have added another argument, namely that the bigger firms are
the more they are mclined to sacrifice a high mathematical expectation
of profit if by so dong they can get greater safety Thus means that g
firmns will invest less in relation to therr accumulated profits than medium
firms, because they are less inchned to mdebt themselves In modern
capitalism where the share of giant firms has become very large, the
mcentive to wmvest 15 therefore reduced 1in companson to nmeteenth-
century capitalsm The indictment usually made against the profit m-
centive must thus be extended or shifted to the ‘safety preference’ m-
herent in modern capitalism.,

Reducing investment 1n all probability means slowing thespreading of
mnovahons, and the preoccupation wath the firm’s mdndual safety
works against new methods and new products, 1t huts research and expert-
ment harder than anything else because they are very risky The brake™
therefore slows up technological progress. e

2, CAPITALISM UNLEASHES UNCONTROLLED FORCES OF
TECHNOLOGICAL DEVELOPMENT

The short-sighted exploitation of resources, heedless of results, 15 de-
sctibed 1 German by the appropnate term Renbbou (‘rapacious ex-
plostation’}. The history of capitalism 1s a sequence of various forms and

+ T Steindl, Maturty and Stagnation 1n Amersan Capriahsm (Oxford, 1952)
+ ] Stuadl, ‘On matunty a capitalist economues’ . Ersays v Honour of Miha Ralechs
{Warsaw, 1565}
[ r981
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types of Raubbau, if we generalize the meaning of the term in a way which
will become immediately obvious. Marx concentrated on a special case
of Raubbau, the exploitation of human beings without regard for their
wellbeing and dignity, and heedless of the transformation of society
which proceeds in the wake of exploitation. The case to which the term
Raubbau originally applied is the exhaustion of natural resources like
forests, agricultural land (the ‘dust bowl’), hunting and fishing grounds.
This immediately leads to an extended concept. The destruction of the
natural habitat of man by pollution of water and air, upsetting the bal-
ance of animal and plant life, ruining the aesthetic values of nature.
From this we are led to a further concept, the alienation of man not only
from his natural habitat, but from himself, which happens in so far as
human contacts are replaced by commercial or bureaucratic relations
(men are ruled by machines as the inhabitants of ‘ Erewhon’ feared, and
are therefore dehumanized; the machine which directly controls men s,
of course, the organization and the propaganda of firms, parties etc.).

The indictment against capitalism is that it exploits the possibilities
of science and technology short-sightedly, heedless of the consequences
even where these could be foreseen. It works in mad haste to turn into
money new knowledge which has not been perfected or supplemented to
protect against the evils which may arise from it. It insists on supersonic
jets, motor car congestion, sedatives, patent medicines, thalidomide,
food adulteration, and noise.

3. A CONTRADICTION

Between the brake on progress and the mad haste of exploitation there
seems to be a contradiction. It is resolved if we remember that there are
stages of capitalism. The mad haste of exploitation, threatening the very
basis of the human resources of labour on which it was built, was charac-
teristic of the industrial revolution. The brake was on in the mature
economy of the interwar period.

What of the present time ? The two indictments are, in a sense, both
valid, and the contradiction is resolved as follows: capitalism works with
mad haste to exploit commercially certain profitable applications of the
technologicaland scientificdevelopment. Itdoesverylittle itself, however,
to stimulate and keep up this development, which would have receded
to a low ebb but for one factor: war—or the armaments race.

We have to admit, however reluctantly, that a very great part of the
major technological developments of recent decades has been stimulated
by the last war, or the armament race since the war; atomic energy,
radar, electronic computers, jet aircraft, rockets and the adventures in
space, all have only thus been made possible.
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The share of the gosernment in the finance of alt rescarch develo
ment s 66 per cent in the Unated States, 61 per cent in Great Britain, ang
78 per cent n France (dats relating to 1961). The growing research
expenditure of the last twenty years does not belie the contention that
private concerns are reluctant to engage n nishy ventures, their reluct.
ance 1s overcome only because the government takes over Jarge share
in the finance of research

We can hardly exaggerate the importance of the strange fact thattoa
great extent our modern scientific and technological declopment owes
s exastence to war Although thus has ahways been true it has never been
asstrihingly evident asin the last decades Aswe shall argue belowalarge
expenditure for research 15 nowadays indispensable for econonuc pro-
gress Private entreprencunal capitalism, as as shown by s meagre con-
tribution to the finance of rescarch and development, would by 1self be
mcapable of providing any dung like the present sumulus to technological
mnovation But why st that only war, or the threat of war, achieves re-
sults which are desirable for a peaceful ife® This 1s because war gves
rise to a collective, orgamzed, and planned effort, and no other occasion,
in a free enterprise system, 1s apparently able to achieve dus result § In
war, soctety n a sense regresses to earhier forms, m this case to a pre-
capitalist collectivistic orgamzation such as existed, on a lower level, in
primutive types of society, these earher types of orgamzation are, on the
basis of modern technique, used very effectively to reach ginen targets
and aims A big sustained armaments race seems to achieve some part
of this collectivism in certamn fields at least

The role of war 1 scientific development can be compared with its
role 1n producing a high level of employment The capitalism of the 1g30s
was radically altered when the war started and the unused capacity was
put to work for a target set by the government It will always be one of
the most appropriate criticisms of free enterpnse socicty that it s guite
unable—or rather, unwilling—to use collectivist forms of cconomic
organuzation for an attach on slums, poserty, disease and lack of cduca-
tion, whule 1t 15 able to use all those techniques, repugnant as they are to
the business man’s mund, when 1t comes to war, and to some extent afso
n a state of continuous high tension when the shadow of war on an
enormous seale 1s sufficiently real to fulfil the function of an actual war.
It 15 hardly necessary here to explamn how the eapenditure on wcapons
has contributed to ligh-level employment in the United States A\ sub-
stantiai proportion of the gross nauonal product (about 1o per cent in
recent years), financed largely by profit taxcs, 1s tahen out of the market

1 The hostulity agamnst collectsve action tn advanced capuialist countrics is 50 great that a2
imbalance has developed between a relatively abundant prouson of goods and & :una:.;ﬂ
of the sector of public consumption, at Galbrauth has shown {The 4ffwnt Sonuty, Chiapter | )
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economy, and to this extent the Keynesian problem of offsetting the
saving of the rich by additional spending is solved. The government
expenditure in turn increases the utilization of capacity in the private
business sector and stimulates investment there.}

The importance of war, actual or potential, to modern capitalism is
such that one may doubt whether this system could exist with anything
like its present vitality without it. This statement must be qualified as
far as Western Europe is concerned: here the Keynesian or post-
Keynesian techniques of public investment have been harnessed to a
great extent to peacetime purposes, and the driving force behind the full
employment policy is the fear of the political rather than the military
enemy.}

4. ROLE OF TECHNICAL PROGRESS IN CAPITALISM

The apparent contradiction between the two indictments of capitalism
appears also in the following form: on the one hand, capitalism tends to
apply the results of new knowledge too quickly, before they have been
sufficiently tested and their implications considered. The obvious ex-
ample is the drug thalidomide. On the other hand, industry is very slow
in making use of the increased knowledge accumulated by the develop-
ment of science. J. D. Bernal§ maintains that the span of fifty years which
elapsed between Faraday’s discovery of electromagnetism and the build-
ing of the first power station at the Edison Electric Illuminating Company
of New York was determined mainly by economic factors; this is to say
that the development might have been quicker if the demand for
electric current for lighting purposes had been anticipated and the sup-
ply of electricity had been developed simultaneously with it by enter-
prising capitalists capable of understanding the connection between the
two. More recently, the development of the fluorescent lamp and of tele-
vision has been delayed by vested interests.

On the basis of this and similar experience one might argue, as I did
in Maturity and Stagnation in American Capitalism that there is always a
reservoir of unused scientific knowledge waiting to be applied. I was,
however, wrong, as I see it now, in drawing the conclusion that new inno-
vations do not affect the readiness of business to invest. The innovations
which interest business are only those which promise quick results, and
they are rare enough, so that their appearance does affect investment.
According to a McGraw-Hill Survey in 1958, 39 per cent of large firms

1 Steindl, ‘On maturity in capitalist economies’.

+ For a full statement of the thesis that the potential competition of ‘the other system’
accounts for the prosperity of Western Europe, sce Theodor Prager, Wirtschaftswunder oder
keines? (Vienna, 1963).

§ Science and Industry in the Nineteenth Century (London, 1953).
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means, in fact, the bureaucratization of science. But knowledge cannot
be divided up in any way—between firms or by a policy of decentraliza-
tion; it forms a compact whole which by its very nature cannot live and
prosper in separate parts.

‘The increasing complexity of learning is shown in the difficulty that
science students have in absorbing, and that their teachers have in con-
veying, the increasing ‘substance’ of science, which, it is alleged, doubles
every ten years. The growing complexity results, of course, from the
multiplication of new facts and the opening up of new fields: think of the
extension of the astronomer’s horizon in the course of the twentieth
century, of the advance into the microstructure of the atom, of the study
of low temperatures, of the acceleration of particles by the cyclotron, and
so on. In each case the advance on these frontiers becomes progressively
more costly.

Not only does it become more complicated, I maintain, to advance on
a path of abstract progress as implied in the examples just quoted, but it
becomes more complicated and costly to maintain a constant increase
in productivity. The apparatus of production becomes more and more
diverse and complex and an advance in one field only affects a small part
of the whole. The improvement (operational development) of particular
goods like the aeroplane becomes more and more costly without yiclding
proportionately greater results.

To this is added another fact. The innovations throw up secondary
problems; and however blind those who exploit them are, they cannot
disregard the most obvious ones: the refuse of atomic piles has to be
safely disposed of] etc. In fact, a considerable amount of the cost of some
facilities is due to the precautions which have to be taken to prevent
them from doing harm.

At the bottom of the growing complexity of knowledge is a problem of
information. The researchers, the ideas, the facts have to be linked to keep
the process going. Every scientist knows that it is fast becoming an im-
possibility to keep acquainted with the results of current work even in a
very special field.

There exists, it is true, a ‘countervailing power’ against the growing
complexity of science—namely the unifying and simplifying tendency of
theory at its highest level, quite apart from the didactic and pedagogic
achievements of some scientists and teachers. But this development of
theory in itself causes high costs—the generalization of a unifying theory
is only reached once sufficient facts are known—and it may be slowed
up by the scarcity of the high-powered scientists capable of these excep-
tional achievements.

If the ‘law of increasing cost of learning’ is acccpted, an interesting
consequence would seem to follow. To keep up a constant growth of
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productivity we shall have to shift more and more people to research,

which n practice (on accountof 19 considerations) finds alimatlong bc:
fore the whole working population 1s so accupied Tt follows that there
1sahimut to the growthof productivity and thatats growthrate willhave to
dechine sooner or later There 1s nothing very unpleasant in this result, of
one beheves, as Marxists fundamentally must do, that human wants are
lmited and a saturation can be aclueved

§ THE SGRCERER’S APPRENTIGE

Technological development during the capitalist period of history has
fundamentally modified the biological and psychological conditions
under which man hives, and thereby created enormous problems The
most obvious example 15 the population problem we have a fertibiy
designed for a race hiving under conditions 1 which death, among
fants and mothers especially, takes a heavy toll, many times mare thanit
does with us We have not become biologically adapted to the conditions
which we have created, and 1n a great part of the world the effects have
not been remedied yet

Another mstance s the development of the techmque of war We are
told by students of amumal psychologyt that the members of species which
are by nature equipped with strong teeth, claus etc (e g wolves) are
subject to restraints 1n their fights among themselves which prevent them
from endangering the existence of their own species, while the animals
which are poorly equipped for fight {e g pigeons} are without this kind
of restraint and, as far as their means permat, on occasion hll each other
mercilessly Obwviously, man by nature conforms to the pattern of the
latter group, subsequent to his acquisiion of weapons, he developed
restramts wluch, however, still left room for atroctous wars The develop-
ment of modern weapons has brought about a maladjustment, which
could not be more glaring, between his mentality—appropriate m the
above sense to an unarmed ammal—and his equpment for struggle which
m view of its supreme destructiveness 15 suitable only to an anumal witha
highly developed system of restramts m all linds of wnternecine struggle

Between these two examples—excessine procreation and ultumate de
struction—there 15 the whole range of effects produced by techmcal
progress which, as suggested above, tend to destroy or impaur the natural
habitat of man or wich at the very least throw up problems which are
dfficult to solve, but which business men are not mnterested in solving
(they do not care about the noise produced by the vehicles they sell, and
they care only reluctantly about the trouble which thewr detergents pro-

duce n the sewers)
t honrad Lorenz, Das sogenannie Bose Zur Naturgeschudis der dggression (Viennz, 1563}
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The deepest of all the effects of technological development, via its
impact on society, is on human relations. A great number of writers,
artists and thinkers in the last hundred years who suffered from civiliza-
tion saw in the rule of the machine over man the cause of his degradation.
The machine, they felt, shapes society, and in the form of ‘organization’
produces a supermachine which from a means has become an end in
itself. For Karl Kraus the ‘machinery’ of the first world war was the
symbol of the degrading monster. In Kafka’s The Castle we find a silent
invisible bureaucracy, whose members are impossible to contact, and
who rule our lives in ways which are beyond comprehension. The social
machine, the organization, suppresses spontaneity, and this leads to an
impoverishment of human relations and of life generally.

Technical progress is a child of war and of haphazard shortsighted
business interests. As a consequence it is severely ill-balanced. We know
how to go to the moon, but we do not know very well how to build cheaply
suitable and decent houses for the earth dwellers. The effect of technical
progress on our conditions of life, on our existence, is not given sufficient
thought, and it is therefore a disintegrating force in our lives. It is not in
any way controlled by us, but controls us by devious routes which are
largely hidden from us, and it threatens us perhaps more than the forces
of nature threatened primitive man. There is of course no question of
stopping technical progress, even if we wanted to; it has gone too far for
that. But it should be possible to direct, coordinate and intensify it, so
as to anticipate some of its ill effects, and take precautions against them.
But if we want to do that, if we want to gain control over technical pro-
gress, if we want to adjust ourselves to the conditions created by our know-
ledge, we can do it only by a collective organized effort. We must have a
society capable of tackling these problems in the same concentrated and
determined way in which our present society tackles the armaments race.
This, I think, nowadays ought to be, in advanced countries, the major
argument in favour of socialism, and it might perhaps also be a way of
recapturing a clear idea of what socialism ought to be.



ON THE
POLITICAL COMPULSIONS OF
ECONOMIC GROWTH

THEODOR PRAGER

Economic growth, these days, 1s at the heart of politics everywhere, in
the sense that people will not, and governments cannot, go without 1t for
any length of time In the economucally underdeseloped countmes,
economic growth 1s essential m order to provide a basic iving for the
rapidly increasing numbers, there 1s now everywhere a sufficiently large
and articulate minority at least which wall no longer resign 1tself quetly
to stagnation and sometimes deepenung musery as an Act of God In the
mndustrial countnies, economic growth 1s essential m order to provide
reasonably full employment and also such steady mcrease 1n real income
as people have come to expect, they will no longer accept unemployment
of men and resources or even a freezing of hving standards as the n-
exorable outcome of market forces too subtle or majestic to challenge
No ruling class or party can thus avoid working, planning or somehow
providing for a measure of economee growth, whether mn India or Chuina,
mnthe US A orthe USSR or, for that matter, in Austria or Hungary—
for even 1 small countries 1t has become difficult for governments to put
the blame for economuc stagnation on world market or regional develop-
ments, they would not be allowed to get away with 1t for long

It has not always been so, and 1t may be worth going briefly into the
canses In a way, one mght think that the more the productne forces
have advanced, the more matenal wealth has increased and the further
the areas of dire poverty have been pushed back, the less urgent the need
for further economic growth But of course the very desclopment of
material resources and of hnow-how of all kinds, with 1ts demonstration
of the potentiahities of wealth and of further growth, has made people
more aware of their musery or at any rate of the gap between actual and
potenual hving standards With memories still alive of how coffec was
dumped 1nto the sea and wheat burned 1n the face of urgent need, there
came the experience of the war which brought not only full employment
but, m some of the warnng countries, an actual unprovement 1 the
matenal hving conditions of mullions It finally convinced people that
hunger and unemployment were really totally unnecessary and nothing
but the product of bunghng and mcompetence If jobs and something
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like fair shares for all could be provided in war-time, very well, then it
was up to those in charge to see to it that jobs and a decent living wage
were available in peace-time as well. This, at any rate, was the feeling in
countries like Britain, the U.S.A., and those in their orbit; and while it
carried no earth-shaking revolutionary implications—after all, this was
the winning side and the ruling oligarchies had not discredited them-
selves by kow-towing to Hitler but had, on the contrary, led the war
against him—there was nevertheless enough dynamic in it to oust the
Tories in Britain and to cause governments everywhere to promise full
employment, social security, housing and even a measure of planning
as a means of securing economic growth.

In continental Europe, the balance of political forces was more strongly
disturbed, the hold of the old oligarchies more immediately threatened.
In Germany and Italy, theruling classes were held responsible, andrightly
$0, for resorting or surrendering to Fascism and dragging their countries
into war and down to defeat. In France it was different but notso different
as all that: for while the resistance embraced sections of all classes and
almost all political groups there was a significant part of the possessing
classes that had collaborated willingly enough with Hitler. At any rate,
it was the working class (and the patriotic intelligentsia) which here, as
elsewhere on the Continent, provided the spearhead of national resist-
ance against German Fascism and the most active and loyal force in the
crucial phase of post-war reconstruction; and there was an almost uni-
versal determination that things should be ‘different’ now; that the
economic and social strongholds of big capital, held to be the source of
economic stagnation and political repression, should not be allowed to be
re-established ; and that there should be jobs, decent wages, social secu-
rity, adequate housing and economic as well as political democracy for
all. The political composition of early post-war governments, the tone of
their pronouncements and pledges, including that of nationalizing
key industries and enterprises, the adoption, occasionally, of extremely
democratic new constitutions (as in Italy) or declarations, even by Con-
servative Chancellors, that theirs would now be a ‘new, revolutionary’
land (as in Austria) reflected this atmosphere and balance of social and
political forces; and it is worth recalling that even the stricken German
working-class with its decimated cadres (how many of the old Ver-
trauensmdnner were still alive in 1945?) and rather forlorn leadership
managed to push through legislation providing for the nationalization
of heavy industry in the key areas of Nordrhein—Westphalia and Berlin
(though this was immediately vetoed by the Allies). The arguments put
forward for nationalization at the time were by no means solely or even
primarily based on economic reasoning—a fact frequently overlooked
by present-day critics of nationalization; they were rather couched in
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political terms, pomnting to the simster part played by the Krupp and
Thyssen and their opposite numbers 1 the big chemical and clectrical
engineenng combines 1 providing funds and moral support for Htler
and his war f But there was sound economic sense 1 the demand for
nationalization, too.

First, there was the obvious fact that in war-ravaged countnies only
the state would, for a considerable time to come, be able to put the byg
plants of heavy industry on their feet at all, m that case, 1t was reasoned
and this re-enforced the political considerations mentioned, 1t might a;
well take over ownership, too Once in charge, the government would
have to see to 1t that jobs were safeguarded, for clse the party (or parties)
1 power would have to take the electoral consequences This made as
nearly certam as could be that the government of the day would ensure
an adequate flow of mvestinent and working capital and also plan its
own publc investments 1n such a way as to prowde orders for the
nationahized plants Finally, 1t was felt that, with a fnendly government
i power (and, 1t must be remembered, most early post-war govern-
ments were broadly based antt-Fascist coalitions which included leading
representatives of the trade union and socialist movements), 1t would be
caster to push through a measure of workers” control or ‘co-determina-
tion’ {Mitbestummung) at the plant level which, again, would help to
safeguard Jobs and a ‘fair share’ 1 the fruts of labour

Reviewing the first volume of Marx’s Capital for a Leipug weekly
1868, ¥redenick Engels remarked that ‘wnwersal suffrage compels the ruling
classes to court the favour of the workers Under these circumstances, four or
five representatives of the proletanat are a power, if they know how to
use ther posiion  *' (Engels’ 1tabes) § The rulmg classes of Italy,
Germany and of other countries eventually met thus challenge by domng
away with umversal suffrage and establishing a rule of terror They took
a beating and, by 1944 or 1945, the workers had four or five representa-
tives not only n the parhaments but m each of the governments of
Europe Perhaps they did not know how to use their power to anytiung
hile the full extent, but the restoration of parhamentary democracy
uself and the measures of nationalization, munimum wage and social
security legistation, Italy’s early ban on factory dismissals, Austna’s and
Germany’s restoration and extension of Shop Steward legislabion, Ger-

t Thyssen may later have expressed regret at the fact, this does not undo the evil-dongs
perpetrared by his henchmen of the Alpine Montan Gesellschaft (smee 1926 an afliiate of the
German Stahlverein) even 1n the as yet free and independent Austria not content with re-
stricunglocal steel production for the sake of the German based mulls they raised and financed
the armed gangs of the Stynan Hamatschutz whuch first smaghed the free trade union movement
m Austrian heavy mndustry, then proceeded to shoot Austrian democracy 1o preces and Einally,
on the occasion of the *Anschluss’, tumed itsclfinto the local branch of the Nazi storm trooper
army

+ harl Marx, Selected Works, Vol t {London, 1942), P 344
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many’s provision for ‘co-determination’ in the iron and steel industries,
France’s, Holland’s and Norway’s reconstruction and development
plans, etc. all created an atmosphere in which it was difficult to resort
to the time-dishonoured practices of deflation and restrictionism. People
would not be pushed around; unemployment would not be tolerated for
any length of time; governments and employers alike had to think up
something new and could not ‘rationalize’ plants and industries or cor-
rect’ regional imbalances at the expense of workers’ living standards or
established ways of life, as of old. To re-quote an example given else-
where, and entirely symptomatic of the winds of change : when American
experts suggested to the Italian government that at least one in three of
the country’s shipyards should be closed down, on the grounds of in-
efficiency, surplus capacity and so on, it was they who suffered ship-
wreck, for ‘in the present economic and political condition of the country,
no government has the strength to close down industrial plants giving
employment to tens of thousands of workers. Only within the frame-
work of an expanding economy could such a decision become politically
possible.’} Much as the political and economic position of Italy (of the
late forties and early fifties) has differed from that of other countries,
and much as it has changed all over Western Europe, it is still true that
only within the framework of an expanding economy has the dismantling
of shipyards or the closing down of mines or factories been politically
possible; and in the comparatively few cases where it has been done
governments have seen to it that new jobs were found in nearby existing or
in newly established, and frequently government-subsidized, plants. By
doing so, the state has everywhere contributed to the maintenance of
the expansion itself.

Now this expansion was, of course, rooted in the first place in autono-
mous economic forces and impulses such as early reconstruction and
modernizationrequirements, in the vasttechnological changes unleashed
by the war, in the great and rising tide of investments of the oligopolies in
search of new products, additional market outlets and of profits and
super-profits. It is not suggested that the enormous and almost un-
interrupted expansion of production and employment, of investment
and consumption, of national product and income over a period of two
decades has been the direct product of political deliberation and de-
cision-taking; that post-war economic growth has been ‘engineered’ by
governments and capitalist oligarchies concerned only with appeasing,
gratifying and integrating the working classes into an increasingly
planned and streamlined ‘neo-capitalism’. The point is, however,
that the phenomenon of an apparently reinvigorated and rejuvenated

1 Mario Einaudi, Maurice Byé, Ernesto Rossi, Nationalization in France and Italy (New

York, 1955), p- 217.
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capitalist system cannot be adequately understood without regard to the
fact of continuous state intervention and encouragement at all levels angd
all along the line, and that thus was, 1n turn, prompted, to a larger degree
than ever, by sotal pressures from below, unleashed by the national
Liberation struggle, the defeat of Fascism and the defensive role mntowhich
the capatalist ohgarchies of Continental Europe (and m a lesser degree
. Britain, too) had been pushed in the wake of these and related events
Econonuc growth had become a necessity, more than ever before, be-
cause only i this way could capitalism show reason why 1t should rot
make way for a radically different social order, and the old ohgarciues
for another kind of social leadership

The suggestion, therefore, 15 not merely that politics and economics
have become more intertwined than ever but that the political economy
of the oligarchies had to proceed from the need to meet an elemental and
often articulate challenge to its Ieadership from antagomstic socal forces
and anu capitalist parties i circumstances where the renewed resort
to naked repression had become practically impossible After some
attemnpts to dig m and fight back on the old ground there followed a
gradual but complete re onentation of strategy propped by Amencan
polittcal support and mnvigorated by Amencan econonue aid, the ol
garchies launched forth on bold programmes of productive and socal
mvestment, modernization and trade liberalization, ‘human relations’
and preductivaty drives, streambning of agricultural as well as of in
dustnal structures and of *social partnership’—with the Umnions, where
necessary, or over the heads of the Unions and directly at the plant level,
where possible

It has worked, 1t has worked ‘muracles’, and almost everywhere The
ohigarchies have risen to the occasion, so much so that it 15 beginming to
be forgotten how 1t all started Yet it 15 of more than historical mterest to
remember that 1t was the changed relations of social power after 1944/45,
the renewed dynamic of the underlymg social forces, the unleashing of
class conflict 1n the changed conditions after the war (but rooted in the
struggle for iberation from the yoke of Hitler) which provided impetus
and a new dynanuc for the old system The brutal repression of the
Ttalian workers and poor farmers (who had been very much on the move
1n the early twenties) by Fasaism produced two decades of econormuc and
social stagnation, the tepression of the German workers and demo~
cratic movement (preceded by extreme poliical polanzation to Left
and Right but with a large common denominator of strong anl
capitahst feelmg) produced profound moral and cultural degradation
and a lop sided armaments mduced boom and ended m total collapse
and waste land, but the pressure of the democratic and sotialist move-
ment unleashed after the war, while contaned within a substantially
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unimpaired property structure, released powerful new productive forces
and gave capitalism a new lease of life. It has managed to absorb the
shock, ithas converted the explosive stuff of nationalization and planning,
of brimful employment and rising wages into elements of strength ; it has
even institutionalized a measure.of ‘ co-determination’ and converted it
into a lever for working class integration into the system. It is a changed
capitalism but it is capitalism still, and in spite of many persisting old and
not a few new tensions and contradictions, frustrations and alienations,
it works, and looks like being with us for a long time yet.

It does so, although—and again, in a sense, because—the challenge
present from within has been powerfully re-enforced by a challenge from
without. For nearly three decades the Soviet revolution and system re-
mained an isolated ‘accident of history’; now, similar patterns prevail
over much of Europe and of East Asia, presenting an alternative to the
capitalist mode of production. It is, naturally, a matter of debate as to
how far it is an attractive alternative; let it be said at once that the social
and economic condition of] say, Soviet Middle Asia looks more inviting
to the poor farmers of Pakistan, Persia or Turkey than that of, say
Hungary or even Czechoslovakia to the workers of Austria or North
Italy; and let it be admitted that those early high growth rates, once
thought to provide conclusive evidence of the inherent superiority of
centrally planned economies and an easy guarantee for ‘catching up’
very soon on the developed capitalist countries in most things that mat-
tered, no longer yields unequivocal results: we all know the ‘Radio
Yerevan’ crack about the coming year which was going to be ‘middling’:
worse than the present year but better than the next. . . Nor are Marxists
—they perhaps least of all—unaware of the grievous damage wrought to
the cause of socialism by the crimes and follies of the Stalin era. But the
point here is that the mere fact of capitalism losing out, of the old oli-
garchies swept from power in Eastern Europe, etc., has presented a
serious challenge and threat to the capitalist oligarchies in Western
Europe (and Japan), not militarily, or at least not primarily militarily
but in terms of social power. To meet this threat, they have had to be on
their toes; they have had to prove the superiority of capitalism in social
and economic terms; they have had to make out a convincing case for
maintaining the old property structure, or at least the case against
¢costly experiments’. Capitalism, in other words, has to deliver the goods;
and this has meant high priority for full employment and for adequate
rates of economic growth. ;

It-may be objected that this is a somewhat ‘ Eurocentric’ point of view
and that the strongest of all capitalist countries, the U.S.A., has been
far less subject to such pressures so that, accordingly, neither full em-
ployment nor economic growth have held such undisputed sway in its

14-2
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scale of prionities. Now 1t 15, of course, true that the beliefm Free Enter.
prise and The Amencan Way of Life has, after taling some hnocks 1n the
early Thurties, remamed unshaken, and 1t 1s also true that the outside
challenge, i the shape of East European or East Asian Communism
looks rather remote {except to the brass hats in various walks of L
Nevertheless, the mere threat of Western Europe, or the Third World
‘gomng Communist’ provoked a massive response from the U § ohgarch;
and government, to which the whole record of the last two decades,
from the Marshall Plan and ‘Pomnt Four’ to the ‘Alliance for Progress’
and Kennedy’s grawth targets for the O E C D ~countries (let alone the
military build-up and numerous armed nterventions) bear witness

Moreover, the economic interdependence of the capitahst world 1
such that strong movements 1n any of 1ts more mmportant sectors will
exert corresponding pulls in the other seetors Thus has been exemplified
frequently enough n the case of crises and depressions butit also worksin
the other direchion The pohtically induced expansionist bias of VWestern
Europe (much aided and encouraged, i its imtial phase, by Marshall
aid and Amenican prodding but later gaiuing a momentum of 1ts own)
was a considerable counterweaght to the crisis tendencies within the U §
economy, and it may thus be said that the social and pohtical pressures
at work 1n Western Europe and elsewhere have helped the US A to
overcome 1ts own bias towards orthodoxy and stagnation

But this 1¢ not to belttle the crucial part played by the USA m
providing the means for getung European expansion going in the first
place Looking back, over the first post-war years, 1t can easily be seen
that the Marshall plan was neither, as one side have clauned, a simple-
minded act of generosity by the American tax-payer i order to saie
Europe from hunger and desttution, nor, as the other side has sud, an
attempt to export America’s cnisis of over-production, etc It was
fact a gigantic prece of political mvestment to make European caputalism
a gomg concern agamn By providing the laching working capital, it
permitted the old oligarchies to get the process of production and ac-
cumulation mto swing, thus enabling them physically and morally to
reassert to the full their claim to social and political leadersup Now,
there have been wars before, and destitution and the threat of revolution
m therr wake, and victors economncally capable of putting out a hand
of help, and there was the Hoover Mission after the First World War,
but never has aid been given on such a scale, 1n such a planned manscr
and with such a true sense of purpose about 20 billion dollars were
channelled nto more than a dozen countries m accordance, very largely,
with real priorities, so that pre war levels of production were everys here
reached and surpassed within a few years and the basts laid for modem-
1zation all along the hne—and m such a way that the old property struc
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ture was practically restored unimpaired. One is bound to ask, whence
this extraordinary effort, whence this readiness even to go roughshod
over old-established tabus (as when the Marshall missions insisted that
the local governments work out detailed development plans for their
basic industries etc., and devote the bulk of industrial E.R.P.-finance to
such industries even when they happened to be nationalized!)—and
one is bound to conclude that only an unprecedented external threat or
challenge could have caused it all: the fear that else all Europe might ‘go
Communist’. Looking at the effect of Marshall aid, at the powerful im-
pulse it gave to the restoration and further development of the productive
forces in Europe, and the fillip to the American economy, one has to ad-
mit that the rivalry of the two social systems did a powerful lot of good
to capitalism almost from the moment it got going.

Nor is it hard to see the connection between the social transformations
in Eastern Europe and the social pressures within Western Europe : with-
out the anti-capitalist sentiment and militant movements in the West,
the U.S.A. might perhaps have written off Eastern Europe and left West-
ern Europe to struggle along as best it could; after all, the latter’s infra-
structure, production apparatus and human potential was still suffi-
ciently intact to allow restoration to take place, more painfully and more
slowly of course but nevertheless of its own accord. Clearly, however,
there was a risk that this might be accompanied by social transforma-
tions highly unpalatable to the forces of ‘free enterprise’ and the ‘way
of life as we know it’. Hence, indeed, the skill developed by European
governments in playing on America’s fear of Communism so as to ob-
tain additional favours and at the same time a measure of independence
from too much loving care and guidance from Uncle Sam; and hence also
the more than average help given to such sensitive spots as Greece or
Austria. But while the Americans were here to some extent becoming
victims of their own propaganda there was nevertheless some truth in
the assertion that ‘else’ there might be social unrest and a new swing to
Communism. Western Europe simply could no longer afford massive
unemployment, persistently low real wages or persistent extreme and
overt social injustice.} For, as has been said (and one could quote dozens
of statements to this effect): ‘Today capitalism is only one of several
economic systems. . . If it is true that the centralized command econo-
mies can guarantee full employment, the free market economies cannot
afford the luxury of mass unemployment as this would no longer be
tolerated. ..’} and while governments have been greatly concerned

1 This has remained true to this day. ‘Communist gains may inspire more government
reforms’ was the headline of a report on Italy’s local government elections of 1964 in what is
surely the most sober daily paper anywhere (The Times, 30.xi.1964).

+ George N. Halm, Wirtschaftssysteme, Eine vergleichende Darstellung (Berlin, 1960), p. 1.
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about creeping inflation {especially in Germany, with its hangover fram
the inflation trauma of the Twenties), they have been prepared to pay
this price, too. ‘Modern governments in the democracies of Western
Europe appear more fearful of the prospects of unemployment than of
milaton  Post-war governments, whatever ther pohtical coloration

almost umwversally preferred to err on the side of mflation rather than of
deflation, and they have acted on that preference most of the’time smee
the war .’} Butit was not merely a question of avording mass unem-
ployment but of expansion and growth ‘Expansion became a political
necessity from the moment that the conflict between East and West
took on the form of econonuc competition’,} and ‘growth theory, too,
has a background in real life, 1 e the growth race of the old industrial
countries of the West and the countres of the East’ §

These are economusts speaking but the matter 15 put even more suc-
cnctly by a political philosopher It was the very structure of exisung
civibization which was challenged and which had to prove its mettle
anew as agamst a competing civilization’, |j while a physicist, reflecung
on the follies of the Thirties and on the changes wrought since, first pays
‘*due credit to these two great men’, Keynes and Beveridge, for debunk-
mg those of thewr fellow-economusts who used to ‘teach that the way to
fight unemployment was to tighten our belts’ but adds that *we must
not forget an even more unportant great fact This was the strength of
the U S S R , the strength which 1t had demonstrated in the war, and 1ts
growing econonuc and mikitary power 1n the years after In the presence
of a mughty Russia the bankers had to give up their favourite game of
throwing a spanner m the economuc machiery The polticians had to
unbend too—the rmracle of the European Economic Community be-
came possible Under the impact of communism, laissez-fare capitalism
developed mto something for which there 15 as yet no proper term Only
its result has got a teling name the Affluent Society '

We have, then, a confluence of pressures from within and wathout

1 Europs's Meeds and Resosrces Trends and Prospects wm 18 Countries {New York, 1961), p a8

+ Albin Chalandon, Le Mondz, 8 June, 1960

§ Gotilived Bomback, Waski: sl Xeoysoldsr {Darmstzdt » Dpleden 1960, P 7

|| Herbert Marcuse, Dis Gesellschafislehre des sowgetischen Marxismus (Neuwied 1964), p 53

¢ Denms Gabor, Jnuening the Fuure (London, 1964, pp 16-17) Profesor Gabor
adds that * this was a trumph of dialectics—though never admtted by Marust dialecucans
I do not know about dialectiaans, but Marxists have certainly recogmized the fact (that the
new Systemkonkurrenz has had an ymmense 1mpact on the West and contributed to those fe-
forms and forward strategies which have made post war capitalism such an unexpected suc
cess), and they have argued about it for years, see, for instance, the debate carmed oo the
Vienna Marxist monthly Weg und Ziel in 1957/8 and agan on numerous later occasions, or
my Wrrtschaftsuunder oder kewnes® Zur poliischen Okonowmie Westeuropas (Vienna, 1963) which
gives a full presentation of precisely this and related issues In England, Maunce Dobb has
repeatedly touched upon the subject, as, for nstance, i Capitalim, Yesterdsy and Today
{London, 1958}, and, morc fully, on later eccasions
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on the one hand, the pressure from within, to create jobs and to utilize
resources to the full, backed by ‘inverted strikes’ (as when the unem-
ployed in Italy began to repair roads and ships, of their own accord and
even without pay), by shop steward and union-inspired industrial in-
vestment and regional development plans (as in Italy, Austria, France,
Belgium, etc.), by proposals to introduce and effectnate extra-budgetary
public investments, as well as by electoral campaigns to ensure expan-
sionist government policies generally; and on the other hand, the chal-
lenge from without, prompting the Marshall plan and reaching a high
point with the so-called Sputnik shock which induced all major Western
powers to re-assess their plans and impelled massive new investments into
the armaments and space race, including such spheres as higher educa-
tion and research and development.t Add to this the race for the favours
of the so-called underdeveloped, the ‘Third’ world} and you have the
social and political setting in which, of the whole spectrum of possible
lines of action, ‘ Keynesian’ pump priming, public investments, plentifal
(if not always cheap) money, government subsidies to all and sundry and
for all and sundry—investment and consumption, warfare and welfare—
in a word, expansion and growth, became the dominant motif and line
of action, in the face of orthodox opposition and in spite of frequent set-
backs.

In his Inaugural Address to the Working Men’s International Asso-
ciation in 1864, Marx described the carrying of the Ten Hours® Bill as
‘the victory of a principle; it was the first time that in broad daylight
the political economy of the middle class succumbed to the political
economy of the working class.’§ One might, similarly, describe the
promises and policies of full employment, of social welfare and of ex-
pansion and growth in the post-war era as the victory of a principle, as
an important if a limited break-through of the political economy of
Europe’s working classes; for it was their ‘presence’ and pressure which
to a large extent determined the broad orientation of bourgeois strategy
and which forced the pace of government policy. One might object that

1 ‘For a long time the great number of scientists and engineers being produced each year

in Russia was discounted on the grounds that their quality could not be high. The *“sputnik”
demonstrated two years ago that there was quality as well as quantity in the Russian effort.

Since then we have had other evidences of Russian advances. . .” (‘ Co-operation in the fields
of scientific and technical research’, Report by Dana Wilgress, O.E.E.C., Paris, 1960, pp.
6-7)

+ “Without doubt the U.S.A. is still economically.the most highly developed country to-
day. But every student of affairs will note that their aid to the development countries is im-
measurably greater than it would be without competition with the Soviet Union and the
socialist countries. Their mere existence, even apart from such real assistance as they are
giving, is a weighty motive for the capitalist countries to exert themselves beyond such inten-
tions as they would have realized in the absence of (such) competition.’ (Georg Lukacs, ‘On
the debate between China and the Soviet Union’, Forum, Vienna, December, 1963).
§ Karl Marx, Selected Works, Vol. 1, p. 439.
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after all this has neither weakened the hold of bourgeors rule nor even
mhibited the process of capitalist accumulation, one nught pomt eut
that there was no special virtue 1n keeping so many wheels turning by
way of armament orders, and that, by and large, there was at present
less sign of an autonomous working class policy and eflective pressure
for far-reaching social change than there had been in the early post-war
years Well, neither was the statutory limitation of the working day
thought to be likely to prove a fatal blow to capitalism, 1n fact, 1t gase
additional mmpulse to rationahizing and modermzing the process of
production and speeding the development of the productive forces
generally (as did most social legislation, the pressure for hugher wages,
the graduval extension of general education and most other reforms won
through 1n the course of capitalist hustory) Capitalism has managed to
absorb the pressures and turn them to its own use It has net, on that
account, become any more harmonious or shock-proof, there are new
tensions and conflicts building up Now that growth has been with us for
so long, people expect 1t to continue at much the same rate and they are
setting ther sights accordingly Should growth slow down or even come
to a near stop, then the system might well, like a bicycle slowing down,
begin to totter this way and that Should the gap between the developed
and the underdeveloped parts of the world continue to widen, there may
well be explosions Should the arms race continue uncheched, the conse

quences are only too calculable So that, while capitalism m ats mam
centres has proved an unexpected economic suceess, thanks to the pres

sures and challenges that have compelled 1t to exert itself, the prospectsit
offers to mankind, are now rather more sombre than even Marx
envisaged.

ROLE OF THE
‘MACHINE-TOOLS SECTOR”
IN ECONOMIC GROWTH

A COMMENT ON INDIAN AND
CHINESE EXPERIENCE

K.N.RAJ

I. MACHINES TO MAKE MACHINES

In analysing the growth and planning problems of underdeveloped
countries Maurice Dobb has been concerned at least as much with the
structural and technological constraints on investment as with the moti-
vations underlying the saving-investment process in their respective
institutional settings. He was one of the first economists in the West to
recognize the possibility of the rate of investment in some of these
countries being more crucially dependent on the already existing stock
of capital than on the supply of wage-goods; and hence of the compulsion
in such cases to enlarge first the equipment in capital goods industries.
He was aware of the initial retarding effect this might have on growth of
output on account of the diversion of some of the existing capital equip-
ment to the manufacture of more such equipment, but pointed to the
higher rate of growth of output which expansion of productive capacity
in the capital goods sector would make possible at future dates.|

The theoretical implication that it might be useful in certain contexts
to break down the capital goods sector in the Marxian scheme of repro-
duction into two sub-branches, one devoted to the manufacture of capital
goods for producing capital goods (which for convenience has been
termed the ‘machine-tool sector’ by Dobb) and the other manufacturing
capital goods directly for the consumer goods sector, has been reflected
to some extent in subsequent planning literature.f Only a few attempts
have been made however to incorporate a ‘machine-tool sector’ into
growth models and investigate the consequences for growth of altering
the proportion of total investment allocated to this sector.

1t Maurice Dobb, ‘A Note on the So-called Degree of Capital Intensity of Investment in
Under-Developed Countries’, Economie Appliqueé, 1954, no. 3, Reprinted in his collected
papers, On Economic Theory and Socialism (London, 1955).

+ P. C. Mahalanobis, ‘The Approach of Operational Research to Planning in India’,
Sankhya, The Indian Journal of Statistics, Vol. 16, Parts 1 and 2, December, 1955, Chapter 6.
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One of them (by Dobb humself) underlines the peculiar ability of the
machine-tools branch within the capital goods sector to muate and
sustain a crcular production process of 1ts own and of thus ‘breaking
out of the determuusm’ laud upon the sector by the exisung structural
relations 1 QOther contnbutions on the subject have i addiuon brought
out the dependence of this sector (as of other sectors) on intermediate
goods, the braling effect this might have on rates of growth over a perrod
of tume, and of the more extended penod of 1utial retardation which
would hase to be accepted for minumizing the tmpact of these braking
effects on growth rates in the longer run § No attempt has however been
made so far to examune the empirical reles ance of any of these questions
mn the context of the developing countries today

‘The constraint that might be imposed on the rate of investment by the
cxisting stock of capital would be absolute only if (@) production of caps-
tal goods requures the axd of capital goods, and (5) the domeste output of
capital goods cannot be supplemented with imports Interpreted huter-
ally these are extreme conditions unhlely to be satisfied 1 reahty, There
may be, for instance, some capital goods (perhaps of a not very sophist
cated kind} which can be produced without the ard of capital goods, at
any rate, as long as there 1s international trade, 1t should always be
possible to supplement domestic production with mmports

On the other hand there are, 1n practice, hmts to the scope for making
capital goods with bare hands, at the very mummum some simple toolt
are essential, and for many purposes much more When eaport carags
are stagnant, or there are other strong competng demands for the
available foreign exchange, the extent to which imports can supplement
domestic production of capital goods may also be hmuted Given these
conditions, the growth models in which a ‘machine-tools scctor’ 1s
identfied as the sole source of capatal goods for the larger capital goods
scctor s likely to have some relevance, even if the more ngorous condi-
tions postulated by them are not wholly satisfied

Howecurer, 1t 15 not essential that all the capstal goods required for -
vestment m the mtial stages should be somehow produced within the
economy § One could assume that there 1s to begm with not even a n-
cleus of the ‘machine-tool sector’ m the economy but that some foreign
exchange 1s avaulable to the economy whichit could use toimport €a pital

+ Maunce Dobb Aa Essay on Economse Grouth and Planmng {London, 1660}, Chapir .

t h.N Rajand A. h Scn, *Sectoral Models for Development Planning’, {rthsun, tal
1, no. 2 May, 1959 and i3 expanded version enniled ‘Aliematne Patterns of Growth under
Candions of Stagnant Export Earmings” i Oxferd Eronomi Papert, Vol 13,10 1, Felrualy
1561, and k. A DNaquy, ‘Machine Tools and Machines A Phywucal Interpretanon o
Afarginal Rate of Saving’y The fadsan Ecvnamic Revwew, Vol v1 1va 3, February, 1953

§ Secc Dobb, An Esuy on Econoruz Growth and Plannung, p 144 1t may of counc be a praustic
assumption 16 make that underdes eloped economics e 10 a posilion 10 MAnULACIUTE KDE
caputal goods, even maclune tools of a not very hugh degree of precision.
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goods of any kind.{ This is a fairly realistic assumption to make, since
most developing countries have in fact had some foreign exchange avail-
able to them through trade or aid and which, in principle, they could
use for importing capital goods for either branch of the capital goods
sector or directly for the consumer goods sector. The implications of
allocating a high proportion of investment to the ‘machine-tool sector’
would then be reflected in the growth path corresponding to the case in
which the bulk of this foreign exchange is used for importing ‘ machine-
tools’.}

Indian and Chinese growth experience since 1951 offers an oppor-
tunity for a comparative analysis from this angle. The economic structure
of the two countries was strikingly similar at the starting point; both
recognized the need to build up capital goods industries as part of their
development programmes; total export earnings as a proportion of
national income have been approximately the same in both cases; both
had free foreign exchangeavailable through trade and/or aid ;§ both have
had serious problems of food shortage and have had to import foodgrain
on a large scale; but there has been a significant difference in the
policies pursued by them in respect of the ‘machine-tools sector’.

One must of course be careful not to attribute all the differences in
growth experience in the two countries to this difference in development
strategy, since there have been also other important differences in ap-
proach and policy as =l as in the objective conditions. Nevertheless it is
worth investigating in what respect the policies followed in regard to the
‘machine-tools sector’ is likely to have affected the subsequent develop-
ment of their economies.

2. MACHINE~BUILDING IN CHINA AND INDIA

China has attached very high priority to machine-building, and to the
‘machine-tool sector’ within it, from the very beginning of its develop-
ment programme. This will be evident from the following extract from
its Five Year Plan (1953-1957):||

The machine-building industry is the key to the technological transformation
of our national economy. During the course of our First Five-Year Plan, we

t Raj and Sen, gp. cit.

+ K. N. Raj, ‘Growth Models and Indian Planning’, The Indian Economic Review, Vol. v,
No. 3, February, 1961.

§ Thanks to the growing market for Chinese exports provided by other Communist coun-
tries in the *fifties, China was able to secure a larger proportion of its foreign exchange through
trade than India was able to during the same period. See K. N. Raj, India, Pakistan and China:
Economic Growth and Outlook (Hyderabad, 1967).

Il First Five Year Plan for Development of the National Economy of the People’s Republic of China in

1953~1957 (Peking, 1956), pp. 75-82.
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must develop our machine-bulding mdustry on the basis of the growth of
our wron and steel and non-ferrous metals industzes A heavy responsi.
bility rests on our existing machine-bwlding factories during the period of
the Fust Five-Year Plan 'We will ourselves manufacture from 9o to 50 per
cent of the equipment needed for 156 projects which are bemng dengned with
the help of the Sowviet Union, at the same tme the machine-bwldmg dustry
15 faced with many demands from vanous branches of the national economy
It 15 therefore necessary, on the basis of a higher techmical level, to fully
utilhze and expand the productive capacity of existing machmne building
works and to mncrease thewr production of new types of products In ths
period, we must rely on our original enterprises as well as new and recon-
structed enterprises that come nto producton to produce equipment for
ron-smelting and steel making, equipment for small and medwum hydro-
electrrc and thermal power industry, accessories and complete sets of equip-
ment for the coal, non-ferrous metals, and cement ndustries, dnlling
machines together with accessonies for the ol industry, various metal-
cntting machine-1ools, rolling stock and vessels needed for transport, and
complete sets of equipment for textile, printing and dyeing, sugar making,
paper-making and food 1industries

Official data do not reveal the proportion of total investment allocated
for the capital goods sector as a whole or for the machine-tools branch
within 1t, but an unofficial estimate suggests that over 5 per cent of the
total ‘capital construction investment’ m the public secior went nto
machme-budding 1n China’s First Plan }

The emphasis on machine bulding was contiued in the Second Plan
Though mformation on the progress made during the pertod 1958-1462
1s much more scanty than for the preceding few years there 15 general
agreement that there was spectacular growth of mdustrial production
1 the first three years of this period $ This has also been wdentified as
‘the “take-off”” peniod in Chinese machine bulding’

‘Before then the mdustry had mamly confined itself to producing farly
s:mple medium-size eqlupment, providing parts to keep the old machunery
running and complementing newly imported machinery — Starting with
the Second Five-Year Plan, greater emphasis was put on the independent
destgrung and production of complete sets of machnery and special wals,
and advances are said to have been made mn all sectors of the machine

building industry ’§
It has been officially claimed that 85 per cent of the machwery and

t Shigeru Ishikawa, Natinal Jacome and Caputal Formation sn Masniand China (Tokyo, 1965)

Chapter 4, Tables 11-13 and 11-17 .
1t Choh Ming Li, *China’s Industnal Development, 1958-63°, The Chuna Quarierly, No- 17

anuary-March, 1664
4 § Harald Munthe-Kaas, ‘China s Mechameal Heart’, far Zasiem Econone Reviee, M3y

27, 1965
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equipment China needed for the Second Plan was produced within the
country.}

The progress in machine-building in China has been not only in terms
of the quantity produced but also in the range of the products and in the
sophistication involved in their manufacture:

The pride of modern Chinese machine building is the 12,000-ton hydraulic
forging press which went into regular operation in Shanghai (in March,
1965) . . . There are only about 20 similar forging presses in the world, and
only a few countries—the United States, Britain, West Germany and
Czechoslovakia—have yet manufactured them. ..The most significant fact
is that China today is able to produce big high-precision machinery, the
12,000-ton forging press being but one of the more impressive examples.
Among the more spectacular achievements claimed by the Chinese are
steam-driven turbines with a capacity of 50,000 kilowatts and water-driven
turbines with a capacity of 72,500 kilowatts. . .China is also able to produce
blooming machines with rollers measuring 1,150 mm in diameter and equip-
ment for an iron-melting works capable of producing 1,500,000 tons of iron
a year. Oil refineries with a capacity of one million tons and fertilizer
factories producing 100,000 tons of nitrogenous fertilizers per year must also
be counted among the achievements of the last few years. As for sophistica-
tion: ‘Some of the more mature techniques in the world, such as electronic
tornardo welding, round arc gears, electrical processing techniques and
powder metallurgy, are beginning to be applied extensively.’f

India had a somewhat later start, as the emphasis on capital goods
industries was evident only with the beginning of its Second Five Year
Plan in 1956. Though the importance of machine-making industries was
recognized in this Plan, the investment allocation was relatively small
to begin with.§ Moreover the lags in implementation and the consequent
shortfalls in performance have been considerable in this sector of industry
both in the Second and Third Plans. || It is not therefore surprising that,

1 Po I-po, “The Socialist Industrialization of China (written for Cuba Specialista of Cuba)’,
Peking Review, No. 41, October 11, 1963. Quoted in the article cited above by Choh Ming-Li.

% Munthe-Kaas, of. cit.

§ Of the total planned investment of Rs. 4800 crores by the public sector in the Second
Plan, only a little over 1 per cent was allocated for machine-building industries; in addition,
there was an allocation of about the same magnitude for the private sector of the economy.
As indicated earlier, machine-building absorbed over 5 per cent of the total ‘capital con-
struction investment’ in the public sector in China’s First Plan. Since working capital was
almost entirely neglected in the investment estimates for India’s Second Plan, its ‘total
planned investment’ corresponds fairly closely to China’s ‘capital construction investment’.

|| An appraisal attempted in 1958 of the progress of the Second Plan contained the follow-
ing observation: ‘In the field of engineering industries, there will be shortfalls in respect of
structural fabrication and in respect of all types of machinery, except sugar machinery...’
(Appraisal and Prospects of the Second Five Year Plan, May 1958, p. 73). Similarly a mid-term
appraisal of the Third Plan says: ¢...progress on the part of private industry has lagged
behind in a number of key areas, such as alloy tool and stainless steel, steel castings, steel
forgings, machine tools, fertilizers, cement, paper and newsprint and in some chemical
industries’ (The Third Plan Mid-term Appraisal, November, 1963, p. 4)-
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according to an officsal estimate, only about 55 per cent of the total re-
quirement of machmery and components in 1965-66 (the last year of
the Third Five Year Plan) could be met out of domestic production and
the rest had to come from imports 1

It 15 also worth noting that, of the machinery and components pro-
duced i India n 1965-66, well over two-fifths (in value) took the form of
transport equipment and machmery for consumer goods mdustries (such
as cotton, sugar, paper and tea) Another two-fifths was accounted for
by electrical machinery and motors, electnic transformers, powers
driven pumps, boilers, diesel engines, cranes, tractors and the hke, not all
the output of which can be regarded as contributing to the “machine-tool
sector’ Machine-tools, heavy equipment and metallurgical machmery,
and such other products as can be regarded as the output of this sector
accounted perhaps for not more than about one-eighth of the total value
of the machinery and components produced in the country m 1965-66 }

The continued dependence of India on imports of machmnery and
equipment on a large scale § has no doubt meant that 1t has often been
able to install better-quality products manufactured n the more ad-
vanced countries and therefore often embodying more recent improve-
ments in technology However, as will be evident from the following
observation made by a Western visitor who 1nspected comparable -
dustries in both countres, India has had to pay a price for thisin terms of
development of techmical expertise and skill within the country

It was instructive to compare two new chemucal fertihzer plants, one in
Nangal (Pumab) and the other at Wuching {Shanghar)  Wuching cost
$25 nullion, makes 100,000 tons a year, employs 2,400 people for an average
$30 a month-—and 15 completely Chinese 1n destgn, construction and opera
tion Nangal cost $65 mllion, produces 375,000 tons a year, employs 3,500

t Perspective Planning Division (Planming Commmssion), Motzs on Perspectue of Devlop-
ment, Indig  1960—G1 o 1975-76, Apnl 1964, Appendices, Table C 34

1 Perspectve Planning Division op ¢ Table B 4

§ The inability to manufacture machinery within the country has rot been of course the
only factor responsible for the dependence on unports Sorme of the other factors at work, and
the consequences, will be evident from the following commeants of the Member i charge of
Industry w the {ndian Planmog Commussion ‘For ane thang there 12 an omoupresent, though
unspoken, infenionty complex an the field of ndustnal production Goods and machuncs will
sell only il they have a foreign brand or patent name  Even mdustnalists who loudly and bat
terly complam of the market resistance to ther mdigenous products, stram every Dot @
obtamn foreign brands when they procure equipment for themselves  Foregn collaboratiody
apart from royalnes and the stulufication of indigenous capability, nvartably brings n 1
tram a bias for the import of foreign machinery The foresgn collaborator i1 witerested even
more 1 exporng his machinery than m exporting the know how  Qur current troubles
have ansen out of the fact that the new mdustries set up with imported equipment and baow
how and dependent upon imports of components 2nd raw matenals have not been able CD];
Jectively to develop an export potential adequate to take care of the import requirerpents an
service obligations of foraign loans and royalues (5 G Banve, Problems of Indusiriad Growth 1t
Intha, Plapmng Commussion, Government of India, May 1966, pp 10-12 }
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people for a similar average wage—and sixty foreign technicians supervised
the installation of the latest British, French, German and Italian machinery.
Wouching is home-spun, almost amateurish, but with a lived-in look; N angal
is elegant and efficient but the Indian staff look almost out of place, scared
to touch their sophisticated surroundings.f

3. COMPARATIVE GROWTH RATES AND IMPORTS

Judged in terms of the realized rate of growth of national income it seems
unlikely that Chinese economic growth in the last fifteen years has been
much faster than the Indian. It was certainly faster during the period
1952-57 but, after the setback in agriculture following the Great Leap
Forward and the series of droughts, the difference in the average rates
of growth over the period as a whole is probably not very large.

In the important sector of foodgrains, for instance, output grew in
India at a compound rate of about 2% per cent per annum during the
period 1952—1962. Such evidence as is available on China suggests that
its rate of growth of foodgrain production has also been at best only of
the same order.}

The rate of growth of industrial production (of the factory-type) in
China has been clearly much faster than in India, though it is difficult
(on account of the different concepts and weights used in the respective
index numbers) to guess how large the difference has really been. For

1 Dick Wilson, ‘The Tortoise and the Hare’, Far Eastern Economic Review, April 8, 1965.

I ‘According to a publication of the Communist Party of China (Proposals of the Eighth
National Congress of the Communist Party of China for the Second Five Year Plan for Development of
the National Economy, 1958-1962, p. 18) the total output of grain in the country had, in the
period before the Revolution, touched a peak of 150 million tons in 1936. This included
about 11 million tons of soya beans and 6 million tons of potatoes, both of which are often
shown in Chinese agricultural statistics as part of foodgrain. Output of rice in 1936 was only
a little over 57 million tons and of wheat about 23 million tons, the rest being coarse grains
of various kinds.

As a result of war and the subsequent dislocation of the economy agricultural output de-
clined in the following years and was lower than this pre-war peak even in 1951. It was only
in the following year that the pre-war peak was exceeded. 1952 is therefore a good base-year
to use for measuring subsequent Chinese agricultural growth as it is for India. (See for the
above and other official data quoted in the following paragraph the publication of the
Government of China in 1959, Ten Great Years, p. 119).

By 1957 total foodgrain output (excluding soya beans but inclusive of potatoes) amounted
to 185 million tons, compared to a little over 154 million tons in 1952 and 139 million tons in
1936. After the aberrations of the Great Leap Forward in 1958 ended in near-fiasco there has
been an almost complete statistical black-out and official sources are therefore no longer
available. But there is a well-supported estimate of Edgar Snow (after a visit sponsored by
the Government of China) which places the total foodgrain output in 1960 at 152 million
tons (See Edgar Snow, The Other Side of the River, London, 1963, p. 624). This was probably
the worst year for China in the last decade. Recent visitors to China have been told that the
harvests in 1963 and 1964 were very much better and that in the latter year the output was
about 10 per cent above the 1957 level. If this is a correct estimate the 1964 output is likely
to have been about 204 million tons, which is just about one-third higher than in 1gs2.
(K. N. Raj, Indian Economic Growth: Performance and Prospects, Allied Publishers, 1965, p. 10.)
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mstance, according to offical Chinese estimates, the net valug of 1y
dustrial output 1ncreased at a rate of over 4o per cent per annum dunng
the period 1958-1960 (which was in fact a period of spectacular growthof
ndustry}, esumnates made by scholars m the West indicate a someuwkhat
lower rate of growih, approxumately between 25 and 30 per cent per
annum { In India the rate of growth of output 1 the four established
industries of the pre-Independence period (cotton textiles, jute texules
tea and sugar) dechined from 43 per cent per annum m the penod 1931
56 to around 2} per cent per annum thereafter (mainly on account ofin
adequate grewth of demand for thewr products), but output in other
industries—more particularly the chemical, metallurgical and engineer
g mdustries which recessed the bulk of the mnvestment afier 1955 and
carry a weight of 50 out of 100 11 the official index numbers ol industnal
production-—has grown at a rate of over 11} per cent per annum 1 the
peniod, 1955 1963 + Since the share of modern manufactunng dustny
i the total national output of both countrics was relatnely smalf to
begin with, 1t1s however unkkely that thus difference in the rate of growth
of mdustrial output duning this period could have made a substantial
difference to the overall rates of growth of nauonal income

As rough approximations one might therefore guess that, if the rate of
growth of national income in India dunng the last fifteen years has been
of the order of a little over 3} per cent per annum (as official esumates
decate), the rate of growth 1o China during this period could not have
been more than 43} to 5 per cent per annum § This by 1tself 15 not an
mpressively higher rate

The much more striking difference 1n performance has been the faudy
hugh rate of myvestment mamtamned m China i recent years with only
marginal dependence on imports of machinery and equipment Com
plete industrzal plants and other equipment had accounted for be per
cent of China s total imports from the Soviet Union m 19,8, and 63
per cent in 1959, when the value af the total imports from the Souiet
Uruon was about 570 milhon and 860 million roubles tespectinely, their
share fell to 12 per cent by 1962, by when the value of the total imports
from the Soviet Umion had fallen to 210 million roubles || Thas s indica
tive of the trends in Chuna s trade with the rest of the Commuuist
countnes The decline was no doubt partly offset by increased trade with

+ Choh Ming La o ab $ b Ry op ab

§ Therc are reasons to suspect that the offical national income statutics underesumate L&
rate of growth 1 India and that the actual rate bas been probably of the ordes of 4 per et
per annum. But if the rate of growth of navonal meome 1 China 13 taken to be about g0 td
4@ per ecnt lugher than an India (on account of the higher rate of growth of ncume froa
industry} a & mular upward adjustment has 1o be made 1 the assumed Chinec rate. T
growth rate in Chuna would of course be lowerif the growth of foodgrasn output has not been

a3 high as 15 assumed abore,
J} Choh Ming It op af. Table &
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non-Communist countries but it is significant that, despite such increase,
the value of machinery and plant imported into China from the non-
Communist world was only about $140 million in 1964.7

The rate of investment in China since 1960 has no doubt been lower
than in the years of the Great Leap Forward, but gross investment ap-
pears to have been still not less than 15 per cent of the gross national
product.} This reduction in the rate of investment does not however
appear to have been primarily due to inadequate supplies of machinery,
though the non-availability of specific types of equipment for which
domestic capability had not been fully developed is likely to have been a
contributory factor in slowing down the pace of investment in some high-
priority sectors. The more probable explanation is that the very high
rates of investment reached in the period of the Great Leap Forward
(estimated at 30 to 40 per cent of the gross national product) and the
corresponding rates of domestic saving could not be maintained after
the sharp fall in agricultural output in 1g60.

It must be remembered that, after 1959, China’s foreign exchange
position has been under severe pressure for three reasons:

(a) Export earnings fell sharply after 1959.

Exports from China (computed from partners’ official statistics)

$ million
1959 1962 1963 1964
To Communist countries 1615 925 8oo 700
To Non-Communist countries 615 585 727  g70

Total 2230 1510 1510 1670

(b) Heavy imports of foodgrain were necessary due to the drought,
the average import for the period 19611963 being about 5} million tons
per annum. Even in a relatively good year like 1964, about two thirds of
the total foreign exchange earned from non-Communist countries had
to be spent on importing food-grain ($400 million), raw cotton (Sgo
million), fertilizer (865 million), and crude rubber ($65 million).§

(¢) China was repaying the loans taken from the Soviet Union and
completed full repayment by 1965 (thus gaining the distinction of

+ Dick Wilson, ‘Peking’s Trade Plans’, Far Eastern Economic Review, May 20, 1965. See also
Colin MacDougall, ‘China’s Foreign Trade’, Far Eastern Economic Review, January 27, 1966.

1 Y. L. Wu, et al., The Economic Potential of Communist China (Stanford Research Institute,
Technical Report No. 2, October 1963). Wu's estimate, which places the investment rate at
over 20 per cent of the gross national product, is cited in the article by Choh-Ming Li referred
to earlier. For some observations on the difference made by the relative prices of investment
goods in China, see K. N. Raj, India, Pakistan and China: Economic Growth and Qutlook.

§ Data for exports and imports given above are from Dick Wilson’s article on ‘Peking’s
Trading Plans’ referred to earlier.
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NATIONAL ECONOMY PLANNING
AND THE DEVELOPMENT OF
NATURAL SCIENCES

SH.YA. TURETSKY

I. THE CONNECTION BETWEEN SCIENTIFIC ACTIVITY
AND ECONOMIC PLANNING

Scientific development in the widest sense is dictated by the constantly
increasing need of society to expand its material and cultural wealth.
An ever greater knowledge of nature is the basis for the development of
the productive forces, and at the same time opportunities for scientific
development, and especially for the technological use in production of the
most recent discoveries, increase as productive relations are developed.
Only when every social barrier to the development of the productive
forces of society has been lifted are all restrictions on scientific and tech-
nical progress removed. Only in conditions of socialist production has
science obtained the full benefit of the direct productive forces of society.
Scientific activity has become the most important object of economic
planning, and economic planning itself comes within the domain of
scientific activity. .

To study the influence of scientific progress on the rates and proportions
of social production it is important to define the limits of the connections
between the development of the natural sciences and economics. Of
course, political economy studies the productive relations of people, and
not the relations between society and nature; however, not people in
isolation, but in the context of their relationship with nature, the source
of all productive activity.

It would be incorrect to assume that the analysis of the development
of the productive forces and the factors conditioning this development
in terms of scientific and technological progress has nothing to do with the
study of economic laws and lies beyond the scope of economics. To
formulate the problem in this way would impoverish economics and iso-
late it from the other sciences. The connection between economics and
the natural sciences begins in the initial stage of the exchange of matter
between society and nature and concerns all stages of production and all
forms of activity.

To elucidate the way in which the development of the economy and of
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economics itself depends on scientific progress 1s of MAJOT 1mportance i
the development of economuc thought under conditions of sociahsm,
But this 15 only one side of the problem 1t 15 no less important to dis
cover the role of econonmucs mn the development of the natural sciences
In what does this role consist, and what 1s 1ts 1mportance m a socalist
society ?

First of all, the study of the extent and composition of the matenal and
spiritual needs of society 15 an 1mmedate, direct tash of econouucs.
Thus determunes the need for natural resources, and to obtam these re
quires the development of science and technology The duscovery of
natural wealth, 1ts extraction, reproduction (for biological resources),
processing and treatment right down to the final product depends on the
Iabour resources eof society and therr use, on the accumulated basic funds
and on the condition and use of the implements of work

On the border of economics and natural sciences the solution of the
problem of the two aspects of the product 1s gnen 1n pracuce by the ratie
of the socially necessary expenditure of labour on its production to 1t
social usefulness, and, in conditions where the law of value apples by
the ratio of the value of the goods to their use value The ratio of expenses
to the potential use value of the final product, received from ttus type of
raw matenal, or fram other interchangeable matenals, can be used asa
critenon m applied problems in the development of vanous natural
scrences (chenustry, physics, hiology, geology, etc) which affect the
mterrelation of society and nature

Economucs must give {define) an economic crterion for the develop-
ment of the natural sciences, must telescopically determne the order
which scientific research into the further knowledge of matter 1s under
taken, taking the perspectives of economic development and a more
efficient use (with lower consumption of labour) of the force of nature
mto account To tale only one of many possible examples, 1n the sphere
of geology The important point 1s not that the geologists have discovered
the secrets of the earth s core, or that a technical selution of the problem
of very deep driliing has been found It 1s also necessary that the total
expenditure on extraction should be justified, 1 ¢ compensated for by
the saving in producthve or personal consumption, so that the final
product 15 not made dearer, and the total productivity of soczal labour
1s mereased T

An efficiency crterion stipulates the necessity for secking new and
more acceptable vanants of scientific discovenes which can be utilized

t+ Tt has been said that half the gas reserves and a third of the ol reserves Lic at depths
exceeding 3500 metres. According to the calculauons of the experts, todnli to a depth of 3000
metres now takes two to three months, the next 1000 metres takes three to four monchs
the next 500 metres takes ten months
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in practice. Thus the problem of constructing superconductors which
transmit electricity over long distances without loss has been solved.
However, additional expenses arising from the use of these materials
(in their present variant) exceed the saving made. The total level of
expenditure also limits the use of the highly efficient (hydrogen-oxygen)
fuel element, of foodstuffs produced chemically, and of other scientific
discoveries. There is also great scope for reducing the cost and increasing
the use of atomic energy.

On a long-term perspective the scientific solution of the problem of
thermo-nuclear synthesis will not only provide all people for centuries
to come with power resources, but will create a practical basis for the
transformation of nature (climate, river flow, etc.) for the benefit of
mankind.

Ofcourse, the criterion ofeconomic efficiency in the development of the
exact sciences cannot have a universal value; it principally affects the
choice of the best of several alternatives when the general theoretical
aspect has already been solved. One can hardly speak of criteria of
economic efficiency in relation to the working out of the fundamental
theoretical principles of science, or of its abstract methodological prin-
ciples.

We can formulate three basic aspects of the theory and practice of
comprehensive socialist development which require study and develop-
ment in connection with further scientific and technological progress.
These are:

(1) Changes in the proportions between final and initial production,
resulting from further scientific knowledge of the forces and materials of
nature and a fuller use of natural wealth and the substances extracted
from nature. These lead to higher rates of reproduction and new inter-
sector proportions: a different optimal relationship between the rates of
development of the mining, agricultural and processing sectors, a choice
of the optimum trend in the development of more promising and feasible
types of production. This results in a change in the structure of the
material economic balance and in new estimates of the efficiency of
capital investment and its distribution.

(2) Changes in proportions between labour and natural substances,
the wider use of natural factors to increase the productivity of social
labour; changes in the distribution and use of labour and labour re-
sources of society.

(3) Acceleration of the process of production and circulation and a
change in the relation between them.

An uninterrupted increase in the level of material welfare and spiritual
development of each member of socialist society, both for the people of
today and for future generations, makes it essential to consider the
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economic aspects of all problems connected with the ncrease of natura]
resources and their fuller use, their transformation 1n the shortest possible
time into products with the maximum possible usefulness

In other words, efficiency 1s determined by the rato of the amount of
raw matertal to its usefulness and by the rate of transformation into the
final product Essentially thus product 1s necessary for reproduction of
the working force, and under socialism 1t 1s inseparable from the conds
tions for the all round development of man

2 EFFICIENCY IN THE USE OF NATURAL RESOURCES

We can distinguish between two forms of natural resources (q) the
forces of nature, and (5} the matter of nature The first are used to ob
tain all forms of energy, ¢ g wind and water power, solar energy and
thermonuclear energy of the future

These forms of energy do not ‘go 1nto’ the final product-—they are used
up 1n the production process, but the value of the energy 1s transferred to
the final product Energy 15 used for the rapid transformation of raw
material into the final product with definite physico chemcal and bio
logical properties required by society Such a basic distinction between
the forces of nature and the raw material resources, which are the ymual
sub strata of the material wealth, 1s important 1n establishing the pro
portions i which these two mutal forms of natural wealth should be
used, and thus for the direction of scientafic research in the development
of science, and for ensuring the unity and connections between power
and the raw matenals balance

The problem s that the raw material of many classical forms of energy
resources {(basically organic substances) can also be used as matenal for
creating final products "This apphes not only to wood, which1s to a large
extent burnt even today, but also to such minerals as o1l, natural gas and
coal The relation between mass (weight) and energy in these forms of
encrgy differs completely Hence the search to raise the proportion of
total energy supplies which are of the most economucal form, 1e have
the largest mass of energy relative to the mass of mtial substance

Labour consumption on obtaining energy today comprises almost
6o per cent of all labour consumption 1n the extraction industrres of
the total weight extracted today in mdustnally developed countnes
roughly half goes on fuel and 1n a number of countries the transportation
of fuel accounts for 40~45 per cent of all freight

At the same time, the potential energy directly contained in many
natural forces {which cannot be used as raw matenal) 1s hardly used, for
example, the plasma of the earth’s upper crust, solar energy, the tides,
and so on Of the direct forms of energy, the force of natural waterfalls
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(hydraulicenergy) is comparatively more widely used in certain countries
(especially in the U.S.S.R. and the U.S.A.), although even so hydro-
energy accounted for only 2 per cent of the world’s total energy consump-
tion in 1960.

The use of direct natural forces for energy needs is restricted in many
cases not by the scientific or technological possibilities, but by the eco-
nomic limits, and primarily by the large capital capacity, the need for
large investment over a long period of time compared with the use of
traditional energy sources.

In the long run the amount of raw material resources will grow, not
only because of increased extraction, but also as a result of the release
of considerable material means used as energy sources. To achieve this
further scientific research is required in physics (the use of atomic
energy, the control of thermonuclear synthesis, and so on), in chemistry
(photosynthesis, the creation of a fuel element, and so on), in geology
(reaching the earth’s upper crust), in biology and other fields. Given the
varying degrees of durability of the use of different forms of direct natural
forces, it is already important today to determine the economic criterion
for efficient use of power.

In addition to this change in sources of energy a no less important prob-
lem in the next ten years is the fuller use of the potentialities of traditional
energy resources. Today less than 2000 calories of each ton of potential
energy of 7000 calories is usefully used; the balance is irretrievably lost.
The total efficiency of energy resources in the world economy is just
over 25 per cent, and in the U.S.S.R. it is today about go per cent.

There are good grounds for suggesting that in the foreseeable future
the efficiency factor will reach 50 per cent, which is equivalent (on the
scale of fuel extraction in the U.S.S.R. in 1963) to an increase in output
of more than 500 m. tons of fuel, and saving of labour of 1,200,000
workers. It should be mentioned that it took a century (from 1860 to
1g60) to increase the efficiency in the world economy from 10-4 to
26 per cent.

The increase in the efficiency factor to 50 per cent will not only be
facilitated by a change in the structure of energy resources, but also by
basically new methods of energy transformation, for example, the con-
struction of a magnetic hydrodynamic generator, which directly con-

1 In certain economically underdeveloped countries the long-term domination by
monopoly capital led to the extravagant use of material resources. According to the data of
the Indian scientist Homi Bhaba, in India 75 per cent of energy (in the form of heat, power,
traction and light) was produced by burning cow dung. In India in 1951 224 m. tons of dry
cow dung was burnt as fuel, and this is equivalent in heat production to the total annual
extraction of coal in the Ruhr. This is 2 huge loss to agriculture {depriving it of fertilizer),
sharply restricts the productive resources of the country, and keeps the standard of living of
the people at an impoverished level. In pre-revolutionary Russia more than 60 per cent of
energy (not counting live traction power) was produced by burning wood in furnaces.
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verts fuel into electriaity wathout a motor Here the efficiency 1s twice
as high as usual ¥

Higher efficiency 15 obtained 1 electrochemistry by the creaton of
a fuel element or current source for which the chemical £TeTgY 15 con
verted directly mto electrieity This 1s obviously a matter for the fiture,
The same applies to transistor quantum generators with an efficency
factor approaching 100 per cent

The himit to the amount of the final product 1s the amount extracted
from nature (or produced in agriculture) This means that the theoretseal
limit to the matenial index (the ratio of the weight of the final to the intial
product) 1sumity Butit does not follow from this that the socal usefulness
of the final product 1s directly propertional to the product of the growth
m the mutial product and the material index It 1s also necessary to take
mto account umprovements in the use value of each umit of the final
product, 1ts capacity for satisfying the ever growing social needs by in
creases in rehability, durability, quality, etc

The ‘scwssors’ between the imtial product, extracted from nature and
the final product will also be reduced by further knowledge of the pro-
perties of matter, the transformation and fuller use of these properties n
the course of processing

Together with the wider uses of many hands of natural resources which
are now burnt, the possthility of making better use of eatractable raw
materials 1z constantly growing Today only part of the raw matenal
usable m the production of the final product, a large proportion 2
rretrievably lost as waste or 18 used mn a repeatead cycle with addinonal
expenditure of labour For example, only 35-40 per cent of the imtial
weaght of iron ore, one of the basic forms of mineral raw matenal, enters
into the final product § The remamder 15 Jost or wasted 1 vanous ways
The utiization efficiency factor of plastics 15 about g2—g5 per cent
However, they are still expensive, and although they can successfully
replace certain non ferrous metals they are hardly competitive wath 1ron
and steel In the case of ron ore, developments in physics and chemustry
will create vast new possibihties for the more efficient use of the ore

Huge reserves of mncreased production at lower cost lie m the use of
many forms of vegetable raw material, particularly wood By companson
with the pre revolutionary period the efficient use of wood m the
USSR has grown noticeably, With a fuller use of the raw matenal

1 When discussing the social usefulness of energy, 1ts efficiency one must mentog the dea
of creating an artificial brologacal muscular moter, 1 ¢ a controllable muscle with cfficiency
several ames higher than a machine motor and alse the expenments with biclogeal dlectnety
(produced by different bactena)

+ The slagheaps of the future will be a umiversal maternal for the construction of dams,
reservows clesators silos, badges, for the manufacture of decorative panels as a substatute 1
marble, graute, and so on
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the volume of wood which can at present be produced will provide an
increase in the final product of not less than 25 to three times in physical
weight and four to five times in use value.

A sharp increase in the efficient use of wood is a very important
factor in forest protection and reproduction, affecting soil fertility,
navigability of rivers and so on; and, like all plant life, forests partici-
pate in the conversion of solar light energy into chemical energy
(photosynthesis), guaranteeing biological life. As yet the conversion of
primary solar energy into chemical energy and the creation of organic
substances are not part of the productive activity of man. The
scientific discovery of the secret of photosynthesis will in the distant
future provide for the ‘extraction’ of chemical or electrical energy direct
from the sun. The possibility of using this discovery (like any other)
in industry will depend on the degree of savings such extraction will
ensure.

Forest riches, like other forms of plant life are (technically speaking)
the most accessible on the earth’s surface to direct consumption, and so
have been destroyed steadily over the course of centuries.

Meanwhile, the huge biological resources of the world’s oceans, ac-
cessible only at a certain level of technical civilization, at present remain
almost untapped. Although the nutritional resources of the ocean are
four timeslarger than those of the land, today only one per cent of the food
products (calculated in calories) which are consumed by the world’s
population is satisfied by means of the biological resources of the ocean.
Mineral resources hidden in the depths of the ocean too (oil, ore, mag-
nesium, bromine, gold, silver, radium, uranium, etc.) are used only in
very small quantities.

The problem of using natural resources more fully and efficiently, as
one of the important factors of the economy of social labour, has a direct
relation to the establishment of a long-term model of the final product.
This question cannot be ignored in seeking the optimal variant of the
proportions of the processing industries, and also of the best material
composition of the initial products, taking into account their use proper-
ties and the reduction in the time required to transform the initial into
the final product. A long-term model of reproduction worked out in
this way reveals a whole system of proportions, based on the maximum
results with the minimum expenditures.

3. THE PROCESSING OF RAW MATERIALS

Ineachsector taken separately and, even more so, in each separate enter-
prise, the share of expenditure on material increases as a consequence
of the further division of labour and strengthening of the material
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connection ansing from the development of new sectors and enterpnses
manufactuning parts and semu finished goods on a large scale As we
know, tlus tendency of techmcal progress to increase the proporticn
of maternal costs and to reduce that of labour costs reflects the growth
of the productvity of social labour, the increase m the organtc com
position of expenditure (and under capitalism the organic composition
of capital)

We have secen from the deselopment of the natural sciences that fuller
use of the materials extracted from nature, the comersion of all, or al
most all, the ;mit1al mto the final product and an merease m the social
usefulness of each umt of the final product require an mcreased amount
of labour to process what was previously regarded as waste, and ofien
also to improve the use property of the product Even now, to adapt raw
matenals for the needs of society a great amount of labour 1s requured,
but the conversion of a larger proportion of this raw matenal mto the
final product and the increase n 1ts use value by means of processing
outstrip the growth of labour consumption calculated per unit of imtial
raw material This means that the labour consumption per umt of soczal
usefulness of a product 1s considerably reduced The increase 1 the use
values of the final product will continue to outstrip the mcreased labour
consumption Theoretically 1t 15 possible to tnple the volume of the final
product of many forms of raw nunerals and fuel with an efficiency of
0 3-0 4 The increase m labour consumption will be much less Houw-
ever, the total change mn labour consumption will cutstrip the increase
1 the primary raw matenals which can be extracted

A natural substance 1s a pre requisite for the creation by the actvity of
labour of the variety of use values which determune mn the aggregate the
matenal resources of society and the natonal wealth

‘Bemng an activity intended to adapt matenals to this or that purpose
[labour] requires matter as a prerequisite In different use values the pro-
portion between labour and raw material vanes greatly, but use value always
has a natural substratum Labour, as an activity, directed to the adaptaton
of raw matenal 1n one form or other, 15 a natural condition of human exist
ence, a condibion of exchange of matter between man and nature, independ
ent of all sowmal forms *

Ifwe analyse the possibilities of development of the productive forces,
starting from those afforded by progress in the natural scrences, we an
assert that the proportion of the value of the final product which 1s made
up by expenditure on processing and treating prunary materals will
increase at the cost of a Telative reduction 1 the expenditure on therr
extraction Ths hypothesis 1s Justified and 1s supported both by an €x

t K Marx A Contrbution to the Critgue of Polttieal Economy N Stone {Ed } (Chucage
1904) p 33
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amination of the corresponding dynamic series of the economic develop-
ment of the U.S.5.R. over almost fifty yearst and by long-term data on
the development of other countries.

In the long-term the total labour consumption will increase princi-
pally in the processing industries and in the intermediate sectors,
where primary raw materials are transformed into the desired final
product.

This is true not only of mineral-processing industries, but also of those
which process (and reprocess) vegetable and animal materials: the food
industry and several light industries. In fact, the coefficient which charac-
terizes the ratio of the final to the initial product produced from agricul-
tural raw material is as high as 0-8-0-g.

As technology and culture develop and the standard of living of the
people improves the manufacture of food products is brought to a point
where they are almost completely ready to eat. This determines the
establishment and development of the food industry, and the expansion
of the degree of preparation of food products, canning, confectionery,
etc. The labour consumption increases, but this is more than compen-
sated for by the much greater saving in domestic preparation of food
(the difference is four- to five-fold).

This process of complete preparation also applies to light industry.
The development of sewn-wear, knit-wear and habadashery industries
needs a considerable amount of labour, but simultaneously releases a
very much larger amount of the labour which was uneconomically used
in sewing, knitting and making articles by hand.

Calculated per unit of use value, the value is reduced, but the ratio of
the labour to the materials changes in the case given to the advantage of
the social expenditure of labour.

The size of the increase in the total expenditure and total capital in-
vestment calculated per unit of raw material for its complete use (its
conversion into the final product) has a strictly defined optimum. The
difference in these additional expenditures must be less than the costs
(including capital investment) required to extract and transport the
equivalent volume of raw material. The ratio between these quantities
reflects the increased productivity of social labour on the scale of the
whole economy. It is accompanied by a change in the distribution of

} See ‘Extensive Socialist Reproduction and the Economic Balance’, Izd. vo Mysl’, 1964,
. 40.

f? While the development of the processing industries depends on the amount of extracted
raw materials and energy resources and their use, the extraction of these resources depends
greatly on the processing industries producing improved equipment (durable and ultra-
durable materials). For example, the direct transformation of heat into electricity requires
materials which are heat resistant up to 2500~3000°C.; and the rapid progress made in
motor construction is related to the durability and heat resistance of materials.
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labour and of the means of production between imndustnes and between
the different economic regions

In the longer run, a radical change mn the ratio between labour and
raw matenials appears with the development of the mass industrial
manufacture of food products, such as the products of synthetic chermnzeals,
We have the picture, as yet improbable, of the disappearance of agn
culture 1 the very distant future This means that the most important
social and economic problems of the inter relation of town and coun
will disappear, the huge mass of labour now employed m the production
of raw matersals and final food products wall be released The produc
tivity of social Jabour will be increased many times

4 REDUCTION IN PRODUCTION AND CIRCULATION TIME

Scientific and technological progress i its turn directly affects the
production time, the length of the worlang period and the tune requured
for the mfluence of natural processes on produciion In the case of the
worhing period, two contradictory tendencies can be obsenved. bt
decreases under the nfluence of a reduction 1n, for example, the pro-
duction phase of electrical energy, smelting (the direct restoration ofron
from ore), the manufacture of cloth (non woven materzals) and so on. At
the same time mcreased quality, durability and relinbility often requure
an mcreased worhing peniod, especially when the product is camed to
the stage where 1t 15 ready for use The mncrease mn the proportion of
machines and other precise mechanical engineering devaces, the manu
facture of which requires a great amount of shilled labour, operates
the same dircction However, intensification and reduction of the pro-
duction phase speeds up the processing and reprocessing of the product.
With a given level of technology and skill, there 15 a strictly defined
optimum reflecting the relation between the increase in the rate of pro-
duction and the increase m quahty

The very limited data which exist about the dynamcs of the work
period provide evidence of a notable aceeleration m the USSR over
the last 20-30 years n the smeltng and processing of metals, the pro
duction. of cement, the construction of buildings, etc

In the extraction industrics bore hole drilling, mine working and s
on have speeded up The time required for the production of many
articles of consumption, especially the bakng of bread, the preparation
of leather and sewing of footwear, has been considerably reduced.
Despite the different factors nfluencing the production period, the
tendency towards a systematc reduction 1s undoubtedly the dorunan!

one
The reduction in the length of ume needed to produce many products
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is greatly helped by the fact that less time is required for natural pro-
cesses to act. For example, the development of the chemical industry,
especially petro-chemicals, and the increased use of chemical processes
in many industries, has contributed greatly to the reduction of produc-
tion time. With the wide use of modern methods (electricity, ultrasonics,
and so on) the drying of wood and many other materials is done much
quicker. Plastics can be produced much faster than the metal, wood and
building materials for which they are a substitute.

The effect of the reduction in both the components of the time required
for production is an increase in the specific weight of the work period,
i.e. in the active influence of labour on the object of labour with a more
efficient use of equipment.

Scientific and technological progress affects circulation time at least
as much as (and possibly even more than) production time. Circulation
time (including the length of production time in the sphere of circula-
tion and transport) considerably exceeds production time. This applies
to almost all forms of fuel (especially coal and wood), cement, metals
and metalware (from the extraction and transportation of the ore to the
production and delivery to the region where the machines are to be used).
Seasonal factors in agricultural production necessitate the lengthy storage
of many foodstuffs and raw materials.

Circulation time, and especially the time during which the product is
being transported, depends, as we know, on the location of the productive
forces, the distance between the producer and the consumer, traffic speed,
and the number of stages through which the good passes.

Further specialization of production and division of labour, sub-
division of the manufacture of parts and semi-finished goods, the alloca-
tion of casting, tool-making and repair work to independent enterprises
and industries—all increase the distance between the separate stages of
the productive process. At the same time, freight transport of parts,
semi-manufactures and so on is done on a more co-operative basis.
Specialization produces an increase in circulation time with a reduction
in production time by the rational division of labour. This is one of the
many factors in the effect of scientific progress on circulation time. One
must also take into account the continual reverse tendency towards a
reduction in circulation time due to changes in the composition of energy
and raw materials, the development of pipelines and electrification, and
of electronics, the reduction in size of many means of production, the
increased nutritive properties of foodstuffs, the greater production of
egg and milk powder concentrates, and other factors.

The change in the structure of the fuel balance: the increased pro-
portion of liquid and gaseous fuel, is accompanied by the development
of pipelines which increase the speed of transportation many times in
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In the manufacture of a similar chemical substitute continuity of pro-
duction within the petro-chemical combine is achieved; many stages of
circulation are unnecessary, there is less dependence on transport for the
different production stages.

The development of electronics, the reduction in size (miniaturization)
of equipment and the increased usefulness of each unit of weight and
volume of materials reduce the influence of the transport operation on
the unit use value. Achieving maximum usefulness from minimum ma-
terial, we can directly affect the size of the transport operation.

The analysis of the effect of the progress of the natural sciences on the
production and circulation time leads to the conclusion that in the future
the circulation time will be greatly reduced, and will fall relative to the
production time.



ON THE POSSIBILITY OF
CONSTRUCTING A MODEL OF THE
TRANSITION TO SOCIALISM
IN ITALY

ANTONIO PESENTI

I TYPES OGF PLANYING

The subject may seem somewhat strange—rather like a discussion on the
sex of angels transposed into a modern key But the fact remams that in
Italy the non sociahst Left, to justify its refusal to unite with the more
adsanced sector of the socialist front, resorts not only to the usual 1deo-
logical objections, but also to the plea that the Commurusts cannot pro-
duce any practical ‘growth model’ that might represent an alternatne
to the existing plan and would modify 1t by degrees but not impair the
smooth functiomng of the system now gorerming the process of repro-
duction

Thas hine of argument, which 1s undoubtedly just a political pretext,
relies on the 1declogy of the *growth model’, which mn our day has be
come a ventable myth, especially 1in petit bourgeo:s munds. I have ne
mtention of humouring this myth, but 1t does answer an objectve re
quirement, especially for the muddle strata of society, who want every
programme of structural reform to proceed by successive stages, each of
which must be reasonably stable and functional

I would hle tosay at once that I have no intention of discussing w hether
1t 15 possible to devise abstract models of an Itahan transition to socual
1sm’, as an idealistic vanant of the growth modelideology would require
Any number of models of this kind could be constructed, bu they would
serve no purpose Reality with all 1its complexities and its own develop-
ments would undertake to destroy them But even if we wanted to con
struct a properly realisuc model of an ‘Itahan transitton to socialism’,
we should find oursehves faced with wnsuperable difficulues. In a situa
tion of intense class struggle, with 1ts revolutionary desire to transform
the whole structure of society 1n accordance with socialist principles,
successive phases of political and economuc stabihty are created, each
of which lasts only a short tme Evenifeach of these phases represenis 3
step w1 the same direction and a gradual transiion to soctalism, e
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various functional relationships and the individual parameters are con-
tinually changing in a way which is very difficult to foresee. By its very
nature the political struggle is free and creative, and it cannot be reduced
to schemes amounting to anything more than indications of what is
possible and how coherent the programme is.

There have been several attempts in Italy to formulate ‘econometric
models’ for development, based both on overall programmes and on
schemes for individual sectors. The Pieraccini Plan for the years 1966—70,
which has not yet been debated or approved by Parliament is based upon
an econometric model. Previously, though with less econometric pre-
cision, attempts had been made to devise a pattern of development on
the basis of the so-called Vanoni Plan of 1955.

The Vanoni Plan really consisted of extrapolations of existing trends;
it was, in other words, a kind of co-ordinated assemblage of foreseeable
data, which did not imply that the objectives of economic policy would
be transformed by the plan into binding decisions. It might seem that the
Pieraccini Plan is something more than a simple projection of existing
trends—since it is based on quantitative hypotheses drawn from reality,
and sets more exact aims to which development must be adapted. But
even this is not sufficient since it does not provide for any qualitative or
structural changes in the existing functional relationships. In other words,
the objectives are not transformed into binding obligations.

Experience ought to have taught us that without an analysis and an
identification of the functional relationships and of their qualitative
variations, whether spontaneous or due to government intervention, it is
not possible to construct a realistic model, that is to say one which can
form a basis for decisions and has some analogy with actual develop-
ments. The same might be said of the patterns for individual sectors,
even when they appear to be less complex; and of regional projects like
the ‘Green Plan for Agriculture’ or the ‘Plan for the Industrialization
of Southern Italy’.

Marxist criticism has already pointed out that this experiment proves
the truth of the Marxist principle that'the economy consists of relation-
ships between men, and not between things; that economic development
is not a phenomenon of quantitative growth, but one of continual
qualitative modifications: The latter must always be borne in mind; it is

*impossible to establish quantitative targets by isolating the process of
development from the institutional framework within which it takes
place! The Marxist critical analysis has shown that even’interventions on
the part of monopolistic state capitalism in its various forms, if they do
not impose actual qualitative restrictions implying modifications of the
structure, merely stimulate the process of capitalistic reproduction as
it exists in the present imperialistic phase, and thus heighten those
16 FSC
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cumulative effects which are characteristic of thus process Such mnteren

tions strengthen the functional relavonshuips inherent in the monopalistic
structure, as well as the expansion and power of monopobstic captal

and by aggravating the existing contradictions they upset all the abstract
quantitative forecasts of the ‘planners’

2 CHANGES IN FUNCTIONAL RELATIONSHIPS

The economuc programme of a revolutiorary party 1s of caurse always
obliged to set certain quantitative targets, but 1t must be stressed that
such targets are achuevable only if they are acconpanied by far reaching
qualitative modifications of economic relattonships This 15 mevitable
because it has to satisly the demand, so insistent m varmous strata of
society and especially among the bourgeots middle classes, for*a form of
ecanonuc development based on an economic balance which 1s dynante,
but will consist of several stages each of which must have a reasonable
stability* When occasion arises, the problem is naturally solved by polits

cal action But 1sit possible, without attempting to construct a complete
model, to evolve some scheme, however summary, having an economic
or econometric character?

It seems to me that we ought to start from the functional relationships
which explain the type of development most smtable for the more ad
vanced capitalistic socteties, and especally for those, like the Italhan, 1
which structural modifications are still in progress, i the sense that
capitalistic relationships are still evolving towards therr most mature
forms' Itas well known that in such societies, which fromethe quanutatne
potnt of view are not yet *mature’, the annual rate of increase of the na-
tional icome may be high, while the mequahities ansing during the
process of growth may be acute In Italy, for example, between 1949
and 1963, the annual growth rate of national product was 6 3 per cent
There were also large changes 1n the contributions of the different pro-
duction sectors the percentage of the industrial sector rose from 50 per
centof the net product in 1g20-88 to 64 per cent 1n 1g49-63, of which 49
per cent was n the manufacturing sector The share of the agricultyral
sector declined from 18 g per cent in 1920-38 to 7 g i 1549-63 Agn
culture also lost about three milhon unuts of labour, whereas manu-
factuning industry 1creased 1ts labour force by about 1,300,000 umts,
the total active population remaimng approximately stationary duntg
the period 1g5:-61 Production per worker betueen 1949 and 1963
thus increased by 6 3 per cent in agriculture, 7 2 per cent in industry and
6 6 per cent overall These quantitative results, which are a condse
expression of a rapid process of development, were achieved, as s well
known, owing to the existence of special conditions favourable to capital
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istic development, namelythe presence of large numbers of unemployed
or under-employed workers, low wages, which increased at a rate lower
than the increase in productivity, and a growing demand, stimulated by
government spending and by the expansion of the capitalistic market'
both at home and abroad.

A development of this kind naturally strengthened the capitalistic
relationships, with serious social consequences such as the depopulation
of the poorest areas of peasant production leading to economic and
social impoverishment and mass emigration of labour.

At the same time the'accumulation of huge reserves in the hands of the
dominant monopolistic groups boosted the influx of capital into the less
monopolistic sectors (agriculture, food and textile industries, etc.), and
thus accelerated the process of concentration. This in turn‘widened the
gap between the rates of development in the various regions and social
classes, and revealed the increasing inadequacy, both absolute and rela-
tive, of the education system and general infrastructure!

The fact that Italy is still being changed from an agrarian-industrial
into an industrial country involves enormous social expenditure. This
transformation is being undertaken in a world that is not standing still:
the rate of technological progress in the more advanced economies in-
creases rapidly every year, and the process of concentration, not only of
financial resources, but also of production, is likewise advancing rapidly.
But in Italy a backlog of a hundred years has to be made good, and this
is also characterized by an accentuation of the ‘dualism’ between North
and South.

The objective requirements of such a situation may be summarized
as follows: (@) A need for a’vigorous and rapid expansion of public
spending in order to modernize the infrastructure ;'not only soil reclama-
tion, the road system, ports, etc., but also education and health services,
economic and social organization, scientific research, etc. (6) The second
essential is the'achievement of full employment of the labour force? This
is not only a ‘political’ aim, in harmony with the fundamental demand
of the workers as stated in the Constitution, but an economic objective
which in Italy is an extremely complex matter, since there exists not only
the ‘visible’ unemployment, but, as is well known, a high rate of con-
cealed unemployment or under-employment. Many of the workerslack
qualifications and experience and consequently their productivity is low.
A further large percentage are employed in sectors such as agriculture
and retail trading, where the output per man-hour is extremely low. It
therefore becomes necessary to employ large numbers of unskilled
workers, to redirect labour to more productive sectors, and to train the
new or existing members of the labour force who may be capable of
achieving promotion to a higher grade. This problem, however, is not

16-2
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msoluble and 18 1 heeping with the requirements histed unger fat
since public expenditure on econonite mfrastructures makes 1t pomb‘g'
to absorb large numbers of unshilled workers immediateh {6} In g
private sector of the econouy 1t is generally recognszed that there are
two top prionties—an increase i agricultural production peri cad andy
reduction of the social costs of distnbution, (4} Lastly, another objectine
on which all are agreed 15 the ensuning of a more stable rate of growth
the industral sector

Every plan clamms to have found solutions for these problems, even
if the quantitatinve targets and the cconomic pohaes differ. Heayy
public expenditure with a view to mncreasing the external cconomies
by developing the nfrastructures 1s generally admtted to be necessan,
cien 1f many people prefer to spread the programme over a period 1a
order to avoid puttng too heavy a burden on the State budget by wmeur-
nng expenscs considered to be excessive m refaton to private spending
and the national income There 1s also the problem that these secton
tend to have very high capital output ratos

Howeuer, the general unanimity regarding the nced to'bring the infra-
structures mto [ine with the demands of the modemn econonmuce structure”
15 due to the fact that i themselies economic inten envon and mvestment
1n the infrastructure sector do not properly belong to the ficld of *struz-
tural reforms™ In other words, they can Zep, but do not change, the
functional relatronships goterning the economie development of 2
system If we want to make them help to consolidate new structural re-
latzonships, the system of proeduction must be changed From the eco-
nomic viewpomt, this also applies to the problem of school reform 1t
true that 1 thus sector there 15 2 lot of talk about ‘ruforming the schools,
and 1t 1s hhewse true that 1n this sector class antagomisms are considess
able and acute But the word ‘reform® undoubtediv has a concrele
political connotation when 1t 1s used to denote a renewal of the scholat.e
structure on democratic Lines as well as a renewal of the trends in cul-
tural and technical trumng, though from the cconomuc pont of view
techmical and professional tramung forms part of the system.

3.REFORM OF AGRICULTURE AND INDLSTRY

W hen we come to the aums bsted under (¢) and (d), however, we find oure
selves i olved i the class struggle, and here basic reforms of the func-
uonal relationships are bemng discussed or fought for

For the Itahan cconomy a problem of capitalimportance 1san incre.s<
1n the supply of agricultural products and a reduction of Lt costs, o723
other words a rencwal of agriculture by means of a cultural transforma
uon and an marease n the productisity of labours But how can U8
quanutative result be aclueved? Certainly not within the framework of
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the present functional structures, a fact of which all the political parties
are well aware. A scheme for capitalistic development, coupled with the
elimination of production relationships based on outdated forms (such
as métayage, various forms of profit-sharing leasebolds or large estates)
and of the gradual‘elimination of peasant holdings and their replace-
ment by capitalistic agricultural undertakings; has not been chosen by
the dominant class because it would have involved heavy social costs
and would also have caused a swing to the Left among the peasant
masses. Instead, an intermediate solution has been chosen:’with the aid
of State subsidies and the expenditure of vast sums, attempts have been
made to support the medium-sized peasant and middle-class holdings
and to eliminate the more backward structures, while at the same time
encouraging improvements in agricultural methods. Such a policy can
only "attentuate and spread over a longer period of time the process of
destruction of peasant undertakings. It cannot change the type of de-
velopment, which is more and more dominated by financial capital. In
fact, when inserted into the framework of the general economic system,
a policy of this kind is powerless to'prevent the gradual subjection of
agriculture to monopolistic control; as regards both input of capital
goods, needed for agricultural production, and the output for the pro-
cess of maintenance, sales organization and the industrial processing of
agricultural products.

The Communist programme aims at changing the social relationships
existing in country areas and advocates an overall agrarian reform, the
watchword of which will be: give the land to the peasants. This pre-
supposes the abolition of outdated pre-capitalistic systems and the ex-
tension and strengthening of a new kind of peasant ownership. Freed
from exploitation by financial capital, aided by simultaneous reforms in
the industrial sector and encouraged to group themselves into associa-
tions of the co-operative type, which they approve of and want, the
peasants would be in a position to create large agricultural undertakings
embracing the whole vast arc of productive agricultural activity, from
the purchase of the equipment needed to the industrial processing of
agricultural products. In this way it should be possible to create new social
conditions and bring about a much-needed increase in productivity.

Corresponding suggestions have been made for the distributive sector,
in which productivity is also very low. Here too, in order to counter the
penetration of monopolistic capital by way of the big stores, forms of
association are advocated which would attenuate and render less bur-
densome the necessary transfer of productive forces to productive sectors.
The fundamental question is, how to alter the functional relationships in
the field of the basic productive sector, i.e. industry ? It is here that there
comes into play the fundamental process of accumulation which is
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responsible for the well-known cumulatne effects T These heighten the
economuc and soctal contrasts and are recogmzed byevery body, while all
the political parties agree 1n demanding measures which will guarantee 5
smoother economuc development But those who do not wish to alter the
existing econonuc systemn are trying to deal with the effects instead of
tackling the causes,and as we have said, the programmes theyputforward
fail to take 1nto account the qualitative changes which are mdispensable
if we want to ensure 2 regular, more stable econonuc development.

Viewed 1 the abstract and within the hmitations imposed by the
provisions of the republican Constitution, 1t would not be a difficult task
to alter the above-mentioned functional relationships There 15 already
a large amount of State ownershup of the means of production 1n sources
of power and 1n steel, machinery, chemical and other industries, and the
activities of thus sector could be further co-ordinated and extended ‘The
necessary mechamsm also exasts for the control of investment and basic
price-levels, for the identification and restriction of the process of self-
financing and regulation of profits In all these cases precise proposals for
democratic reform have been put forward, with due respect for existing
mstitutions, and these proposals have the approval of the masses Thus,
m thus sector too, the programme has been co-ordinated from the polis-
cal as well as from the economuc pomt of view The aimn s, of course, sull
full employment, starting from the presumption that trade-umon de-
mands stimulate the system and that the independence of trade unons
must therefore be guaranteed It rejects the so-called mncomes policy,
which i view of the present situation means nothing more than the freez-
mg of wages to the benefit of profits Moreover, trade-umon demands,
provided they are restramed by a sense of independent responsibility,
cover not only the field of wages, but also the problems of control mn the
factones and the structure as a whole In other words, these demands
must act as a continual spur to the productive process, ammung at the
aclievement of a new equiibrium on a hugher level

As regards the speafic sectonal, local, quahitatne and quantitative
targets, the programme envisages an active participation from below,
thus 1s the result of a close study of claims, of redevelopment plans in
towns, districts, regions, and even on a national level, with the parua
pation of elected bodies—parties, trade umons and cconomuc nstitutes
It may seem that this method, when co-ordinated on a national basis,
might well set impossible targets, but a realization of the possibihines,
of the relationship between aims and means, has now been achieved
shich will forestall or lumt any such risk. The starting pownt wall be the
actual situation, and not some abstract hypothesis

$ Thus problem 13 discussed in more detail n the author’s essay "Atuvia ﬁmninm ¢
programmmazione” i Rusta do Duitto Finanzaro ¢ Saenga delle Finanze {March 1953}
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If some other type of development is preferred to the existing pattern
it will be necessary to break the vicious circle of the present accumulation
of capital and replace it by another system of accumulation and distribu-
tion of the surplus value created by society.

This other type of accumulation could be achieved by increasing the
accumulation of public funds needed to counterbalance the increase in
social investments, by encouraging personal savings and by making the
accumulation of resources by individual undertakings more uniform.
This would naturally imply some form of control over price and profit
levels. ‘

The possibility certainly exists in the abstract, but it needs to be made
concrete.

In private capitalistic undertakings the volume of production, or
supply, and the process of investment, which is the basis of future pro-
duction and the force underlying overall demand, depend on many
parameters, in the first place on the present or hoped-for profit. A
natural and necessary rate of profit does not exist. If we wish to operate on the
basis of a programme or plan of development, in a market which can
provide the necessary working capital and credit facilities at a low cost,
the rate of profit loses much of its functional value. Of course, from the
national point of view, taking the system as a whole, it is necessary to
establish an overall rate of necessary accumulation, but within this
framework an enterprise may be satisfied with some pre-established rate
of profit, even if it is not high. A more uniform rate of profit can be ob-
tained by the method of what I call ‘equalization funds’ (casse di con-
guaglio).

The Italian Constitution stipulates that private economic initiative
shall be free, so long as this initiative is not harmful to the public welfare
and does not prejudice the security, liberty and dignity of the individual.
As things are at present, a capitalistic enterprise is free to invest its own
capital ‘how’, ‘to what extent’, ‘where’ and ‘when’ it likes. Hitherto,
pressure has been brought to bear on such decisions only from outside,
indirectly and with the aid of various types of incentives. But any plan-
ning that really wants to direct economic development in such a way that
economic and social inequalities are reduced or avoided, ought, at all
events in the case of large enterprises, to lay down not only where the
factory is to be built, which is particularly important in a country like
Italy which has to reckon with the dualism between North and South;
but also the type of product. In other words, it ought to control invest-
ment by a system of official permits and recognize that the policy of in-
direct incentives and disincentives is inadequate and costly.

New investments financed by issues of new shares and debentures are
already subject to official permission. It would merely be a question of
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criticisms if it is a question of establishing a model of economic planning
which must be econometrically precise regarding all the economic re-
lationships prevalent in the economic life of an advanced country.
Nevertheless, I still think that we can gain from it some idea of the
‘potentiality’ of a system as a whole, in other words it can show whether
or not a programme is feasible.

In Italy, those who agree with these criticisms of the so-called aggre-
gate models are fond of quoting as an example the present Pieraccini
Plan, the beginnings of which have already been contradicted by reality.
The central nucleus of this plan is the Harrod—-Domar equation which,
in its simplest formula, y = «/K, shows that y, the annual rate of increase
of monetary income in a given country is equal to «, the average pro-
pensity to save of the people as a whole, divided by K, the capital-
income ratio.

If, for example, we want the rate of total annual development to be
5 per cent and the ratio of capital to income is g, then the amount saved
must be equal to 15 per cent of the national income. It is pointed out that
the Pieraccini Plan, which is based on its own forecast of an average in-
crease of national income during the five-year period at a rate of 5 per
cent per annum (which has not yet been achieved), categorically stipu-
lates a marginal capital-income ratio for productive investments of 3-1.
For the so-called social investments, the yield on which is far smaller than
that obtained from productive investments, the capital-income ratio
has been calculated as g-36. If we combine these two ratios, we get an
overall ratio for the entire Italian economy of 4-76. Consequently, in
order to get an annual growth-rate of national income of 5 per cent, the
savings of the community would have to be almost 24 per cent of the
national income.

Obviously, these figures have not been achieved because they have
not been converted into binding obligations. Entrepreneurs have been
left free to operate as they choose, and government action, instead of
restraining them, has encouraged these reactions, while the whole
economic policy has tended to restore the process of capital accumula-
tion desired by dominant monopolistic capital. Nevertheless, as an
indication of ‘possibility’, the argument was, and is, realistic and based
on experience. Given the extent of the still unutilized productive forces
a growth rate of 5-6 per cent per annum can be achieved.

In the period 1949 to 1963 private consumption accounted for about
60-62 per cent of the national income, public consumption for 11-14
per cent, and investment for 20-26 per cent. ‘Savings’ amounted to
less than the surplus value created, because part of the surplus was ab-
sorbed by objectively unproductive consumption or by unproductive
categories which live on the surplus created. In industry, in fact, the
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annual surplus value, according to offical statistics, fuctuated around
38-46 per cent of the gross product )

Within the category of private mvestment, we find that the figures
show a gradual percentage decrease m the sectors of direct production,
¢ g agriculture (14 per cent m 1951, 8 47 per cent i 1g64), industry
(38 55 per cent m 1951, 26 82 per cent 1964), transport (14 52 per
cent 1n 1951, 13 g5 per centn 1964), while there has been a rise 1 hous
mg (the percentage has been more than doubled, rising from 16 34 to
36 67) and i other sectors which are not direct producers Although it s
difficult to make a precise estimate, 1t 15 reckoned that the capttal per
unit of labour duning the peniod under review has almost doubled m
agriculture and has remained stationary 1n industry, while 1 services
the :ndex figure has nisen from 100 to 153

With a proper policy to eliminate certain items of lusury consumption,
to reduce prices by means of mcreased productivity, and to acluese a
more equitable distribution of income, the flow of money spent on con
sumption could be directed mto other channels, thus effecting a real
‘saving’ Moreover, items at present considered as private consumption
would become part of public expenditure {education, health, housing n
part, etc ) Public consumption, wlich at present takes 12--13 per cent
of gross mncome, nmught thus nise to 15 per cent In fact, by rationahzng
the present public expenditure m accordance wath schemes resting on
a sohid foundation, an increase in social expenditure of § per cent, m
relation to the gross national mncome, would be sufficient to ensure the
execution of the vanous sectonial plans and reforms

Naturally, other problems of a financtal nature will arse, and these
will have to be solved and will involve an increase i public expenditure
for transfer of income, e g varous types of compensation payablen
instalments to those who will suffer losses as a result of these reforms

The ability to allot an average of 25 per cent of the national imcome
to mvestments should make 1t posstble not only to achieve full employ
ment, but also to budget for an annual growth rate of income of around
5 per cent per anmum It will be necessary to regulate and direct mvest
ment, and to this the obyection rght be raised that it would * discourage
the formation of savings, which mn a capitalistic country tend to become
concentrated in the retamed reserves of firms Butifwe bear m mind what
has been said above, the mcrease m public saving—which at present
represents from 3 5 to 4 § per cent of national income and 25 per cent
of national savings—and also 1 personal savings mught compensaie for
any reductions mn saving by entrepreneurs

Soctal mvestments have never reached 1o per cent of the national in
come Here too, there ought to be a real increase, and a transfer from the
private to the public sector A real mncrease of such nvestments will be
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necessary to cover the above-mentioned expenditure on improving the
infrastructure and to increase, with public help and the participation of
the public administration, the investments in agriculture, in public
and private building and in industry itself.

Our studies reveal the ‘possibilities” of the system as a whole and tend
to show that full employment of the labour force can be achieved to-
gether with a drastic reduction in emigration abroad of the most active
and efficient elements, and the absorption of unemployment even
among unskilled workers who will be able to find jobs more easily in
public works, while the transfer of workers from unproductive to pro-
ductive sectors and a greater productivity thanks to the better training of
the younger elements will likewise be guaranteed.

We also believe that it is possible, by means of taxation and other
measures (e.g. contractual saving), to increase voluntary personal sav-
ings. These, given a change in the distribution of the savings of under-
takings by means of ‘equalization funds’ or through other financial
institutions, should acquire greater importance and serve to restore the
necessary equilibrium. This is feasible, though it is recognized that the
‘propensity to voluntary saving’ may tend to diminish when there is a
more balanced distribution of income accompanied by an increase in
social security.

Naturally, these considerations of a general character, showing that
an overall programme of reforms in the socialist sense can be realized,
also leave unsolved the specific problems of a rational distribution and
utilization of resources, according to territorial areas and sectors of
production. But these problems could also be solved if the political will
to solve them were there, together with participation from below.

5. ECONOMIC ANALYSIS AND CLASS STRUGGLE

It is not possible to tie reality down, even if a central organization exists
which controls all the national resources and can endeavour to utilize
them in the most productive and rational way in the interests of the com-
munity at large, starting from the principle that production must serve
mankind, and not mankind production, and that the aim of social
productive activity is to ensure the satisfaction of all demands, of all the
needs of human society, and not the realization of the biggest profit
possible.

In a system under which most of the productive resources are in the
hands of private capitalists and a bitter struggle is being waged to alter
the basic functional relationships, accompanied by the consequent
subjective economic reactions, it is pointless to make quantitatively exact
forecasts of ‘parameters’, ‘co-efficients’, or other relationships.
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In such a situation, we have already gone a long way if we can demon
strate the logical coherence of the relationships we wish to maintain and
the economic possibihity of realizing the aims we have set Their realiza
tion, however, will be the fruit of a class struggle, er of a pohitical struggle,
which amounts to the same thing, and this, although 1t may draw
nounshment from econonuc analyses of this kind, 1s nevertheless quite
mdependent of them



PART IV

ECONOMIC GROWTH IN
HISTORICAL PERSPECTIVE

WORLD ECONOMY IN
TRANSITION (1850-2060)

SURENDRA J.PATEL?

It is now nearly two centuries since the publication of Adam Smith’s
An enquiry into the Nature and Causes of the Wealth of Nations (1776); and
Karl Marx’s Capital (1867) was published exactly one hundred years ago.
In the course of these years, profound changes have taken place in the
world economy. Their full significance ‘'has rarely been assessed, and
their implications barely analysed. The preoccupation of the economist
with the contemporary concerns may have been in part responsible for
this weakness. And yet there is little doubt that the overall balance-sheet
of how the wealth of the nations has expanded could have a considerable
relevance to our appreciation of the prospects over the decades to come.
The task of drawing up such a balance-sheet is indeed difficult; for there
are many entries which form areas of relative darkness, and others which
are under dispute as to whether they belong on the debit or the credit
side of the ledger.

There are many questions for which it would be helpful to have
answers. How great a stride has the world economy taken in the last
hundred years? How does it compare with the earlier centuries? What
were the overall rates of growth? What are the main features of this
econormic transition? Do they yield any guide-lines for the future ? What
prospects can one reasonably expect for the next hundred years? The
economists’ tools for measuring progress are yet too weak and the content
of the future too uncertain to yield much precision in any such exercise.
The progress of science may unravel unthought of possibilities. In the
process, many new commodities and services may emerge; different
ways of satisfying existing or new needs may arise. Man has just taken
the first faltering steps towards leaving the age-old bonds of the earth;
the strides in space may well open up new dimensions in astro-economics.
The image of the future world economy, therefore, cannot but be foggy.
And yet, an understanding of the past movement and its implications for
the future would seem to be of sufficient significance to hazard guesses, no
matter how weak in foundation and approximation to reality they may
prove.

1 The views expressed herein are personal, and need not be attributed to the organization,
the United Nations Conference on Trade and Development in Geneva, of which the author is
a staff member.

[ 2551



256 SURENDRA ] PATEL

This study begins with a broad review of the changes 1 the world
economy up to the mudpoint of the last century, and then summanzes the
mam features of the change since then These mdications are then used
for outlmung the prospects for the next century and analysing theyr sig-
mificance An exercise hke this can hardly have precision as its am It
mam purpose 15 to pomt out the broad sweep of the movement, rather
than measure each step as 1t was taken

I CHANGES UP TO 1850

Onver the last 6,000 years of its settled existence, most of mankind has
spent most of its active time m making a living—that 15, finding food,
clothing and shelter The conquest of the struggle for survival seems to
have formed, 1n one way or another, the core of human endeavour The
most sensitive minds devoted themselves toit The founders of the world s
greatest religions promised to their faithful followers an entry to heaven,
Reformers emphasized changmg habits of individual behaviour and
social nstitutions Philosophers and polincal scientists suggested altenng
forms of governments Revolutionares called for radical changes in the
existing balance of social power In all these speculations, there was al
ways an overnding preoccupation with the promise of an easier econonue
lot for the average person The proposed solutions were all designed to
procure some kind of an eternal affluence

The economic historian has no means of measunng the levels of
average real mcome that prevailed in the past Civilizations rose and
fell Centres of culture and power shifted Technical and scientific pro-
gress continued Despate all this, the real mcome of the average aitizen
1 most centres of civilization must have changed but little up to the
mud-pownt of the last century T According to Professor Kuznets' est
mates, only five countries (the United States, Great Britamn, Swatzerland,
Canada and the Netherlands) had attamned an average annual pxr
capita meome (in 19521954 prices) of §200, or shghtly lgher, by 18503
The' average for the whole of North Amenca and Europe could not have
been much higher than $150—or only $30 to $50 more than in the poor
countries today, or presumably then § These five countries together ac-
counted 1n 18571 for around 6o million people and some $12 bilkon {in
1952-54 prices) worth of output, or much less than what is now produced

t J M heynes, ‘Economuc Possibilities for Our Grandchuldren” (1930} m s Essdyt =
Persuanion (Loundon, 1931), p 360, T W Schultz, * Reflection on Poverty withun Agnculuwre
11 the Journal of Politscal Economy Vol Lvim No 1, February, 1950, pp 7-9 for approxumitc
data, sc¢ Colin Clark, in Review of Economuc Progress Val 1, No 4, Apnl 1945

4+ S S huznets, Sux Lectures on Economue Grouth (Glencoe 1959} p 27 =l

§ Sec the author s ‘Economuc Distance between Nauens Its Ongut, Measurement >
Outlook mn the Economie Journal, Vol 1xxrv, March 1964, some of the conclusions i 1
following section are also based on this study
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in one city, such as London or New York. This difference can hardly be
considered major, since requirements for food, clothing and shelter
were much higher in colder climates in those areas than in the tropical
or semi-tropical climates in the poor countries.

Without claiming much precision, some idea may be given of the
order of magnitude of the growth of population and total and per capita
real output up to 1850. The world population is estimated to have ‘in-
creased about two and a half times between the year of Christ’s birth and
1650—from 200-250 million to some 550 million. It doubled in the next
two hundred years and doubled again in the century thereafter.t'All in
all,'a five-fold increase (from 200—250 million to 1171 million) between
the beginning of the Christian era and 1850. The growth rate for the
whole period was around'one per cent per decade’—lower for the period
up to 1650 and higher thereafter.

Even rough estimates of the growth of total and per capita income are
not available. But the magnitude of the change may be suggested by a
priori reasoning. As pointed out earlier, the average real income in North
America and Europe, the most advanced parts of the world economy,
was around S150 (in 1952-54 prices) in 1850. This is not much higher
than the rock-bottom level necessary for subsistence. One might even
suppose that it was as low as only one half this level at the beginning of
the Christian era. But since world population increased nearly five-
fold, and since per capita output is assumed to have doubled, we can
conclude that the total output might have risen some ten-fold, or slightly
faster than one per cent per decade; and the growth rate of per capita
output—doubling in 18 centuries—would come to about 4 per cent per
century, or less than what many countries have recently achieved every
year.

The growth rate of per capita income must thus have been negligible
for the period as a whole, though there were times of spectacular spurts
forwards as well as slides backwards. But throughout this period, the
rise in per capita income could not possibly have been steady even at a
very modest pace. Let me illustrate it thus: even if per capita income
could have risen by a mere one per cent per decade, it could have, if the
rate were maintained, increased about seven times in 2,000 years, twenty
times in 3,000 years and fifty times in 4,000 years. At that rate, the aver-
age real income in Egypt, Sumer or Greece at the height of their civiliza-
tions would have been no more than $2 to $5 in present prices—or only
one-twentieth to one-fiftieth of what it was around 1850. Human ex-
istence in any form would have been simply impossible at that level.
The built-in steadiness of economic growth was thus to appear on the
world scene mainly after 1850.

+ W. S. Woytinsky and E. S. Woytinsky, World Population and Produstion (New York, 1953).
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The world economy in the pre-1850 penod provided a*classic illusira-
tion of the model of ‘dynamics of pohucal economy’} as eluaidated by
Ricardo, Malthus and Ml ‘The power of population” marched almost
1n Line with the ‘power of production’ }

2 THE ECONOMIC EXPLOSION SINCE 1850

Into this world of near stagnation, the Industrial Revolutionintroduceda
highly explosive force Although dated to begn n the last thurd of the
eighteenth century, 1ts mmpact on raising the level of average hving
was very small indeed until about the middle of the mineteenth centuny,
Exen in Great Britain, the country of 1ts ongin, the spread of new tech-
mques was hmited mostly to textiles, transport and coal unul 1850

The new techmques were to have a profound mfluence 1n rasing the
average level of hving 1n the mdustmal countres in the perod following
18,0 For the purpose of statistical convenience, the industnal countries,
as defined here, mnclude the Umted States, Canada, Austraha, New Zea.
land and the whole of Europe Thus 15 ohviously a simplification for
hardly any of these countnes could really claim thus attribute 1n 18,0,
and some of them not even by 1960 The economic evolution of these
countries since 18,0 has a profound sigmficance for any analysis of the
future outlook Let me summarize some of the elements which have a
major umportance 1n assessing the future prospects

(1} The population of these countnies rose nearly threefold between
1850 and 1960—from 300 nullion to 850 mullion The increment alone
was equal to the entire world population i 1650 The annual growth
rate rose from less than 1 per cent per decade mn the pertod preceding 18,0
to nearly 1 per cent per year i the subsequent period Undoubtedly,
there was a population explosion Its growth rate had increased tenfold

(2) In the same penod, the total cutput of goods and services produced
in these countries had expanded over 20 tmes—from $45 ballion (in
1960 prices) 1 1850 to $930 ballion 1n 1960 In these 110 years of an -
tense outburst of economic activity, the industrial countnes alone pro-
duced over one-third of the entire real income, ard two-thirds of the
total mndustnal output generated by the labour of all mankind in the
preceding 6,000 years The economuic explosion was mdeed much more
powerful than the population explosion.

(3) Against the annual expansion of population at under 1 per cent,
output increased at 2 8 per cent per year, or nearly three times as fast

t The phrase was used by John Stuart Mull at the begimmng of Book v, Influence of the
Progress of Soaety on Production and Distsbunon’, of his Principles of Political Economy {1845}

3 David Ricardo, The Prnciples of Polutical Economy and Taxation {Excrymans Library
edibion}, Chapter v
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In consequence, the real level of per capita income rose from an average
of about $150 (in 1960 prices) in 1850 to $1,100 in 1960—or sevenfold.
This was obviously much larger than in the preceding history. The
‘dynamics of political economy’ in which the population and output
kept pace with each other ceased to apply to these countries almost
from the year of the publication of Mill’s classic.

(4) Although the impact of the economic explosion was so powerful,
the annual growth rate involved was relatively modest compared with
recent experience. The total output increased at about 2-8 per cent per
year against an annual growth rate of population of under one per cent.
The pace of economic growth was three times as fast as that of popula-
tion. The differential between these two growth rates was responsible
for the force of the economic explosion.§

(5) The grouping together of so many diverse countries and looking at
only two points of time (1850 and 1960), however, gives a misleading im-
pression of the growth rates. It is well known that all these countries did
not begin their development at the same time. As the process of growth
spread from its original centre to the other countries, there appears to
have been a steady rise in the growth rate of overall and per capita out-
put. The long-term annual per capita growth rate was 1-2 to 1-4 per
cent in England and France; 1-6 to 1-8 per cent for Germany, Denmark,
Switzerland, U.S. and Canada; 2-1 to 2-8 per cent for Norway, Sweden
and Japan; 4 per cent or higher, depending upon the estimator, for the
Soviet Union, and as high as 6 per cent and above during the last 15
years for a number of countries both in the East and in the West. The
progressive tendency in the per capita growth rate to rise suggests that
the latecomers to industrialization appear to have clearly benefited
from thetaccumulated treasure-house of world technology. They could
short-circuit the jump from one stage of technical development to another
by a massive adaptation of the existing knowledge.

(6) One more facet of the economic ‘explosion’ may be explored here.
It relates to the transformation of output. Up to the Indistrial Revolu-
tion, agricultural output accounted for half or more of the total nearly
everywhere. Since then, however, its share has continuously fallen—
from 50 per cent or more to only about 10 per cent; and that of industries
has correspondinglyrisen from under 20 per cent toabout 40 to 50 per cent.
The complete reversal of the relative shares of agriculture and industry
would thus seem to be the most distinctive feature of economic growth.

1 In the essay cited earlier, Keynes had already drawn attention to ‘the power of com-
pound interest’. In economic dynamics, the differential between two growth rates is of ex-
treme significance. Thus, although the growth rate of output was only 3 times as high as that
of population, per capita income rose over 7 (and not 3 times) in 110 years. If the differential
were to remain the same, but if the growth rates were to be 2 per cent for population and 6
per cent for output, per capita output could expand over 45 times in a century.
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In the 110 years under consideraton, agnicultural output n these
countries rose four- to five-fold {at 1.4 per cent per year), industnal
output on the other hand expanded nearly forty-fold (at g 5 per cent per
year) These relationships scem to suggest that m the process of develop-
ment, the expansion of agricultural output soon reaches a cerling beyond
which, if continued, it merely generates difficult-to-dispose surpluses

Within the group broadly classified as “industry’, the output of hght
mdustry increased more than twenty times between 1850 and 1960, or
approximately at the same annual growth rate as that of tatal output
or the service sector (excluding transport and communications), heavy
wmdustry on the other hand expanded over a hundred fold As a result,
there was a complete reversal of the relative shares of these two n the
total industrial cutput, with the share of heavy mdustry nsing from
under one-thurd to over two-thirds of the total

3 THE OUTLOOK FOR THE NEXT CENTURY

The mmage of the world economy a hundred years hence can hardly be
determined wath any precision The present generation 1s not even dimly
aware of the shape of things to come And yet, the review of the past
century and some of the pomnters for the near future may be used as a
bass for an illustrative exercise The main purpose of any such exercise
cannot clearly be to affirm that such and such developments will take
place Econonusts do not possess Cassandra’s gifts of prophecy, and m
any case, even Cassandra, owing to her non fulfilment of reciprocal
favours to Apollo, had to be content with never bemng beheved by her
contemporarnies But the exploration of the mam contours of the probable
developments may serve the purpose of indicating, not the final destina-
tion but, at least the general direction of economic growth For the
purpose of analysis, countries are grouped mnto two broad categornes
(1) the industral countnes as defined n the preceding section, and
{2) the pre ndustrial or the developing countnes covering the rest of
the world
{1) Industnal countrees

The average per camta mncome for this group was $1,100 in 1960
This group consists of two major sub groups the QECD countres, or
the developed marhet economies, and the socialist countries :n Europe

{a) The OECD countries The plans and programmes for this group
expected an annual growth of total mcome by 4 2 per cent, and of per
capita mcome by over 3 per cent for the twenty years from 1960 to 1980
Recent expertence has lent 2 more optimuistic tone to these general tar
gets Noestmates are available for the peniod after 1980 Butletat sumply
be assumed that the growth will continue, say, at 4 2 per cent per year,
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in consequence, the per capita output for the group could increase 19
times between 1960 and 2060—or from $1,200 to $23,000 (in 1960
prices) by 2060.

(6) The European socialist countries. The perspective plans for these
countries for 1960 to 1980 envisage an annual growth rate of over 7
per cent for total and 6 per cent for per capita income. At that rate the
average income could rise some g-2 times by 1980—or above the antici-
pated average level of the OECD countries. No projections have been
formally undertaken for the subsequent period, but let it simply be
assumed, even as an obvious understatement, that these countries would
not plan for attaining by 2060 a per capita income level particularly
higher than $23,000 (in 1g60 prices), projected for the OECD countries.
In order to achieve this, their annual growth rate of per capita output
for the period 1980 to 2060 would have to be under 2-75 per cent, or less
than one-half of the expectations for 1960 to 198o.

According to these assumptions, the outline of development in these
industrial countries would proceed as follows:

1850 1960 2060

Population (in million) 300 850 2,400
Income (billion $ in 1960 prices) 45 930 55,000
Per capita income (1960 $) 150 1,100 23,000

In the two centuries since 1850, population will have expanded 8
times, per capita real income over 150 times and total income over 1,200
times! For those who would be tempted to dismiss this exercise as an out-
rage to statistical sanity, let it be remembered that the implicit annual
growth rates (1850 to 2060) are: 1 per cent for population, 3-6 per cent
for output and 2-6 per cent for per capita output. A century along these
lines is already a part of history, and the process is simply being extended
for another century at a rate of expansion which is about the same as
that since 1850 (minus the inter-war stagnation).

(2) Developing countries
But what about the developing countries? How can one postulate
any reasonable assumptions about their prospects of development? The
last century of their near stagnation is obviously no guide to the future.
But it is this burdensome past which has so often weighed heavily on the
development economists’ pessimistic outlook about their future. I have
discussed at length elsewhere the reasons why such a pessimistic outlook
is uncalled for.T The main considerations regarding the prospects for the
growth of their income and population may be briefly summarized here:

t See the author’s The India Ve Want: Its Economic Transition (Bombay, 1966).
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(¢) Expanston in tnoome {1} According to the comventional natoml
income estimates, the average per capita mcome of the developing
countrics was about $120 1 1960, aganst $1,100 for the rich countres,
A number of studies m recent years, including the pioneering werk of
Gilbert and Krawis, have conclusively shown how mnadequate the present
methodology 1s for the comparisons of per capita incomes of different
countries with differing price and employment structures At least two
important reasons tend to understate the level of per capata income m the
developing countries  the exclusion of the housewives’ services, and the
relative prices of the products of the agricultural, handicraft and the
scrvice sector If adjustments are made for these, the comparable level
may well be two to four times higher—or about §250 to §400 The
economuc distance between the nich and the poor countries would,
accordingly, appear to be much narrower than commonly suggested

{(u) The experience of development durmg the last fifteen years has not
been as discouraging as 1s often made out A group of experts concluded
in 1951 that even if the developing countries imvested sums equat to 20
per cent (fully one-half of these were to be provided by external aid) of
therr combined national income, they would only succeed in raising
therr national mcome by 2 5 per cent per year{ The mcremental
capital output (net) ratio was imphicitly supposed to be as high as 8 1!
Actual expenience has been much more promising Between 1950 and
1965, the developing countries (excluding China and other Asian social
18t countries) rased thewr income by some 85 to go per cent or at an
annual growth rate of about 4 4 per cent, and the mcremental capital
output {gross) ratio was in the neighbourhood of 3 1, and lower if the
figures on net output and mvestment were to be compared But even
this average picture 1s musleading, since 1t excludes China and other
sociahist countries, which account for nearly one-third of the population
of the developing countries Moreover, 1t also lumps together those
countries which developed faster and those that did not

Adjustments to unravel these confusing knots are difficult mndeed
But let me separate the main pieces (1) The evidence 15 not easy to pro-
cure for the growth of the Asian socialist countrics with some 800
mllion people Despite difficulties over some years, thesr annual growth
rate simce 1950 may be presumed to be around 7 per cent, (2) Fourteen
non-socialist developing countries with a population of over 450 mullion
expenienced an annual growth rate of 5 5 per cent and above § (3) The
remainmg developing countnes (about goo milhon people) had anannuat

1 Unned Nauons, Afeasures for the Economse Development of Underdeieloped Counires (New
York, 1951}, p 48

1 United Nauons 4 orld Economie Surtey 1963 Part I, *Trade and Development Trends,
Needs and Poliwes (MNew York, 1964}, pp 2t, 37
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growth rate slightly under 4 per cent, though significantly higher than
the forecast made in 1951. Three large countries, India, Pakistan and
Indonesia, with 650 million people formed the dead-weight pulling the
average of the group low.

If these pieces are put together, we find that three-fifths of developing
population (in group 1 and 2 shown above) increased their annual
output two and a half-times between 1950 and 1965; the annual growth
rate was in the neighbourhood of 6-5 per cent. Pessimistic perspectives
would thus seem to be based on the development economists’ self-
created miasma rather than reality. And among the remaining, intensive
search is going on for accelerating the tempo of growth; they have already
set high targets—over 6 per cent growth per year—in their new develop-
ment plans. They may fail again, and perhaps once more again but
eventual success can hardly be doubted.

(iii) The experience of the last fifteen years should be taken as only
the beginning, as the first faltering steps of a child learning to walk. In
comparison with the preceding half a century, the developing countries
have, during these 15 years, raised their output four to five times as fast;,
and put more real investments in the economy and more students in the
institutions of higher learning. Capital formation has already reached
16 per cent of the gross domestic product and a continuation of the past
marginal rates, could by 1970 raise it to 20 per cent or above. Educational
advance has brought the enrolment in the first, second and third levels to
the stage where Western Europe was on the eve of the first World War;
and at the present rates of advance, the developing countries could at-
tain the educational profile of Western Europe by 1980 and of the U.S.A.
and the U.S.S.R. by 1990 or 2000. The growth points have thus been
slowly built up, and the search is going on to surmount the weaknesses.
Planning in one form or another has been adopted as an instrument of
policy, and the public sector is emerging as the driver of the engine of
expansion.

(iv) International attitudes and policies, though slow in changing,
may also alter. For a period as long as a century, one can mention the
hopeful points: disarmament and use of part of these resources for de-
velopment; changes in trade flows and the international division of
labour; and some progress towards a redistribution of world income.

(v) Many difficulties still remain unresolved and new ones may arise.
Nor does it necessarily follow that all the developing countries will
succeed equally and at the same time in accelerating the pace of develop-
ment. But as emphasized in § 2, the growth rate of output has pro-
gressively tended to rise over the last century, and this trend can be ex-
pected to continue. The modest objective of the U.N. Development
Decade is to raise the rate to 5 per cent per year; and pressure is already
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buwlding up to set the sights higher Success may not immediately follow
the declarations, but itseventual attainment can hardly bedoubted The
growth rate I have assumed 1s therefore high-—over 5 per cent

(B) Grouth of population The growth of population of the dey eloping
countries accelerated recently—from under 1 per cent per year between
18,0 and 1950 to around 2 2 per cent 1n the last fifteen years With
greater success 1 reducing mortality rates, 1t could be evpected to rise
mn the near future But how long will this rise continue ® The death rate
has now fallen to about 25 per thousand It may soon reach 15, and
eventually 1o (but not below}, or about the same as m the industraily
advanced countries at present Since the birth rate has hovered around
the ceiling of 40 to 45 per thousand, 1t 15 obvious that the net growth rate
of population could not cross the upper ceiing of g 5 per cent per year

Once the ceiling 1s reached, howlong willit continue at thatIevel? The
question has been answered often with a great deal of alarm rather than
clarity My feeling 15 that the transiion to low barth rates, ble that to
low death rates, 1s likely to come much faster than expected at present
The techmiques of birth-control are on the threshold of revolutionary
changes Efficient, easy to use and cheap methods are now being tested
The pills and the mfra-uterus devices provide the examples And the
conventional barners agamst their use may scon crumble with a grudgmng
green signal from the Pope The way would then be open for an wter-
national agency, such as the World Health Orgamzation, to imtate,
hke the ‘ann locust’, ‘anti-malana’, ‘anti-ilhteracy’ and ‘freedom from
hunger campaigns, a world wide dnive for ‘freedom from birth’ Even
if every single woman of cluld-beaning age in the developing countries
were to be provided with these devices, its total cost would barely come to
half a balhon dollars—not such a large order to reduce the birth rate to
near zero This 1s obvicusly an illustration, simply meant to emphasize
the possibility of the declme in birth-rates arriving much earher than
imagined now

With this as a background, I am assuming that the average annual
growth rate of population of the developing countnes 1s unhhely to be
much higher than 1 per cent for the bundred years to come—higher m
the first two decades, but drastically falhng thereafier The population
of these countries may as a result nise three fold, or from 2,150 million m
1960 to, say, 6,500 nullion

{¢) Per capita ncome wn 2060 As stressed earher, the real comparable
per captta mcome of the developing countries 1s about $250 to §400
rather than $1zo If the objective set was to abolish the Unequal World
over the next hundred years, 1t would then imply raiang the level of real
per capitancome of the developing countries to that assumed above for
the developed countnes, that1s to §23,000 This would mean mncreasmng
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it some 70 to 75 times, or at an annual growth rate of 4 to 4°5 per cent.
Since population is assumed to increase at 1 per cent per annum, it
follows that the total output would have to be increasing at 5 to 55 per
cent per year—or at a pace only slightly higher than between 1950 and
1965, and than the objectives of the U.N. Development Decade.

The expansion may appear spectacular, but it merely represents the
terror of growth at modest compound rates, cumulated over a long
period.t Itssize is in fact smaller than what is assumed to take place in
the industrial countries between 1850 and 2060. The difference is simply
in the time-horizon—the developing countries telescoping in one century
what the others attained in two centuries. It is thus possible under not
particularly unreasonable assumptions to conceive of the economic dis-
tance among nations, which has widened in the last century, being
overcome in the next. If the growth rate is somewhat lower forincome and
higher for population, the result may come about a decade or two later.
But that, and not hopeless centuries, is the approximate size of the

_ development problem.

4. THE WORLD ECONOMY AT MID-TWENTY-FIRST CENTURY

At the growth rates assumed—about g per cent for the industrial coun-
tries and over 5 per cent for the developing ones—the average per capita
income in the world of 2060 could be in present prices as high as some
$23,000. For a family of four, it could mean over $90,000.

Whether this level should be considered too high or too low would
depend on a number of unforeseen factors. But it may serve some purpose
to compare it with what we know today about the richest families in the
richest country, the United States.

(1) The pattern of expenditure

Top one per cent of all the spending units in the United States re-
ceived g-5 per centof itstotalincome in 1946 ; the average for the group was
$16,800, and their savings-income rate was 38-4 per cent, which varied
within narrow limits (37 to 43 per cent) between 1919 to 1945.1 In 1947,

t In the dark days of the Great Depression, Keynes drew attention to the possibility of
growth by citing the illustration of probable growth of the treasure of £40,000 with which
Drake returned to England in the 1580s. Gumulating at 3} per cent per year, every single
pound of it could have become £100,000 by 1930. See his Essays in Persuasion (London, 1931),
p- 362. )

+ The data on the United States, shown in this section are derived from the following
publications: S. S. Kuznets, Shares of Upper Income Groups in Income and Savings (New.York,
1953), pp- 176-77; during 1919-38, the top one per cent received as much as two-thirds of
all dividends paid to individuals (p. 130); United States Department of Commerce, Income
Distribution in the United States (Washington, 1953), p. 84; and Statistical Abstract of the Uwited
States (Washington, 1963), p. 400.
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only 52,000 famihes out of a total of 37 mithon had an annual ineome
before taxes of $50,000 and over The average income of this o 14 per
cent of the total famibes was $89,533, or, say $go,000 Cormung to a more
recent period, 125,440 umts out of a total of 48 mulhion recened 1n 1960
taxable individual mcome in excess of $50,000 per year, their total gross
mcome was $11 5 billion and they paid §4 3 billion as federal taxes, or
38 per cent of their mncome  Average annual income per umt was about
$g0,000

Thus, 125,000 of the richest fanubes {4 out of one thousand) 1 the
Umnted States recened an average annual taxable mncome of $g0,000—
or about the same as would result by 2060 as anaverage for all the famikies
1 the world, if the growth rates assumed 1o this study are realized These
famulies at present paid over one-thurd as taxes and saved another third,
The normal consumption needs of the richest families were met by spend
g no more than one third of their average income—the other two-
thirds provided for part of the pubhic expenditures and prsvate mnvest-
ment If these proportions were to hold for 2060, their imphcations may
be mndicated by the following exercise

In the Umted States, public expenditures for goods and servaces are
currently runming at about $500 per capita (of which nearly one half
for military expenditure}, and gross capital formation at over $400
per capita A large measurce of these are contributed by the top 10 per
cent of income groups By 2060, however, with per capitaincome as hugh
as §23,000 1t should be possible, given the present tax and savings ratios,
to have for these two purposes sums which are oter 2o tumes lugherona
per capita basis than now If it 1s assumed that military expenditures
are m! ar neghgble, the per capita level of public expenditure m 2060
a D for every atizen of the world could be some 40 times higher in real
terms than in the Unated States at present

These magmtudes are so high that one 15 tempted to suggest, on the
basis of present hnowledge of course, that long before these Olympian
heights are scaled, manlind would be content to consider its basic
economic problem as resolved It may well be satisfied with aclueving
somewhat lower targets either at the same rate of growth in a shorter
period, or at a lower growth rate 1n the same period For the marginal
utility of the mcreased output at that level 15 bound to be, 1in any case,
very low, if not in fact near zero

(2} Pattern of output by indusinal origin
The growth outlook may be subjected to further analysis by estimating
the probable changes in the industrial origin of per capita mcome The

past developments and the conjectures for the future arc shown in the
table below.

WORLD ECONOMY IN TRANSITION 267

Changes in the Structure of per capita Output, 1850, 1960, 2060

Estimate Estimate
Sector 1850 1960 2060 1850 1960 2060
[ AS r )
in U.8. § in 1960 prices share in percent.
Agriculture 6o 120 230 40 10 1
Industry 30 480 4,000 20 40 17
Rest of the economy 70 600 (18,770) (?a) 40 50 (82)(?a)
170 1,200 23,000 100 100 100

Source: For 1850 and 1960, author’s ‘Main Features of Economic Growth’ in the Indian
Economic Journal, March, 1964; and for 2060, text of this study.

Note: Data for 1850 and 1960 relate only to industrial countries in the West; for 2060,
however, they refer to the whole world.

(a) Sec the text for an explanation.

The share of agriculture in total output in the industrial countries has
fallen from over 40 per cent in 1850 to only 10 per cent in 1960. With a
per capita agricultural output of $120 at present, these countries are
faced with agricultural surpluses. Whatever the future level of overall
income, it is unlikely that the absolute quantum of per capitaagricultural
output would rise significantly. Its share may well fall to 1 per cent, or
even lower, by A.p. 2060.

The share of industry, on the other hand, has risen from less than 20
per cent in 1850 to 40 per cent in 1g60. In recent years, it has stabilized
(and fallen in the United States) implying that it is no longer growing
faster than the overall output. There is a certain limit to the consumption
of industrial goods: one car per every adult, and perhaps one as spare for
the family; one television set in each room; more of the still-to-be-
invented goods; and so on. But ceilings may soon be reached for many
items. As a result, it is more than likely that, like agriculture in the last
century, industry would begin losing in relative importance over the next
century.

How low this share will fall cannot be easily indicated. A rough and
ready manipulation of the data for the richest families in the United
States (referred to above) suggests that the per capita consumption of
industrial goods in this group may be in the neighbourhood of $3,500
per year; even this figure is almost equivalent to one-halfof the per capita
consumer expenditure in this income-bracket. In addition, their per
capita share in the nation-wide use of industrial goods for investment and
public consumption may be estimated to be about $500. Allin all, about
$4,000 per capita for the top income-brackets. This level may be assumed
to become the average for every single individual in the world of 2060.
It would then form only 17 per cent of the projected per capita income.
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If the assumed rates of growth and the level of mncome for 2060 Ap
are to be realized, an overwhelmingly important share of the expansiog
{83 per cent) would thus have to be accounted for by the service sector,
Asshown in the table above, real per capita service output would have to
nse from $600 n the mdustnal countnies 1 1960 to nearly S19,000 by
2060 A D It should then account for 82 per cent of per capita or total
output

'Il'jhc richest top income group in the United States, to which reference
was made earlier, probably spends at present no more than $3,000 to
$4,000 for services on a per capita basts, or only about onc-fifth of the
projected average service output in 2060 A b But 1n 2 world as affluent
as postulated here, 1t would not be casy to find people who would e
simply offering services to others by ‘halding their hands’—at Jeast, not
on a commercial basis

If the projected level and proportion of the service output were not to
be made available, it swould imply the attammment of a lower grow th rate
than suggested here This would seem to reinforce the conclusion de-
rved above from the analy sis of the pattern of expenditure that the prob-
able grawth level may well fall below the one calculated for 2060—that
15, cither the growth rate will be lower, or, perhaps, the time-span
shorter

5 CONCLUDING REFLECTIONS

In a survey as sweeping and an exercise as speculative as this, it would
mdeed be casy to tear holes The assumpuons may be questioned, and
others may attempt to reconstruct the outline with a different set Nor
15 1t neeessary for me to mnsist that my set 1s “better’ or *more realstic”
than the others The exercise 1s ike a journey through uncharted oceans,
and one can only think in terms of the plaustbility of a particular course
Although the assumptions are heroic, I am mclined to behieve that they
are plausible Any change 1n them 15 hihkely to be 1n the neighbourhood
of a pereentage pomnt of ‘ pace”’ of grow th and a decade or two 1n time’
But the impact of any such alteration of assumptions on the broad con
clusion of this study—ithat the world 1s set Jor an incredible economic
explosion 1n the century to come—could not but be marginal

(1) The expenience of the past century and the probabilines for the
next, suggested mn this study, are shown graphically in fig, 1. The eco-
normic dynamuics for the world economy as a whole for these two centurncs
may be summanzed as follows population nsing from 1,170 mulhon in
1850 to around 9,000 nullion by 2060, or under 8 umes, and nect income
(in 1960 prices) from $130 illion to $150,000 to $200,000 bulhon, or
some 1,200 10 1,500 tmes But these could be the results of innocent
looking annual growth-rates {one per cent for population and 3 5 pef
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cent for output) cumulated for the two centuries. It is presupposed that
the industrial growth which began within a tiny triangle in England in
the post-Napoleonic years would have embraced most of mankind during
these years.

(2) This may be dismissed as an exercise in euphoria. The post-war
discussion on prospects for the developing countries has been dominated
by a good deal of pessimism. In this respect, the contemporary develop-
ment economist may derive comfort from being in distinguished com-

50,000 - Industrial countries ?
20000 T m—=- Developing countries 7 _
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4000 B.c. 1750 - 1850 1960 2060
Years

Fig. 1. Illustrative Dynamics of the Growth of per capita Income 4000 B.cC. to A.D. 2060 in
U.S. dollars in 1960 prices (semi-log scale).

Note: the chart indicates merely the broad sweep of movements at selected points.
Source: see text.

pany: the founding fathers of political economy in the nineteenth century
were mostly pessimists (Ricardo and his law of diminishing returns,
Malthus and the spectre of population, and Mill and the stationary state).

The discussions that followed in their wake in the nineteenth century
were full of forebodings: the exhaustion of natural resources, the virtues
or otherwise of this or that policy concerning foreign trade, tariffs, taxa-
tion, currency, budgets, labour legislation, social and political reforms,
revolutions and what not. And yet, in the hundred years to follow, the
income of the nations of Europe, the centre of their pre-occupation, was
to expand over twenty times (and their wealth even more). The pessi-
mists may have performed a role by pointing up the weaknesses; but
their prognosis can hardly be considered to have been right. One wonders
whether the contemporary development debate may not share the same
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fate Keynes’ warmng, mn the Preface to us General Theory, on the power
of survival of old 1deas, may be relevant here, He stated:

The difficulty hes, not in the new 1deas but, 1n escaping from the old ones,
wluch ramufy, for those brought up as most of us have been, wto every corner
of our mind

(3) The analysis in the preceding section suggests that manling s
preoccupation with growth itsclf may well termunate, or at least water
down, before the projected high-pomnt 15 reached ‘From the sueat of
thy brow, thou shalt earn thy bread’ was a useful, and indeed a neces-
sary, ijunction m the age of relentless toil. But with scarcity disappearing
for an mncreasingly wide range of products, one need not wonder if the
choice were to be more and more in favour of letsure and pleasure rather
than output and accumulation After all, since the first May Day
demonstration m the United States, the average work-weelk has fallen
from some 70 hours to about 35, with most of the dechine having taken
place in the last 30 years T In the process of future growth, the work-week
may fall to 8 hours or less (one eight-hour day or four two-hour working
days 1 a week}, at the projected mmcome-level, the marginal utdity of
not worhing could be considerably greater than of working,

{4) But an economic transition of this magmtude could, surely, not
be attamned without creating a whole host of new problems A large
part of the intricate framework of the world’s religions, philosophy,
social and political thought, and mstitutions was built up when the
scarcity of earthly goods formed the epicentre of manfund’s speculations
and struggles With scaraity pushed away to the peniphery, 1t can hardly
be doubted that this whole edifice would require a fundamental recon-
strucuon The precise directions of this cannot be indicated at this stage,
but the need for searching for them would seem to be urgent It s per-
haps time now to open up the widest speculation aimed at a profound
rethinhing of our values and refashioning of our mnstitutions

t Seec J K. Galbrauth, dmencan Capualism  The Concept of Countervarling Pouer {Boston,
1552)

SOME RANDOM REFLEXIONS ON
SOVIET INDUSTRIALIZATION

E.H. CARR

Nobody will doubt that industrialization is a major problem of the con-
temporary world, or that Soviet power and prestige owe much to the
process of industrialization carried out in the U.S.S.R. The purpose of
the present paper is not to examine the achievements, the failures or the
costs of Soviet industrialization, but rather to investigate its specific
place in the framework or perspective of industrialization considered as
a historical phenomenon making its appearance in different contexts of
time and space.

Much attention has recently been given by western writers—not
without a side glance at current problems of industrialization in Asia
and Africa—to Russian industrialization as an instance of industrializa-
tion in a ‘backward’ economy. Any country embarking on industrializa-
tion is, in one sense, by definition ‘backward’. But something more than
this is clearly meant. Gerschenkron, who has elaborated this theme at
length in his collection of essays Economic Backwardness in Historical
Perspective, distinguishes between the British, German and Russian types
of industrialization, the British type being treated as the norm in relation
to which the German, and «q fortiori the Russian, types are economically
backward. (American industrialization, which Gerschenkron does not
discuss, presumably conforms to the British type.) Germany, and a
Jfortior: Russia, on the threshold of industrialization were countries ‘where
the basic elements of backwardness appear in such an accentuated form
as to lead to the use of essentially different institutional instruments of
industrialization’ (ap. cit. p. 16). The key to the institutional differences
Gerschenkron finds in the fact that, while British industrialization was
the product of individual entrepreneurial decisions, the German type
(of which French industrialization was a variant) placed the main ini-
tiative in the hands of the banks. ‘The continental practices in the field
of industrial investment banking must be conceived as specific instru-
ments of industrialization in a backward country’ (op. cit. p. 14). The
Russian type represented a further stage of backwardness. The state
substituted itself for the banks as ‘the agens movens of industrialization’;
indeed, ‘the policies pursued by the Russian government in the nineties
resembled closely those of the banks in Central Europe’. This was partly

[ 271]
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the result of military policies, especially of strategic rallway construction

But these polictes only remnforced and accentuated the basic tendencieg
of mdustrialization 1n conditions of economic bachwardness® {op ot

p 20) When we reach the Sovict period things are still worse “The
Soviet experiment m rapid mdustrialization’ followed “a pattern of
economic development which before First World War seemed to have
been relegated to the role of a hustorical museum piece’, st was something
‘anachromustic, or rather parachromstic’-—which did not, however, pre

vent it from proving ‘tmumensely effective’ {gp ¢t p 149)

The distinctions thus drawn between British, German and Russian
experience are for the most part vahd and suggestine Butina work which
professes to place economic backwardness ‘m historical perspective’, a
more critical look at the perspective may be appropnate Some romantic
nostalgia for the earher {British) type of industrialization may be con
doned What s less admirable 1s the attempt to treat it as a model which
later industrializations failed to follow Though Gerschenkron disclaims
any mtention of setung up a norm of mdustriahization, the application of
a criterion of backwardness mevitably leads to this result “The
dustnal history of Europe appears not as a series of mere repetitions of
the ‘first 'industrialization, but as an orderly system of graduated devaa
tions from that industniahization’ {ep et p 44) One of his favounte
concepts 1s substitution with wts ianplication of the inferior or factitious,
m Russian mdustrnialization, the government’s budgetary policy was
effectively substifuted for the deficient internal market’ {op cif p 126)
The Russtan type was a devration from the German type which was ieself
a deviation from the British

Great Britamn prowvided the first recogmized modern example of the
hustorical phenomenon which we know as mdustriahzation, and nne
teenth century writers, including Marx, treated British industriabzation
as a sort of Ur-Industriahzation from which the process spread to other
leading countries But thus went with an acute consciousness of the darker
sides of what came to be known as the ‘Industrial Revolution® 1 The
orthodox mmneteenth century view (Toynbee, the Hammonds, the
Webbs) was that its immediate effect was to impose severe suffermgs and
hardships on the worker This did not preclude she wiew thatts ulnmate
effect on the worker was beneficial {though this was denied by the Marx
15ts) the orthodox pre-1914 economic histonnan Cunmingham wrote of

the mevitable difficulties of transition’ and of ‘the termble suffering
which was endured 1n the period of transition® § It would have seemed

1 )For the ongmn of the term see G N Clark The Idea of the Indusirial Revolution (Glasgow
1953

1 W Cunnungham The Grouth of English Industry and Commerce (Cambridge 1925) vol 1y
668 617 quoted by R M Hartwell (see below)
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at this time paradoxical to hold up the British process of industrialization
as a model or norm from which other industrializing countries would
diverge to their detriment. On the contrary, other countries were con-
gratulated on having been lucky enough, as late-comers, to avoid some
of the worst evils of the British industrial revolution.

The consequences of industrialization for the British working class
have recently been the subject of sharp controversy and rapidly changing
attitudes, ably summarized by R. M. Hartwell a few years ago in an ar-
ticle in the Journal of Economic History.7 The argument took a character-
istic and instructive course. In the 1920s a number of economists and
economic historians (Clapham, Hutt, Gregory) minimized or denied
even the short-term sufferingsinflicted on the workersby the introduction
of the English factory system (the term ‘revolution’ was now avoided).
In the 1930s the controversy was ‘relatively quiescent’. In 1948 Professor
Ashton returned to the defence of capitalism against the charge of hav-
ing inflicted intolerable hardships on the industrial worker, and has since
been followed by an ever growing host of disciples and imitators.
(Among American intellectuals a similar rehabilitation of big business
has been undertaken, having been inaugurated by articles in Fortune
of December 1949 and April 1952). Hartwell sagely concludes: ‘Inter-
pretations of the industrial revolution in England have not depended
entirely on unbiased analysis of the evidence; to an important extent
they have resulted from particular attitudes towards social, political
and economic change.’

One could have been explicit. Before 1914 English industrial society
was self-assured enough to digest without discomfort any criticism of its
origins. The traumatic experience of the Russian revolution of 1917 put
it on the defensive, made it sensitive to such criticism, and rendered the
conception of revolution distasteful. It became invidious to agree with
Marx, or to write the same things about English economic history as were
written by Soviet historians. This was the mood of the 1920s. In the 1930s,
by way of reaction against Hitler, the climate of opinion became tem-
porarily more sympathetic to Marxism and to the Soviet Union; and a
truce was called in the battle of the English industrial revolution. After
the second world war, opinion again turned sharply against the Soviet
Union and against Marxism; and the view that the English industrial
revolution had inflicted hardship and suffering on the worker was once
more unacceptable. The chronology makes it clear that these writers
were not primarily concerned with British industrialism. No doubt
unconsciously—for historians rarely know what they are up to—they
mirrored successive changes in attitude to Soviet industrialization. In
order to show this up as a falling away from the original British model,

T Vol. XIX (1959), No. 2, pp. 220—49.
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any attempt to equate the two processes must be warded off, the threat
ened iu quogue must be refuted It s mteresting to note in passing that,
while the American argument convicts Soviet mdustriahzation of
‘backwardness on the ground of its fazlure to mamtamn private enter
prse, the British argument does the same on the ground of its failure tg
hive up to the humamtarian standards of British industrialization

These controversies are none of my present busmness Ishali not attempt
1o contest the advantages of private enterprise or the view that Soviet
industnahization was respousible for the deaths of more people, or made
more people more unhappy, or raised standards of hiving more slowly,
than Brtish industrialization Such arguments, taken by themselses
do not seem to me to lead anywhere Nostalgia for the past seldom males
for good history Any perspective based on the explicat or unspoken
assumption that the mutial British industrialization through prnate
enterprise and the market was a ‘normal’ or ‘advanced’ mode of in
dustrialization, from which ‘backward’ countries have regrettably,
though perhaps to some extent unavoidably, diverged, seems to me not
only Inghly idiosyncratic but essentially unhustorical It might indeed be
claimed that the concept ‘normal’ hashere no meamng, and that, newed
histonically, twentieth century Sowviet mdustnalization 1s more ‘ad
vanced than any eighteenth or mneteenth century mdustriahzation,
not m any moral or political sense, and not merely in a temporal sense,
but m the sense m which antomated production in a large factory 15
more ‘advanced than production with hand tools in a small workshop

The crucial point about the begimmng of the process of industrializa
tion 1s the character and ongn of the resources needed to set1t 1n motion
Great Britamn and the Soviet Umion are alike (and unlihe most other
mdustrial countries) 1 having industnalized without the benefit of
foreign capital In both countries, the mdustrial revolution was facils
tated by an agncultural revolution and by the establishment of a prim
tive minung industry, and would scarcely have been possible withont these
assets In most other respects Soviet industriahzation diverged so far
from British mdustnalization that it serves little purpose to regard the
latter as 2 model These divergences were due mamly to the difference
n tume, but partly also to the legacy of earlier Russian experiments in
industrralization

The first experiment was the work of Peter the Great Thus, though it
had 1ts precedents in seventeenth century western Europe, was so remote
from the clasaical pattern of ‘industniahzation’ afterwards sct by the
Enghsh eighteenth century mdustrial revolution that it 1s commonly
1gnored 1 discussions of the subject. Peter the Great’s industries worhed
exclusively on government orders (though some of the establishments
were i private ownership}, and fell mto three groups iron worhs pro-
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ducing armaments and military equipment; textile factories producing
uniforms for the army and sail cloth for the navy; and a building in-
dustry engaged on public works of various kinds. Conscious imitation of
western Europe, and desire to emulate western power, were a major
factor in these foundations. The labour employed was peasant serf
labour drafted in large numbers into these new industrial occupations.
Technical processes were primitive and undeveloped ; capital equipment
was at the outset negligible. Some of the industry created by Peter de-
clined or collapsed after his death.{ But much of it survived and set the
pattern of Russian industrial development for a century and a half.
Historical traditions and habits of mind die hard; and it is in survivals
of a primitive Petrine conception of industrialization (and of the primi-
tive economic conditions which went with it) rather than in the modern
clash between ‘market” and ‘planning’ conceptions of industrialization
that we should look for traces of Russian ‘backwardness’.

The second phase of Russian industrialization began in the second half
of the nineteenth century, and was marked by three major develop-
ments. The emancipation of the serfs opened the way to the creation of a
‘free’ labour market and of an industry employing ‘ workers’ in a modern
sense. The arrival of the railway age in Russia had paved the way for
large schemes of railway construction, dictated mainly by military needs,
but relying on foreign materials and foreign example. The growth of a
large potential consumer market led to the establishment of a mass tex-
tile industry using foreign machinery and foreign technicians. These
three developments were overtaken by, and merged in, the wave of
intensive industrialization through foreign investment (including
foreign loans to the Russian Government) which swept over Russia in
the fifteen years following the conclusion of the Franco-Russian alliance
in 1891. Since the aim was to build up Russian military strength, invest-
ment through state channels was directed primarily to the heavy and
capital goods industries (including communications), and state orders
rather than the market dictated the character of the end product. In
brief, this phase of Russian industrialization had the following character-
istics:

(1) It was set in motion and directed by the state. Much of it (including
railway construction) satisfied military needs; many of the foreign loans
which financed it were governmental loans granted for political motives.

(2) Its normal form was the large unit working with complex modern
machines and requiring large capital investment.

(3) It was concerned primarily with industries producing capital

+ A.Kahan in Joumnal of Economic History, vol. xxv, No. 1, March, 1965, pp. 61-85, argues
that the decline has been exaggerated by Russian historians anxious to minimize Peter’s
achievement.
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goods, not consumer goods This was only partly due to multary needs
and to those of vailway construction, mn a pernod of advanced technology,
the production of the means of production had a natural prionty

{4} It mvolved the recruitment and traming, at short notice, of a
primitive peasant population, entirely unused to urban Lie, to labour
disciphne and to mechanical processes

(5} It required, owing both to its political orientation and to the tech
nological complexity of modern industry, a substantalelement of central
direction and orgamzation

Following the dismussal of Witte, the disaster of the Russo-Japanese
War and the revolution of 1905, some of the steam went out of the pro-
cess Between 19o6 and 1914 industriahzation i Russia proceeded ata
substantially slower rate than in the eighteen nimetes, foreign foans and
state financing of industriahization dechined, the banhs grew more power.
ful, and to some extent replaced the state as dispensers of long term
credit to industry In Gerschenkron’s analysis, this represented a cer-
tain ‘westermzation or ‘Germanization’ of Russian industriabization
{and hence an advance), under which ‘the mode of substitution tended
to approximate the pattern prevailing in Central Europe’ It was no
longer the state, but the banks, which were “a substitute for an autono
mous mternal market” Gerschenhron regards this as a ‘continuation of
growth in changed conditions’, showing ‘clements of relaxation and
“normahzation’ 1n the mdustrial process® He believes that ‘mdustry
may have been passing at this time through a pertod of dynamic pre-
paration for another great spurt’, which ‘of course never matenahzed’
(op et pp 135-37, 142) He imphes, without actually saymg it, that
mdustrializatson 1n Russia mught, given time, have reverted not merely
to the intermediate German, but to the basic British, model this would
have constituted the maximum of ‘relaxation and “normalization’ m
the idustnal process® It 1s probably correct that between 1906 and
1914 Russian mndustnahization came nearer than at any other ume to
the pattern of industrialization of western countries industriahized with
the aid of private foreign capital Itis also true that industnahizaton n
this peniod attamned a lower rate of growth than n the eighteen nineties
when state capital was more actisely engaged and state meer cntion
continuous, and that 1t owed much of such 1mpetus as 1t had to the
achievement of the earlier period

But this 1s only half the story The conditions of Russian industrializa
tion, though 1n some respects—notably 1n the pnimutive technical and
social orgamzation of Russian agriculture—more backward than those
in wlnch English or German industrialization has taken place, werein
other respects more advanced When Russia industrialized, the age of the
large scale factory umt, of machine producuon and of the conveyor
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belt was already well on the way. The demands of this type of industry
were fundamentally different, both materially and psychologically,
from those of the earlier industrial revolutions. It may be that the peasant
recruited into a rapidly expanding Russian industry was more ‘back-
ward’ than his English predecessor. But the industry into which he was
recruited was more ‘advanced’. The second factor was perhaps more
decisive for the course of development than the first. The discussion
seems to be obscured rather than facilitated by the introduction of such
concepts as ‘advanced’ and ‘backward’, or ‘norms’ and ‘deviations’.

It is against this complex background that the history of industrializa-
tion in the Soviet Union has to be traced. The main issues of Soviet in-
dustrialization, or of a resumption of pre-revolutionary programmes of
industrialization, remained latent for almost ten years after the revolu-
tion. Revolution and civil war damaged factories, destroyed machines,
and dispersed the labour force. In 1922, after the introduction of the
New Economic Policy, Soviet industry touched its lowest point. There-
after recovery was rapid, and by the end of 1926 production in general
was back to its pre-revolutionary level. This ‘restoration period’ pre-
sented few problems of policy. The overriding aim was to bring factories
and machines back into use and to reassemble a labour force. Demand
exceeded supply; and almost everything that could be produced found
an eager market. Owing to wholesale damage to blast furnaces in the
Ukraine, and the catastrophic fall in the production of pig iron, metal
industries lagged behind the rest. The fourteenth party conference in
April 1925 sanctioned an investment programme to revive them. But
this implied no special emphasis on heavy industry or on the production
of capital goods. The Red Army had been demobilized and military
expenditure cut to the bone; and no great works of construction were
undertaken at this time. At the conference which adopted the resolution,
Dzerzhinsky explained that ‘ the fundamental base of our metal industry
as a whole...is the consumer market’; it was there that ‘the whole
strength and future of our metal industry is to be found’.7 What was
afterwards invoked as a Marxist ‘law’ of the priority of the production of
means of production over the production of goods for consumption had
no place in Soviet theory or practice in this period. The ‘special con-
ference on the restoration of fixed capital in industry’ (OSVOK), which
was set up by Vesenkha early in 1925, and issued a number of reports in
this and the following year, showed no preference for capital goods in-
dustries. Throughout this time, the only consistent advocates of indus-
trialization in the later sense of the term were Trotsky and his followers,
together with the economist Preobrazhensky, whose famous essay on
‘Primitive Socialist Accumulation’ dated from the autumn of 1924.

1 Izbrannye Proiziedeniya (1957), ii, 83-4.
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goods, not consumer goods This was only partly due to military needs
and to those of railway construchion, 1n a pertod of advanced technalogy,
the production of the means of production had a natural pnionty

{4) It mvolved the recrmtment and training, at short notice, of a
primitive peasant population, entirely unused to urban bLfe, to labour
disctphne and to mechamcal processes

{5) It required, owing both to its political orientation and to the tech
nological complexity of modern industry, a substantialelement of central
direction and organization

Following the distissal of Witte, the disaster of the Russo-Japanese
War and the revelution of 1905, some of the steam went out of the pro-
cess Between 1906 and 1914 industnabization m Russia proceeded ata
substantally slower rate than in the eighteen-nineties, foreign {oans and
state financing of industrialization declined, the banks grew more power
ful, and to some extent replaced the state as dispensers of long term
credit to industry In Gerschenhron’s analysis, this represented a cer-
tain *westermzation’ or ‘Germamization’ of Russian mdustrialization
{and hence an advance), under which ‘the mode of substtution tended
to approaimate the pattern prevailing in Central Europe’ It was no
longer the state, but the banks, which were *a substitute for an autono-
mous internal market’ Gerschenkron regards this as a ‘continuation of
growth m changed conditions’, showing “clements of relaxation and
“normalization” m the indusmal process’ He beheves that “industry
may have been passing at this ime through a period of dynanuc pre-
paration for another great spurt’, which ‘of course never materialized’
{op et pp 135-37, 142} He imphes, without actually saying 1t, that
industriakzation 1n Russia might, given time, have reverted not merely
to the mtermediate German, but to the basic British, model this would
have consututed the maximum of ‘relanation and *normahzation” m
the industrial process’ It 1s probably correct that between 1906 and
1914 Russian mdustnalizatton came nearer than at any other time to
the pattern of industnalization of western countries industnalized with
the aid of private foreign capieal Itis also true that industrialization
this pertod attamed a Iower rate of growth than in the exghteen mnetes
when state capital was more actively engaged and state witenenbion
continucus, and that 1t owed much of such mmpetus as 1t had to the
achievement of the earher period

But this 15 only half the story The conditions of Russian mdustrializa
tion, though in some respects—notably 1n the primitive techmcal and
social orgamzation of Russian agnculture—more backward than those
1n which English or German industrialization has taken place, were 1o
other respects more advanced When Russia mdustnalized, the age of the
large-scale factory umt, of machine production and of the conveyor
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belt was already well on the way. The demands of this type of industry
were fundamentally different, both materially and psychologically,
from those of the earlier industrial revolutions. It may be that the peasant
recruited into a rapidly expanding Russian industry was more ‘back-
ward’ than his English predecessor. But the industry into which he was
recruited was more ‘advanced’. The second factor was perhaps more
decisive for the course of development than the first. The discussion
seems to be obscured rather than facilitated by the introduction of such
concepts as ‘advanced’ and ‘backward’, or ‘norms’ and ‘deviations’.

It is against this complex background that the history of industrializa-
tion in the Soviet Union has to be traced. The main issues of Soviet in-
dustrialization, or of a resumption of pre-revolutionary programmes of
industrialization, remained latent for almost ten years after the revolu-
tion. Revolution and civil war damaged factories, destroyed machines,
and dispersed the labour force. In 1922, after the introduction of the
New Economic Policy, Soviet industry touched its lowest point. There-
after recovery was rapid, and by the end of 1926 production in general
was back to its pre-revolutionary level. This ‘restoration period’ pre-
sented few problems of policy. The overriding aim was to bring factories
and machines back into use and to reassemble a labour force. Demand
exceeded supply; and almost everything that could be produced found
an eager market. Owing to wholesale damage to blast furnaces in the
Ukraine, and the catastrophic fall in the production of pig iron, metal
industries lagged behind the rest. The fourteenth party conference in
April 1925 sanctioned an investment programme to revive them. But
this implied no special emphasis on heavy industry or on the production
of capital goods. The Red Army had been demobilized and military
expenditure cut to the bone; and no great works of construction were
undertaken at this time. At the conference which adopted the resolution,
Dzerzhinsky explained that the fundamental base of our metal industry
as a whole...is the consumer market’; it was there that ‘the whole
strength and future of our metal industry is to be found’.} What was
afterwards invoked as a Marxist ‘law’ of the priority of the production of
means of production over the production of goods for consumption had
no place in Soviet theory or practice in this period. The ‘special con-
ference on the restoration of fixed capital in industry’ (OSVOK), which
was set up by Vesenkha early in 1925, and issued a number of reports in
this and the following year, showed no preference for capital goods in-
dustries. Throughout this time, the only consistent advocates of indus-
trialization in the later sense of the term were Trotsky and his followers,
together with the economist Preobrazhensky, whose famous essay on
¢ Primitive Socialist Accumulation’ dated from the autumn of 1924.

t Izbrannye Proizvedeniya (1957), ii, 83~4.
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By the end of 1925 1t became clear that the ‘restoration peniod” wag
nearing 1ts end, and that major decisions of policy would shertly be
called for It was freely pomted out that industry could not be expecied
to mantan the rate of grow th of the past four years once exisuing means
of producuon had been rehanlitated and brought back into use Henee-
forth the rate of growth i mdustry woulddepend ondecaisions how much
toinvest and in what toinvest. The new mood wasregistered in the resoly.
ton of the fourteenth party congress mn December 1925, which bound the
party to ‘pursue a pokcy aimed at the industnialization of the country,
the development of the production of means of production, and the for-
mation of reserves for cconomic manocuvre’ But the deasion of prin
aple was subject 1o 1 vanety of imnterpretations, and, 1n particular, sad
notlung about the tempo of industnalizatton Bulhann at the congress
had consoled himself, and the more cautious among his hearers, with the
admussion that we shall move forward at a snail's pace’, and a few
months later Stalin compared the ambittous Dmeprostror project with
the perversity of the peasant who neglects the repair of hus plough 1a
order to buy a gramophone Progress was made Ewven the Druieprostros
plan, which made sense only on the prospect of an indefintely expanding
demand for power from newly created industnes, was approved in the
autumn of 1926 Two other major construction projects approved s
1927 were geared to agrniculturyd policy—the Turksib railway, whose
mun purpose was to carry Sibenan grain to the cotton growing regions
of Central Asia, and the Stalingrad tractor factory Gencerally speaking,
the assumption prevailed that mdustnalization would proceed at a
tempo, and 1 conditions, which did not involve unduly serious pressures
on the peasant or on the industrial worher A latent mmcompatbihity be
tween the panaples of the New Economic Policy and the principles of
planmng was only dimly pereesied

This period of compromise, wishful thinking and cvasion of the real
1ssue ended 1n 1927 In the summer of that year, food shortages occurred
m the large ciues—showing that a policy of mild appeasement of the
pcasant, unsupported by mass production of consumer goods, did not
suflice to guarantee grain supplics, official prices for important cont-
modutics could not be held, or led to a wide divergence between these
prices and frec market prices—showing the impossibility of combining
rehance on the market with eatensne price regulation, and currency
mnflation could no longer be concealed—showing that the stable cur-
rency was not strong cnough to resist the pressures on it The cnsis,
accentuated by the failure of the gram collections in the last moaths of
1927, made some shuft 1 policy inevitable The choice was, broadly
speaking, betseen two courses Industrializaton could be stepped up,
rchance on the market abandoned 1n favour of systematic planning, and
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more emphasis placed on the production of capital goods as a prelude
to more intensive industrialization. This was what the opposition de-
manded. Or the tempo of industrialization could be reduced, and the
emphasis transferred to the production of consumer goods for the market.
This was the line more or less openly preached, though with some cau-
tious reservations, by Bukharin and Rykov, and widely supported in the
party; on the record of the past two years, it seemed the most likely line
for the party to take. In fact, once the opposition had been expelled at
the fifteenth party congress in December 1927, Bukharin and Rykov
were branded as heretics, and policies of rapid industrialization, with
emphasis on the production of capital goods, more vigorous and intensive
than the opposition had ever dared to contemplate, were adopted. The
central problem of Soviet industrialization is how this came about.

The pace of industrialization seems to have been determined mainly
by two contributory factors. One was the war scare in the summer of
1927 following the breaking off of relations by Great Britain in May of
that year. This was said to have aggravated the shortage of supplies by
encouraging hoarding; and for the first time for many years it concen-
trated attention on military defence. The needs of rearmament stimu-
lated, or reinforced, the case for the rapid development of heavy industry.
Lenin had proclaimed not only that heavy industry was ‘a fundamental
basis of socialism’, but that without it ‘we shall perish altogether as an
independent country’.f Historians with a liking for the ‘might-have-
beens’ of history may wish to speculate whether the tempo of industrializ-
ation would have been slower if the Soviet leaders had not in 1927 felt
themselves isolated in a hostile world; or alternatively what, if the tempo
had been slower, would have happened to the Soviet Union in 194I.
These speculations are not particularly profitable. But the security
motive in the drive to catch up with the west by rapid industrialization
should not be overlooked.

The second factor was the increasing weight of unemployment. Un-
employment was a difficult category to define precisely in Soviet condi-
tions. Though an urban phenomenon, its main source was rural over-
population. In the middle nineteen-twenties the Soviet Union, having
recovered with extraordinary rapidity from the casualties of war and
civil war, was in the midst of a ‘population explosion’ which was in-
creasing the population at the rate of 2-2 per cent per annum; and this
resulted in a steady influx of peasants into the towns for unskilled
seasonal work, especially in building. (Rural population was increasing
only by 16 per cent per annum, urban population by 5-1 per cent.) Some
of the unemployed had no experience of wage-earning beyond a few
weeks of casual labour. Statistics kept independently by the trade unions

1 For these quotations see Sochineniya (5th ed.), vol. XLV, 20g, 287.
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and by Narkomtrud vaned widely Both sets were incomplete, but boty
in 1927 returned 2 total of well over a mullion unemploved, and the op-
position esumate of two mlhions was not unrcasonable The eustence
of this large untapped source of energy naturally imnvited the view that iy
should be put to work in ways which would increase the nauonal wealth
and power The creation of new industrial enterprises scemed the only,
though long term, soluuon for anintractable problem To increase pro-
ducuon was the only way to take care of an expanding population In the
controversy about Soviet industriabization, most western cntics have
found themselves on the side of Bukhann and Ry Loy, some on humant-
tarian, some on cconomic, grounds (the two not beng always clearly
disunguished) But 1t has not been fashionable to speculate what would
have happened to the rural population ifa lower rate of industriahization
had been adopted. The example of India doesnotsuggestthat Bubhann s
pohicy of *snail’s-pace’ industnalization, and avoidance of undue pres-
sures on the peasant or the weorker, would necessanly have sohved the
population problem The Gosplan economist Bizarov once predicted
that, if agriculture were reconstructed and the countryside flooded with
consumer goods, there would be no way out but to spend on aid to the
surplus population not hundreds of mulhions, but milhards, of roubles,}
Such speculations and comparisons do not, however, lead any further
than others canvassed 1n thus essay, and I thank that we need to ake a
rather more detached look at the aims and methods of Soviet industnal-
1zation 1 3 wader coniext

A well known worl on industrialization, which was onginally pub-
hshed in Germany in 1931 (an Enghsh version appeared in 1958], and
made no attempt to discuss Soviet ndustniabization,} disungushed three
phases through which countries commonly pass in the course of their
mdustnialization  The first, or imual, phase 15 marked by the pre-
dominance of consumer-goods industries In the second phase capital-
goods industnies advance rapidly, and may approach half the output of
consumer goods mndustries In the third phase, the output of capital-
goods industries equals thatof consumer-goodsindustries witha tendency
on the part of the former to expand suil more rapidly, pomnting to a
fourth phase {not considered to hasve been reached anywhere 1m 1930),
in which capital goods industries would outstnp consumer-goods -
dustnes The sigruficant feature of this process has, however, been st
acceleraung character and the shortening of the phases, so that major
industrind countries which had begun to industniahize much later than

1 Planovor Ahogantie, o 12,1928 p. 43

2\ G Hollmann Sudin imd Typen der Industnelisururg (Racl, 1931), The Grousd o
Indutinial Economues (NManchester, 1958) A perfunciory half paragraph on Savict ind
uon on p 100 of the ki gluh veruon was evdautly an addition unce 1t referred 1o works
publabed 1 the muncicen-0ltes,
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Great Britain—the United States, Germany, France, Sweden—had
before the end of the nineteenth century caught up with Great Britain,
and entered the third phase on equal terms with her; and these countries
were joined after the First World War by Japan where industrialization
did not begin before 1860. Moreover, countries where industrializa-
tion did not begin before 1890, or even before the First World War, had
by the nineteen-fifties entered the third phase; Canada, Australia and
South Africa were cited as examples. This rapid progress was attributed
partly to absence of competition from ‘old-established craft industries’,
and partly to ‘action taken by governments to foster capital-goods
industries’.t

With this picture in mind, can we try to place Soviet industrialization
in the perspective of a train of events set in motion by the English in-
dustrial revolution and continuing in our own time with the industrial
revolution in Asia and Africa? When industrialization began in Great
Britain in the middle of the eighteenth century, manufacture was still
manufacture. The individual entrepreneur working with a dozen or a
score of ‘hands’ was the typical unit of production; tools and machines
were of the simplest kind; the capital investment required to float such
enterprises was very small. It may be true that the British economy was
somewhat more advanced—in the sense of having larger resources in
capital and skill—when it embarked on industrialization than the con-
tinental and Russian economies of a later date when they started on the
same course. But the much more significant fact is that, in the conditions
of the latter part of the eighteenth century, far smaller capital resources
and less technical know-how were needed to set the process of industrial-
ization in motion. The problem of capital accumulation, which be-
devilled the later types of industrialization, arose only in the second stage
of British industrialization, when internal resources had multiplied
sufficiently to cope with it. When continental Europe embarked on
industrialization in the middle of the nineteenth century, the essential
conditions had changed. Railway construction dominated the process.
Large units of production, heavy and complicated machines and large
investments of capital were the order of the day. When Russia followed
the same path fifty years later, technology had made further advances,
and these developments were further intensified. Hence the progression
from the primitive British model of industrialization by the private
entrepreneur through the more advanced continental model of financing
and control by the banks to the still more advanced Russian model of
financing and control by the state, already discernible in the Russian
industrialization of the eighteen-nineties.

The conclusion I should like to draw is that Soviet industrialization

1 Hoffmann, op. cit. pp. 8o, g1-2, 100.
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It followed from this proposition that, in any advanced programme of
planned industrialization, priority would be given to the expansion of
capital goods industries, which would raise productivity most rapidly.
This development, as has already been shown, was also a feature in pre-
Soviet industrialization; and the foreshortening of the process, bringing
about this development more rapidly in later examples of industrializa-
tion, has also been noted elsewhere. It would be meaningless to attempt
to assess the relative weight of these general trends and of the impact of
Marxist doctrine in hastening this development in Soviet industrializa-
tion. But this was the background of the controversy with Bukharin and
Rykov on the tempo of industrialization and on the priority of capital-
goods and consumer-goods industries.

(4) Finally, Soviet industrialization was marked by a different atti-
tude to foreign trade, due largely to specific Russian conditions. In the
process of British industrialization the export of consumer goods, and
later also of capital goods, had been of crucial importance. In the later
stages, Great Britain became dependent on imports of food and, like
other western European countries, of many of the raw materials re-
quired by advanced industries. None of these conditions obtained in
Russia. Russia was an exporter of agricultural products and was well
supplied with almost all essential raw materials, and was on the other
hand an importer of the products of industry, both consumer goods and
especially capital goods—a state of affairs which industrialization was
designed to remedy. While therefore in Great Britain foreign trade and
the international division of labour was thought of as an integral part of
the economy and an instrument of progress, in Russia it was a badge of
inferiority and backwardness, of a situation in which Russia was an
‘agrarian colony’ of the industrial west. The drive for self-sufficiency was
from the first very strong in Soviet industrialization, partly because it
seemed to be obviously practicable, and partly because it was the only
road of escape from western tutelage and dependence on the west. The
fear of western hostility also made it important in military terms.
Foreign trade was regarded empirically as a way of obtaining some
foreign product which was for the present indispensable but which might
some day be replaced by a Soviet product.

But, though a cult of self~sufficiency and a cautious attitude to foreign
trade were easily explicable as a result of the Soviet environment, they
also represented a general trend in modern industrialization. While it is
not clear that industrialization diminishes the volume of foreign trade,
it certainly alters its pattern. It is perhaps unlikely that the export of
textiles will ever be resumed on the scale familiar in the nineteenth cen-
tury. At the height of the industrialization crisis in the Soviet Union in
the late nineteen-twenties, 85 per cent of all industrial imports were

ASPECTS OF SOVIET
INVESTMENT POLICY IN
THE 1920s

R.W.DAVIES

This article first examines some of the views about investment policy
current in the U.S.S.R. in the late 1920s, and then tentatively discusses
the practical impact of investment policy on industrial development in
this period.

I. THE DISCUSSION

By the end of 1925, planned industrialization was firmly accepted as the
major goal of Soviet economic policy: the alternative course of concen-
trating investment on agriculture had already been dismissed. Three
principles of industrialization policy were generally accepted in con-
temporary Soviet writings. Firstly, it was agreed that a wide range of
new industries must be established, so that the Soviet economy could
become more or less self-sufficient, and independent of the capitalist
world. A large literature was published in the middle and late 1920s
about the proposed new industries which would produce machine tools,
industrial equipment, motor vehicles and tractors; the importance of
developing the engineering industries was particularly stressed (see the
famous resolution of the fourteenth party congress in December 1g25).T
There was also a particular effort to encourage the growth of modern
industries such as chemicals and electric power, which were felt to be
growing points in world technology. Secondly, partly as a corollary of
this first principle, priority was to be given to the producer goods in-
dustries. In the summer of 1925, the Supreme Council of National
Economy (Vesenkha), responsible for administering state industry,
declared the development of ‘heavy’ industry more rapidly than ‘light’
industry to be ‘a healthy, progressive phenomenon’ which marked ‘the
necessary second stage of industrial growth’. Thirdly, industrial de-
velopment must be based on advanced Western and particularly Ameri-
can technology. Advanced technology had been a persistent theme in
Soviet publications throughout the vicissitudes of the first years of Soviet
rule. In 1920, the GOELRO plan for the electrification of Russia had

1 Direktivy KPSS i Sovetskogo Pravitel’stva po Khozyaistrennym Voprosam, i, (1957), p. 562.

+ Perspektivy Promyshlennosti v 1925-1926 g. (1925), p. 108.
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been grounded in a behel m a new technological revolution made
possible by electnfication, and Krzhzhanovsky, principal architect of
this plan, had made widely publicized statements about the potenn
aliies of modern technology m Soviet conditions 1 In March 1g25,
TsIK, the Central Executive Committee of Soviets, recognized that
fixed capital ;n industry and transport must be ‘recreated’ i a way
which would ‘serve as a techmical foundation for the soctabist society
which 1s being built’ § By 1927, the need for ‘modern technology® had
become a cliche of all the Soviet leaders from Rykov to Kuibyshev §

When stated 11 these general terms, these three pranciples of the policy
of industrialization were accepted within the party wath almost as hule
resistance as industnalization itself Bazarov was almost alone 1n his
challenge to the first principle, self sufficiency, on the grounds that i
would be more effictent to concentrate on a few industries in which pro-
duction could be sufficiently large to make cheap mass production
possible ) The second principle, priority to producer goods industnes
rather than consumer goods mdustnes, was also generally accepted by
the party and by the non-party experts Here, as with the whole pelicy of
priority to industry rather than agriculture, the difficulty turned on the
weight which was to be attached to the prinaple 1n practice At first it
was tahen to be subject to the constramt that its application must not 1-
volve a rupture of market equilibnum and a threat to the standard of
living of the population as a whole and to the ‘limk’ wath the peasantny
But fram the end of 1927 onwards official policy was prepared to accept
alarger increase of nvestment i industry in general and in the producer
goods industries 1 particular than the market could bear, and thus
brought Bubharin and most of the non party experts into opposiaon to
official pohicies

The third corollary of industrialization, that 1t should be based on
modern technology, was also unnersally accepted as a general prnaple
But there was great uncertainty and confusion about how far it should be
tahen 1n practicc Two broad lines of approach can be distinguished
The first wasless radical, and placed the main emphass on extending and
re~cquipping existing factonies rather than on constructing new ones
Such new factories as were required shouid, 1t was argued, have a teche
nical structure adapted to specific Russian conditions ‘They should be
built on a smaller scale than the most advanced American factones and
their technology should be labour-intensive rather than capital-intensne

t See Soutet Studur ol X1, 1960, pp 29799

t Ducktity APSS s Sovetskogo Pranicl stna po Kho yasstiennym Voprosam, 1, {1957}, Pp 505-7

§ For examples see Pyatnadisotys § 2ud VKP(S) (3662), pp 974, 3008-9, SSSR, Tseniralngt
Epolnuel nyt Kemlet, 2 Sesniga ¢ Sezyva (1927), p 250, AV Ronferentssya § KP(S) (1936}, P 194

It Gsé:: A Exlich, The Sotret Industnalization Debale, 1924-1928 (Cambndge, Mass, 1960}
PP 75
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The alternative approach, much more radical, placed the main emphasis
on the construction of new modern factories of the American type, with
large capacities and using a high proportion of capital in relation to
labour. The two schools of thought, which Mezhlauk dubbed the
‘crumb-collectors’ and the ‘fantasists’,T were contrasted by an official
of Vesenkha:

There are two approaches to capital construction. In the conservative English
approach, improvements are introduced with difficulty, extra buildings are
added to every existing factory, and individual shops are re-equipped; in one
enterprise, you can trace the whole history of industrial progress. The other
approach is the American one: a new factory is really built from scratch, in
a new place without harmful traditions; the old works carries on as long as it
can make a profit, and is then scrapped.

The case for the less radical approach was an economic one. It was
argued that the market was too small to permit the construction of
mammoth enterprises, and that the scarcity of capital and the abund-
ance and cheapness of labour in Russia made it necessary to use capital
sparingly. With a given capital outlay, production would be maximized
if capital were used so as to maximize output and to absorb as much la-
bour as possible, so that the capital/output and capital/labour ratios
were minimized.

The alternative case for the policy of constructing new American-
type factories rested on the belief that modern technology was so pro-
ductive that if introduced in sufficient quantities it would sweep aside
the limitations imposed by the backward agrarian environment and the
existing technical level in industry. Just because of its backwardness,
Russia could use the last conquests of science and technology:

We have in front of us a process like that by which a young capitalist nation,
in undertaking the mechanisation of its production, borrows machines,
appliances and productive methods which are the last word in capitalist
practice from the arsenal of its capitalist neighbours, and does not go through
the preliminary stages of mechanisation. §

It was also argued that planning made it possible to introduce technology
which capitalism could use only in theory:

the real kingdom of machines which are not enemies but friends of mankind is
not behind us but in front of us. ||

t Torgovo-Promyshlennaya Gazeta, 13 October, 1927.

1 Birbraer in Predpriyatie, No. 6, 1928, p. 19.

§ Planovoe Khozyaistio, No. 2, 1926, p. 15; for other examples of this view see J.-M. Collette,
Politique des Investissements et Calcul Economique (Paris, 1964), p. 130.

I| Planovoe Khozyaistro, No. 2, 1926, p. 15.
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In economic terms, the argument in 1ts extreme form seems to have been
that 1n the long run mayor technical changes wauld make the present cost
equations, including the capatalflabour cost ratio, irrelesant, m order
to get to the new set of equations, you could not start from what was
cheapest given present parameters, but must itroduce new technology
mto the existing situation in large lumps American mechamzaton,
Aleksandrov asserted, could not be transferred 1n part, or the necessary
savangs 1n costs would not be achieved “it 15 necessary that at a giien enter-
prise everytlung from beginning te end should be meckanized’, and that complete
new enterprises should bentroduced one by one The first major schemes
would also serve as an attractive force, *an example of culture 1n construc-
tion, an example proving the possibality of adopting American tech-
nology 1n our conditions’ t

In all these discussions about investment policy, the arguments about
particular problems thus tended to turn on the conflict between the
mnmediate need to economize in the use of capital and the long-term
goal of a modermzed capitai-intensive economy Let us Iook at each of
the disputed 1ssues in more detail

New enterprises

The major argument in favour of extending existing enterpnses rather
than constructing new ones was that 1t required less capital per umt of
output The calculations were never very reliable The amount of captal
required tended to be underestimated in all proposals, whether they were
for extensions to existing works or for the construction of new ones—it
was known that a low estimate would be more readily accepted The
problem was strikingly 1llustrated 1n the case of the 1ron and steel in-
dustry The mitial estimates for new 1ron and steel worhks implied a
capital cost of some 150 roubles per ton of capacity, while the equivalent
capital cost 1n the case of extensions to existing works was generally
estnated at less than 120 roubles } Only one major extension scheme
was actually undertaken 1n the late 1g20s—the extension to the Kerch
works Here the approved capital cost per umit output when the work
started was only half that of other planned extensions, § and far less than
thatestimated for new works Butonce the work wasstarted the eshmated
cost of the Kerch investment nearly trebled 1n the course of two years,
and became larger than that of constructing a new works of sumlar ca-
pacity | However m the meantime the estimated cost of new works,

T Torgoro-Promyshlennzya Gazeta, 18 Noveraber, 1926

* Compare A P Serebrovsky, Ratwnalizalstya Prorzvodstva t Aovoe Promyshlennoe Strovel st
SSSR (1527}, pp 104, 108, Torgote-Promyshlennays Gazeta, to July, 1927

§ Torgovo-Promyshlennoya Gazeta, 25 May, 1926

i| Torgovo-Promyshlernapa Gazela, 16 May and 21 June, 1928, Prands, B September, 1928
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which had not even been started, also somewhat increased.} In this un-
certain situation of rising estimates, attempts were even made to show
that new works could be constructed more cheaply than extensions to
existing works: one Vesenkha report claimed that new iron and steel
works would cost only 175 roubles per ton of capacity while extensions to
existing works, producing it is true a higher grade of metal, would cost
as much as 203 roubles per ton.} But as a general rule it was agreed that
the capital/output ratio was much lower for extensions to existing works
than for new ones. In the agricultural engineering industry, for example,
it was calculated that 2 roubles extra output per year could be obtained
per rouble invested in existing works as compared with only 0-74 roubles
planned from the new works at Rostov.§ The proposed new railway
wagon works at Nizhny Tagil was to cost 44 million roubles; five existing
works, if recapitalized, could produce the same output for an investment
of only 10 or 15 million roubles. ||

The other major argument in favour of extending existing factories
was that new factories would tie up capital for several years while ex-
tensions to existing.ones could be completed much more quickly. The
new works at Nizhny Tagil would take five years to construct; existing
works could produce the same output within one or two years.§ The
existence of a lag was admitted by the protagonists of new works;7¥
Preobrazhensky even used the fact that there would be an average delay
of three years before new factories were completed as an argument, in
view of the necessity of constructing them, for greater urgency.}}

The economic case for the alternative of constructing new enterprises
was argued in terms of the lower production costs of the output which
would eventually be produced. The tractor industry offered a very ob-
vious case: it cost five or six times as much to produce tractors in the shop
established at the old Putilov works as to purchase them from abroad;
production costs at the new works at Stalingrad were planned to be not
much higher than the price of foreign tractors§§ (however the argument
was spoiled within a few months when the cost of a Putilov tractor fell
to that planned at Stalingrad). ||| Lower production costs in industry was
a major objective of economic policy throughout the 1920s: lower costs
would make possible both the higher industrial profits which would
finance future industrialization and the reduced industrial prices which
would satisfy the peasant. Thus Kaktyn’ argued that industrialization

T Torgovo-Promyshlennaya Gazeta, 8 January, 192g. + Ibid.

§ Torgovo-Promyshlennaya Gazeta, 16 May, 1928.

|| Soyuz Sovetskikh Sotsialisticheskikk Respublik. 1V S’ezd Sovetov (1927), P- 233- q Ibid.
11 See for example Kaktyn’ in Bol'shevik, No. 6, 1927, pp. 22~25.
1% Bol'shevik, No. 6, 1926, p. 64.

§8 XV Konferentsiya VKP(b) (1926), p. 122; Torgovo-Promyshlennaya Gazeta, 21 October, 1926.
il SSSR. Tsentral’nyi Ispolnitel’nyi Komitet, 3 Sessiya 3 Sozyva (1927), pp. 11-12.
19 FSC
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“‘providesits own practical justification and will be accepted by the who'e
country and parucularly its peasant section only on condition thag
sndustreal output 1s made cheaper as a result’ ¥ The decree on rationalizauen
1ssued by the central commuttee of the party called for the establishment
of new enterprises ‘on the basis of the latest achievements i science and
technology’ and for ‘fundamental re-equipment’ of existing mdustry,
together with the maximum use of capacity, as essential requirements of
successful rationalization § The five-year plan, in all its vanants, postu-
lated the reduction of industrial costs as a hey requirement for financing
the 1mestment programme §

It was also suggested by the protagonusts of new factories that the posa-
bilities of extending exasting factories were extremely mited In August
1926, for example, Vesenkha of the Ukraine predicted that the 1g28-2¢
plan for iron cutput could not be met by the existing works, and that the
construction of new iron and steel works must therefore immediately be
started in the Ukramne {| A year later Serebrovsky asserted that *the
technical base we have inhented 1s almost completely unlized, and the
tash 13 mainly not to recapitalize industry but to construct new worhs and
factories’ §| These assumptions proved premature Without new fac-
tories the Ulrame n fact reached tn 1928-29 the amount of iron planned
for that year 1n 1926, and a enitic of Serebrovshy ponted out that while
1t was true that existing capacity was nearly completely restored, con
siderable possibilities exasted of extending the capacity of existing fac-
tories 11

Finally, 1t was frequently argued n support of the construction of new
worhs that gencral social and economic benefits could not always be
reflected 1n strarghtforward calculattons 1 terms of present costs Thus
in the case of Dmeprostroi, Aleksandrov pomnted ont that in order to
estmate the annual gains from the project the benefits to agriculture and
transport from the improvements to the Dmepr nver should be taken
mto account as well as the savings from the reduced cost of cheap elec
tric power 31

Large-scale factortes

The mamn argument agamnst constructing enterpnses which had a
large capacity rested on the small size of the Soviet market Thus in the
case of clectricity, the low consumption meant that power produced by
large stations would need to be transmutted over long distances mcur-

1 Bolshenk, ho 6, 1927, p 27 2 VAP(S) o Profioyu.akh (1940), p 308
§ Sec R W Davies The Development of the Soviet Budgetary Systom (Cambridge, 1958}, 7P
19497 (The short term effect of the pressure to reduce production costs on the patan
wdustnal investment 15 discussed on p 502 below )
N Ekonomicheskaya Zh.n , 3 August, 1926
Y Sacbroviky, Ratnomali.atsiya Provzeditivg 1 Novoe Promyshlennoe Strouel'stve SSSR.
1} Bol'stak, No 17,1927, p 99 3% Elonemucheskaya Zhin', 10 December, 1936
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ring additional capital costs as well as power losses in the transmission
lines. The problem of sales arose much more acutely in the case of all
manufacturing industries. The new Dniepr and Nizhny Tagil railway
wagon works were each planned to have an annual output which at
5-6,000 was far smaller than was usual in the United States;} it was
nevertheless at first doubted whether the railways would be able to buy
all their output. The problem of sales also worried the planners in the
new tractor and motor endustries, in engineering generally, and in such
consumer industries as footwear. Even on the assumption that the state
could create its own market, severe restraints existed on the size of major
factories owing to the shortage of investment funds. Total annual in-
dustrial investment was only a small fraction of that in the United States
or even Britain, and in these circumstances the decision to establish a
number of major new industries in the U.S.S.R. meant that the scale of
major plants was restricted—one of Bazarov’s main arguments for con-
centrating investment on a small number of industries was that this
would make large-scale mass production possible.

Critics of large units also pointed out that some of the proposals for
large factories merely involved the vertical integration of a number of
fairly small units. There was a tendency to try to build huge combines
in which the whole production process from raw material to finished good
took place. Engineers argued that such combines were now out-of-date;
and pointed out that Ford had shown that the production of components
could take place in small factories in small towns and villages, where the
cost of production could be lower, with the result that the advantages of
mass production were combined with the virtues of decentralization.}
The Rostov agricultural engineering factory was particularly strongly
criticized as a conglomeration of a number of units producing different
products; time could have been saved by building each of them separately
in sequence. Its defenders replied that the conglomeration of the units on
a single site made it possible to provide common preparatory shops and
services.§ In the textile industry, some critics of the conservative-
minded engineers who ran its scientific and technical council condemned
them for unthinkingly advocating the construction of large factories
when in the United States small highly specialized factories had been
shown to be more efficient and easier to administer.||

In spite of these arguments, it was already widely believed that the new
factories which were to be constructed should be as large as or larger
than contemporary Western factories. Gosplan asserted in 1926 that

t Torgovo-Promyshlennya Gazeta, 2g July, 1928.
* Torgovo-Promyshlennya Gazela, 15 and 30 June and 7 July, 1928.
§ Torgovo-Promyshlennya Gazeta, 13 July and 3 August, 1928.
|| Torgovo-Promyshlennya Gazeta, 31 March, 1928; and see the reply by Professor A. Fedotov
in the issue of 27 May, 1928.
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large coal munes must be the basis of the new Donbass § The GOELRO
plan mm 1920 had already been based on a centralized network of what
were considered large modern power-stations, nevertheless, a review of
electnic power construction in 1927 concluded that the power stationg
GOELRO had proposed, with turbo-generators of 10 thousand kW
capacity, were too small the aim should be to construct power-statons
which had a capacity of 300,000 kW and which used generators each of
which had a capacity of 60,000 kW or more The case for such develop-
ments rested primarily on econonues of scale The large generators, for
example, would use a mummum amount of steam per kWh, and could be
fed by hugh-pressure boilers requiring a small capital outlay per kildowatt
of capaaty § Sales difficulues could to some extent be overcome by stan-
dardization and speciahization, to which a great deal of attention was
devoted Kwmbyshev defined a ‘rationahzed enterprise’ as ‘one which
engages 1n mass productton on a large scale, of standardized qualty,
and sizes, and applies continuous flow production as the best organiza-
ttonal and technical method’ § But even m the West the short-term
prospects for the widespread mntroduction of mass production were
exaggerated mn the 1920s, Kuibyshev admutted that in Soviet conditions
the universal use of continuous flow production would result i the satur-
atron of the market withun three or four years ||

The economic argument 1n favour of large factories was sometumes
supported by the argument that large units could be more easly con-
trolled from the centre and thus persuaded to adopt a progressne tech-
nological pohicy. At the same ume the concentration of ndustrial worhers
mnto large umts was beheved by Marxists to result 1 greater pohtical
awareness and actvity One writer summed up the case for large factories
succinctly when he claimed 1n the case of the textile industry that they
were more profitable, that it was easier to give proper techmeal leader-
shup where the umts were large, and that ‘polsficaily such factones are a
maghty proletanian fortress for us® 9

Caputal-intensive technology

In the USSR, labour was cheaper and more abundant mn relation
to capital than in the West generally and the Unuted States in par-
ticular There was therefore a strong economic and social case, at least
on short-term considerations, for using more labour per unt of capital
m every mestment project than m the more advanced countries Some
economusts even argued that *labour-intensity’ per unit of capital should

1 Torgovo-Promyshlennya Ga.eia, 13 June, 1926

3 FEhonomuheskoe Obozrenr, No 10, 1927, PP 139—40

§ Torgowo-Promyshlennya Ga.eta, 29 August, 1928 | &t:d
W Torgovo-Promyshlennays Gazela, 12 May, 1428
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be the main criterion for judging the desirability of an investment.}
On these grounds, industrial investments were proposed which would
absorb large numbers of under-employed artisans, and it was argued that
agricultural investments should be directed into labour-intensive crops
such as maize..Many experts who strongly supported the construction
of new and even of large factories nevertheless believed that Western
technology should be applied more labour-intensively in the U.S.S.R.
The general case was put bluntly by Professor Fedotov of the scientific
and technical council of the textile industry:

Our capital is at 2 minimum, it is very expensive and at the same time there
is a sufficiently large reserve of labour. In America however capital is cheap
and labour is expensive. . . In our conditions our aim must be that machines,
which are dear here, should produce the maximum product; here the more
intensive use of personal labour must be given second place.

A professor in the metal industry even more bluntly contrasted ‘the
industrial structure of 2 mature industrial country’ with ‘the structure of
a country which has only just crawled out of colonial conditions and is
freeing itself from handicraft (kustar) habits’.§ Professor Derzhavin, a
leading official in the textile scientific and technical council, described the
wish to use the most up to date equipment as ‘revolutionary romanti-
cism’. ]| In practical terms the textile engineers argued that highly priced
equipment which was suitable in the United States often did not pay in
Britain and the U.S.S.R.; and in particular questioned the quite exten-
sive development in the U.S.S.R. of the production of automatic
Northrop looms to replace the simpler Platt looms, complaining that this
manufacture had been organized without their participation.q] The
Northrop loom, a United States design taken over by a British company,
automatically fitted new spools; in the Platt loom they were fitted by
hand. It was reported that pre-1914 Moscow factories had been ‘strongly
occupied with the idea of going over from simple mechanical looms to
automatic’; and in 1924—25 the production of Northrop looms had been
organized ‘under the influence of a few people from the Ivanovo-
Voznesensk trust’, so that by early 1928 they were produced at four
factories. A study of the two types of loom arranged by the scientific
and technical council of the textile industry purported to show that the
running costs of the Northrop loom were not much lower.{{ These
engineers also suggested that if the looms were to be used it was appro-

1 See Collette, op. cit., pp. 27-30.

1 Torgoro-Promyshlennaya Gazeta, 27, May, 1928.

§ Cited in Torgovo-Promyshlennaya Gazeta, 6 July, 1928.

It Torgoro-Promyshlennaya Gazeta, 28 July, 1928.

@ Torgoto-Promyshlennaya Gazeta, 27 April and 29 June, 1928.
11 See Puti Industrializatsii, No. 2, 1928, pp. 43-46, and No. 11, 1928, pp. 46~49.
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pnate, because labour was relatn ely cheap, to work them for three shifis
instead of the ane sluft normal in the United States, and o have fower
looms per worker, 1t was also 1n general correct to run texhle machinery
faster thanin the United States even though this meant using more labour
and imvoked some deterioration wm quakity T Experience at a Tyer
factory showed that, on the assumption that capuital was amortized at
% per cent and bore an mterest rate of 12 per cent, the saving from faster
runining could be about g 8 per cent of manufacturing costs, though this
calculauon made no allowance for any deterioration in quabity } Such
evidence, although mm this mnstance 1t was disputed by the techwmeal
manager of the Stalingrad spioning works, § seemed to show fairly con.
clusively that 1n terms of the cost structure which existed in 1928 more
labour-intensive methods were more profitable, And behind these
arguments 1n terms of existing costs there lurked the view, firmly held
by many non party experts, but not often expressed in print, that Soviet
industrial labour was o erpard in terms of 1ts economic value, and thatm
view of the abundant supply of labour there was no economie just:fica.
tion for the Sowiet gosvernment to maintam substantially lower workng
hours and higher real wages than had been paid before the war

The approach of these experts was rejected as techmcally reactionany
and nustaken mnts facts. One cntic claimed that they had been educated
‘under the strong influence of Briush techmeal thought, winch s osa-
fied 1n 1ts development’, and failed to realize the importance of placng
mndustry on a lugher technical basis || An article entatled * The Techmeal
Revolution in Danger’ declared that the principal saentists and engm-
cers responsible for the metal and, textle industries were mcapable of
achieving the techmeal revolution §f In more speafic terms, the pro-
tagomsts of the most advanced Western capitalantensive technology
argucd that both labour costs and shills were in fact already higher than
before the war, so that more mechanization was economically justified,
skulled as distinct from unshilled labour was already scarce and would
become more scarce as a result of the introduction of a seven hour day—
“the Soviet Union has already ceased to be a country of cheap labour’ 1
The correct policy must be to establish a new techrucal basis for industry
and 1o create 2 aghly-shalled working elass, this vwould enable the prob-
lem of the relauvely low standard of iving of the Soviet warking class o
be solved 13

Torgovo- Promyshlennaya Gazuta, 27 Aprad, 27 May and 20 June, 1928,
Torgovo-Promyshlennaya Ga.ela, 26 June, 1938

Torgovo-Promyshlenaya Gazela, 1 July, 1928

Torgovo-Promyshlennaya Ga.eta, 24 June, 1528

Tergore-Promyshlennaya Gazeta, 6 July, 1928,

Torgove-Promyshlernaya Gazets, 27 Apnl, 24 June and 28 July, 1528
Torgova-Promyshlennaya Gazata, 6 July and 16 August, 1928,
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The division of views about investment policy which has been de-
scribed cannot be explained simply within the framework of the struggle
within the party. Enthusiasm for the latest Western technology, and for
embodying it in major new projects, was an important trend throughout
the 1920s, and was found outside as well as within the party. A number of
non-Communist engineers were associated with the technologically am-
bitious GOELRO plan, and they and others played an active part in
the preparation of plans for large new works in the iron and steel and
other industries.t By 1926, Professor I. G. Aleksandrov, the engineer
who was the principal designer of Dnieprostroi, had like Krzhizhanov-
sky become known as a major public advocate of the construction of
large modern works.f In 1925 and 1926, much of this enthusiasm of non-
party experts was channelled into the ‘hypotheses’ for a five-year plan
prepared by the Special Commission on the Restoration of Fixed Capital
(OSVOK)) of Vesenkha, which incorporated proposals for many of the
major new factories which were eventually built in the 1930s. Enthusiasm
for new construction on American lines was also found among factory
managements. A critical commentator in the journal of the Red Directors
suggested that:

With very, very many of our business managers, technicians and engineers,
the huge majority of them, the conviction has long been deep-rooted thatthe
rationalization of industrial economy is uninterruptedly connected with its
fundamental re-equipment and renewal, with the construction of new enter-
prises. . . thisidea is one of the substantial obstacles in the business of rational-
izing the existing economy. Hopes for a quick re-equipment ab initis, drears
of ‘Americanization’ of our industry, plans and projects of new building
jobs have so seized the thought and will of our officials that they have an
almost contemptuous attitude to the humdrum everyday work on improving,
simplifying and cheapening the existing economy, which the well-known
appeal signed by comrades Rykov, Stalin and Kuibyshev calls for.§

On the other hand there were many complaints of the persistence of con-
servatism and adherence to traditional methods and out-of-date tech-
nology among both economic administrators and factory managements.
A characteristic resolution from a Ukrainian congress on rationaliza-
tion, held in October 1926, asserted:

Our production is grounded in traditions and experience. Sometimes, how-
ever inadequate something might be, it is stuck to, and any innovation is
met with suspicion. It is not so easy to follow the path of struggling for new
technology and for establishing new traditions; to break up the old to which

T See for example Byulleten’ Gosplana, No. 6-7, 1923, pp. 52-53; Planovoe Khozyaistto, No.
4, 1926, p. 71 ff.

t Sce for example Torgovo-Promyshlennaya Gazeta, 18 November, 1926.

§ Predpriyatie, No. 10, 1926, p. 13.



296 R. W DAVIES

we are accustomed, with which we grew up The cause of this 1s our back.
wardness, our general cultural backwardness and 1n particular our technscal
backwardness T

Witlun the party there was at first no clear-cut division of views
The supporters of the Left Opposition, and notably Pyatakov, Preo.
brazhensky and Trotshy, were certainly more or less consistent ad
herents of the construction of new modern factories But within the party
majority, and among semior party economic adminstrators, there wasat
first great confusion Atone tune Vesenkha, while Kurbyshev was present,
even resolved that investment should be concentrated on factornes “which
survive 1 competition with countrnes leading mn techrology, or at least
come near to dong so’ 3 At this time Ruklumovich, a leading official
of Vesenhha and a strong advocate of mdustrial expansion, while ac.
cepting the view that modern enterprises should be constructed m every
industry as models, was cautious about the extent to which investment
should be directed towards new factories, and argued that no general
answer was possible,§ he also criticrzed what he stigmatrzed as a ‘un-
versal tendency’ to design unnecessarily large works || But the group
around Stalin gradually became 1dentified with the policy of concen
trating mvestment on new, large and capital intensive factores of a
modern American type The crystalhzation of pohcy was dramatically
symbolized as early as 1926 when Stalin changed his position about
Dueprostror In April 1926 he sceptically compared 1t wath a peasant
buying a gramophone nstead of repaining his plough, by the end of
the year he had become one of 1ts principal advocates Kuibyshev, who
became president of Vesenhha in August 1926, emerged as one of the
strongest supporters of the construction of new works In November
1926, he defended Dmueprostrol on the grounds that it would bring about
quahtative changesin technology, 1 and at the fourth Congress of Soviets
1 Apnil 1927 he enticized business managers who wanted to allocate 3
higher proportion of total investment to the expansion of existing fac-
tories 1 In 1927, the journal of Red Directors reversedts policy of ayear
carlier and attacked the ‘passion’ to repar and restore out-of-date
enterprises even when restoration was dearer than constructing a new
factory §§ During 1928, the advocacy of large new capital mtensive
factones became official policy This decision was closely associated wath

1 Cited in Predpriyatic Mo 6, 1928, p 21

3 Ekonomuheskaya Zhin , 27 February, 1927

§ Ekonomutheskaya Zhion , 23 February, 1927

i Tergoro-Promyshltnnaya Gozeta 16 June, 1g28

T E H Carr, Soaalism 12 One Country 19241926, Vol 1 (London 1958) pp 355 333
‘H‘ Istoricheskas Arklay o 3 1958, p 44

¥ Soyuz Sovetskikh Sotsialisticheskikh Rc.s_bub!:k IV § ezd Sovetm, pp 255 38397
§§ Predprigatie, o 7, 1927, p B
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the larger decision to force through rapid industrialization in spite of
the resistance of the peasantry. In March 1925, TsIK, the Central Execu-
tive Committee of Soviets, while cautiously approving a policy of
technical modernization, had also asserted that it was necessary ‘in all
measures concerning industry and transport to start by considering the
development of agriculture and its production for the market’.7 In
October 1928, the central committee of the party, in a message to the
Moscow organization which opened the public struggle against the Right
wing, firmly and unconditionally declared that in spite of the strained
situation and the goods shortages the rate of development of industry in
general and of heavy industry in particular must not be reduced, and
coupled with this a renewed assertion of the importance of new tech-
nology:

We have finished the process of restoration of the national economy. We
have entered the period of its recapitalization, the period of the direct
socialist transformation of the economy on the basis of new technology.

By this time the variant of the five-year plan prepared by Vesenkha in
August 1928 proposed that between October 1928 and September 1933
as much as 47 per cent of investment in industry should be in new fac-
tories, even though they would only produce 20 per cent of total indus-
trial output by the end of the plan period.§ The journal of the Red
Directors now gave a firm answer to the problems of technical policy:

Can any of us insist on a ‘little hold-up’ in the construction of new blast-
furnaces? The iron and steel industry needs new giant enterprises, the chemi-
cal industry needs new works and factories, and so do a whole number of
other industries. ||

The policy of rapid industrialization and the drive for modern tech-
nology reinforced each other: a rapid pace of industrialization made it
possible to envisage the kind of expenditure which was required for a
programme of constructing major new factories on American lines; and
the need to fulfil this programme was used as an argument to reinforce
the case for more rapid industrial expansion.

2. INVESTMENT POLICY IN PRACTICE

These discussions about policy were taking place in the context of the
first practical decisions about the shape of industrial investment. This
section considers the influence of the conflicting ideas about investment
in practice before the end of the 1920’s.

t Direktivy KPSS i Sovetskogo Pravitel'stva po Khozyaistvennym Voprosam, i, (1957), pp- 506-7-

¥ Ekonomicheskaya Zhizn’, 19 October, 1928. § Pravda, 2 September, 1928.
|| V1. Sarabyanov in Predpriyatie, No. 10, 1928, p. I1.
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spending towards those investments which were less costly in capital, and
away from investment in new capital-intensive factories. Three ways in
which this happened can be distinguished. Firstly, investment was used
to bring back into operation older factories or industrial plant which had
been closed down in the earlier 1920s owing to their high production
costs. This was a common occurrence in 1925-26 and 1926-27, as pro-
duction approached the pre-war level; a series of official reports attri-
buted a large part of the failure of costs to fall in these years in industry
as a whole, and the actual increase in costs in certain industries, to the
high costs of bringing older factories and equipment back into use.7 The
shortage of machine-tools, which had almost all been imported before
the first world war, was so great that according to one report most fac-
tories were using all their pre-war stock of machine-tools and were also
skimping repairs so as to keep them in production as continuously as
possible ;I however, there were reports in other industries of available
capacity which was not yet utilized.§

Secondly, as a result of the pressure to increase output, investment
tended in practice to be used to extend the capacity of existing works
rather than to construct new ones. Plans to undertake major new schemes
of industrial construction were sometimes rejected owing to their high
capital costs. Thus the original five-year plan for the sugar-refining
industry drawn up by a sub-commission of OSVOK proposed that only
a quarter of the propesed increases in output should occur in existing
works; the rest should come from new factories. This approach, later
described as ‘industrial romanticism’, was gradually modified ; successive
drafts of the plan in 1926 and 1927 reduced the number of new factories
planned and the total claim of the industry for capiral investment. || In
order to obtain a more rapid increase in output, industries and trusts
sometimes violated the instructions they had been given from the centre
about the allocation of their investments, and switched resources from
the construction of new works to the extension of existing ones. Thus a
Vesenkha commission reported that in 1926-27 both the Vesenkha
department in charge of the fuel industry and the Donbass coal trust had
switched resources in this way, so that 40 per cent of the allocations had
not been used for the intended purpose.q] The restoration and extension
of existing factories usually proved less costly in capital, so that such
switches saved capital as well as producing results more quickly; in
Yugostal, for example, in 1g25-26 an investment was required of less

+ Torgovo-Promyshlennaya Gazeta, 17 and 22 September and 28 November, 1926 and 17
July, 1927.

t Predpriyatie, No. 7, 1927, Pp- 27-32.

§ See, for example, Torgovo-Promyshlennaya Gazeta, 7 September, 1927.

i| See Torgovo-Promyshlennaya Gazeta, 18 January, 1928.

€ Torgovo-Promyshlennaya Gazeta, 13 January, 1928.
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than 7 roubles per additional ton of pig iron as compared with a mip.
mum cost of 25 roubles to bwld a new furnace § But the resulting pro-
duction costs were lngher Sometimes the hasty expansion of exsting
capacity proved expensive in capital as well as in production costs It
was claimed, for example, that the production of the Elektrostal’ worksin
Moscow was trebled, at high cost, ‘under the mfluence of the requure-
ments of the moment’, in preference to a more rational desclopment
which had been planned elsewhere } Between 1925 and 1927, in the
course of the drive to make full use of existing capacity m the engineering
industry, shops 1n 16 factories were retooled and re-equipped to produce
textile machinery and shops 1n eight factories were converted to the
production of Diesel engimes, and several factories tried to produce
agricultural equipment and railway wagons and failed because of lack
of orders Such small-scale attempts to mntroduce new technology m the
form of new praducts were reported to be wasteful of investment and at
the same time to result in hgh production costs because of the small scale
of production and the lack of speciahization, and were used as an argu-
ment for closer central co-ordination §

Thardly, the pressure for output sometimes led trusts and industries
to undertake the construction of new works in a hasty or unplanned way
This particularly tended to happen when the pressure for more output
resulted 1n a shortage of inputs essential to an mdustry, the industry or
trust was consequently driven towards an mnvestment policy which m
creased the amount of backward integration The Ukraman iron and
steel works had their own coal-mines even before the revolution, more
were established in the 19203 In order to obtain electric power, industry
tended to erect 1ts own power plants rather than wait for the completion
of the regional power-stations of the GOELRO plan These mnvestments
were often expenstve 1 capital and therr cost of production was always
hgh ||

The effect of such hasty ad hos decisions to construct new factories was
mevitably that these new factories tended to be small The most striking
example of this was 1n the coal industry The ongmal mtention was to
concentrate on developing large modern pits, but in June 1926, the
Soviet government weself approsed a programunie of developing a large
number of medium-size and small pits to overcome the fuel shortage l
Durimg the first two years of thus programme, the caprtal costs of these

Y Torgovo Promyshlennays Gazeta, 17 September, 1927

% Predpriyatie, No 8, 19528 pp 32-33
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small and medium pits, while much less than for large pits, were con-
siderably higher than had been planned; and they produced only half
the planned output, at a cost per ton which was higher than had been
expected.f However, the pressure for more output did not work entirely
in the direction of small units. The tendency towards backward integra-
tion which has already been noted resulted in large conglomerations of
factories or departments under single administrative control; the total
unit was large, though the amount of particular items which was pro-
duced in the auxiliary shops or factories would often be small, and pro-
duction costs high.

The pressure for more output in conditions of capital scarcity also
inhibited the attempt to invest in a capital-intensive manner. In spite
of the objections of the enthusiasts for the latest American technology,
modern equipment and new technical processes often used more labour
per unit of capital than in the West. In the oil industry, for example,
there were far more men per drill than in the United States.] Instead of
the proposed mechanization of a factory ‘from beginning to end’, a
high degree of mechanization of major processes was often accompanied
by alow degree of mechanization of auxiliary processes: the coal industry
provides some clear examples here.§ In contrast to the conflicting prin-
ciples of capital-intensity throughout’ or ‘labour-intensity throughout’
the practical solution was thus either to use capital-intensive processes
in a labour-intensive way or to combine capital-intensive and labour-
intensive processes under the same roof. The capital-labour ratio was
also lowered by using capital more intensively. In the cotton textile
industry a three-shift system began to be introduced in 1928. In the case
of many of the new factories, such as the Stalingrad tractor factory, the
number of shifts planned per day was increased when the projected
capacity was raised.

To sum up the effects of the pressure for increased output: it tended to
encourage investment in restoring and extending existing factories rather
than in constructing new ones; when this pressure impelled the con-
struction of new factories to overcome bottlenecks in production or
supplies, these factories were small, even when they formed part of a
large trust, and did not use advanced technology. At the same time the
pressure to increase output modified capital-intensive programmes in
such a way as to maximize output per unit of capital.

1 For details see Pervye Shagi Industrializatsii SSSR 1926~1927 gg., pp- 102-109.
¥ Bol’sheiik, No. 9, 1927, p- 43-
§ Pervye Shagi Industrializatsii SSSR 1926-1927 gg., p- 8g.
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The pressure to reduce costs

The reasons for which the government actively pursued the amm of
reducing production costs have already been discussed. However, the
pressure to reduce costs was not sxmply coniveyed to enterprises through
government orders, though these were important In the mddle 1g2os,
many products could find a market only 1f their prices were sufficiently
low Trusts also had an mcentive to reduce costs 1n those cases, particn
larly frequent in the engineering industries, mn which umported products
were cheaper than home production even though they paid a hugh import
duty, the effect of this differential price was that consuming enterprises
tried to obtam a hcence to import rather than buy at home Trusts and
industries 1 any case had some mcentive to make a profit, and this
gave them an autonomous incentive (o reduce costs (and to mcrease the
output of these goods which were most profitable)

In the long term, attempts to reduce costs necessarily encouraped at
least those technologically more advanced kinds of mnvestment which
were econonucally efficient Preobrazhensky stressed that “the extension
and technical re equipment of tndustry 15 the mawn means of reductag prees |}
and similar views were expressed by Alehsandrov, Mezhlauk and others §
But the short term effects of the pressure to reduce costs were more com
plicated It certamly mhibited the use of out of date equipment Thus
Vesenhha of the Ukraine pointed out that the re opening of closed 1ron
and steel works was ‘economically mexpedient 1n view of the fact that
equipment 15 to a considerable extent worn out and out of date’ § In
Sverdlovsk, the president of a trust declared dunng a costs reducton
campaign that 1t would ‘go as far as the mass closing of unprofitable
enterprises’ {{ In a number of industries, older high cost plants were
fact closed at various times in the 1g20s But on the other hand the cost
reduction campaigns also favoured investment which would yield quick
as well as high returns, and tended to encourage rapid adaptations of
existing factories rather than the construction of new ones In September
1926, 1n the course of a campaign to reduce costs, Rukhimovich attacked
the tendency to be * dierted with the latest ““ Amencan™ equipment’ even when
less autlay would give greater savings, and cited a new glass works the
output of which would stilll be more expensive than imports ¥ A year
later Kuibyshev, in a report on costs, attacked ‘playing at America’ and
the use of the new equipment “for the sake of new equipment’, he called
for rationabizatton which was subordinated to the interests of costs re

t Bolshettk Iva 6 1927 p 64

} Torgovo-FPromyshlennaya Gazela 22 September, 1926 and 17 July, 1927
§ Ekenomuteskaya Zhazn , 3 August 1926
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duction and supported investment which would be quickly recouped
and would have a direct influence on costs.7 In their struggle to obtain
higher output and to finance a higher general level of investment, Soviet
leaders like Kuibyshev who supported radical technical change were
nevertheless driven towards cheap and expedient solutions.

Itis difficult to make a general assessment of the result of the interplay
of the various factors influencing industry and policy towards industry
in the 1920s: the rival technological policies, the pressures to increase
output and reduce costs, and the changing market situation. Different
pressures often led to confusion or conflict in investment decisions. The
Lugansk loco works offers a characteristic example of the uncertainties
which resulted. At first, it was decided to re-equip and extend the exist-
ing works; but a technical survey concluded that the factory was too
out-of-date and that a new one should be built. The construction of this
new factory was delayed because of lack of resources; and meanwhile
the existing factory was given very small allocations for capital repair.
However, in the course of 1927 the urgent need for the output of the
factory led to a decision that the existing factory should after all be
quickly reconstructed.

For industry as a whole, three main periods may be tentatively dis-
tinguished. In the first period, between 1923 and the beginning or middle
of 1925, production rose rapidly; but at the same time a policy was pur-
sued of concentrating production in the largest and most modern of the
existing factories. As late as 1925 and even 1926, in major industries the
number of industrial units which were actually working was far smaller
than in 1913 or in 1922, even though production was several times as
large as in 1922 and was approaching the pre-war level.§ The policy of
concentrating production was a major factor in the impressive reduction
in costs which occurred in 1924 and early 192s5,]| though a successful
policy of wage restraint was also important. The second period runs from
the middle of 1925 to the end of 1926 or the early months of 1927.
Although efforts were made to reduce costs in this period, the main em-
phasis in practice was on increasing production through the bringing
back into operation of older plant; costs were at best stable though wage
increases now played some part in the failure of the costs campaign.
The third period may be dated from the beginning of 1927 to the be-

1 Torgoro-Promyshlennaya Gazeta, 14 August, 1927.

+ Torgovo-Promysklennaya Gazeta, 28 August and 30 November, 1927; Istoricheskii Arkhiv,

No. 3, 1958, pp. 49-52. . . o
§ See for example Peryye Shagi Industrializatsii SSSR 1926~1927 gg., p. 87; Predpri;atie,
No. 10, 1927, pp. 62-64.
| Torgoto-Promyshlennaya Gazeta, 17 September, 1926.
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ginming of 1929 In this peniod the government succeeded i increasing
output while at the same time reducing industrial costs substammlly
ncreases i output were primanly a result of mvestment m unproving
and extending existing factories, mmvestment efforts were concentrated
on piece meal developments which would increase output while some
what reducing costs——but again as 1 1924 a successful pohey of wage
restraint was an important factor Developments in the second and the
third period revealed greater possibilitics of increasing output at existing
factortes than had been thought avatlable mn 1925 production increased
more rapudly between 1925 and 1929, and with a smaller 1 estment of
capual, than the OSVOK plan, for example, had proposed

During both the second and third periods the policy of concentrating
mvestment on the construction of new factories was put into effect, at
leastin part Inspite of the counter-pressures which have been described,
the proportion of capital mvestment spent on new factories 1n industry
planned by Vesenkha increased each year, and rose from about one
eighth of the totalin 1925—26 to about one thirdin 1928—29 T Thiswasan
impressive increase However, 1t was smaller than that planned i 192,
by OSVOK, which wanted new factones to recewve one tiurd of in
dustrial investment over the whole period October 1, 1925 to Scptember
30, 1930 ¥ Moreover, much of the mvestment 1n new factories was in
smaller projects which could be rapidly completed While an appre
clable advance was made 1n the techmcal level of industry in these
years, the large new long term projects, which were to form the backbone
of the first five-year plan, were frequently postponed, and recenved lo-
cations which were smaller than had been ongmally planned only
Dmieprostros, the Turksib rallway, and the Stalingrad tractor factory
recezved more than tnivial sums before the autumn of 1929 By the eve of
collectivization, the principal organizations for designing the major new
worhs had becn established and were hard at worl,, and contracts had
been signed wath the prinespal foreign consultants But the big push was
yet to come The delay was due to several factors It was difficult to
organize and prepare such mayor projects The projects were ressted by
many of the leading economists and engineers who were advising the
govermment But the delay was t6 a considerable extent a result of the
pressures on government and industry whach resulted from the imme-
diate desire or need to mcrease output and reduce costs

From the end of 1929, the situation changed rapidly Total annual
myestment 1 mndustry increased several fold The major new projects
were given a large share of total investment A technological revolution

t Sce Osnovnye Momenty Rekorstruktsn Promysklmnosti, ed S V Minaev {1931} P 51r
Ekonomcheskoe Obo.sene No. 10, 1920 pp 121-3 Bol sherak, No. 4 3927 pp 350
3 Torgove-Promyshlennaya Gazeta, 18 July, 14926
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began. Even so, the kind of technological compromises which took place
in the later 1920s still occurred. In the 1930s, the introduction of the
most modern technology was concentrated on certain industries. In the
case of other industries, proposals for their technological transformation
which had been made in the 1920s were dropped: the building materials
industry continued to produce timber and bricks rather than reinforced
concrete ; the railways used steam locos rather than Diesels; much of the
new development proposed for the chemical industry did not take place;
some important types of industrial equipment continued to be imported.
New industries were established with large factories employing modern
technology, such as the heavy industrial equipment industry and the
tractor industry; and new modern plants were built in older industries
such as iron and steel. But even in the modern industries, as Professor
Granick has shown, capital-intensive and labour-intensive processes
operated side by side.}

A NOTE ON INVESTMENT CRITERIA

A great deal of attention was paid at this time, among both economists and
politicians, to the problem of the criteria to be used in comparing proposals
for investment. In May 1927, a commission including Kuibyshev and Rukhi-
movich was established to investigate the effectiveness of investment, and
production costs, in metal and engineering works.* In July of the same year,
Rukhimovich congratulated Sokolovsky and the group of officials concerned
with costs in Vesenkha for taking industry through a school of learning not to
ignore cost and output calculations when making an investment.§ This dis-
cussion of the merits of different projects and alternative technologies very
often involved attempts, usually of an unsophisticated kind, at measuring the
return on capital.|| The indicator most frequently used was the additional
annual output per rouble of capital invested. Using this indicator, Shanin and
Sokolnikov argued that relatively less investment was required in agriculture
than in industry.§ Capital/output or equipment/output ratios were published
for all the major industries;{{ the not surprising conclusion was reached that
the producer goods or heavy industries required more investment per unit
of output than the consumer goods or light industries. This indicator was
recognised to be unsatisfactory as it merely showed the least capital-intensive
investments; it provided no measurement either of the “need’ for a particular

t Quarterly Journal of Economics, May 1957 and dAmerican Economic Review, May 1957 and
May 1962.

+ Pravda, 11 May, 1927. § Torgovo-Promyshlennaya Gazeta, 17 July, 1927.

II A careful comparative analysis of Soviet discussions on investment criteria will be
found in J.-M. Collette, op. cit., to which I am indebted for its valuable insights.

9§ Bol’shevik, No. 4, 1926, p. 89; No. 2, 1926, pp. 65-87.
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Kapitala pri Prezidiume VSNKh SSSR, Seriya III, vypusk 1 pp. 35-39, vypusk 4, pp. 24-28;
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factory or of the savings 1n production costs as compared with existing fae
tories or alternative mvestments In a market economy, need and costs say
ings combined could be measured in terms of profit per umt of capital, butan
the U S S R in 1g25-29 most prices were already fixed by the state. Producer
goods’ prices were relatively low, sa that in these industries the capital/profits
ratio was relatively hugh, and provided no cnitenon of the relative desirabulity
of mvesung 1n cne type of production rather than another The problem of
taking account of need was not dealt with guantitanvely in support of in
vestment in the producer goods industries 1t was merely argued in general
terms that from the national economic pomnt of view ‘ enterprises not giving
a profit can nevertheless be very important’, and that to concentrate m
vestment on the consumer goods mdustnes would contradict natonal
economic interests T

The capital output ratio also showed that less capital and equipment were
required to extend old factones than to construct new ones ¥ The main af
ternative method of measuning the effect of an mvestment was 1n terms of the
savings mn production costs This measure gave a more favourable verdict on
capital intensive technology, new factones farrly systematically showed lower
production costs per umt of output than extensions to old ones J M
Collette pornts out, ‘les criteres de rendement [output per unut of capital]
stmulent les mvestissements modestes, rapidement amortis, tandis que les
cnteres de prix de revient [costs] samulent Papplication des techmques
modernes’ § It is not surpnising that Trotsky described the price at which
electriaaty could be produced per kilowatt hour as the “deczsive control in
stance’ 1n decading upon capital mvestment projects in the electric power
industry }} The additional capital nvested was sooner or later recouped by
the savings 1 production costs The effect of an nvestment, the rate of re-
turn on 1t, can be measured by calculatng annual savings i producton
costs as a percentage of the cost of the additional investment (the mverse
of tlus figure shows the number of years in which the investment pays of,
and 15 known as the period of recoupranent) Such comparisons werce occasion-
ally made 1n the 1920s The construchon of a new railway wagon works at
Nizhny-Tagid was defended on the grounds that 1t vwould produce wagons
for 77,000 Toubles each as compared wath a cost of 9,000 roubles at existng
works the new works would produce 5,000 wagons a year, and the saving of
10 mullien roubles a year mn production costs was saxd to Justfy a capital
cost of 42 mulhion roubles § Capital and current costs of hydro-electrc and
thermal power stations were compared on the assumption that a 19 per cemt
rate of repayment on capital was appropnate }} Gipromez calculated that
two-shuft working in the assembly shop of the Stalingrad tractor factory

t Perspekticy Raziertwaniya Narodnoge Kho.yatitva SSSR na 1926f27-1930f 31 g2 . pP 65—66
¥ Materialy Osobogo Stveshchanya po Voprosam Vosstano leniya Osnornogo Kaptals pri Prenidizont
VSNER SSSR, senya 111, vyp 4, pp 2428
§ Collette op af,p %6, a quahification of this view 1s discussed on pp 2g97-305 above
| Ekonomucheskays Zhton , 21 July, 1925
1 Torgovo-Promyshlernaya Gaceta, 26 Ociober, 1927
11 Bol shevik, ™o 3, 1926 pp 55-61
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would be uneconomical because the savings in equipment would be out-
weighed by higher production costs within 1} years.f Vesenkha reported that
in 1926—27 18 million roubles in current costs had been saved by mechaniza-
tion in coal mines as compared with outlays on mechanization of only 2-8
million roubles in 1925-26 and 42 millions in 1926-27.1 Some interesting
attempts were even made at a rudimentary ‘costs-benefits analysis’. For
instance, calculations for Dnieprostroi announced at the end of 1926 showed
that a total investment of 145~150 million roubles would bring an annual
saving, including indirect benefits to agriculture and transport, of between
43 and 59 million roubles; saving in foreign exchange would be 45 million
roubles. §

Although references to the ‘effectiveness of investment’ and the need to
calculate it were frequent at this time, no standard rate of return or period
within which investment should be recouped was established. The use of-a rate
of return to compare investment in different industries came to be looked on as
bringing the criteria of capitalism into Soviet economic calculation: an
economics textbook, pointing out that ‘ to say that investment in one industry
is x times more effective than in another is to say that its output is x times
more necessary than the output of another?, argued that no such quantitative
statement was possible for industries whose products were non-substitutable
because use-values could not be compared quantitatively.]| Thirty years
later, the calculation on a computer of shadow prices which would indicate
production requirements began to be considered a practical possibility.

1 Torgovo-Promyshlennaya Gazeta, 15 April, 1928; this argument was later rejected.
+ Pervye Shagi Industrializatsii SSSR 1926-1927 gg., p. 90.

§ Ekonomicheskaya Zhizn’, 10 December, 1926.

|| E. Khmelnitskaya, Ekonomika Sotsialisticheskoi Promyshlennosti (1931), p. 545.
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THE HISTORICAL SETTING OF
SOCIALIST PLANNING
IN THE U.S.S.R.

RUDOLF SCHLESINGER

I INTRODUCTION

During the half century which has passed since the days of October, the
assessment of planmng by the outside world, and even the part played
by 1t 1n our general assessment of the Soviet revolution, has greatly
changed For us who were young in those days, the Bolshevik revolution
was all important as an answer to the problems raised by the horrors of
World War I Socialist mtellectuals in Central Europe had sufficiently
studied their Marx to be conscious of the eventual importance of plan

rung, but the 1ssue of its reahization during the years of the awil war, and
immediately afterwards, appeared less relevant than the bastc need for
survival of which we were very conscious, companng our own defeated
revolutions with the victonious Bolshevik one WWe were, of course, con

scious of the specific problems raised by Russta’s bachwardness but
found no speafic association between them and the fairly generally
accepted tash of socialism to overcome the anarchy of caprtalist pro-
duction Even that acceptance was not as overwhelmingly strong asin
later days, it was emphasized only 1n a few of the diverse plans for
‘soctalization’ w hich were abroad, 1n our part of the world, duning 1519
{and on which we even had systematic teachung in the special courses
established by our Austnan T U C to prepare students for their part
as tcachers in the newly-established schools for Works” Councillors}

Otto Bauer, the leader of the Social Democratic party and, on the whole,
not a nght winger, 1n his book Der IWeg zum Soztaliymus, and also in the
Brst ‘Sociahization Law’ of the Austnan Republic, pard his tnbuie to
Guild Socialism He even asserted that, reacting against the centraliza

tion of war economies {the very expenence on which Lemn, mn hus il
the Bolsheviks Retain State Power? had based hus anticipation of a possible
success), public opinion demanded from ‘sociabization’ not centraliza-
tion but only greater social justice T This was more or less hus prisate and

t “otwithstanding the preciscly oppesitc approach taken in Engels Proface to the 1834
re-cdition of Marx s VMusere de fa Phalosephse 10 explanation of the attrude taken by the foun
dert of Marasm as early as 1849

{308]
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(since in Austria the economic depression soon setin) only very temporary
exercise, but even we left-wingers criticized him for allowing in his con-
cepts far too great a part to private ownership in the means of production
rather than for insufficient planning.

In 1920, Eugen Varga, a left-wing Social Democrat who had come to
communism on the basis of his experiences as a member of the short-
lived Hungarian Soviet government, wrote his book on The Issues Facing
the Economic Policies of Proletarian Dictatorship—Dby far the best one on these
problems published in those days, and much later, in the West;{ the
individual issues were tackled in a highly practical way, as problems of
survival. I think I commit no undue indiscretion if I state here that we
German communists, when preparing in 1923 for the assumption of
power, in our parliamentary propaganda as well as in the preparations
of the first measures of the new government, followed no considerations
other than those for (2) making the transition as acceptable as possible
for as broad as possible a part of the German people (and therebyreducing
toa minimum the strength of our opponentsin the unavoidable civilwar),
and (b) tackling the ensuing war-economic problems, without devoting
more than very general thought to the possible consequences of the neces-
sary short-term measures for the following reconstruction. I must honestly
confess that the contradiction inherentin the Soviet land-reform of 1917—
18, with the ensuing necessity to solve it by forcible collectivization of agri-
culture, came fully into my mind only when the Soviet evidence available
since 1956 made it clear how little a part had been played in the correction
by voluntary decisionsof the peasantry, and to whatextent, hence,extreme
centralization followed from the conditions in which power had to be
assumed. I still believe that Lenin was right, and so, in principle, was
Stalin when deciding—so far as individuals had anything to decide
once the life or death of the Russian revolution was involved—in favour
of the ‘correction’.f If I had any hesitations on this point I would be
convinced by a glance at the position of the underdeveloped countries
which are now facing the problems of pre-revolutionary Russia—
though things will certainly be easier for them with the Soviet experience,
including mistakes to be avoided, before their eyes. But the clearer one’s
mind becomes on these problems and the more one accepts Oskar Lange’s
description of original communist planning as ‘a war economy sui

+ Unhappily, this book is virtually unknown in the west even amongst Marxists who,
perhaps, remember just Lenin’s critical marginal notes which take its merits and general
approach for granted, as they were in those days.

+ Rudolf Schlesinger, ‘A Note on the Context of Early Soviet Planning’, Soviet Studies,
Vol. XVI, pp. 22ff. The argument is supplemented in my article ‘On the Scope of Necessity
and Error, some observations on Dr. Lewin’s article® (published ibid. Vol. XVII, pp. 162ff.),
ibid. Vol. XV1I, No. 4, pp- 353 f.; Maurice Dobb, “The Discussions in the Twenties on Plan-
ning and Economic Growth’, Soviet Studies, Vol. XVII, pp. 198-208.
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genens’,t the more one realizes the mitations of the general vabdity of
the Sowiet planning expenence

But I have jumped well ahead of what I wished to state 1n these pre-
hmnary remarks Buhhann's Economics of the Transformation Penod
reached us when the New Economic Policy, which rendered obso'ete
the bool (and, 1n particular, 1ts concepts of a * withening away of money’),
was already 1n operation I do not think that any west European com-
mumst ascribed parucular value to this concept (in general, we had
learned to regard the treatment of money and market problems as central
as a charactenistic of lower-middle-class utopian socialism}, though we
took for granted Bukhann’s (and Lemun’s) treatment of the transiton
period as one during which the old mcentives die down while the new,
socialist, ones gradually emerge, so also the identification of those new
soaal motives with the growth of planmng About the details of the
GOELRO plan [ learned much later, in my capacity as a research worker
on the U S § R, during my actual stay and work there 1n the entical
years of 1g25-27 we were concerned with the peasant question mn it
capacity as a problem of power at least as much as in that of secuning the
start of planmng, the speed of which followed from the need to prepare
for a war of external defence, possibly against a united West. In my boy-
hood I had laughed at the acsthetic consistency aimed at by the authors
of the diverse ‘socialization”’ projects-——why should I, ten years later, when
experiencing the hife-and death needs of a socialist country for more steel,
electniaity, guns and tractors, bother excessively about details when the
only thing absolutely certamn to anyone who had even the smalest ex-
perience i the admunistration of that giant and backward country was
the prospect of such details remarrung ‘underfulfilled” when being trans-
iated mto social practice *} If anyone had taken the phraseology about
‘fulfilment and overfulfilment of plans' seriously on the national scale~
not 1 that some good factories should partially make good the short-

t Oskar Lange Entuwkfungstenden.en der modernen Wirtschafl und Gesellschaft (Vienna, 1964

£ A wostern Marust way of putting this problem 1s Maunce Dobb s statement (St
Economwe Daelopment Suue 1917, London 1948, p 239) that the finst five-year plan had cm-
bodied a serious muscalculation of the expected 1mprovement 1n labour productaty @
paricular of the required expansion of the labour force, Yet not the mere co-ordinaton of
production factors (even 5o far as these were concerned the Soviet planners would have beea
babes if they had scnously expected every piece of machinery and every tramn load of raw
matenals to arrnve in ime at the necessary place) but the transformation of the labour foree
sl was in question. It was natural for the plan propaganda to emphasize the educancnal
aspects but [ would not doubt that the planners themsely es when elaboraung on hugher orsders,
‘murumum’ and ‘opumum’ vanaats, thought not just of objectine factors such as harvest,
mternational market conditions, etc. but also of the possbiity of a situation n which the
policy makers might have to put the responsibalily for the (inflationary) conscfuencts, in
parucular as regards the promised amprosement of mas-standards of Lfe, on wnsufiamt
cfforts, with the implicauons that more consumer goods could be produced when effats
improved.
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comings of many others—he would have been forced immediately to
question the compatability of such pliraseology with quantitative plan-
ning.

The Great Depression in the West put full employment (and ‘over-
employment’) as realized in the U.S.S.R. in sharp perspective. Western
Social Democrats were right when stating that an unemployed worker in
Great Britain or Germany (as long as he received benefits, a point on
which these authors preferred to be silent) was better off than an em-
ployed unskilled worker in the U.S.S.R. but this could not affect the
basic fact that without large-scale and planned industrialization the Soviet
worker would have been much worse off, and that there are other things at
least as important as household baskets. In those days Soviet planning
made its first major impact upon non-socialist thought in the West:
however strongly the shortcomings and errors were emphasized (an
enormous anti-Soviet propaganda machine took care that they would not
be overlooked) the very emphasis put by orthodox economics on the
alleged impossibility of large-scale planning resulted in the fact that its
success iz essentials—and, subsequently, the Soviet achievements enabled
by it—was news; while, outside the activities of the interested lobbies, the
shortcomings had to wait for their day of publicity. That day came after
Stalin’s demise, when the U.S.S.R. could not be satisfied with fulfilment
in essentials—survival and growth—and had to look for the answer to
the question of how to improve upon what had been achieved.

In the West, at the same time, ‘liberal’ economics, at least on paper,
attempted a come-back, as had happened already after World War 1.
I emphasize the words ‘on paper’: a few years after the establishment of
the German Federal Republic I was told, by a leading, and non-socialist
representative of the social sciences, ‘we have much more planning than
we dare to profess in public’. At least in specialist studies on the location
of enterprises and the subsidies required to prevent a falling-back of
regions less favoured by market conditions, it is now frankly recognized
that the much advertized ‘free market economy’ is incapable of securing
orderly development.f I do not suggest that the kind of planning en-
forcing itself by the logic of things upon its very opponents is related in
kind to the planned economy of the U.S.S.R.—the opposite is true:}
but, certainly, the success of Soviet planning has broken the taboos
obstructing the diverse possible applications of the planning approach.
In principle, it has become generally accepted in large parts even of the
non-socialist world, and in particular in the developing countries.

1 See the articles by W. Giel and W. Guthsmuths published in Raumforschung und Raum-
ordnung, Bd. XXII (1964), No. 3/4.
+ Rudolf Schlesinger, ‘Some Observations on the Historical and Social Conditions of

Planning’, Economics of Planning, Oslo 1965.
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2 THE NATIOYAL AND THE INTERVNATIOVAL ELEMENT I,
THE BACKGROUND OF SOVIET PLANNING

Soviet planning would have beenr nconcenvable had it not fulfilled some
long standing national needs, but its realization would have been im
possible without the international element in the background of the
Ieading party The great sacrifices required for Russia’s transformation
presupposed 1deological energies which, 1n the state of the world then (as
distinct from our era of colonal revolutions) could hardly be provided
on other than an international basis The hope for eacly revolutions in at
least some west European countries served as a scaffold during the first
and most difficult period, though mn the short term even a German revo-
Iution would only have brought a hmited release for struggling Russa,
In the long term, everything depended upon the possthihty of maling
the German economy much mere efficient than 1t was by the apphcation
of soctalist planmung many nuscalculations amongst Russian socialists
depended upon the erroneous conception that west European capitalism
had developed 1n 1ts womb all the necessary elements of a socialist society
by 1882, when Marx and Engels wrote thewr last common Preface to
the Communist Vanifesto, or at least by the begmnmg of the twenueth
century, when Hilferding wrote hus Finanzkapital But the man contmbu
tion of socialist internationalism to Soviet planmng had been made
already before the October rexolution (and, g forfiory, before the founda
tion of the Communist International) when it enabled the Bolsheviks to
proceed in full intellectual independence of exther of the two power blocs
fighung World War 1, and of the 1declogies propagated, 1 particular,
by the western bloc, the interests of which were identified by the Liberals
and by most Mensheviks with those of Russia s regeneration The per
sprcacity with which, even now, half a century after the event, Lenmn is
reproached 1n a large hiterature for ngf having played the western game
m 1917, provides a remarlable illustratton of the capaaty of ‘cold
wars’ to prescrve arguments into times when, i any sober assessment,
they should appear as obviously refuted by the facts However ndicu
lous the efforts to denounce Lemn’s betrayal of democratic values 2l
legedly mmherent in the western alltance, the assocration of the Iiberal
tradition with that alhance hasbeen brought about not merely by western
propaganda and by widespread misunderstanding of the actual character
of French or Bnitish institutions, but by the actual conditions m which
Russta’s industniahzation had started under Witte

Since the days of Peter I, the needs of defence provided 2 mam moty®
for Russia’s mdustnahzation m general, and for the comparatnely
strong development of the heavy 1ron industries in particular, wn all its
stages, that development proceeded at the expense of agnculture For
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Witte, at the end of the nineteenth century, the central task was the de-
velopment of the Russian railway system, now including Asia, to be pur-
sued by a protectionist policy and by the encouragement of foreign
investments. In the conditions of the time, France was the natural sup-
plier of such investments; since Tsarist Russia was not the safest invest-
ment place for foreign capital, its main attractive power rested in its
military importance in the event of a European war. In this, the interests
of the foreign investors—or of the government influences guiding them—
coincided with those of the rising Russian bourgeoisie whose own de-
mands for domestic reform coincided with what was desirable from the
standpoint of foreign investors; a strengthening of Russia’s western
associations might strengthen the bourgeoisie’s position against Tsarist
autocracy, with its strong German associations.

For the same reasons, though with opposite evaluations, a few con-
servative advisers of the Tsar, in particular Durnovo,| were capable of
assessing soberly the prospects of a war in which the ruling group had
little to gain but everything to lose. In view of the complete permeation
of Russia’s economic life by western high finance they could not have their
way (nor would it have preserved Tsarism, which might easily be re-
moved by bourgeois reactions to the concessions required for an appease-
ment of Germany). Yet their attitude, too, had a firm economic back-
ground: Durnovo had been one of the main spokesmen of the agrarian—
in the conditions of the time, landlord-aristocratic—reaction against
Witte’s industrialization policies.] Russia could avoid involvement in
World War I on the side of the western allies, with consequences de-
structive to the existing regime, only if that regime decided to turn her
permanently into an agrarian Hinterland of Germany: this was impossible
already in 1902, not to speak of 1914, as was well recognized by the regime
itself.§

T See his Memorandum submitted to the Tsar in February, 1914, first published by A.
Tarle in Byloe, No. 19, English translation in A, Golder, Documents on Russian History 1914-1917
(New York, 1927).

+ See Theodore H.von Laue, Sergei Wilte and the Industrialization of Russia (New York,
1963) pp. 84 and 277-9. . .

§ Tribute was paid to it for such a capacity to overcome its ideological and family links
with the German regime by so characteristic a representative of the liberal attitude (in the
Witte tradition) as V. I. Grinevetsky, a man whose merits as an economist, in particular as
regards the preliminary conditions of economic planning, his Bolshevik fellow-economists did
not fail to recognize (cf. Krzhizhanovsky in Planovoe khozyaistvo, 1925, No. 7, p. 17). He re-
proached the Russian revolutionary intelligentsia, with the exception of the small group of
right-wing Social Democrat defencists (to which he himself was close) for having pursued an
allegedly utopian ideology and thereby brought Russia into a condition of complete depen-
dence on foreign capitalists. (Poslevoenniya perspektivi russkoi promyshlennosti, Kharkov, 1919,
Pp- 79, 64f%., 181fF.) The preface to the book is dated 30 June, 1918; it is possible that
Grinevetsky allowed himself to be impressed by the German successes of the first half of that
year and in 1919, when the book came out, simply transferred such acceptance of superior
capitalist power to the western allies then at the height of their supposed strength (the book
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How could Russia emancipate herself from that dependency —~ang,
asaby product, how could Russtan socralism get the mternational socgaf
1st movement out of the alternative of serving cither of the compeung
monopely capitalist groups as a specialized propaganda agency ‘for
workers ? Mo parucular poliucal genius was required to see, 1n the late
autumn of 1917, that a separate peace with Germany and some re
distribution of the big estates was unavoidable—General Verkhowsk,,
Kerensky s Iast Minster of War, was undiplomatic enough to malke the
point, for which he wassached, five days before the October Revoluton.t
Any military dactator who might subsequently have come to power
consequence of a Bolshevik defeat would have concluded a separate
peace with the Germans in order, of course, to save as much as possible of
the bag estates while shifting the responsibility for the harsh terms of the
peace upon the left wing, thereby justify ing the Whate terror Yetnoone
except the Bolsheviks could have raised the energies required for Russia s
reconstruction They could do 1t precisely because they had been a
‘defeaust’ party, free {rom the responsibality for the war and from the
links which bound all the other parties to western financiers and factony
owlicrs

So far, the relationship of Bolshevik planning to the bourgeoss m
hertance was negative It was, however, positive 1n two mam aspects
Trst, the preparatory work performed by the capitalist war economy
was recognized, provided only, as Lenin explained in IWill the Bolskeriks
Retain Stale Pouer?, that state capitalist planning, as developed by the
German war economy? was combuned, in Russia, with the conquest of
poliical power by that class which could turn what otherwise would be
an instrument of bureaucratic arbitranness into a tool for the bulding
of the new society Secondly, the Bolsheviks accepted a whole catalogue of
man tasks of the reorgamzation of the national cconomy which already
1n 1918 was taken for granted by specialist opinion As carly as March
1918 the Academy of Sciences had offered the Soviet gosernment us
collaboratuon n the cxploration and development of the countrys
was publuhed dunng Deniken s adiance o the Ukraine) Such vaallations of mtelligent
right + ing Social Democrats illustrate what the Bolshevikswand Rusua—owed ta ther
allegedly utopsan mcernaconalum

t The documents are reproduced in Browder and Rereasky (ods ) The Russian Procuend
Gorernment 1917 (Stanford 1661} Vol I pp 173500

$ In hus Poslevoenn ya purspelts 1 russkor Promyshlennosti Crinesetsky fahful to hus glonfia-
tion of war ume collaboration with the bourgeois e kept bus reference to the war-gconoisé
councils of 1915-16 which allegedly represented the culminauon po nt of ceatine
collecure energy hitherto achicied in Rusman tustory He only neglecied the bagatele
that 1n s pracucal results it proved a fadure it really could not be quoted as evidence 12
favour of anything except of a policy of clats-collaboration which had long since faled The
Bobheviks would be interesied in expenences of bourgeows planmung huch yielued pratad

results yet emphauzed the need for a precisely opposite class-seiung 5o a5 to ensws that the
raulty could be utihized 1o the desred direction,
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natural resources: when the offer was discussed by Sovnarkom Lenint
put forward, as the main problems to be studied by the scientists, ration-
ality of location, suitable amalgamations and concentration of produc-
tion in a few large-scale enterprises, independence of the existing Soviet
territory from the Ukraine and other German-occupied territories,
electrification and transport and the energy supply of agriculture. Larin,
commenting on the offer of the academicians, had described the de-
velopment of the Kuznetsk coal basin (which, in fact, had to wait for the
first five-year plan), the electrification of the Petrograd industry (which
started with the building of the Kachira works, the first fruit of the
GOELRO plan), and the irrigation of the Turkestan cotton areas; a
decision adopted by the first congress of economic councils in June 1918,
emphasised the need for shifting the heavy industries to the Urals and
West Siberia.] In 1918 this idea, which would eventually provide a
main line of the first five-year plan, was clearly conditioned by the ex-
ternal situation of Soviet Russia; it was bound to be put into abeyance
by the changing fortunes of the civil war. As to the practical needs, there
was a near consensus of specialist opinion, though an author such as
Grinevetsky, § still thinking in terms of the railway age, i.e. grouping his
positive suggestions round this axis and expecting reconstruction from
the attraction of foreign investments, would express his preference for
the development of the East in terms other than those of the technolo-
gists and scientists who appealed to the new fervour of creative imagina-
tion brought into Russian life by the Bolshevik revolution. The party
not only gave a positive reply to these suggestions, but, as evident
already in Lenin’s notes of April 1918, emphasized the need for quali-
tative change in the very technological field, which would turn indus-
trial construction into the creation of a new society. Krzhizhanovsky’s
article on the electrification of Russian industry, published in January
1920, developed Posnikov’s forecast, at a pre-war conference of
electro-engineers, that just as the bourgeois age had becen an age
of steam power, so the proletarian age would be an age of elec-
tricity. When elaborating the idea in his speech at the Moscow party
conference on the GOELRO plan, Lenin sharpened the point by
describing communism as a combination of (political) Soviet power and
electrification.

There is no point in searching for scientific precision in formulas
intended to draw the people’s attention to the essentials of socialist
planning; we need not even devote excessive attention to the question
how far this result could be achieved with the means of publicity then

T Sochineniya, 5th ed. Vol. 36, pp. 228-31.
+ E. H. Carr, The Bolshevik Revolution, 1917~1923, Vol. 11 (London, 1952), pp. 366-7.
§ Grinevetsky, op. cit.
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available 1 In any case, Soviet planning suffered a temporary setback
when, after the end of the civil war, the restoration of a market econoy

capable of satisfying the most clementary needs moved nto the fore-
ground But the basic foundations had been laid  they included a ¢op
tinuation of concepts developed by advanced pre-revolutionary tech

nological opinien with the requirement for quahtative changes, which
should ensure a social result exceeding a mere continuation of the slow
growth observable m pre revolutionary Russia Whether Lenun’s con

densed formulas were quite correct or not, their methodologreal approack
would protect the first five-year plan agamst the danger of turmung into
another Witte experiment

9 SHIFTS IN THE FUNCTIONS OF PLANNING

In early 1924, Bukhann,} arguing agamnst the Trotshywsts—and, by
imphcation, aganst the lefust 1deas of lns own earher period—eaplaned
that central planmng, though necessary 1n times of war, had become
obsolete After the victorious conclusion of the civil war, Buhhann found,
the plan could not be established at once, from above’ 1t could develop
only gradually, with the growth of the socialist large-scale mdustn,
under the continuung and co-ordinating pressure of the working clas
statc In his opimon, under the New Economic Policy, the class struggle
proceeded as a molecular struggle of the diverse economic foundations
m the framework of a market economy The former, mibitary, struggle
could end with a clear victory the essence of the present struggle, how
ever, was the economic competition of a system state capitahist i form§
with the dispersed cellsof the small scaleeconomy Sunce,mthe USSR,
the large scale economy was controlled by the proletarian state, 1s
triumph 1n economic competition with small-scale enterpnse would im-
ply the victory of socialism

t Four months after Lemin had descnbed the GOELRO plan as ‘our second party pro-
gramme $Stalin a member of the Council for Labour and Defence ou the oceasion of an
1llness found at last time to read it {Stalin Sochinemya, Vol V, pp 50-51), aslate as June 1p2t
Lemn found 1t necessary to enqure, n the Gubernia, not only about the question how far the
party decisions 1n favour of propaganda for the GOELRO plan had been carned out, but
#ven about the availability, or otherwise of at least a copy of the plan in the province § man
Lbrary (Letun, Sochinen yo sth ed Vol 43 p 288)

: Nakola: Bulbann  The Liquidators of our days’ (in Russian), Bol'sherek, 1924, ™o- 2.

§ These words arc xtahicized 1n the original 5o as to cmphasize that the coterprises of 3
socaahst state operating according 1o capitabist rules could not in substance be capuialist,
even state-capitalist sbll the atmosphere duffers greatly from that current one year lazer
when the Leningrad opposition was attacked for dosenbing the Soviet state enterprises ¢
such terms. OF course the Lemngrad group mntended by that description to emphasuze the
workers nght to defend their interests aganst *state capitalist® enterprise, Bukhann p
the opposite aum of demonstraung that its victory 1o competibion with xmali-scale enterprie
umplied the tiumph of socsaligm.
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"To Bukharin, planning thus appeared as the coordination of the com-
petitive action of the state-controlled cells of the new order. There is no
indication of what should happen if that competition, after yielding
initial successes—as it did during the first six years of the New Economic
Policy—should land in a cul-de-sac because of a failure of privately con-
trolled agriculture to support industrial growth to a degree sufficient for
the development of state industry and for securing the country’s defence
against attacks from its hostile environment. But precisely from the
need to overcome that type of crisis emerged those forms of planning
which Oskar Lange described as ‘a war economy sui generis’: far from
achieving its end, as Bukharin suggested, with the storm of the Perekop,
it had to tackle the transformation of the structure of Soviet industry in
times of peace, and has to tackle it further in other underdeveloped
countries.

Bukharin did not envisage planning as a central institution of the
present Soviet economy. For the time being, it could not aim at maxi-
mum satisfaction of social needs with the available resources since the
state controlled only a section of the national economy: what elements
of planning were available had to be directed primarily at broadening
such control by operations on the market. But what was to be done if the
measures required to secure the agrarian basis necessary for industrializa-
tion should explode the market framework ? Half a year before Bukharin
wrote that article, his former friend in left-wing days, Eugene Preo-
brazhensky, reacting against the ‘scissors’ crisis’ (which, in general,
formed the background of the re-opening of the party argument), had
explainedt the necessity of some burdening of the peasantry in the inter-
est of industrialization, ‘primitive socialist accumulation’. In all in-
stances, he said, some kind of extra-exploitation of the peasantry had
formed the basis of industrialization: in the socialist case, however, it
would proceed, not in the interest of an individual ruling class but of the
new society as a whole; it would decrease to the extent that socialist
industry became capable of standing on its own. Like all his contempor-
aries, Preobrazhensky took the market economy of the N.E.P. period for
granted (it is incorrect to describe him as an advocate of eventual col-
lectivization though his suggestions, if realized, were bound to lead to a
situation which would have made collectivization unavoidable at an
early date though perhaps more organically than happened in the actual
course of events). In his opinion, the necessary exploitation of the peas-
antry had to proceed in the market, by exchange of the agricultural

t In Vestnik Kommunisticheskogo Akademii, 1923, No. 8. An English translation (by Brian
Pearce, introduced by A. Nove) of the whole of The New Economics by Preobrazhensky, the
decisive chapters II and VI of which reproduce those essays of 1923, was published in 1965
by the Clarendon Press, Oxford. In an Annex, Preobrazhensky’s reply to Bukharin’s mis-
representation of some of his views is given.
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over the world. In such a setting planning, as opposed to the ‘free play
of economic forces’ dear to economic liberalism yet compromised by the
Great Depression, was valued in itself: for this very reason the period
failed to elaborate the arguments necessary in support of planning once
the specific grounds prevailing during the Great Depression and during
the industrialization of the U.S.8.R., not to speak of war economics pro-
per, had come into abeyance. K. Mannheim, in the most general of
terms, defined planning as ‘foresight applied to human affairs, so that
the social process is no longer merely the product of conflict and competi-
tion’: it appears as a transition process, as ‘reconstruction of a historically
developed society into a unity which isregulated more and more by man-
kind from certain central positions’, i.e. by a certain élite. Yet since he is
far from defining that élite from the standpoint of class-struggle, as its
historical product which eventually should achieve a combination of the
technical needs of planning with those of self-government, his definition
remains formal. For Mannheim, the aim of the planning process is the
end of ‘history, the unforeseeable, fateful dominance of uncontrollable
social forces’.{ This is a far cry from Engels, to whom the triumph of
communism was the end of the pre-history of mankind, the transition
from a molecular and uncontrollable to a self-controlled and conscious
direction of social development.f In the background of Mannheim’s
concepts stands the Benthamite, administrative utopia, in the practical
realization of which well-meaning municipal councillors prescribe to
the tenants of municipal flats whether they are allowed to keep pets and
what plants they have to grow in their gardens, thereby provoking an
anti-planning reaction whenever the opposite evil, capitalist anarchy,
has lost some of its horrors, and criticism of mistakes committed in
planning obscures its basic achievements.

Clearly enough, Mannheim’s argument is conditioned, not only by its
timing at the opening of a major war, but also by the strongimpact made
on many western intellectuals by the appearance of fascist successes, and
by the image of the U.S.S.R. at the time of the ‘personality cult’, a
Jfortiori at a time when any system operating in the U.S.S.R. had torepre-
sent a war-economy, without qualifications; arguments such as Mann-
heim’s would hardly be used today by western social scientists. In his
Soviet Impact on the Western World, written in 1946, E. H. Carr treated a
general acceptance of some kind of planning as a main part of that im-
pact: notwithstanding a growing reluctance of western social scientists
frankly to recognize this fact (to which I have referred above) it is, in
substance, hardly open to questioning. But for this reason we are facing

t Man and Society in an Age of Transition, London, 1940; cf. in particular pp. 74-75, 152 and
193. My italics.
+ Anti-Duehring, pp. 190—1 in Afarx—Engels, Selected Works, Vol. II.
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the question of which #ype of planning can now be regarded as universal 1
The industnally developed socialist countries are now n transition from
a period characterized by a mere emphasis on the continuty and 15

herent consistency of growth, to emphasis on optimization of the plans
so as to secure the best possible satisfaction of existing needs with the
available resources § Planmung thus has to assume the functions assog

ated 1 western type economics {and also 1 developing countnes, o
whatever extent nationalizatton of means of production 1s applied)
with the market In such a setting the question arises whether, with an
increasing range of purposes to which the planners’ attention 1s devoted,
the ‘war economy suz generss’—even 1n 50 broad a sense as to include not
only defence but also the powmts of gravity m industriahization—by
absorbing the ‘ cushions’§ fully loses 1ts character as “partial equilibnium
planning’ and thereby raises qualitatively new problems It 15 posuble
to describe the Khrushchev phase in the development of Soviet soctalism
as one 1n which the broadening of the purposes to be tackled by planming
was already reabzed but a solution to those qualitative new problems
not yet found

4 SOME CONSIDERATIONS ABOUT THE LIKELY PLACE
OF SOVIET PLANNING IN THE HISTORICAL PROCESS

It 15 always risky to attempt a projeciton into a broader context of a
certam line of development of one s own days—evenf it extends over so
long a penod with such manifold changes as Sesiet planmng has shown
up to now There 1s not only the risk of faulty assessment (in that case,
the failed effort would still have some value as a simulant), new and im
portant aspects may be overlooked by an author although one or two
decades later others, and he himself, may recognize that already m his
days they were well in the process of growth Fifteen years ago even
authors who were strongly convinced of the world-historical importance
of the emancipation process of the colorial world would hardly have
recogmzed the modifications which 1t was to mtroduce mto general
concepts of planming, to what extent 1t was to confirm, and to what to
refute, an assessment of the Soviet experience as valid for one, be 1t even

1 Schlesinger, ‘Sotne Observations on the Historical and Social Conditions of Planmng

? Lange op et p 136 At an earlier stage of the development eighteen years ago yet
correction of a statement made by lhim twenty years before Maurice Dobb (Ssuset Economic
Drselopment ssnce 1917 pp 3 and 21) stated that Soviet planmng i the penod 1 which ths
book deals was pnmanly occupied  with such questions as the rate of mvestment the
location of ndusiry and the development of new sources of power and raw materals, trans-
formuing the very constants of econormc geography The chronologacal conditioning of s
statement 15 important for the future, Dobb s earler defimtion (quoted on p 3) may become
relevant again

§ Charles Bettelhexm Les Cadres Soavo dconomsques et | Orgarasation de la Plamfication Socials
Problémes de Plamfication, 5 (Pans, 1965)
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giant, country only. It is easy to imagine possible courses of events, in the
West as well as in the developing countries, which may make the Soviet
experience appear as either very individual, or very typical, indeed.
Most of the efforts made before, and during the first period after,
World War II to describe the success of the Bolshevik revolution as a
local phenomenon were based upon an opposition of the Russian to the
‘classical” west European development. So far as those efforts started
from the Marxist scheme, they overlooked the fact that in the Communist
Manifesto the supposedly central role to be played by Germany in the
expected revolution was based upon the coincidence of the two factors
characteristic of Russia during the decisive period of 1905-17: the sur-
vival of ‘feudal residua’ (in particular, a stratum of latifundia-owners
virtually controlling the state apparatus) while a working class, with
interests opposed to those of the bourgeoisie, was already in existence.
The founders of Marxism had obvious delusions about the realization
of the second condition in the Germany of 1848, and, in fact, about the
objective conditions for the realization of socialism in pre-monopoly
capitalism in general; but this is irrelevant for a theoretical assessment of
the issue since the Russian situation of 1917 clearly came under the head-
ing, and further examples are bound to evolve as industrialization pro-
ceeds round the world. If China, because of the choice of a non-capitalist
way of development, failed to provide another classical example, India,
some Latin-American countries, or even the Congo—provided that the
present regime can be stabilized for the decades required for some
industrialization—may easily supply the new examples. Hence the prob-
lem rests, not on the occurrence of objective socio-economic situations of
the ‘Russian’ type but upon the power-political conditions which may
turn such objective conditions into instances of socialist planning.
During the first period after the end of World War 1I, western criti-
cism of the Bolshevik revolution was mainly based upon a revival of the
Menshevik approach; after a—fortunately passing—interlude of ex-
planations by ‘criminal conspiracy’ during the last years, in particular
in the United States the tendency has grown to look for particular ex-
planations for the failure of the Russian revolution to comply with the
supposedly valid scheme of liberal democracy.} Reasons for the failure of
Russian middle-class ‘society’ to dissociate itself in time and with suffi-

i Theodore H. von Laue, on p. 46 in the symposium published in the American Slavic
Review, Vol. XXIV, No. 1 (which, in general, is fairly typical of the tendencies here described)
states that Russian history in the Soviet period might be understood ‘not in terms of Thermi-
dor [i.e. of a reduction of a radical revolution to its objective, bourgeois-democratic contents.
R.S.], but perhaps of a twentieth-century version of Peter I’s service state’. Yet amongst the
participants in that discussion, Prof. von Laue is one of those who gives strongest recognition
to the fact that the revolutionary crisis, which approached maturation already on the eve of the
war, as well as Russia’s involvement in it, swere involved in her initial stage of industrialization.

21 FsSC
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cient energy from the decaying autocracy, and thereby to presene some
chances for 1ts right wing Socialist allies were forecast already in the firy
programme of Russian Social Democracy (of 1898), analogous phene.
mena are experienced regularly by the Americans themselves whenever
they attempt to support presumably ‘democranc’ alternatives to com
munism n ex colomal countries Their ‘successes’ in the ‘cold war® are
bound to operate mn the same way as the western alhance operated in the
preparation of the Russian revolution—wath the difference only that
with the Soviet example m earstence, the success of the operation would
not be such a matter of touch and go as was the onginal Hence more
opporturuties for the formation and operation of ‘war economues s
genents® are hikely to come mto existence, aside from resources planningin
underdeveloped countnies which aim at a gradual transition, so alson
the US A atself] efforts to apply planming methods in order to escape
from the dependence of1ts prosperity upon the ‘war-economic complex

However clear the mevitability-—in more than a few examples—of
the ‘war-economy suz generts” we remain with the question whether 1ts
function, bike that of war economy proper, 1s merely temporary, bound to
dissolve itselfinto somethmgunspecific as soon as the countries applying ut
have lost the specaficcharacteristics of underdevelopment W W Rostow s
concept of *stages of industnal development’ (which not without reason
has been described by its author as a ‘non commumnist mamfesto }sa
characteristic example of American arrogance but 1t 1s easy to imagine a
course of history in which societies of that type, presumably strongly n
fluenced by their competition with the countries of the Soviet type, form
onc sub species of the socal formation likely to predommnate about the
end of thus century, while the countries of the Soviet type, themselves
strongly affected by competition with the ‘ western’ capitalist type, form
another one, the hmits between the two becoming extremely flud as
the two ‘camps lose their rigidity, which mught be unaveidable m 2
prolonged penod of peaceful competition Sumular conclusions as regards
the possibility of different social systems may be reached from the opposite
side 1f, with Charles Bettelheim? “socialist market economucs” are treated
as a contradiction mn terms while ‘true’, 1e fully consistent, central
planning for an economy treated as a gigantic concern s regarded as
exceeding the presently achieved level of the forces of production
cither case the conclusion 1s already imphied 1n the assumptions

A strong casc for ‘convergence’, at least i appearance, cmerges from
a mere starting from dogmatic asscrtions about esther system, which are
bound to break down in a penied of prolonged peaceful competiion
As a soctalist, I find nothing wrong 1n the destruction of 5o called ‘appl-
cations’ of Dialectical Materialism such as Lysenkoism, or of assertions

t Beuelheam op ol
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of an allegedly inherent superiority cf central distribution of all goods
rather than of the closest possible contact between suppliers and
consumers: such breakdown of definite applications also involves such
definitions of Dialectical Materialism and Marxist economic theory as
imply such conclusions. Yet at the time immediately preceding and fol-
lowing the Bolshevik revolution these definitions were absent: 1 do not
believe that I and my contemporaries became worse Marxists for having
grown up without them—most of us never got much taste of them—
though I would agree that an easier task confronts those who can shape
their God, or bogy respectively, from the textbooks of the Stalin period,
the by-product of the war economy. On the other side, for those who
detest public expenditure other than for military purposes, and identify
freedom with the not-so-free competition of private capitalist enterprises,
‘creeping Bolshevism’ is involved in every act of nationalization and in
the very fact of competition with the communist countries in welfare
and similar services. The desire to fight these types of extremism provides
an emotional argument in favour of the assumption of a ‘ convergence’ of
the two competing socio-economic systems, difficult though it is to
establish beyond the recognition of certain commonplaces such as that
every socialist country existing in our days uses certain market institutions
while 7o political regime in any developed capitalist country can afford
mass-unemployment. (On the other hand, those who wish to refute the
‘convergence’ hypothesis on the basis of easily observable phenomena,
for example in the sphere of ‘superstructures’, may easily find themselves
in the position of having proved the very opposite from what they inten-
ded, namely the identity of the development trend claimed by them as
particularly socialist with progressive trends all over the world.)

Yet it is quite mistaken to test the qualitative novelty of the planning
system which has come into being by the Russian revolution from the
standpoint of a comparison of any number of individual institutions
(quite apart from the unavoidable differences in such institutions on
grounds of differences in historical background, geographical conditions,
etc.). Only the dynamics of the operation of social systems can decide
the question of whether we are facing mere local processes which
enabled, and may still enable, some underdeveloped countries to make
up for their temporary backwardness, or a system of basically new social

t A characteristic illustration is the statement, in J. Elias’ article on the Czechoslovak
Family Law in the East German Staat und Recht (July 1965, p. 1078), that certain progressive
institutions are to be found in the Family Law of only the most advanced capitalist states while
they are general in the law of socialist states, including the less developed ones. Quite apart
from its correctness or otherwise, this statement amounts to an assertion that, in this particu-
lar field, socialism is an institutional device by which economically backward states can reach,
or even surpass in details, the level of more developed ones with private ownership of the
means of production.

21-2
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phenomena Exen supposing that limuts are drawn to the replacement of
marhet forces by plannung, because of the latter’s very naturet or tnview
of the msufficient level of productive resources,} 1t 1n no way follows thag
the sector of social phenomena accessible to planning 1n a society asming
at 11s maximuzation 15 equivalent 1 quality to that without which, m
our days, no industrial society can preserve near-full employment and
tackle the other tasks today taken more or less for granted 1n mdustraally
developed societies The assertion of a basic identity of the two types of
‘planning’, 15, :ndeed, a mere 1mplication of the assertion that the
‘market’ accepted everywhere as a setting where elemental economue
forces can preseryve, or restore, certain equilibrium conditions 1s 1dentical
with the treatment of such equilibrium conditions (plus individual inter

ests shaping them) as the standard for a society’s approach to 1ts basie
development problems (and, hence, presumably also to the respective
scope granted to ‘spontancous’ and planned processes) It is perfectly
true that, because of geographical and technological conditions, evena
regame based upon private enterprise, 1f it exasted in the U S S R., would
be bound to have 2 much larger nationahzed sector in transport than has
the U § A § butt s also true that, though many countnies wath dafferent
regimes have the vanety of regional conditions and national backgrounds
mahing a federal system highly desirable, the sociahst countres manage
them, and in particular their economuc basts, much more successfully
than do Canada or India This 1s not just due to 1deological differences

although the mult: national character of a state, 1n a system based upon
private enterpnse, forms an obstacle to the development of consistently
democratic attitudes there 1s nothing 1 basic Canadian or Indian state
1deology which would prevent a broadminded treatment of the French
Canadian or the Indian ‘language’ questions The pomnt 15 ssmply that
a system operating by planming (with market elements and even a pmvate
sector admutted as concessions to the limitations put to plannimg by the
present stage of development of even the most developed economies and
of planning methods), disposes of the tools with which 1t can compara-
tively easily tackle all the mamfold contradictions which anse, and are
bound to arise on a much larger scale if scientific progress should produce
technological mass unemployinernt, between shart term econenuc and
social rationahity || This would hold true even if the differentiations exist-

t Sce Zygmunt Bauman s article on The Linutations of ¢ Perfect Plannmg °, and also
the articles by W Brus, Jan Tinbergen and D Graruck published 1n Co-existence Vol. 111
No 2 July 1966 For a cntique of the one-sided apphcation of durective methods oa she
one market methods of gudance on the other hand see Yosef Pajestha s arucle w Prodlen
Mira 1 Sotaaliona 1966, o 1

% Bettelhaum, op af § Raymond Hutchings, Sotiet Studies, Vol XNV1I, p 230

[} Schlesinger, Some Olservaiions on the Histoncal and Sotal Condinons of Planning »
W Paslenda, “Ways of Solving Econorme Underdes elopment in national regions as rilustrated
by the expenence of Slovakia’, Co-extstence, Vol 11T, No. 1, Apnl 1966
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ing and arising say at the end of this century between the ‘industrially
developed’ societies should be assessed ‘only’ on the scale of the differ-
ences existing, at the time of predominant ‘feudal’ relationships, on a
large range between serfdom and individual family enterprise. The
question relevant in this connection is not so much where competing
societies stand at a given moment but in which directions they are bound
to move.

The difference in approach may affect the life or death of mankind.
The conception of the economic process as directed towards the market-
ing of the output produced in a given system of property relations tends,
so far as it is directed towards the production of status symbols, to re-
produce a society fairly static in substance while the need for technolo-
gical progress produces a specific type of market: the military-aggressive
one which, on its part, produces certain ideologies, those of ‘cold’ and
not-so-cold war which are required to keep that market going and
society static. This vicious circle, full of dangers in the thermo-nuclear
age, can be broken only by an orientation of planning towards the needs
of the reproduction process, of material goods and of opportunities for
cultural life made possible by material wealth and by conscious participa-
tion of the people in a social production process directed towards the
satisfaction of their own needs. We must state in all clarity that the
Keynesian demand for ‘full employment’, even if guaranteed by building
pyramids, digging holes, or building atomic submarines, whatever ad-
vance it may have signified against laissez-faire liberalism, in the thermo-
nuclear age is not only obsolete but positively harmful. The basic ques-
tion today is: full employment for what?

As against this fundamental issue, the technical question of how to use
the existing institutional recipes for getting maximum output from the
available resources should be regarded as subordinate. Different prin-
ciples pursued in the direction and use of investments would result in
renewed institutional divergence as soon as a new technological revolu-
tion, at present noticeable only in its embryonic forms, should create
conditions of plenty even in absolute terms. These divergences would
materialize even if in a large majority of instances the quest for the most
suitable methods of guidancet should result in preference for methods
based upon unit autonomy as opposed to administrative ones, and hence
the largest possible development of ‘socialist market economies’ during
the intermediate period were taken for granted. This would hold true in
particular for those countries who first took the socialist way, nearly by
definition because they were backward at the time and hence faced
urgent production tasks for more decades to come.

1 This is the terminology applied by the CPSU on the eve of its XXIII Congress. See
Rumyantsev’s article in Kommunist, 1966, No. 1.



SOME PROBLEMS OF
URBAN REAL PROPERTY
IN THE MIDDLE AGES

R H HILTON

r

There has been, over many years, a good deal of discussion among eco-
nomuc historians about the part played by the ownership of real property
as the source of the mitial capatal for the development of trade W
Sombart, musled, according to his entics, by the study of the backward
towns of medteval Germany, thought that the foundation of the fortunes
of the urban patriciates was the income recenved from ground rents.
Pirenne’s persuasi e wntings substituted a theory of early urban growth
which attrnbuted merchant fortunes to the exploitation of long distance
trade Saporn and others follow Pirenne, and mummuze the real property
contnibution to early merchant and urban fortunes T
But there has also been a swing away from Pirenne, without, neces
sarily, a return to Sombart Contemnporary historians are not inclined to
underestumate the great development of mternational commerce 1 the
twelfth and thirteenth centuries However, they tend to see some cont
nuity between the deseloped patnaate of the penod of efflorescence and
the petty nobles, feudal officers and other small urbar landowners of the
tenth and eleventh centunies Even 1f the urban oligarchs of the era of
the so-called ‘commercial revolution’ were prnimarnly bankers and
merchants, there may have been, at an earher date, an important cle
ment of real property in their family fortunes Furthermore, as Pirenne
and others hasve emphasized, merchant fortunes, whatever their ongmn,
were frequently invested i land }
Although there has been among historians a general interest 1n the

problem of the part played by landed property 1n laying the bass of

1 A.E Sayous i hus mtroduction to Sombarts L dpagee dis Capstalisme (1932} expresss
the criticssms of 2 follower of Purenne. The most recent support for Prrenne s general e vll
be found 1n H van Werwele s edition of Prrenne & Historre Econsmuque et Soculs du Voym g
(1963) A. Sapon s Shuds di Storia economica medwevale {1946) contains the best of hus generalz
ing articies but on Sombart see especially ns Le Marchand Jalin au Afoyen dge (192)

+ SceJ Lestocquoy Les Villes dz Flandre et d ltalie sous le Grernement dzs Patnimens (1952) for
a general reconsideration of the Pirenne posinon Supporting evidence from studies of e
vidual towns 1s too numerous to quote, but 1t should be mentioned that E. Fiumi has strongly
reaffirmed the purely mercantile ongm of the Florentine patnieiate, m  Fiontura ¢ decaden=
dell cconoma fiorentna Nobilta feudale e borghesia mercantle , Archuse Slorice Ttcharo
1957
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early mercantile wealth, there has been less interest in the distribution
of urban landed property in the central and late middle ages, as though
this were no longer of practical or theoretical interest. In view of other
well-documented features of the social, economic and political life of
towns from the thirteenth century onwards, this is perhaps natural. It
would, however, be of some interest to establish whether or not rent from
urban real property continued to form an important part of the incomes
of the mercantile and industrial upper classes; whether or not there was
any tendency for the concentration of ownership of urban real property;
and if so, . whether thi concentration was in the hands of a recognizable
and distinct social group.

An enquiry on these lines is rather different from those which, by
examining the histories of individual merchants, show how successful
families often acquired properties and even merged into the landowning
aristocracy. It would start from the standpoint, not of the individual, but
of the total available amount of real property in the town—or as near to
the total as documentation will allow. It would not concern itself with
the investment of merchant capital in agricultural land. To make sig-
nificant generalizations, we ought, of course, to draw on evidence from
a wide range of towns. In medieval Europe there was enormous variety,
ranging from big centres of industry, banking and trade to minor market
centres. One should not expect similar answers about real property
holdings from them. This essay will be confined to a few towns of the
English midlands for which there is some useful evidence of the type
required. One of them, Coventry, was, from the thirteenth century, a
prominent cloth manufacturing centre, perhaps by the second half of
the fourteenth century the third largest town in England, after London.
Even so, it was, by (say) Italian standards, small. The others, Gloucester,
Worcester and Warwick were administrative centres and regional mar-
ket towns with a certain manufacturing element. Though smaller than
Coventry, they were fairly representative of the middle rank of medieval
English towns.

Between the eleventh and the thirteenth centuries, there was evidently
a considerable expansion of the urban occupied area. Not only did the
built-up area spread laterally and spill beyond the town walls into the
suburbs, but unoccupied land within the walls was also used for building.
Perhaps the latter provided the more significant multiplication of living
space. How far can we measure this? It is easier to guess what was hap-
pening than to give exact figures.

The earliest units of urban land of which we have medieval records
sometimes give the spatial dimensions of the plot without indicating
what, if anything, was built on it. An example is the /aga or haw, or en-



328 R H HILTON

closed plot along the north wall of Worcester granted by the Bishop of
Worcester 1n goy4 to the alderman of Meraia and his wafe Acthelflaed,
daughter of Alfred of Wessex T It measured twenty eight by twenty nne
by nineteen rods If'we take the nisk of assuming that these rods contained
five and a half yards, the haw was between three and four acres in ares,
But this example comes from a peniod which many lustonans would
regard as pre urban Most regard the eleventh century, at the earliest
the tenth (n Italy for example), as the imitial phase of the great penod of
urban growth In England it may (hestitantly) be measured in Domesday
Book (1086}, the most comprehensive and reliable piece of quantitatie
evidence from any European country at that date In this record, many
dufferent terms are used for the basic umts of tenure in the towns—
miessuages, houses (mansones), tenements, burgages among others—but
mn all cases 1t 15 almost certain that the term referred to an area of land
rather than to the buildings (1if any) onit The term “burgage’, indicating
a tenure which gave nghts as weil as implying obhgations, became
generalized 1n succeeding years, but continued to imply an area of land
rather than the dwelling or other building The area varied from place
to place In Lancelnshire, at the time of Domesday Book, 1t seems that
there were six or seven burgages to the acre § The burgages of those
towns, many newly founded, of the twelfth and thirtecenth centunes,
which were given the laws of the Norman town of Breteuil, usually con
tained more than half an acre, in one case six acres § When the Bishop of
Worcester founded Stratford on Avon, round about 1196-8, he divided
the borough area into burgage plots of three and a half by twch e perches,
Just over a quarter of an acre || At Worcester, according to some deeds
of transfer, some urban tenements were of considerable size In 12502
draper sold to a clenic hus capital messuage of nearly four acres In 13072
house and a three acre garden were sold Both of these sites were within
the town wall 9

Whatever the vananons m the surface areas of these early haws,
messuages or burgages, 1t 1s obvious that they were usually much more
cxtensive than the ground plan of the average mediesal two-or three
bay house {1 By the end of the thirteenth century, at the peak ofa penod
of urban as well as rural population expansion some plots may not have
been built on, may even have been cultivated Most, however, had been
sphit up, sub let and built over by houses, cottages, shops, 1ns, work

t A J Roberson Anglo-Savon Chareers {199g) Mo XIY,
1J W F Hill Mediral Lincoln {1948) p 135
§ M Batcson The Laws of Bretewl  Engluk Historical Renew Vols XV and XvI
It Willam Dugdale dnsiguiier of B arweckshere (1656} p 514
3 Ongwal Charters relating to the City of Vhorcester (W orcester Histonical Society) od. brJ
Haney Bloom (1909) ™os 1073 1074 1100
11 The bay was normally about twelve to fificen feet long
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shops and stables of varying size and rental value. Topographical re-
search, based on deeds and rentals, can illuminate this process by which
the intra-mural area of our medieval towns were built up.

But other problems arise as well, of economic and social rather than
of topographical history. Some of the midland urban rentals may in part
solve some of these problems, while posing others.

In the early Norman period, in the midland towns as elsewhere, the
principal ground landlords were the king and the ecclesiastical and
secular nobility. In Worcester, the bishop had ninety ‘houses’ (man-
siones) half of which were sub-let to Norman nobles, the most important
being the sheriff, Urse of Abitot. The Abbot of Evesham had twenty-
eight messuages and the king and five nobles had fifteen between them.
In Warwick, the king had 114 ‘houses’, his barons (of whom the most
important was the Benedictine Abbot of Coventry) had 112, and nine-
teen burgesses owned their own messuages. At Gloucester, 542 ‘houses’
were distributed between the royal demesne (300), the archbishop of
York (60), St Peter’s Abbey (52) and some twenty other lords.}
Stratford-on-Avon, of course, had one principal ground landlord, the
Bishop of Worcester. Coventry, probably entirely rural at the time of the
Domesday survey was divided from the twelfth century between the
Benedictine Abbey (which became the cathedral priory) and the Earl
of Chester.}

These principal landlords drew varying rents from burgages (or
whatever else the unit of tenure might be termed). Some were only a few
pence, as in the case of the Gloucester ‘landgable’ payments.§ A higher
rent was not uncommon. In newly-founded towns, and elsewhere, 12d
a burgage was not uncommon. This was the burgage rent at Stratford-
on-Avon. By comparison with the rent from arable land this was con-
siderable. || But, of course, it gave burgess privileges and was in lieu of all
services. The fact that landlords were able to attract settlers with these
relatively high rents illustrates the twelfth century urban boom. But with
the considerable rise in prices which continues to the end of the thirteenth
century, these burgage rents became much less valuable to the principal
landlords. It was the burgage tenants who sub-let who were in the best
position to profit from the rising demand for town property, as we can
show by a comparison of burgage chief rents with the rents of sub-let
properties.

+ Domesday information for Worcester and Warwick in Victoria County History, Worcester-
shire, 1, p. 204, and ditto, Warwickshire, I, p. 2g9. Information for Gloucester, 10g6-1101,
printed in Rental of Houses in Gloucester, 1455, ed. W. H. Stevenson, (18g0), p. XIX.

+ M, D. Harris, Life in an Old English Town (1898), p. 32.

§ W. H. Stevenson, op. cit. passim.

[} M. de W. Hemmeon, Burgage Tenure in Medieval England (1g14); Red Book of Worcester
{Worcester Historical Society), IV, ed. M. Hollings (1950), p. 481 L.
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An official survey of 1280 of Coventry} gives a number of examples of
the subdivision and sub letung of burgage tenements Master Richard
Burton and his wife Petromlla had a holding consisting of nine burgages,
many of them subdivided, three watermills, half a dozen cottages, a
couple of crofts, and a complex tenement held by a sub tenant For these
holdings they were both paying rent to the overlord, and receiving rent
from sub tenants The complcations can be sstmply illustrated from one
group of holdings for which they paid 34s 6d to the Prior of Coventny,
overlord of hus own half and lessec at that date of the half of the borough
which had once belonged to the Earl of Chester This payment was for
four burgages and a watermull Unfortunately the rent of the watermll
cannot be separated from that of the four burgages, but burgage chef
rents were seldom more than 25 § We may safely assume that the four
burgages were responsible for not more than 10s of the combined rent
paid to the Prior But these four burgages were sub let, one complete for
5% , one with two cottages for gs , the rest bemg sub divaded mto thuryy
cottages and thirteen curtilages or garden plots The total rent from the
sub letiing came to nearly £5 Another example 1s from the property
holdings of Peter Baroun who had seventeen and one third of a burgage
and two cottages for which he paid to the principal ground landlords
145 1d These were not sub divided to the same extent as the Burton
property, twelve burgages were sublet complete, fourteen cottages
being carved out of the rest Even so the total rent from the sub-letung
was g9s 2d If we hnew about the sub sub letting which undoubtedly
happened, but which 15 not recorded, the total profits from the property
would be seen to be even greater

Similar profits acerung to intermediate tenants can be obseried at
the same date :n Warwich As one would eapect m thys smaller and Jess
wealthy town, the recorded subdivision of burgages was much less
developed § Thomas Payn, a Warwick burgess who bore the ephemeral
utle of ‘mayor , held a dozen burgages for low rents from the Earl of
Warwick and from a number of ecclesiastical landlords, as well as three
of which he was principal landlord His rent income from his sub-
lettings was nearly four times as great as the rent he had to pay out The
average burgage rent that Payn paid to the Earl of Warwich and to 5t
Mary s Collegiate Church averaged just over 8d though he had to pay
between 1s and 4s to his monastic landlords He was, howeer, sub-
letting some of hus burgages for 8s to 10s , although some other rents for
sub let burgages were Lept at a traditionally low level

1 In manuscript in the Legh Collection at the Record Office Shalespeare s Buthplact,
Stratford-on Axon Thus 18 a copy of part of the great survey of which maost has been pruied
as the Rotulh Himdrederon

% Four other burgages were held by the Burtons of the Pror for 1s, 2t 1s. 4d and bd.

§ In another manuscript version of the 1280 survey Public Record Office, E. 164 Vol 15
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In these two surveys of 1280 we see considerable remnants of the
burgage system of the earlier period. In Warwick, in fact, the whole
tenanted area, apart from eighteen tofts and four cottages, were reckoned
in whole or fractional burgages, possibly occupying much the same sur-
face area as at the time of the Domesday survey. At Coventry, while there
were many tenements, messuages and cottages which may or may not
have originated in whatever original area it was that was divided into
burgages, the burgage system was still prominent. At Stratford in 1252,
as one might expect from the date and circumstances of its original
foundation the burgage tenements were still the only ones that counted,
apart from a few stalls and shops. But this information is in the bishop’s
rental, and he would not necessarily be interested in sub-letting.

By the fourteenth century the ‘burgage’ is less prominent. If the towns
were filling up with buildings, especially buildings of a more permanent
character than those of the twelfth century, it would follow that, in the
later rentals and deeds of transfer, houses and shops rather than burgages
should feature largely, although often enough the house and the land are
described together. In Stratford there are no more rentals for the whole
town after that drawn up for the episcopal overload in 1252. But in the
fourteenth century begins a series of rentals of the Holy Cross Gild and
the other gilds which were soon to be amalgamated with it, probably the
most important property owners in the town. The earliest of these is
dated about 1328, and they continue until the sixteenth century. In the
middle of the fourteenth century, the Holy Cross Gild was still sub-
letting burgages, half burgages and tenements as well as buildings, but
as time goes on, the buildings rather than the house sites predominate.
The contemporary gild accounts, mainly occupied with building and
house repair costs, show clearly that the gild recognized the importance
of house rents. From about £6 in 1355 the gild income from its urban
property rose to nearly £50 by the end of the fifteenth century. To begin
with, an element in this increase resulted from the amalgamation of the
gilds, but it was mainly due to the buying up of property, the improve-
ment of existing property and to the erection and letting of new buildings.
Rents varied a great deal according to factors which cannot be calculated,
but the impression is that they were, in general, going up in the fifteenth
century. The contrast between the old, low, burgage rent and that paid
for new houses still occasionally appears. In a rental of 1446, for instance,
the gild lets out two burgages, one in Evesham Lane for 8d. and one in
Rother Street for 1s. 8d. But a new tenement in the corner of High Street,
sub-let to a tailor and a shoemaker, and which certainly occupied less
space than a burgage, was bringing in 36s. 8d.}

1 The records of the Stratford-on-Avon Holy Cross Gild are in the Shakespeare’s Birth-
place Record Office, and are calendared by F. C. Wellstood (in MS). See T. H. Lloyd, Some
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Many of these, as well as tenures in fee held from the cellarer,
“(s., others less. These may be relics of burgage tenure. Sub-
cies are occasionally mentioned but there is no information
:the rents paid by the sub-tenants to the priory tenants, so there
knowing exactly what was the increase in rental value implied
_ difference between the rent in fee and the rent paid by the sub-
t. However, two-thirds of the pittancer’s tenants were in fact
< ag for life or lives or at will, and these of course would tend to be the
y sort of economic rents as sub-tenants of tenants in fee would be
pag.t
..ter de la Mare held in Cosford Street by indenture for life a big
;;;nent with a tavern built in stone, called the New Inn, paying
ks (£13 6s. 8d.), and three other tenants each held for life, a shop,
~and chamber above (super) the said tavern for g3s. 4d. a year each.
~garet Halle held a tenement for life, with a tavern, for £4. She sub-
“o Adam Swelte, a cardmaker, but for what rent is not stated. A
“dler, James Fynche, paid £4 a year for a tenement in Smithford
‘et which he held by indenture for life. John Barrow paid £3 for a
-tenement and two cottages with a garden where there had once
a six cottages. He had a sub-tenant, William Stille, but this sub-
ant’s rent is not given. These are among the highest rents for which
re is evidence, and the rental of the Holy Trinity Gild for 1486 sug-
ts a similar level. In this rental, as in those of the priory, precision is
.dossible because the size and nature of the property is not given in
‘ficient detail. However, cottages fetched between 4s. and 12s. and
ne of the wealthier tenants, great merchants with familiar names,
-re paying over /4 for their tenements.
There is a Gloucester town rental of 1455 which was principally com-
ed to record the old, low, landgable rents payable by the principal
1ants to the town authorities from the original building sites. The real
ats actually paid by sub-tenants for houses, shops, stables and the like
e only recorded for Southgate Street and the Mercery, and only in-
mpletely for these. The landgable payments vary a great deal since the
“iginal burgages had become much sub-divided. Even so, they contrast
rongly with the current house rents. For example, the Priory of St.
artholomew paid the town authorities a landgable of 1s. 2d. for a cer-
un tenement with a bakery in Southgate Street. The Abbey of Lanthony
:nted it from St Bartholomew’s for 18s. and sub-let it to a baker who
ccupied it for 40s. William Butter paid 73d. landgable for two tenements
1 the Mercery and was able to get 12s. from a sub-tenant for one of them.

t A rare example of the terms of tenure of such a sub-tenant is as follows. The Hospitallers
:1d a tenement in fee of the pittancer in Little Park Street and this was sub-let by the Hos-
tal to John Preston for a term of years.
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Although some houses were Iet for only a few shillings, clearly mam
houses in the muddle of the town were let for £1 and over

These examples of rents i the later middle ages have been quoted i
order to show the contrast between the ongnal ground rents and the
rents which were paid for buildings 1n these sites They show the pos
bilittes of profit in site des elopment, of which, as we have seen, the Strat
ford-on Avon Holy Cross Gild took advantage Such figures could be
multiplied, not so much from rentals, which have theiwr hmntations and
whach are rather infrequent, but from charters and other deeds such as
are to be found at Worcester Cathedral, i the Coventry or the Stratford
mumapal archives The point, however, 1s rather a simple one, and leads
to the more interesting problem of the mmportance of income from real
property iz medieval merchant fortunes This 15 a problem that has
already been posed by Professor W G Hoshins  He quite nghily
warns us aganst assurming that big real property accumulations were
permanent, or even typical of the medieval merchant class Thas caution
seems justified by the evidence of some of these midland towns

With this problem in view, let us return to the Coventry suney of
1280, drawn up at a period of rapid economic and population expansion
The sub letung of properties withm the onginal burgage tenements, to
which we have drawn attention, ponts to the existence of a marketm
house property Itwould beimportant if we could discos er 1f thus marhet
i real property led to its concentration 1 few hands, to such an extent,
for example, that imncome from real property could sustam, wholly or
substantially, an unportant social group The survey presents some
technical difficulities, preventing us from being sure of an accurate
count of all persons and all propertics For one thing, since the statuie
Quia emplores lerrarutn was not yet passed, a real sub-tenant cannot always
be disunguished from a purchaser paying a quit rent. However, one
must rish mustakes It would seem that about five hundred persons or
mstitutions occupied or had nights m real property w the town There
seem also to have been about seven hundred separate occupiable
premises The record, as we have seen, 15 unusual in that 1t records many
sub tenants, but the dispanty between the number of tenants and the
nuraber of properties suggests that many other sub tenants {or sub-sub-
tenants) are unrecorded Out of some two hundred and sixty or seventy
burgages, one hundred and eighty are described as if undivided, an
unlikely state of affairs However this may be, the evidence suggesis
strongly that (below the chief lord, the Prior) there was very little con
centration of properties in few hands Only sixteen persons held more
than the equivalent of five burgages No religrous house or other sttt

t Englsh Provinial Towns m the Early Siteenth Century  Tramsactions of Lt Ropel
Historical Socrety sth semies, Vol 6
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tion held as much as that.} Most significant, those people with the big-
gest real property holdings seem to have derived rather small net in-
comes from them. Master Richard Burton and his wife got 56s. 8d.,
Peter Baroun 3gs. 2d., and others whom it would be tedious to enumer-
ate, even less. In nearby Warwick, a much smaller town of course, the
principal accumulators of real property were the Earl of Warwick with
the equivalent of about twenty-seven burgages, and the Collegiate
Church of St Mary with some seventeen burgages. By far the biggest
individual owner among the burgesses was the Thomas Payn whom we
have already mentioned. He had a net revenue from his holdings of only
14s. Thirteenth-century evidence from Stratford, Worcester and
Gloucester, mostly charters and deeds, gives no indication there of big
accumulations of real property.

This thirteenth-century evidence is too scanty to be conclusive, but
what there is leads in the same direction. The more abundant fourteenth
and fifteenth-century evidence suggests something of a trend towards a
greater concentration of real property holdings, but mostly in the hands
of institutions.

The mid-fifteenth-century rental of Gloucester enumerates some five
hundred and eighty properties of different types. Of these, monasteries
had about two hundred and seventy, town churches, chantries and re-
ligious gilds about a hundred, and the borough’s stewards twenty-five
or thirty. Individuals were much less endowed. Only ten had more than
five tenements, the most important being Thomas Deerhurst with
eighteen tenements and nine cottages. In Warwick by the fifteenth
century the Collegiate Church of St Mary had probably increased its
property holdings a good deal since 1280. At the earlier date, as we have
seen it had about sixteen burgages; by 1424 its tenants held some sixty-
five tenements, various cottages, crofts, gardens and the like. In 1482
the Earl (more like an institution than an urban personality) had more
than a hundred and sixty tenants compared with his two dozen in 1280.
Some of the Earl’s tenants were themselves accumulators of property,
holding from him and then (presumably) sub-letting. Such were John
Huggeford, esquire, with ten burgages, eight messuages, three cottages,
two barns, two gardens and half-a-dozen unoccupied sites. He was
probably a tenant of St Mary’s as well: his grandfather before him had
held three tenements in 1424 from that institution. Another lesser
tenant holding from the earl was the Warwick Gild which had two
burgages, seven messuages, seven cottages and a croft. This gild probably
played a part analogous to that of the Stratford Holy Cross Gild. But

T This fact may be attributed partly to the fact that Warwickshire was not a county

dominated by big church land-owners, as were Worcestershire and Gloucestershire, and also
to the late development of Caventry as a town.
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the Holy Cross Gild, as we have suggested, emerged by the end of the
fifteenth century as a considerable institutional property holder, with
more than mnety tenements, cottages, shops and barns mn the towg

At the end of the fifteenth century (1486), the Gald of the Holy Tty
in Coventry, by this ime the most powerful institution 1 the town, was
recerving rents from nearly four hundred tenants, many of whorm, a3
we have mentioned, were leading merchants This very sharply contrasts
with the apparently wide distribution of real property 1n 1280 The early
fifteenth century priory rentals show that there were at this date some
mteresting mdividual accumulations The biggest of these was m the
hands of a draper, John Preston, who had five tenements 1n Cosford
Street, two n Lattle Parh Street, one each in Smithford Street, Great
Park Street, and Westorchard, and some ndges, presumably of arable,
in an enclosed croft at the bottom of a garden m St Nicholas Street.
Unfortunately, we cannot tell what was the annual rental value to Preston
One of the tenements in Cosford Street which had been divided into four
cottages was worth 40s , but there 15 inadequate data to enable the net
mcome to be calculated Another merchant, Robert Shipley, had hold
mgs of similar extent, seven tenements and six cottages Villam Luster
ley, fishmonger, had four tenements and four cottages John Lyrpole,
butcher, had five tenements Other mdividual holdings were smaller
Now these priory rentals are not necessarily comprehensive as was the
1280 survey, but they don fact cover a good deal of ground It cannotbe
said that mdivaidual property holdings show much advance, as far as
concentration 1s concerned, compared with 1280 It would not seem that
the net mmcomes from property would be very important to the individuals
concerned

Although the higgest mdividual property accumulators i early fif
teenth-century Coventry were merchants, 1t 1s worth noting that non
mercantile types are also well represented We know httle about the
mercantile commumty of thirteenth century Coventry, but Mr Richard
Burton as his title shows, probably was not part of it He does not even
appear as a witness m the borough court as does his contemporary and
fellow accumulator, Peter Baroun John Huggeford of Warwick was a
member of a famuly whose principal function was to serve as officials to
the Earls of Warwick 1+ Thomas Deerhurst of Gloucester was a lawyer
Whoever they were, one gets little evidence that any of them could have
relied on thewr urban property holdings to give them an adequate 1n
come Presumably mercanule and industrial profits were such as to
attract the bulk of urban capital Some capital may have been mested1n
rent charges, though on nothing Like the scale found m contmental

t Afnisters Accounis of the Waruncksfare Estates of Duks of Clarence ed R, H Hilon (Dug
dale Society, 1952), p XXIX.
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towns. The main trend after the building expansion of the thirteenth
century seems to have been towards institutional ownership of the bigger
blocks of urban real property, safe investments, the income from which
served the social purposes of these institutions. These purposes, of course,
included the ritual functions of chantries and religious gilds, not to speak
of monasteries; but the gilds also acted as credit institutions, burial
clubs, political and social organizations. By no means enough is known
about what they did with their incomes because few of them left ac-
counts; and most of them, of course, were soon to be expropriated.

22 FscC

POTTAGE FOR FREEBORN
ENGLISHMEN: ATTITUDES TO
WAGE LABOUR IN THE SIXTEENTH
AND SEVENTEENTH CENTURIES

CHRISTOPHER HILL

“Wage earning 15 not a career that men seek for als own sake't

I

Recent controversies between ‘optumists’ and “pessimusts’ concerning
the effects of the Industrial Revolution have dealt mamly with the
standard of iving Insufficzent emphasis, 1t seems to me, has been placed
upon the ‘1deological” hostility to the status of wage labourer which many
men and women felt 1n the eighteenth century In our tume, thanks to
two centurics and more of trade union struggle, wage labour haswona
self’ respecting place 1n the commumty, and 1t 1s difficult for us to think
ourselves back to a world 1 which, as Sir John Clapham wrote of the
French cakuers of grievances i 178g, *the position of journalier 1s seldom
referred to except as a hind of hell into which peasants may fall of things
are not bettered’ $ This attitude was almost umversal in the England of
the Industrial Revolution, and 1t derived from at least two centurncs of
history The object of this article 1s to recall some of the economuc facts
and social and legal theones which underlay the attitude

I

Significant changes 1n the status of wage labour came with the rapid
development of capatakism wn the sixteenth century Many of the nage-
labourers (sertientes) whom Professor Hilton records on Leicestershire
estates n the late fourteenth and fifieenth centurnies would have holdings
oftheirown they were not wholly dependent on wages for their existence

Indeed Trossart tells us that the rebels of 1381 demanded that *if they
laboured or did anytlung for therr lords, they would have wages therefor

t E H Phelps Brown and Sheila Hoplins, Economics, N § , Vol xav (1957), P 20%
$ Su Jobn Clapham, A Conase Leonomc History of Modern Britawn from the earluest bimes &
1750 {Cambndge, 1951}, p 212,

[338]
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as well as other’.{ Wage labour meant freedom by contrast with serf-
dom. But in the sixteenth century more and more of those who worked
for wages were losing their land, and so were becoming wholly dependent
on such earnings, together with their remaining rights in the common
lands. The author of 4 Discourse of the Common Weal (1549) spoke of ‘many
a thousand cottagers in England. . .having no lands to live of their own
but their handy labours and some refreshing upon the said commons’.}

The assumption that wages were supplementary to an agricultural
holding kept wages low:§ the rates which J.P.s authorized were rarely
sufficient in themselves for the rearing of a family. Poor relief was there-
fore needed in addition: full-time wage-earners were assumed to be
paupers. There are many complaints against the introduction of a new
industry into an area, on the grounds that it would lead to an influx of
socially undesirable down-and-outs. Thusin 1606 the tenants of Broseley,
Shropshire, protested that the owner of a new colliery was spoiling the
manor by introducing ‘a number of lewd persons, the scums and dregs
of many [counties], from whence they have been driven’. || Twelve years
later Robert Reyce wrote of Suffolk that ‘in those parts of this shire
where the clothiers do dwell or have dwelt, there are found the greatest
number of the poor’.q] A similar remark was made two generations later’
Industry creates poverty, for ‘though it sets the poor on work where it
finds them, yet it draws still more to the place; and their masters allow
wages so mean that they are only preserved from starving whilst they
can work; when age, sickness or death comes, themselves, their wives or
their children are most commonly left upon the parish; which is the
reason why those towns (as in the Weald of Kent) whence the clothing is
departed, have fewer poor than they had before’.{{

In these early days, when only the weakest would accept the status of
full-time wage-labourer, there was little or no protection against the sort
of abuses which were still prevalent in the eighteenth century—truck,
delay in payment of wages and consequent indebtedness. In Sir Arthur
Ingram’s Yorkshire alum works wages in James I’s reign were often
9 months in arrears. The workers complained that they were grossly
overworked, paid in kind, with goods seriously over-valued, and that the
contractors were deliberately aiming to ruin their credit locally so as to

1 Froissart, Chronicle, translated by Sir John Bourchier, Lord Berners (London, 1901-3),
Vol. I11, p. 224.

1 Ed. E. Lamond, 4 Discourse of the Common Weal of this Realm of England (Cambridge, 1893),
Pp. 49-50; cf. E. Lipson, An Economic History of England (London, 1943), Vol. II, pp. 66-8;
T. G. Barnes, Somerset, 1625~40 (Oxford, 1961), p. 3.

§ Adam Smith, The Wealth of Nations (World’s Classics), Vol. I, pp. 131-2.

Il Quoted by J. U. Nef, War and Human Progress (London, 1950), p. 231.

4| Robert Reyce, The Breviary of Suffolk (1618) (ed. Lord F. Hervey, London, 1902), p. 57

11 [Anon.], Reasons for a Limited Exportation of Wooll (1677), quoted by A. Clark, Working
Life of Women in the Seventeenth Century (London, 191g), p. 149.
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normally excluded from service in the militia, the internal police force
of the propertied class.}

It is hardly surprising that the rank and file of many early colonizing
expeditions was composed of wage labourers, attracted by the prospect
of winning the freehold land in America to which they could never aspire
in England. Satirical verses of 1631 depict New England as the Land of
Cokayne, that mediaeval Utopia in which wealth came without work.}
Conversely propagandists for colonization put forward the argument
that ‘swarms of our rank multitude’ might be exported.§ In 1622 a
preacher told the Virginia Company of labourers rising early, working all
day and going late to bed. They ‘are scarce able to put bread in their
mouths at the week’s end, and clothes on their backs at the year’s end’.
Such men, starving in the London streets, would form a useful labour
supply for the plantations. ||

I11

Those entirely dependent on wage labour were so badly off in the six-
teenth and seventeenth centuries that ‘ neither contemporary nor modern
economists can explain how they lived’.§] Children had to be put to work
so early in life that there was no chance of educating them.{{ Their
poverty and helplessness was accompanied, as cause and effect, by an
unfree status. Even the Levellers, the most radical of all seventeenth-
century political groupings, would have excluded paupers and servants
(i.e. wage-labourers) from the franchise, because they were unfree.ff The
Leveller franchise would have been restricted to ‘freeborn Englishmen’.
Wage labourers and paupers had lost their birthright because they had
become economically dependent on others: they had lost their property
in their own persons and labour. This view was held not only by the
Leveller Richard Overton, but also by the Parliamentarian Henry
Parker, who equated loss of property in one’s self with ‘a condition of
servility’; and by the republican James Harrington, who not only denied

1 Ed. F. J. Fisher, Sir Thomas Wilson’s State of England (1600), Camden Miscellany, Vol.
XVI (London, 1936), p. 20; ed. Sir C. Petrie, Letters of King Charles I (London, 1935), p. 84.
t P. A. Kennedy, ‘Documents from the Nottinghamshire County Record Office’, 4
Nottinghamshire Miscellany, Thoroton Soc. Record Series, Vol. XXI (Nottingham, 1g62), p. 38.
§ W. Strachey, For the Colony of Virginia Britannica (1612), quoted by E. G. R. Taylor, Late
Tudor and Early Stuart Geography (London, 1934), p- 163.
|l P. Copland, Virginias God be Thanked (1622), quoted by P. Miller, Ervand into the Wilder-
ness (Harvard, 1956), p. 110.
9§ D. Ogg, England in the Reign of Charles II (Oxford, 1g955), Vol. I, p. 55.
+1 R. Crowley, Select Works (Early English Text Society, London, 1872), p. 166; J. Simon,
Education and Society in Tudor England (Cambridge, 1966), p. 195.
++ C.B.Macpherson, The Political Theory of Possessive Individualism (Oxford, 1962), chapter 4,
passim. In the section which follows I draw heavily on this brilliant book. Some have queried
Professor Macpherson’s identification of ‘servants’ with wage labourers; but no evidence
from seventeenth century usage has yet been produced which refutes him.
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atizenship to servants but regarded them as a class outside the common
wealth T Gregory King made the same point from the economust’s poing
of view when he excluded cottagers, paupers and labourers from thoss
who contnbuted to the wealth of the nation

There 15 plenty of confirmatory evidence for Professor Macphersong
argument that in the sixteenth and seventeenth centuries those in Tecept
of wages were regarded as unfree For Sir Thomas Smith 1n 1565 the
commonwealth ‘consisteth only of freemen’ *Day labourers’ and othery
who have no free land *have no voice nor authornty 1o our common
wealth, and no account 1s made of them but only to be ruled® Those whe
‘be hired for wages  be called servants®  For Wilham Harrison yeo-
men were ‘freemen born English’, who *may dispend of their own free
land 1n yearly revenue to the sum of 405 ” § In this sense Thomas Why
thorne felt himself *as freeborn as he who may spend thousands of yearly
mnheritance’, despite the fact that he earned wages as 2 musician he
differentiated sharply between ‘ the liberal arts’, the arts of the freeborn,
of gentlemen, and the ‘drudgery’ of ‘servile and filthy trades’ Musc
was one of the former || Samuel Rowlands 1n 1614 thought that a ‘free.
bred muse’ would despise poets who wrote ‘for gold or sidver pay’ {1In
1615 one of the worst things that could be said of a stage player was that
“hus wages and dependence prove lum to be a servant of the people!}}
Ralegh 1n hus History of the 1Yorld wrote of ‘factious and hireling histon
ans’ 11 The pejorativesense of ‘hireling’ and ‘journeyman’1s a comment
onmy theme Martin Marprelate spoke of curates as  journeymen hedge
priests’ §§ The scparatist Henry Barrow thought priests were the ‘waged
servants of Anti-chnist’,jij Milton and many others during the nter-
regnum echoed this denunciation of ‘hireling priests’

t H Parker, Observations upon some of hus Mmesties late Answers and Expresses {1642} p. 20
i W Haller (ed ), Tracts on Liberty wn the Purtan Revolution (New York 1933),Vel IL, p 186,
Macpherson, o af pp 122-23, 140-41, 181-82

% Ed L. Alston, De Republica Anglorum A Discourse of the Comnmonu ealth of England (Cam
bridge, 1906}, pp 20-22 46 138

§ W Harmson, Descrplion of England 1n R Holinshed Chronscles (London, 1577); S8 Dt
OIS0

I Ed J M Osbomn, The Autobography of Thomas Whythorne {Oxford, 1661}, pp 212 237
243 248, as1

s Rowlands, 4 Fooles Bolt Is Soans Shott (1614), 12 Complete Waorks (Huntenan Club 1830},
Vol IL,p 5

tt J Cocke, 4 Common Player (1615), quoted by E. k. Chambers, The Llizabeihan Stage
(Oxlord, 1923) Vol IV, p 256, of A Health to the Gentlemanly Professum of Serang Men (3598)
quoted by M C Bradbrook, The Rese of the Common Player {London, tg62), p 43

33 Sur W Ralegh, The History of the Horld, quoted i the Oxford Englush Dictionary, undet
*lureling’

§§ M Marprlate, The Eputle (¢d. E Arber, London, 18g5), p 30 Fust publbed
1588

il H Barrow, 4 Brefe Duscovery of the False Church (150), 1n The Wnlings of Henry Bamws
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All political theorists assumed that “servants’ should be excluded from
the franchise. The novelty with ‘freeborn John’ Lilburne and other
Levellers was that they proposed so wide an extension of the franchise,
beyond freehold landed proprietors and men free of corporations, that
the inclusion of wage labourers and paupers had to be contemplated, at
least as a logical possibility. Oliver Cromwell had to argue that it was
absurd that ‘men that have no interest but the interest of breathing’
should have voices in elections.i Previously such persons had been
deemed to be beyond the pale of the constitution. The only exception
which I have found to this assumption that wage labourers were unfree
comes in Hooker’s Synopsis Chorographical of Devonshire (c. 1599-1600),
which describes the daily worker or labourer in the tin works’ and ‘a
daily labourer in husbandry and other servile works’ as “/iber: homines and
of a free condition. ..albeit their labours be of the most inferior in
degree’. But Hooker was contrasting this liberty specifically with the
unfreedom of serfs, so there may be no contradiction.}

Freedom in fact was a class concept.  Privileges. . .made our fathers
freemen’, Sir John Eliot told the Commons in 1628:§ libertas, as Maitland
put it, meant freedom to oppress others.|| Charles I spoke of ‘the natural
liberty all free men have’ to choose their own advisers.§ Rowland
Vaughan in 1610 felt that ‘being freeborn’ gave him a superior nature
as well as bluer blood.{{ Forty years later Robert Heath contrasted
‘freeborn birth’ with ‘peasant blood’.1 I It was royalist prisoners who in
March 1659, as ‘freeborn people of England’, petitioned Parliament,
‘the representative of the freeborn people of this nation’, against being
transported, put to forced labour and whipped. § Torture had been con-
demned by Smith as ‘taken for servile in England’, [[|| and the Levellers
regarded whipping as a punishment ‘fit only for slaves or bondmen’.
‘Servants and labourers’, a pamphlet of 1660 declared, ‘are in the nature

1 Ed. A. S. P. Woodhouse, Puritanism and Liberty {(London, 1938), p. 59.

+ W. J. Blake, ‘Hooker’s Synopsis Chorographical of Devonshire’, Reports and Transactions of the
Detonshire Association for the Advancement of Science, Literature and Art, Vol. XLVII (1915), p. 342-
The importance of the distinction between servants and villeins was still being stressed by
Edward Chamberlayne in his Angliae Notitia (London, 166g), pp. 515-16.

§ Quoted by C. V. Wedgwood, Thomas Wentuworth, First Earl of Strafford (London, 1g61),

. 62.
P I I have been unable to trace this sentence, which is quoted by G. G. Coulton, Afedicval
Panorama (Cambridge, 1945), p. 56.

€ Edward, Earl of Clarendon, The History of the Rebellion (ed. W. D. Macray, Oxford, 1888),

Vol. I, p. 437.
11 Ed. E. B. Wood, Rouland Vaughan His Book (London, 1897), p. 153.
1% R. Heath, ‘To one blaming my high-minded Love’, Clarastella (1650), p. 13.

§§ Ed. J. T. Rutt, Diary of Thomas Burton (London, 1828), Vol. IV, pp. 255-57.

il Alston (Ed.), De Republica Anglorum, p. 103.

Q9 To the...Supreme Authority of this Nation, the Commons of England in Parliament Assembled
(1649), in D. M. Wolfe (ed.), Leteller Manifestoes of the Puritan Retolution (New York, 1944),

p- 328-
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of vassals’ { In America no less than in old England, apart from Virgun;
between 1621 and 1655, servants had no vote ‘Free men’ were free
holders

Duning the interregnum others besides Levellers demanded an exteq
sion of the nights of ‘frecborn Enghshmen’ *The Anabaptists are men
that will not be shuffled out of their birthnght as frecborn people of
England’, wrote one of their defenders 1n 1655 § We recall Bunyan's
horror at selling his birthnght § The Quaker Franas Howgll dlaimed n
1654 that he and Edward Burroughs were ‘freeborn Englishmen, and
have served the commonwealth in faithfulness” || The latter sad in the
following year that the Qualers were a freeborn people, who should not
be bamshed or taken for guilty until proved so, and 1n 1661 he described
Qualkers as frecborn, with a nght to their lives, hberties and estates
In 1656 George Fox said ‘We are free men of England, freeborn, our
nghts and hiberties are according to law and ought to be defended
by 1t’tt Lodowick Muggleton also called himself ‘a freeborn
Lnglhshman’ {3

The word ‘freeborn’ in fact acquired a temporary notonety as the
catch phrase of pohitical radicals Marchamont Nedham, looking back
from 1661 1n hus Short History of the English Rebellion, sang

Farewell the glory of our land,
For now the freeborn blades

Qur hves and our estates command,
And nde us all Iike jades §§

But the restoration changed all that In February 1660 Lord Fairfaxand
other Yorkshire landowners were assering thewr nght as ‘frecbom
Englishmen’ to be represented in Parliament [jj| Samuel Butler jeered at
‘what freeborn consciences may do’ no samnt ‘should be a slave to
consaence’ Y By 1669 ‘ranting like a freeborn subject” on behalf of

1 [Anon ), A Ducourse for @ Ring and a Parliament (1660) pp 1-2
¢ [I Stwurgion], Querses for His Highness lo Answer (1655), quoted by D B Henot, Anabap-
tism in England duning the 19th century , Transactions of the Congregational Hustory So¢ Ve
X1II {(1937-39) p 29
§ J Landsay, Join Bunyan (London, 1937}, chapters § and g pasam
% W and T Evans, Edward Burrough A Monor (1857), p 58
Y E Burroughs, The Memorable 3 orks of a Son of Thunder and Consolation (Londan, 16,3}
PP 85,89 173
1t Quated by M Coate, *The Socual Theones and Activities of English Dussenters m 1be
17th century®, The Fay, I (1941) p 56
% L. Muggleton, The Acts of the W stnesses of the Spunit (London, 1768) p 160. First publabed

1699

§8 In Hurlewan Mucellany (1744 46) Vol 1L, p 503

L] Ed W L. Sachse, Te Diurnal of Thomas Rugge (Camden Thard Series, Vol XCI, 1965
PP 4041

€% 5 Butler, Hudibras, Part 11, Canto 2
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‘privileges’ was a subject for theatrical mockery.; Dryden in 1682 de-
scribed the effects of Cromwell’s rule as ‘ The free-born subject sunk into
a slave’.i In Swift’s Discourse of the Contests and Dissensions between the
Nobles in Athens and Rome (1701), an elaborate series of parallels with
recent English history, Servius Tullius (= Oliver Cromwell) was de-
scribed as first introducing ‘the custom of giving freedom to servants,
so as to become citizens of equal privileges with the rest, which very much
contributed to increase the power of the people’.§ The history is absurd;
the implications however made very good sense for Swift’s audience.

1V

Although the Levellers did not think the poorest classes capable of exer-
cising the rights of freeborn Englishmen, there were those who did. But,
significantly, such men opposed wage labour. In Spenser’s Mother
Hubberd’s Tale (1591), the Ape asked the Fox:

Shall we tie ourselves for certain years
To any service?

and the Fox replied

Why should he that is at liberty

Make himself bond ? Since then we are born free
Let us all servile base subjection scorn. ..

And challenge to ourselves our portions due

Of all the patrimony which a few

Now hold in hugger-mugger in their hand

And all the rest do rob.

The Fox urged that the poor should no longer work to enrich others, but
should revert to the condition of primitive equality in which there was
not ‘ought called mine or thine’.|| Spenser must have heard something
like that from a sixteenth-century agitator. A not dissimilar attack on the
principle of wage labour can be read into words used by one of the Ox-
fordshire rebels of 1596. (‘ Care not for work, for we shall have a merrier
world shortly...I will work one day and play the other...Servants
were so held in and kept like dogs that they would be ready to cut their
masters’ throats.’) Y

Just over 50 years later Gerrard Winstanley the Digger made a
communist theory out of what must long have been muttered among the

1 J. Lacy, The Dumb Lady, in Dramatic Works (London, 1875), pp. 18-19. Not published
until 1672, but probably acted in 166g.

t J. Dryden, The dledal (1682), in Poetical Works (Globe ed., London, 1886), p. 130.

§ J. Swilt, }Yorks (Edinburgh, 1814), Vol. I1I, p. 283.

|| E. Spenser, Works (Globe ed., London, 1924}, p. 514.
S Calendar of State Papers, Domeslic, 1595-97, PP- 317, 343-45-
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exploited poor Wage labour for um was slavery, a loss of man’s birgp,
right freedom ‘Israel shall nerther take hire, nor give hire And if so,
then certainly none shall say, This 15 my land, work for me, and 11
give you wages® 1 *Whosoever shall help that man to labour hig proper
earth, as he calls it for wages, the hand of the Lord shall be upon such
labourers, for they  hold the creation stil under bondage’ ¥ “If the
common people have no more freedom 1 England but only tolive among
their elder brothers and worh for them for hire, what freedom then have
they in England more than we have in Turkey or France® The poor
that have no land are left still in the straits of beggary, and are shut out
of all hin elihood but what they shall pick out of sore bondage, by workmng
for others as masters over them” The canl war would have been fought
in vain, would have given freedom only to the gentry and dergy, ifthere
were not a far more radical reform than the men of property were pre-
pared to envisage §

A truly free and communist commonwealth, on the other hand,
Winstanley argued, would ‘unite the hearts of Englishmen together n
love, so that if a foreign enemy endeavour to come in we shall all with
joint consent rise up to defend our mhentance, and shall be true to one
another \Whereas now the poor see, if they fight and should conquer the
enemy, yet exther they or thewr chuldren are hle to be slaves stll, for the
gentry will have all And thus 15 the cause why many run away and fail
our armues in the ime of need And so through the gentry’s hardness of
heart against the poor the land may be left to a foreign enemy, for want
of the poorers’ love stiching to them For, say they, we can as well Ine
under a foreign enemy working for day wages as under our own brethren,
with whom we ought to have equal freedom by the law of nghteousness’ |
In Winstanley’s utopia there would be a law that ‘No man shall erther
give hare, or take hire for hus work, for this brings in kingly bondage
If any freeman want help, there are young people, or such asare common
servants [1e those under penal sentence] to do 1t, by the Overseer’s
appomntment He that gives and he that takeshire for work shall bothlose
theirr freedom and become servants for twelve months 'Y The Digger
colony on St George's Hill was intended to be the first stage m a sort of
general strike agamnst wage labour As the Digger poct Robert Coster
put 1t in December 1649, ‘Rather than go with cap 1n hand and bended

t G Wanstanley, The Truz Letellers Standard Advanced (1649), p 17,10 The W orks of Genard
Imstenley, ed G H Sabine (Cornell 1941}, p 261

$ Winstanley, The New Law of Righteousness (1649), p 55, in Sabine, op a p 195 &
ihid p 262

§ Winstanley, A Leites o the Lord Fasrfax and hat Councell of Thar (163g), p. § 1 Sabume, o
at.p 288

il Winstanley, An Appeale to all Enghchmen (1650), broadside, m Sabmne, p & P 414

9 Vanstanley, The Law of Freedom v a Platform (1652}, p 85, 10 Sabine, ofp ol p 595
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knee to gentlemen and farmers, begging and entreating to work with
them for 8d. or 10d. a day, which doth give them an occasion to tyran-
nize over poor people (which are their fellow-creatures), if poor men
would not go in such a slavish posture, but do as aforesaid, then rich
farmers would be weary of renting so much land of the lords of manors’,
and ‘down would fall the lordliness’ of the spirits of the latter.{

v

The Diggers were of course an extreme example and a small group. But
the other evidence collected in this article may help us to appreciate that
their attitude towards wage labour was not unique among their class,
though their remedies no doubt were. By the end of the century, at least,
life-long wage labourers may well have been a majority of the popula-
tion.§

In the same centuries as the working class showed this hatred of wage
labour, Puritans and others were evolving a doctrine of the dignity of
labour. This began as part of the protestant critique of idle monks and
begging friars. It soon became a primitiveversion of the labour theory of
value, which seems to have been held, among others, by Bishop Jewell,
William Perkins, Dod and Clever, Arthur Dent, John Preston, Richard
Baxter, Milton, Hobbes and Sir William Petty, as well as by Peter
Chamberlen and Gerrard Winstanley. These Puritan theories, which I
have tried to discuss elsewhere,§ were aimed at free craftsmen: they
take for granted that property in a man’s own labour and person which
wage labourers had lost. George Herbert’s lines,

A servant with this clause
Makes drudgery divine;

Who sweeps a room, as for thy laws,
Makes that and the action fine, ||

represented a point of view more common among employers and inde-
pendent craftsmen than among employees. When in 1751 Malachy
Postlethwayt uttered his famous paean in praise of ‘the ingenuity and
dexterity of [England’s] working artists and manufacturers, which have
heretofore given credit and reputation to British wares in general’,

1 R. Coster, 4 Mite Cast into the Common Treasury (1649), p. 3, in Sabine, op. cit. pp. 656-57.

t Clapham, op. cit., pp. 212-13; Macpherson, op. cit., pp. 286~go.

§ Most of these names are quoted in my Society and Puritanism in pre-revolutionary England
(London, 1964), chapter 4, esp. pp. 133~44; and in my Puritanism and Revolution (London,
1958), pp. 235-37. See also J. Milton, Complete Prose Warks (Yale ed.), Vol. I, p. 8oy;
T. Hobbes, English Works (ed. Sir W. Molesworth, London, 1840-15), Vol. VI, p. 321;
Economic Writings of Sir William Petty (ed. C. H. Hull, Cambridge, 1899), Vol. I, pp. 413-49,
181-82.

II G.Herbert, “The Elixer’, Works (ed. R. A. Willmott, London, n.d.), p. 1g6.
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his reference was precisely to such free craftsmen, whose shill was ‘owing
to that freedom and hberty they enjoy to divert themselves in their oup
way' ‘Were they obliged to toil the year round, the whole six daysin the
week, 1n a repetition of the same work, might 1t not blunt their mgenu:
and render them stupid mmstead of alert and dexterous?’f What s free
dom but choice? Milton had asked And Hobbes agreed for once m de.
fiming a free man as ‘he thatin those things which by his strength and wn
he 15 able to do, 1s not hindered to do what he hasa will todo’ }

Theories of the digmty of labour had httle appeal for those who had
evolved out of serfdom into wage labour Such men 1n the sixteenth
century sympathized with vagabonds and refused to prosecute thieving
beggars In the eighteenth century their descendants read the hiterature
of roguery which glonified highwaymen and pirates, non-working herges
hike Robin Hood and Dick Turpin, and they gave moral support to
condemned crimunails at Tyburn In 1650 Abiezer Coppe the Ranter
pictured God Almmghty as a nghwayman, ‘demanding restitution from
the rich hke some urban Robin Hood “Thou hast many bags of money,
and behold I (the Lord) come as a thief in the mght, with my sword
drawn 1in my hand, and hke a thief as I am—~1I say Deliver your purse,
delwer sirrah! deliver or I'll cut thy throat® *§ All lower class Utopias
from the Land of Cokayne onwards aim to abolish Iabour altogether,
or drastically to reduce the working day Thus 1s the context in whichwe
should see the French wvisitor’s reference m 1694 to the Enghshman’s
‘contempt of death and fear of labour’ || Hanging seemed almost prefer-
able if the alternative was enforced labour in unfreedom

VI

Thas historical perspective may help to explain the attitude of those men
and women who 1n the eighteenth century hated gomg nto factories
Even if our ‘optumusts” could prove that workers would have been
economically better off m factories than outside, men still did not Ine
by bread alone The relations of employer and wage labourer, wrote
Dean Tucker in George IT’s reign, ‘approach much nearer to that of a
planter and slave 1 our American colomes than mught be expected i

t M Postlethwayt, The Unwersal Dictwnary of Trade and Commerce (Eondon, 4th ed. 1774)
P xv

¥ T Hobbes Leattan (Everyman ed }, p 1310

§ Abiezer Coppe The Fury Flying Roll (1650), Vol II p 2 quoted with useful coraments,
by A L. Morton, The Everlasting Gospel (London, 1958}, p 63 Morton’s The Engluh Ligus
(London 1952) as also relevant

I B L de Muralt, Leiires sur les Anglaws et les Frangais, quoted by L Radznowiez 4
History of Enghsh Criminal Law (London 1948), Vol I, p 720 Muralt s Letters were writien i
1694 though first published m 1925
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such a country as England’.7 Many factories looked like workhouses for
paupers.f Self-respecting men fought against going into them, or sending
their wives and children into them, just as to-day no one in his senses
would go voluntarily into the army as an other rank if he could avoid
it. Factory discipline must have seemed to the eighteenth century crafts-
man equally irrational, equally irrelevant to his interests, equally unfree.
He clung on to his birthright, his property in his own person and labour.

One of Petty’s favourite ideas for obtaining docile wage labour had
been to transfer the bulk of the populations of Ireland and the Scottish
Highlands to England.§ The early factories were in fact largely worked
either by pauper children and women, or by Welshmen, Irishmen and
Scots who lacked the English craftsman’s ‘notion, that as Englishmen
they enjoy a birthright privilege of being more free and independent than
in any country in Europe’. The anonymous author of dn Essay on Trade
and Commerce (1770) had little use for such a sentimental notion: ‘the less
the manufacturing poor have of it, certainly the better for themselves
and the state. . . The cure will not be perfect till our manufacturing poor
are contented to labour for six days for the same sum which they now
earn in four days’. His remedy was a ‘House of Terror’ and ‘ideal work-
house’, where ‘the poor shall work fourteen hours a day’. This House of
Terror, Marx observed grimly, was realized a few years later, and was
called the factory.|| ‘We make a nation of helots and have no free citi-
zens’, wrote Adam Ferguson, adding that ‘manufactures. . .prosper
most where the mind is least consulted, and where the workshop may,
without any great effort of imagination, be considered as an engine, the
parts of which are men’.§

To Adam Smith it seemed obvious that a factory worker, from the
nature of his toil, was ‘altogether incapable of judging. . . the great and
extensive interests of his country’. He contrasted the state of affairs in
pre-industrial societies, where ‘invention is kept alive, and the mind is
not suffered to fall into that drowsy stupidity which, in a civilized society,
seems to benumb the understanding of almost all the inferior ranks of
people. . . Every man, too, is in some measure a statesman, and can
form a tolerable judgement concerning the interest of the society, and
the conduct of those who govern it’. Smith advocated state interference
to ensure minimum standards of education.{

1 Josiah Tucker, Instructions for Travellers (London, 1757), p. 25.

1 S. Pollard, ‘Factory Discipline in the Industrial Revolution’, Economic History Review,
Second Series, Vol. XVI (1963), p. 254-

§ Sir W. Petty, Political Arithmetick (16g0), in Economic Writings of Sir William Petty,
Vol. 1, pp. 285-g0.

|| K. Marx, Capital, Vol. I (ed. D. Torr, London, 1946), 201-2.

€ A. Ferguson, An Essay on the History of Civil Society (3rd ed., Edinburgh, 1768), pp. 309,
303. 11 Adam Smith, The Wealth of Nations, Vol. 11, pp. 417-24.
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