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ECONOMIC POLICY, ORGANIZATION, MANAGEMENT'

ECONOMIC DATA DISTORTION DEPLORED
Moscow NOVYY MIR in Russian No 2, Feb 87 pp 181-201
[Article by Vasiliy Selyunin and Grigoriy Khanin: ﬁuﬁﬁhing'@iguhésﬁ] A S

" [Text] Several years ago a driver had written to a central newspaper. The
reader was informed of an interesting fact. A team of drivers was transporting

 the products of a footwear factory. Out of interest they added up per the -

.~ waybills the weight of the load for the day and divided the result by the

. "quantity of footwear transported. It turned out .that one boot weighed an' - .
- average of 12 Kgeeow o o o LT LT : X

’Figure-haddiné ih’fréight motoh:tréﬂsport‘wés“appeafing‘ﬁaif'a‘éentﬁﬁ& ago.:At"“‘ \
that time it was not possible to properly estimate if only an approximate

L freight. turnover figure, and a clearly overstated value was taken just to be

' on the safe side. The checks of the inspecting authorities show that the true
" volume of trucks' transportation constitutes barely 20-30 percent of that
: - shown in the acgounts. » : L , e

Were the distortions of economic information confined to freight motor

" transport, we would somehow or other survive this misfortune: this sector's

. share of the creation of the social product is'relatively'MOdest.*But, i
-unfortunately, such a phenomenon has assumed extensive proportions, and it is

now easier, perhaps, to name sectors where the distortions in accounting are
slight or do not exist at all. B T AP S SRR

" Until recently railroad transport was a model in this respect. The volume of
> the shipments there are easily checked by the weight of the products made in . -
. the country so there is no reason to suspect the railroad workers of figure-
‘padding. And such is difficult here, and easily uncovered. In addition,
traditions of honest statistics have operated since the end of the last

" century in this sector. Unfortunately, the situation has begun to change for

the worse here also in the past 3 years. But we will return’to this.

Statistics in agriculture can be trusted. Procurement officials are concerned
to pay somewhat less for the products and for this reason are inclined rather
to understate than overstate the volume of procurements. Of course, even here
the situation is not ideal. Not that long ago very large-scale figure-padding -

~ in cotton procurement was revealed in Uzbekistan.

Sy




In industry power-generation data are reliable. The recording of kilowatt-
hours is automated, and we simply cannot imagine how it is possible to be a
smart operator here. The information on production in ferrous and nonferrous
metallurgy and in construction materials industry is sufficiently objective.

Why, then, is the situation in some sectors quite felicitous; but in others
‘the accounts cannot be believed? It is important to find out.’ After all, if we
wish to eradicate distortions of economic information in earnest, it is first
necessary to ascertain where, in which sectors, the forgery needs to be
sought. - L : ‘ S S P N W - v

The product volume in rubles serves as the summary indicator of the scale of
production in industry, and not only there, what is more. The vitality of this
‘indiecator is understandable. In order to determine how much we all together
have done in a year or a month we need to reduce the entire product to a
 common denominator, so to speak. ‘Adding buns and tractors is ‘easiest in
rubles. Indicators other than money have not been found (there have been

attempts, but without sﬁéceSS)L S

‘When fulfilling a plan is difficult ‘or altogether impossible (this is
sometimes the case, alas), making up the shortfall in rubles is conceivable in
two ways: simply padding reality (pieces, tons, meters, kilowatt-hoéurs and so

forth) or raising the price of each unit product. The first way is dangerous
and a criminal offense. The second way is much simpler ‘and 'safer. But

‘different sectors are in manifestly unequal positions here. Worst off are the
steelworkers, power epginéers,'COalminers'and cbnbtfuétion?matefial
manufacturers and, partly, chemical workers, in a word, workers of the raw
material sectors. Their product selection is stable, and new types of products
appear infrequently. And the wholesale prices of old”pﬁbddctsrhave”;6ng”been
established and recorded in price lists, and violating them is just as
ill-considered as direct figure-padding. Nor will the customer pay more than
what has been established. The situation is different in manufacturing
‘industry--in machine building, for example. Of course, heré also a long-
assimilated product sells at the fixed prices indicated on ‘the ‘price lists.
‘But the product selection here changes rapidly. In the last 5-year plan the
machine builders assimilated on an annual average the  production of
approximately 3,000 types of new products (for comparison: all ‘the other
sectors of industry together, only T00 types a year). Naturally, there are no
prices for these items on the price lists, they have to be determineéd from
scratch. And this is a lengthy business--it sometimes takes years. In order
not to impede techniéél;prdgréss,fwhich“isfélow‘as it is; one-time and
provisional wholesale prices are determined for the novelties. What ‘freedom

‘there is here for the devotees of an easy life! There is no difficulty getting
any price. And the constant price, which is determined subsequently, is
usually little different from the provisional price. . =~ e ST

Catching the culprits is quite difficult. They have at the ready a magnificent
excuse: the new product is better than the old one, naturally, and costs more.
' However, the price usually grows to a far greater extent than ‘the improvement
in the product's consumer properties. The conventional lathe manufactured by
the capital's "Krasnyy proletariy" Plant, say, costs approximately R5,500, the
same lathe with a numerical programmed facility, R40,000, and one fiﬁted with




.a robot, R70 000..To what extent, however, 1s the machine fitted with all the "
wonders of. technology ‘more productive ‘than ‘the customary lathe? By a factor of
145. - Consequently, the price should ‘increase by a ‘maximum of a factor of 1.5,
otherwise the new equipment will be unprofitable to the customer. But just try
telling this to the plant workers, they will prove as plain as a pikestaff
. that they are still not asking enough for the: innovation. Initially the
- outlays on 1ts production are unusually great and are ‘not covered even by a
- very. high price. Who in this case would turn technical progress into a loss
for himself? However, throughout the world. the expenditure of this period is -
compensated thanks to the profit from traditional, Wwell-assimilated products
which' have been put into series production for no one purchases a novelty at
an insane ‘price, and the manufacturer could go bust., s ‘ ,

u:Figure-padding and price manipulation are the most obvious ways of distorting

information. But there is one more, concealed, ‘way. In 1985 product quality

B was. 1nspected in the form ‘of ‘an experiment at -33 enterprises by . officials of

" the USSR State Committee for Standards in addition to the supervision on the
‘part of the plant techniecal 1nspection departments. Initially the outside

vf inspectors were rejecting as defective up to 80 percent of the products""

' ;Even rough estimates show that the overall magnitude of the distortions inf?f
-manufacturing 1ndustry is great. Let us'cite a calculation which, if desired,

:,j;may be checked by any reader with the "USSR National Economy" yearbooks. The
+ - “machine-building product in the period 1956 1975 in cost terms grew by a
. ‘factor. of 9, 36. But if we take the manufacture of tractors, motor vehicles,

' ,railroad cars, diesel engines, electric motors and a further variety of

uPTProducts ‘by piece or in other physical indicators (we took 48 types of

,machine-building products altogether), the average growth constitutes a factor -
;- ~of 4.24, Also a con31derable value, of course, but quite a long way from the
;'cost increases. Calculations by more precise methods (per approximately 100

R types of machinery and equipment) persuade us that in the period 1976-1983 the

gulf between the indicators deepened° in physical units the production of

>'7‘equ1pment 1ncreased in this period 9, but when computed'in rubles, 75 percent.

Only the: second figure is recognized officially, and it is in. accordance with
this’ that the rate of development ‘of machine building is Judged. The rate is,

h7vof course, magnificent, it is unclear merely where on earth the colossal »
‘. production increments have got to. It is calculatlons in’ physical terms which
- prov1de the answer. 1t is a question of machines which were nonexistent.

‘.,1But such calculatlons were our private undertaking. Something similar,“

'i;_however, takes place in management practice also. There 4is in this connection
.4-~tacit understanding, as ‘it were, between ‘the planners and industrial workers:
- sectors in which it. is ‘difficult managing unrealistic production volumes are

given ‘fair plans- the quotas for machine builders, for example, pertaining to
'fproduct increases in rubles are much higher. The calculation is simple: there

;G.must be some additions remaining even after the exclusion of the paper
-,fwincreases. ‘There is nothing improbable in’~ the assumption of a tacit
c;punderstanding. .The planners have not, ‘after all,‘studied life from just
.. economics and statistics textbooks ‘but the majority themselves once worked at

o enterprises and in ministries and are excellently informed as to accounting
1.;w1les.g ;ﬂ_,;, ‘ : S




Nor are the construction workers lagging behind the’ machine builders and auto \
K workers ‘when it comes to data distortion. They do ‘not have wholesale prices in

fthe strict meaning of the ‘words Construction prOJects are unique, and .
individual estimates are dPawn up for each one/ If the foreten cannot keep

w1thin them, oney is added. ‘A reason for'the" increased costs’ is always to - -

‘hand° this was not taken into conSideration, that was forgotten.f?

‘ Statistics show us a continuous growth in the scale of construction. The

-~ amount of construction and installation—-essentially the - same ‘gross’

/reference-—serves as the’ indicator ‘of the successes. It incorporates the cost
of the rescurces consumed and the addition created by live’labor. Put more
simply, the construction ‘workers are respected “for*having ‘consumed
(assimilated) much money (an amusing detail: this indicator ‘was ‘introduced to
the practice of planning and accounting at the start of the 1930's. As was '

'+ said at that time’ in the directive document, was introduced provisionally,

~until a better indicdtor was'found. Abetter one 'was not found): Per such a
' reckoning, ‘the volume ‘of construction-installation operations throughout the
Fifth Five-Year Plan "(1951-1955)° constituted R52.1 billién, Whilé in the last
decade more than R60 billion have been assimilated annually.And the USSR
quentral Statistical Administration notes" in respect of these figures, what is
more: data adduced in comparable prices. f j;‘ o

The dynamics are astounding. However, in accordance with modern ideas the
,'growth in the volume of construction ‘is not in itself‘an‘fachieévement. The
‘change toward -an efficient economy means a simple thing. it is’ necessary to
- consume carefully the four resources employed in production“~it is” necessary
" to use per unit of end product less live labor,; fewer subjects of labor (raw
"'material, intermediate products, - energy ‘resources) and less ‘fixéd production
‘eapital and, finally, s
increase in- production. Everything has been enumerated here, you ‘will not be
able to think up'a fifth resource. But 'in order to ‘consume feweb 'résdurces per
unit increase in production (ultimately per additional ruble of ‘national
income) it is necessary for the same money to introduce ‘more ‘new cdpacity. If
the sum total of expenditure grows, real capacity must be added even more more
rapidly. Then the econonmy may be deemed efficient. ;

-~ For a long time events have been developing in the reverse direction. A
,quarter of a century ago the country was annually introducing no ‘less and
sometimes more capacity for the production of electric power, pig iron, steel
and merchant bar prodicts and for coal’ production than in 1983. And this given
the tremendous increase in expenditure, ‘on construction ‘for" production

. purposes included. The situation became particularly complicated in the 10th

Five-Year Plan, that is, in“the latter half of the 1970's. The Novosibirsk

1"scientists ‘K.” Valtukh and ‘B. Lavrovskiy have calculated the ‘real introduction

- of new capacity in physical indicators (1) (1et us explain what this means.
- If, for example, a mine has been built, it is determined ‘how” many tons of
coal it is- capable of producing in a year, if a’ power station, ‘how many
kilowatt—hours it generates in a: year) All told, the experts took 59 types of
'capacity. This list practically encompasses all new production facilities
which' had been commissioned. And? Less’ capacity of 42 types ‘had been
'commissioned in the 10th Five-Year Plan than inlthe Ninth.Fbrtytwo out of 591

e This displeasing process continued later also.‘In the period 1981 1983 there

-

i

pend less in the ‘way of capital investments per unit



fwas once again an absolute decline in the introduction of enterprises for thex

h.ﬂgeneration ‘of electric power, the production of coal -and iron ore and the 8

_h'manufacture of steel, pipes, fertilizer, plastics and much ‘else. Altogether a
. 'decline was observed in respect of 38 types .of new capacity out- of the 55
ﬁ‘-considered. In a number of sectors the additions did not make good even the

;loss of old capacity, which had served its time and was due to be written off.-

;‘IWe have been making these calculations for 10 years now and can confirm thei‘
-4 findings: of the Novosibirsk economists. Economic planners ‘have "missed" the

| ‘-abatément  of the investment process ‘not least because statistics ‘have, as if

.g;f!'nothing were wrong, signaled success in construction--the bulk cost indicator ‘
R’ g.;has grown rapidly.;ﬁi,;,l e . : AR - ’

@gMistakes in computation of product volumes entail a long train of distortions:f_,

:Q,in respect of other economic indicators ‘also. All information becomes shaky

. and conjectural. Thus additions when estimating capital and’ its yield distort,‘

':ﬁin turn, information on prime costs, profit, profitability and depreciation
,allowances.“But the source bulk indicator of products all the while continues

kyﬁmeans the amount of : products in- rubles manufactured in a- year by . the averaged

,jféworkman. ‘The numerator, consequently, contains the same volume of. production,

.- the denominator, the number of persons employed. There is‘no point distorting
“the denominator, but the ‘numerator is, ‘as you understand, wrong. Consequently,

ﬁ}its dirty work.It disfigures the labor productiVity accounts. Productivity _;f'.

A“:flglabor productivity .in the accounting will be overstated exactly to the extent‘yy_ff k

’hfﬁto which the actual product volume is exaggerated. ??" o

fy?;product volumes has - spread to estimates of productivity and capital and from
;’{ithem to all the accounts figures.’ There ‘is nothing to marvel at here--inf
fﬁ;;"economics everything is interconnected. But it is- ‘for ‘this reason ‘that it is
- difficult’ bringing order to bear in statistics. We cannot, say, today purge of
fffiinaccuracies one indicator or one sector and tomorrow tackle others. In that'
g’:way we would be in even more of a mess. S A , L

L For planners figures and statistics are just the same ‘as a map for the
"{seafarer. A ship would not get very far if ‘the shoals and reefs were wrongly

L lplotted in: the navigational directions. In economics imprecision of the

3'C}Pnavigational directions" is even more costly.mfjxnﬁ». 5 o 4

-i}We shall relate one serious story.The events with which we>w111 be dealing'

i[know about them. For ‘our subject, however, it is instructive that forming the
Ibasis of a geries of fatal mistakes was an incorrect analysis and ultimately”
éseveral distorted figures.jji-j L N . S . -

gjengineer often could not see the track in front of him and would ram the
- snowdrifts ‘blindly. We were shown photographs in the Ministry of Railways. ‘
.;:a'narrow tunnels of track with walls of snow on the sides twice a man's height.
-,,We had not preViously seen such a sight in the Transpolar region even, and ‘the. :

BnHave you noticed how all the errors are intertwined? The distortion.of theiJfk

“are so significant for the fate of the country that the reader has a right to ’

: k:?The winter of 198"-1985 w111 long be remembered by the railroad workers. Theh‘“"




shots had been taken in the central belt of Russia. There were instanoes of

d'fthe passengers of snowed-up trains’ being taken food by helicopter. On the vast

';i acceleration of freight handling. :

.polygon of main lines traffic had slowed sharply and freight could ‘not be
pushed through.Blast furnaces worked at- half-strength.Shipments of coal,
- timber, fertilizer and fuel ‘declined. Fuel stocks at power ‘stations were
assessed in hours and minutes. Enterprises were put on special power-supply

hOUPS .

f Under these conditions the railroad workers did everything that was humanly ‘
possible. Up to 200,000 men worked daily on clearing the track, frequently .
without sleep and rest.‘ ' RS TP S B I A

When the snow melted, it was time to calmly grasp the lessons taught by the
raging of the elements.They had merely spotlighted and exacerbated to the“
utmost the ailments which transport has been suffering for a fair time now. A
. chance to talk with First Deputy - Minister V. Ginko presented itself. ‘We asked
. a simple question: could the railroads transport in year over and above ‘the

~plan... well, if only 30 million tons of freight?zh negligible figure, we
would note, it not constituting 1 percent even of the- volume “of- shipments. Theff;~3

executive answered with'a definite "no"‘ But what if it had been necessary tof'
increase transportation by hundreds of millions of tons? ' S

Yet in the difficult year for transport of 1985 there‘fas “shortfall"in coal
- production of Jjust over 70 million tons compared with what had been envisaged

. by the original. quotas of the 5-year plan. Less metal, cement, fertilizer was .
. produced than planned..u It's an i11 wind, as they say. the railroad workers, -

.did not have to transport these hundreds of millions of tons of freight. /,_,;-

. Let us  ascertain what is happening in railroad transport. We were helped 1in L
- our research by .chance. V. Pankrushin, deputy minister of ferrous metallurgy T

(a railroad éngineer by education, incidentally), has, it ‘turns out,, ong ‘been
pondering these matters. Viktor Ivanovich suggested the idea of the analysis,
and we worked out the procedure together with him. 3,,,1 AR ‘

For an evaluation of the situation in transport there is one key indicator—-77

- ¢ar turn-around time, that is, the time from its loading through its next

loading. The longer the turn-around time, the fewer- the runs each car can make
in a year. Consequently, more cars are needed to- transport the same quantity
of freight. For understandable reasons in- that ill-starred winter the turn-
.. around time was slowed to below the: customary time, and there came 'to be an
- _acute shortage of empty cars. The leaders of the Ministry of Railways sounded
the alarm: the clients,  they said, were dragging out the freight handling.'
There were grounds for the complaints. Per ‘the norm, the consignee is obliged
to empty a’'car in 7T hours on average, but in practice an ‘extra hour has been
;taken for two decades now. Day after day throughout the winter Minister N.
Konarev (and not “Just he ‘alone) conducted deliberations by wire on an

There was some effect, of course, but it cannot be said that it was very‘“

appreciable. Why so? In order to evaluate the significance of ‘the extra’ hour:iif”

taken up in freight handling we" traced ‘the transporting operations in which
~the car pool was engaged. An auspicious period was taken for the analysis,




B when neither drifts nor frosts were observed This is what was shown by the
\;f’calculation, which was not repudiated, incidentally, by Ministry of Railways
,;,;specialists either, Out’ of 100 cars, ‘at ‘any given moment there are directly in
ke motion only 22. ‘A further 10 cars are standing at intermediate stations (this

Cis normal-4freight cannot be carried w1thout stops) ‘Nine cars ‘are involved in

'7fr‘materials handling " at “the ‘clients' on’ a legitimate basis, and a ‘further 1 the -

’ "same, but illegitimately inasmuch as the consignee has not coped With the
,’normative timeframe.yw.n , o , : : o : ;

s'last’ car, the sole one out of every 100, which was the reason

"sfor a 1ong "cold war" with the clients, it being as if ‘this were “the only one.
" "But we counted in operation ‘42 ears out of 100. Where are the remaining 58?2 -
" "They are idling in Ministry of Railways ‘facilities. Is it not 'rather many? And

. what'is all"

: auspicious year'for transport of 1983 a car turned around in'a time 34 hours
"~ longer than in’ 1965. ‘The slowdown occurred solely on Ministry of Railways

‘:'tracks. The railroad workers are reluctant to notice these 34 hours, they are‘if“1 SR
'femphasizing the“solé hour spent by the clients over and above the norm. The o

“annual number f‘trips per car fell in this time from 70 to 55. Given the

'GJEEfgrowth in transportation, there came to be a chronic shortage of "packaging"

Let us be objective.It was not the ill will of the transport workers which

e'more displeaSing 4is that this nunber is" growing. ‘In the N RN

57,slowed down the advancement of the freight.A.further analysis ‘ascertained e

ﬁ;that the traffic capacity of the 1ines 'had been exhausted. That severe “winter

"””’showed graphically the meniace of this: the station track intended for the

w»{formation of trains ‘and shunting had been clogged ‘with cars. On certain legs
this ‘had led to ‘the paralysis of transport. It was’ clear that a certain limit

:';,of saturation of the 1ines with rolling stoek had been reached. Extra cars”*
,._;jwould not increase transportation but merely slow down traffic.‘.

v'f Consequently, the capital investments allocated the sector need to be directed

tb,preferably into the electrification of freight-heavy " arteries, the’ laying of :

" secondary track, the development of the station facilities, in short, into an -

‘*lvincrease in the. lines' traffic capacity. But the ministry 1eaders are sticking -

. to a different strategy*'give us more cars. The draft plan for the new 5-year

'("’period was made up- ‘Wwith this ‘aim in mind. The sector ‘insisted ona 1.6=fold o

"growth in capital investments.]kiaccordance ‘with USSR Gosplan drafts, the

*ﬁi’investments ‘had ‘been increased, but to a lesser extent. What would ‘the

, @railroad workers sacrifice? Whatever you ‘wish, only not the orders for rolling
stock, On the other hand the ministry was easily content with’ the modest sum
‘for construction-installation operations.Yet this part of the investments

3">fdecisively influences the’lines' traffic capacity. It would seem that yet

v,another 5-year plan will" be lost for normalization of the situation in

"f5transport. But forestalling trouble is always simpler and cheaper than making:

f'ftup for what has been 1et slip. With every year lost the need for outlays will
- grow inexorably. ‘And they cannot be - aVOided--the transport product cannot be

”‘ffreplaced by another and cannot be bought for currency.

r3tProving their;case, the sector s leaders showed us the car records. They :

Jzﬁ,confirm' the average daily run of a ‘freightcar from ‘1959 through 1984
- incréased 60 percent._ Naturally, this ‘magnitude ‘cannot be increased

" }findefinitely. The use potential of the rolling stock is seemingly at an end, dfa.i o




and it needs to be replenished. In reality, as 31mple calculations showed, the‘
run in: this period increased only 5.2 percent. One would need to want this
' very much to be out by a factor of 11.«ﬁ,i . T R A R

"Be31des the outright juggling of the figures, the adduced comparison contains“

a distortion ‘which is cleverly disguised, such ‘as’ to be ‘not 1mmed1ately'
" noticeable.- Why is the’ present time compared with' 1959? The reader will'
involuntarily infer that as of that time ‘a run has grown continuously and is
_now close to the limit. This was ‘not ‘the" case. The run really did 1ncrease,
“but up to 1971, ‘but then began to fall off markedly. -If we count. from the
"highest point ever reached by transport (1971), in 1984 the pun indicator had
. deteriorated 8 percent and was not forging ahead if only unhurriedlyu What
emerges? The railroad men report. in quarter of a century we have improved car
use. But it is something else that néeds to be reported° for three 5-year
plans now we have been making increa51ngly inadequate use of the rolling

; stock. F

4The records go on to say that one-fourth, and according to another paragraph,
':~one-third of the pool is made up of obsolete and worn cars’ built prior to
- 1964. So, oné fourth or one-third? ‘But let us not quibble at trifles. Both
"figures are incorrect. Information concerning the manufacture and foreign
purchases ‘of the cars is. published. It is sufficient to solve a simple problem
“of addition, and it will be ¢lear’ that from 1965 through 1985 the ‘Ministry of

Railways acquired by 'no means fewer cars than exist currently throughout the

pool. An in any way noticeable proportion of obsolete cars may have taken

. shape’ given that the sector ‘had rejected as: defective new ‘cars en masse,

. ‘keeping the old ones working." We have too much respect for the railroad men to )
'assume such an absurdity..‘_f g ;1__.J R e D :

Having easily evaluated the significance of the protested figures for the
,conclusions contained in the records, the above-mentioned First Deputy
Minister V. Ginko sent us to ‘the author of the document--v. Kalashnikov, at
‘that time chiéf of ‘the Car'Depot Main Administration. As it turned out, the
-latter had merely hurriedly signed the records. ‘The writers were summoned. It
.'transpired that they had simply taken’ the figures from some research’ institute‘
" study. They readily acknowledged our calculations, however.'!et the false
‘figures had been reiterated many times over subsequently in ‘correspondence

“with ‘the Gosplan ‘and communicated to ‘even higher authorities. Quite 1mportantiv:;g

‘decisions were adopted with regard for them. -

Nor can 1t be a question of the specialists of the sector hav1ng honestly”
erred. They ‘had their own interest. Imagine that the ministry wanted to
_channel capital 1nvestments mainly into the’ development of the lines' traffic
- capacity.Laying secondary track,- electrifying the’ main lines and extending

‘the station track at a time of excessive strain on’ the lines are difficult.
Traffic would most likely diminish for a certain period--the construction“‘
workers would be in the way of the operating staff. Who knows, you ‘eould be -
;vcensured- you have been allocated tens of billions of rubles and you have cut

back on” transportation! One’ needs courage to reply. we know and promise no
' changes soon, but there is, all the same, no other wayu Demanding new cars,

"however, 1s much simpler....;




.Without accurate figures, anticipating events is simply inconceivable--the
plans would be merely things in themselves, life without purpose. Let us
mentally take- ‘the place of the planner. ‘He' has before him a" report. some
. . sector. or other increased production ko percent in the last 5-year plan. The
«, planner will hardly set for the future a lesser increase, although deep down
~: he suspects: that the report is inflated. And who would allow him to. take
v liberties! It is explained to. the skeptic right off. set them an increase of
[7;,,20 percent, they will reach this figure ‘with prices alone, and the actual
i meanufacture of .the. product could even decline, is this what you ‘want? No, ‘the -
- 1. planner does not want this. Imposed on the inflated plan in ‘rubles is physical
'5,,reality--so many tractors, turbines, generators, machine ‘tools and other good
-~ ..things. They may now be allocated among future consumers. In accordance with
’f,the bulk target,: 1abor productivity, prime costs, material consumption are -
“gcalculated"..On paper all is fine and wonderful.There are no arithmetical e
errors, the balances link up, proportions all 'in order. AR

'wgit is later that the sinful 1ife begins. Upon inspection industry will not

’flfhave produced one-fourth of ‘the ‘scheduled additions ‘in physical reality. This DTS

.7is not an assumption. For example, in the last 5-year plan the planned
;;3increase in coal production was 54-58 million. tons, the actual ‘increase
“!constituted 10 million. It was anticipated that the production of rolled
;,,ferrous metal - would increase by . 14-17 million tons, in practice the addition
.. was 5 miliion. The manufacture of cement rose by 6 million tons given a quota
of 15—17 million. Those who wish may. independently continue the comparison of
53p1ans and reality--the quotas for the 5-year plan were published, the accounts

- also. .o ; . A - ‘ : ‘

,rThus it was necessary to reshape the plans while on the move and adapt them to P
' J;actual resources: a shortfall in the supply of cement and timber, cut back on
,T.lconstruction, steelworkers in arrears, lower the machine builders'quotas.
.. What cannot be cured must.be endured. But what about foreign partners? They -
'fj.are not concerned about our objective difficulties. They need to be supplied e
':in physical terms ton for ton, piece for piece._:ﬂr‘ﬁw. - ‘

f;lDisregard for figures could complicate supervision of fulfillment of the
.- present 5-year plan also. We will indicate just one danger. As is known, the -

"}%;new plan is literally imbued with the ideas of . technical progress. The -

5 machine-building product serves as the material exponent of progress. This key
: gfsector has now been given emphatic priority"the machine-building complex is

.to increase production 43 percent, all the rest of. industry, approximately 20

3igpercent. A more than twofold preferential inerease. But we already know that
. machine building means record setters in respect of’ the inflation of wholesale

”5Q¢According to our’ calculations, 'in each of the four preceding 5-year plans the
'J'Lgrowth of prices, which was not taken into consideérdtion but which existed in -
, fquractice,'nonetheless, in this sector ‘fluctuated within the 1imits of 27-34
lﬁf,percent. What if this is repeated? . Of the 43 percent planned increase in the
j;, machine-building product, about 30 percent could be obtained on paper, withoutz
"wbany effort. The accounts will show fulfillment of the plan and "’ signify a major
‘structural shift toward machine-building, but in fact the’ planned preferential
increase might not occur. Our only recourse then would be to bitterly
- complain° the intention was right on target, it would seem, ‘and it was

7prices, in accordance with which the rate of development is computed."




implemented, but onceé again no real result. Let us hope, ‘however,.that
supervision will now be different. It was no accident that in the report at

the CPSU Central Committee June (1985) Plenum M.S. Gorbachev called the
 manipulation of prices an extraordinarily dangerous trend and emphasized: "The
artificial inflating of prices will not cure economic illnesses but merely

~corrupt the workérs_anévimpeQe]technigal progreSsJ‘

Data distortion is, in our view, the principal cause of the ‘commodity-money
imbalance (the population has more money than there are the necessary goods on
sale). After all, a paper product is paid for in real rubles. It is esimated
that in machine‘building'the‘fictitious‘gboﬁth of production constitutes at a
minimum 5 percent pér annum.- For such an increment a 3-percent increase in the
wage fund is authorized, and this takes place. The additional money is
- distributed, but nothing has been produced for it. But where is the balance of

- money and goods to come from? . -

It is hard to believe, but, it turns out, it is possible to live comfortably
‘producing absolutely nothing other than figures. Here is axcase_qhidh'we once
“investigated. In accordance with a contract the Moscow "Elektrosvet" Plant was
to manufacture and ship out hundreds of thousands of rubles worth of lamps,

but the Mosgorelektropriborsnabsbyt (not a word but the crankshaft of a

multicylinder engine!) undertock to take them into its warehouse, pay for them
"and subsequently trade them on its own behalf. However, not one lamp reached
the warehouse--the plant, as before, sold them directly to the clients. It was
more convenient this way. Only ‘per the documents did it appear that the
enterprise had sold the products via.a second-hand dealer. Meanwhile the
contracting parties--the plant and the suppliers--started an argument by
correspondence: with whose transport to convey the goods, what the permissible
 breakage of the products en route.... Excuse us, - what transport, what
breakage? After all, it was, how to put this, only the shadows of the lamps
which were transported. . .. .0 ' . .. R UL -

Before drawing up a similar dontract of sale, Gogol's hero,. as is known,
deemed it necessary to ascertain: does this deal correspond to the intentions
of the state? Let us ask this question also. A contract reflects entirely
mundane interests. If per the documents the lamps go not directly to the
consumer but via a broker,:their full cost is included in ‘commodity turnover
twice (first purchased, then sold). The payrolls and the wage fund of the
supply organizations depend on commodity turnover, and the inérease in labor
productivity among the suppliers is evaluated and much else is considered per
. the growth of commodity turnover. On paper the merchants, ‘may they be
forgiven, appeared the foremost of the foremost: the suppliers produced R4
profit per R1 of wages. The payrolls grew from year to year: since a goldmine
for the national economy has been found, economizing on the breadwinners would
be a sin. No special education is needed, however, to understand that no
profit had been created here at all. The consumer was paying the suppliers for
nothing. The wholesale price of the lamps grew by the value of the markups,
. and there was an appearance of a general increase in production. Everyone is
_content, everyone is right,-the public purse merely is to blame, unfastening
salaries for spongers. The average ceiling figure is truly manna from heaven
for bunglers and thieves. = = = s , et

10




3 ' R .

%Economlc science does not enJoy great authority among the publlc. We have not

made great discoveries. We do not have our Anokhins, Kolmogorovs, Semenovs and ’
Kapitsas. We shall be self-critical<-thereis a fair amount of truth in the‘
popular Joke' two economists—-three opinions. With astounding facility our

“ 7brother substantiates every concelvable reconstruction, reorganlzation and new
s 1ndicator, but come’ different ‘times, he’ castigates them with the same cold
fervor. We have ceased even among ourselves, seemingly, to investigate the =
'1mpetu031t1es performed by this man- of 1earn1ng or' the other, if only to "go

with the" flow" Whereas in the" 1920's" the ‘best people became economists (even

jtoday we are proud of the ‘wards of the higher school of those times), we are
'now being JOlned only by undlstingulshed persons. ,j o . . T

.Radlant hopes were placed in the use in economics of mathematlcal methods and

computers. Today this vogue has subsided. Because, particularly, there is no

:T*,ymathematics w1thout precise flgures.-Inputtlng a computer with false data has

the same success as feedlng a cow sawdust There w111 certainly be no mllk.

iUndoubtedly, not all economists are bad.There have been and are among them”
people of hlgh professionallsm endowed with a sense of civic duty. The
_pgattitude toward the dependability of the information most determines the
}fimportance of the economist. When it was proposed that science ‘substantiate
. “ the latest reorganizations and write more about the achievements, both courage
“'and skill were required to honestly give advance notice of the real trends of
: Cvthe development of the economy; Decorations were not handed out for thls, Jjust
o the opp031te happened. g S S

: ,The struggle against data distortions is a fascinatlng page of the history of

" “national economic thought. We would recall certain instances and at the same

time name several. good names. For reliable figures these people used to risk
all. And they serve for us as an example and support. It is not their fault

‘fflthat the struggle for true figures has been protracted....

4,Serious distortlons of information were detected in our national economy 1n"1
-~ the latter half of the 1920's. Prior to 1925 statisties had computed the
"pfdevelopment of . 1ndustry roughly as is‘done to this day in the majority of
’j*countries. the data on the production ‘of products in physical terms in the '
A~preced1ng year were compared with the same information for the subsequent
‘. 'year. But there are many types of products--there are currently approximately
" 24 million'in our country.Clearly, collating within a reasonable amount of
" ‘time the manufacture of all of them is inconceivable. Only a small proportion
- of them are used for comparison, but necessarily such as satisfactorily
'jcharacterlze the overall rate of development of 1ndustry. In this serse ah
" excellent, ‘entirely admirable indicator is the production of electric motors
"‘1nd1v1dually and in total capacity. Since this: is the main’ type of engine in
‘“"1ndustry, it may boldly be assumed that the manufacture of equlpment for
,;;1ndustry has not increased to an extent greater than the growth 1n the
,*;production of the motors. It is usually sufficient to take several dozen, as a =
. last resort, several hundred such key products in: order by long-known
: statlstical methods to deduce the overall rate of development of industry.

Observe, the calculation is made first by piece, ton, meter and other physical
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" units (the total is shbsequent1y eipréséed in Stricﬁiy éompakéblé prices).”Thé'v‘f,

_ result obtained is for this reason called the ‘index of the physical volume of
‘the industrial product. If the index of the present year compared with last

~'year equals 1.06, this means that production grew by a factor-of 1.06 or,
which is the same thing, 6 percent. - . ' A D

At that far-off time the total 'figure of the index was of interest to society
as a whole, but no one in particular. The gituation began to change as
management was centralized. Enterprises came to be given a directive plan, in
‘pespect of the total productidn”vOlume"ineludéd.“Since‘there was a°plan, ‘this
‘meant also a réportjon?its'fulfillmeﬁt}‘The?report‘ineluded”allfpbbducts
without exception. The overall rate of development was computed from the sum .
‘total of plant reports. At first sight this method of accounting was more
" accurate--it was not individual products selectively which were calculated but
‘everything that had been manufactured. It was very soon revealed, however,
‘that the reports were being exaggerated. In 1926 F.E. Dzerzhinskiy, chairman
of the Supreme Council for the National Economy, observed: "I maintain that
the figures you have been given by the trusts are inflated, that they are
fantastic. The accounts which-wé‘arejputting together are fantasy and skilled
- 1ies.... Given this system, it transpires that you can lie to your heart's
' It is understood, we hope, where the paradox here 1ies? The accounting was now
being conducted not in physical units, as before, but in rubles-~-the quota for
the plant in respect of total production ‘volume could not be expressed other
“‘than in terms of cost. In this case the accounts were reliable given two
- conditions: the wholesale prices were constant, the product list also. But
" this was not the case--ctherwise stagnation would have been observed in the
‘economy. ‘And it was precisely in the latter half of the 1920's that a rapid
renewal of products began. The new method of evaluation became ‘increasingly
less reliable. . e | : SR

' Specialists from all departments and regions of the country assembled in
. January 1928 at a conference on industrial statistics. Not one participant
‘supported the new method of accounting. We stress: not one, USSR Central
Statistical Administration officials included. The dependable old method was
preferred. But actions did not follow the words. And it is understandable why.
" Since the production volume for enterprises, main administrations and all of

" industry was being planned in rubles, it was necessary to verify fulfillment. B

But how to verify other than by the same cost indicator? If the accounting was
" being done by two methods--old and new-~-which account was to be believed?
_After all, one and the same enterprise -could simultaneously be both-a

~ pacesetter and a laggard.

True ' the ‘People's Commissariat for Finance Business Research Institute under
the leadership of Ya. Gerchuk continued to compute physical volume indexes.
~ The USSR Central Statistical Administration determined by the same method on
the initiative of the prominent statistician M. Smit the change in labor:

" productivity, but only for research purposes. The‘indéxes'Of‘Gerehuk and Smit v
" deviated from the official ‘accounts--increasingly sharply over the years. TWo

~-statistics, as it were; emerged.'Ong'gave'noticeVOf the tremendous” speeds of .




N industry, ‘the other, -of more modest achievements. By the start of the 1930%3.- _
'Acomputation of the indexes was wound down..,,« EUEN SRRSO R N

7'Meanwhile wholesale prices galloped, the annual growth thereof being measured;v

in double digits. The First . Five—Year Plan was under way. The product‘

selection was renewed at a headlong " pace, and new sectors ‘of industry were
-arising-—ideal soil for the growth of prices. : . b e

~;Yu. Berdichevskiy‘s booklet "Labor Productivity Accounting and Planning" with'

; ‘sﬁa foreword by. the future academician S. Strumilin was published in 1930.-The - -
. ~author, chief of the planning: department of a.large scale machine-building";"‘
- - plant 'in Odessa, was familiar with the consequences of unreliable accounting, &

.. and not ‘by hearsay. Labor productivity at the plant, if computed by the S

'f generally accepted method, had: risen, according to him, by 90 percent ina
- year. But if the growth of prices were -excluded, by 10 percent. The author is

’7~embarrassed by the "inadequate conclusiveness and technical- economic'

' substantiation of all the calculations. Whether we take determination of a
labor productivity growth target for an individual enterprise or whether we °

. take the same.for a group of enterprises, for an association, the sector and

80 forth, we equally remain in the realm of navigation and guesswork. In the
" rest of industry, on the other hand, in questions of labor productiVity

”gplanning obscurity, tentativeness -and - fantasy reignJ‘A year later_.

“>lSoyuzselmash executive YekhOVich adduces in the newspaper EKONOMICHESKAYA

. ZHIZN the striking ‘calculation that in cost terms the volume of production in‘f* e

i‘the sector had -since’ 1913 grown by a factor of 9, but the number of man-hours -
~worked, only twofold. How could this have’ been? If the low skills of the

. Wworkers (yesterday's peasants) at -that time, the inadequate ‘diet and the - .
Yshortage ‘of - equipment are considered, hardly more products than in ‘old Russia'r,~

" _would have been . produced in an hour of labor.

, The Road Transport Central Administration reports on the sector's work in
1 1930: "How much was" actually transported is not known precisely“.. "It has to -

- be acknowledged ‘with all candor that we do not know what kind of business we

";leadﬂ Yet reports on- freight turnover were published conscientiously, only, :
.as we can see, they were not believed by the authors themselves. __-w_, S

" There was at that time essentially no one to fight against the deformities inﬁ:
. statistics. The USSR Central Statistical Administration was liquidated at the
start of 1929, and a department was set up in the Gosplan in place of it.

:.JStatisticians were subordinated to the planners in order that ‘they might not

. take liberties. But ‘life cannot be deceived. Not only the cost but also the Tl
physical indicators could no .longer .be believed. On the kolkhozes and
sovkhozes "the grain harvested was often used to compute". ‘the planned figure,‘

?3-yat best, the so- called biological’ harvest. We found further the follow1ng |

method of measurement. the accountant approaches the field, throws his cap at

”,random, and where it falls, there measures out a square meter, collects the".”"'
- ears, weighs the grain from them--this is the harvest. As to how much there

. will be in the granary, this is your business, you w111 surrender to the state

per the biologiecal harvest all the same.The method was introduced in theT B

",FlPSt Five—Year Plan.
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The accounting in phyéicél"tg:ms,ﬁ551unreliablefiﬁ inddstry,alsq.‘The‘;f

Leningrad Metal Plant counted as part of cutput defective work and incomplete

‘products. The resulting production growth was astounding. Meanwhile despairing ' =

telegrams were being sent from the power station construction sites: the steam

. turbines are no good. An inspection showed that the actual manufacture of
- turbines was four times less than reported. .. . ST e

The turmoil in staiiétics?ha&ié:heéééi#é;iﬁfldéﬂéé”dﬁgthé'egdnomyﬂLﬁréént

measures were adopted toward the end of 1931. The Central National Economic

" Accounting Administration (CNEAA) was set up. It was still, it is true, part

of the Gosplan, but had a certain. autonoiy. The new body selected personnel B

‘centrally and locally;'SOme’of'théﬁ.werefyognngpeéiélisﬁs.fSubéeﬁuéptIy many

of them would become ‘_fa"mousu_‘s”éieptispé-{-’f’[a'.‘.' Kvasha, S. Kheynman and others.

Heading the CNEAA‘was ﬁqusgnkaix.u$peq;glfmen;ion'$hquid pe‘mgde of‘himff§h¢ ,_
statistical service has not since had a leader of ‘such importance. Lenin -

himself called‘Osinskiy;é tremepdousifOrcé.fVéleriénfvéleFfdnoVidh had'begun "j':'

to comprehend economic sciences in Russia, but as a professional revolutionary

_he had been forced to emigrate., He studied iﬁ_thé;bestfpﬁivérsitiés'ofvEurope; '

In the motion picture "The Vyborg Side" ‘the storerooms of ‘the State Bank, we;‘j 

_recall, were skillfully managed Dby the worker Maksim. The reality was somewhat

different. The party had entrusted the most difficult task of mastering the

monetary and banking system to the first-rate economist Osinskiy. The bank's

chief commissar was at that time 30 years old,,Iq December 1917 Osinskiy was
leader of ‘the Supreme Council for the NationallEcongmyT-the,pountry‘s economic

headquarters. Deputy people's commissar for agriculture, manager of the first
USSR Central Statistical Administration, ambassador plenipotentiary in Swveden,

deputy chairman of the All-Russian Sovnarkhoz--such were certain landmarks df

his restless life. In the mid-1920's he was director of the World Economy -

Institute, which exists today even.

Once again heading:the statistical sefvice; Osinskiy dédlared war on‘n

distortions of information. -Under him the statistical journal “USSR NATIONAL

ECONOMY bégan to appear once again (the former journal VESTNIK STATISTIKI had

been closed down in 1929 simultaneously with the liquidation of the Central

Statistical Administration). In the first issue the CEAA leader wrote: "The -
struggle for true figures is becoming... a principal slogan of the current
period in the field of accounting.... We are taking the field... 'for true
figures'." g o e o C . L

Such were the'words;-strugglé; fiéld.‘As‘if>at war. This was a war--with

" yictories and defeats and with considerable sacrifices. :

The new leadership began to bfingiéieﬁéntéby‘order:in.figuhes'to bear -

immediately. A decision was adopted on 8 January 1932 on criminal liability
“for the submittal of incorrect information on plan fulfillment. A few days

later the Council for Labor and Defense promulgated the décree "Procedure for
Computing the ‘Prime Costs of Industrial Products®. Observe: the supreme bodies

of state adminiétration were involving themselvés\di#ect;y‘in,statistics, -

which had not been the case for a long time. -

.
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" ‘There was a pronounced improvement in the quality of the economic

h;jinfdrmati”n-—suchjflagrant distortions as occurred in'1930-1931,were no
’longer permitted. A grateful economy reacted to these measures--the Second

Five-Year Plan was.much more successful than the first (to which other

fmahagefial]ianVation§’undpubtédly'contributeﬁvalso);_ K

o ﬁnde}fv;‘Oéinskiiitﬁé;CNEAA oﬁ¢éfégaih,ﬁégap €o“§oﬁphte‘thé'cohstfuctioh“3f17*
~* product in constant prices. An equipment inventory was made. No, Osinskiy did -
. not work miracles. The efforts of far more influential authorities than the

" CNEAA were néeded for fundamental changes'in statistics. Nor did he have much

_time. In 1935 he ‘was without any explanation dismissed. In 2 years almost all

© “ his closest associates had been arrested. Those who survived would remember to .
:.the end of their days the work under the leadership of Osinskiy as the best R

" 'years' of their life.’ "

"The quality of information fell at once and for é‘lohg timé.fEcbnomisté, some

of the 'bolder ones, continued to insist that it was necessary to calculate

' products in constant prices ‘and that for this indexes of prices were"'k

" necessary; that is, figures of their annual changes (it would then be easy to

" -¢aleulate the'true dimensions of production). A superb idea, only there was no

‘oneto caleulate the indexes--wholesale price statistics had been done away R

~with back in the 1920's. =

" veoh USSR C&ﬁnéilrdf Miniéters.deéféeldﬁ fhéhféfOrﬁ'éfHWEdleséle pfides and

the elimination of state subsidies to enterprises appeared in July 1948, This

. document is mentioned by all historians of our economy, but one clause thereof

is assiduously bypassed in silence. The decree makes incumbent a transition to

the ‘computation ‘of the volumes of .production and labor productivity with

‘seemingly. But, as before, there was no one to calculate the indexes. .

‘regard for price indexes. A victory and an end to diétortions'of“information,‘«‘

A fﬁrther:S yédfé5paésed.Axconférehce.ohfﬁéasufingvlébdr productivity was :

' "peing held in the academy Economics Institute. A tremendous impression was
~ ~made here by the speech of Ya. Gerchuk. We have already mentioned his name--at
the end of the 1920's Ya. Gerchuk was continuing to calculate real indexes of

“the physical product volume when others had ceased such unpopular work. Having f

been dismissed from statistics, Gerchuk worked at enterprises far from Moscow
“and came ‘up daily against the consequences of forgery. "One has the

_-impression;" he intelligently began at the conference, "that our entire
. industrial statistics in questions of the accounting of ‘production and labor

‘-productivity are éxperiencing a profound ¢risis.... These statistics are of
absolutely no use... cannot be, and nowhere for this purpose is statistical

‘accounting of the gross and net product'eﬁployed‘and cannot be employed."

' Ya. Kvasha, a pupil of V. 0sinskiy, proposed here a method for a fundamental
- improvement in statistics--returning at the national economic level to the
computation of indexes of the physical volume, and at'enterprise‘level, Co

- monitoring prices more strictly. .

Following the méeeting, a wholesale price statistics department was finally

" ‘formed in the USSR Central Statistical Administration. But victory was once

. again'let slip. The employees of the new ¢epartment_made life easy for 8
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'~ themselves: they began to také into consideration changes in the prices only
" of the commodities whose prices were already stable. There was no distorted
information, it turned out, ‘all was proceeding as it should. But in practice
wholesale prices of new products continued, of course, to grow, which, as

before, distorted all accounts and éconpmic-ealqulationsf
' Only in the baétéﬁ;S;Z:Yéérs hé§e Qh@hgés“fof7the_Bétteb'in statiS£fés”come'to
‘5_  y SR 5 ,w-:’;;ﬂ;ij -,'-¥I o

It is related that the professor who taught the future celebrated writer Conan

Doyle medicine was able to make a diagnosis by looking closely at a patient.
"What is’the matter with this person, sir," he would ask the quaking student.
"Take a closer look at him! No! Do not touch him. Use your eyes, sir! Yes, use

your eyes, use your brain!"

' So also a SpecialiSt'who'haé‘fdr"ﬁany”yeérs“Been'Stﬁdyingithe7eéondm}?defects
a suspicious figure barely having glanced at it. If the consumption of

" ‘materials per unit product constantly declines by an ‘annual 2-3 percent, the

" ‘expert is immediately put on’his guard--such miracles in world economics over
protracted periods have not béen ‘recorded. The production of products and the

" pool of equipment and; even more, its capacity are tightly interconnected. Let

© in the other.

_us assume that in a 5-year period capacity rose by a factor of 1.5.-A larger
growth in the manufacture of products is unlikely. Most probably, it would be
_considerably less—-after all, it is still necessary to find workmen for the
new machine tools and to train them. A slow business. This method of
' accounting was comprehensively developed by the economist V. Faltsman, and he
recently published the results of his studies also: the productivity of
equipment measured in terms of total power capacity grows. approximately 2.7 -
" times more slowly than the cost of equipment. This means that the reported

rate of development of machiné building measured in rubles is overstated by a

factor of 2.7.

Synchronism is characteristic of many ecoromic phenomena. It is most striking
in the correlations of related sectors. One would need to be a very big
optimist to believe that machine building had doubled production if the
_manufacture of finished metal had grown, for example, 20 percént. Textile and
garment,industry,;oillprodueing’andfpetroleﬁmfrefining industry and
construction materials industry and construction are so indissoluble that it
is not difficult per the development of one sector to calculate the true rate

. There are quite strict dependencies of & more ‘general nature also. Determining
‘the growth of the entire social product’ without resorting to cost indicators
is, it would seem, inconceivable. Hundreds of sectors, millions of types of
products--~how can all this 'be reduced to a ‘common denominator? However, all
- products have something in common: energy‘is~expended'iﬁ théir manufacture.
'World experience teaches that an increase in the consumption of energy and an
_increment in thejspcial”bfddudt”usuallybeOCeediat roughly equal speed.
Ascertain how the consumption of fuel and power - resources increases
(statiaties‘are~depéndable”here;'all resources have been reduced to a physical
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' indieator-e1,ton_of‘standard‘fuel),'andiyOu;may be,qertain:'you will at the -
same time have determined the growth of the entire social product. Your figure
will be close to the truth, but very, very far from that in statistical -
handbookSeees . -0 oo S L e
Any process is characterized in the economy not by one but several indicators.
Let us assume that we wish to know how the use of fixed production capital
(equipment, buildings, supply lines and so forth) changes. There are no less

" "than five indicators for this. First, the output-capital ratio, that is, the .

‘annual ‘yield of products in kopecks per ruble of capital cost; second,
profitability or annual profit in kopecks per the same ruble of capitalj

" third, the ‘equipment shift-work factor; fourth, use of motor capacity; fifth,

.. the amount of idling. Since they all speak about the same thing, they should

. speak identically. But what if they speak differently? What kind of beast is '

this, one wonders, which from head to tail is 5 meters, but from tail to head, - o

' 10? The competent economist in our case will not believe the figures for |

L ‘k"-“butput-‘c'apitaln ‘ratio and pro'fita;bi'lity.l'(price"xﬁan'ipul‘é.t'ioh!) ‘and will

',thqroughly inVestigatevthe three remaining indicators. ..

5 Théfsééf6hifbf‘éhéﬂtrﬁﬂﬁ”hay beképbrdaéhéd,rroﬁ,thé‘bthéf end also. A fofgéfyi; 

- 18 not made from a sporting interest. Advantage is expected to come from it--
:': honor, bonuses. There are many statistical indicators, but their significance -
" _for an enterprise manager varies. Some leave him neither hot nor cold. What

_would be the point,;for‘example,‘distorting”the report on power consumption?
© Until recently no one was held accountable for this indicator, and even now
' the responsibility is not great. Look for "neutral® indicators, calculate in
. respect of them, and you will be close to the target. However, if the same
indicator has become a directive indicator, it has once again little
Cleredibility. oo

" The punishments’ for lylng vary also. For outright figure-padding people are

7 ‘tried. Not often, maybe, but the manager knows that he could be tried. And‘he‘{::f“

" consents to such a business only in desperation. But what about raising

“ prices? It contains no formal elements of a crime, and no court would accept
./ the case. There are certainly tens of times more such distortions of
_information than‘dinect‘figure-padding. e e e T
" The inflated figure has many defenders. There is someone to discredit the

calculations refuting it, .nor  is this .difficult. There are no ideal

- - evaluations, each has its flaws. You have calculated the growth rate per the
- increments in. the key types of product in physical terms? But have you taken
jinto consideration the change in the quality of the products? What about the

" fact that the manufacture of metal-cutting machine tools in theé year has

" declined? But, on the other hand, each machine tool has become more

‘. productive, and as a result the product volume has increased, for all that,

‘and not ‘declined. You have computed the dynamics of'the’déveldpment‘dfimaehine

" building per metal consumption? But have you taken into account savings of  }

';fimétal>per product? .-

. éapn§£‘b§ éé1d that such objeeﬁiénsﬂaré?éitégéther2fhi§6loﬁs;'Whéﬁvis tofbe“,
" - done here? It is all the better to Qalpulﬁteigaqh'indicath”by;seYeral



methods, and if‘they‘all‘prbduce'a cloée_result, the figuréSfare,
consequently, in orde#;‘1ﬁ , L I SR TR S S

Here it is appropriate to say a little about ourselves. One of:us authors is a
journalist specializing in economies. The newspaperman one day met up with his
present coauthor, a scientist from Novosibirsk. It turned out that the latter
had for a good 10 years been engaged solely in a search for methods of
economic analysis. To compute the rate of development of industry he had
" elaborated 6 methods of ‘accounting, ‘and for construction, 3, for measuring the
dynamics of national income also 3 methods and so forth. He had calculated
variously, but there had ‘been one outcome--the spread of the results ‘had been
strikingly small. We compared our findings and emphatically préeferred the more
complex, but also more accurate procedures of the scientist (they have been
. expounded partially in scientific journals). Since that time we have been
exchanging information and writing together from time to time. @ . S

The reading public is more interested not in the subtleties of accounting but
the reliable figures themselves. What do they indicate? Do ‘they change
fundamentally our idea of the development of the domestic economy? -Perhaps
not, at that. It would be more correct to say that the information which we
have procured brings these ideas into line with commonsense‘ahd’our'experience
of 1ife. Without any statistics, anyone would say: 'we are living'a manifold
richer 1ife than before the war--we are better clothed, we eat better, we own

things about which our grandfathers and fathers could not even dream, and the
majority of families have self-contained apartments. If with the aid of some
“time machine the workman of the 1930's could see the ordinary family of today,
he would surely think that no better were needed and that whoever was
dissatisfied was too well off. We do not think so, of course. The ‘figures
" merely confirmed these perceptions. National income calculated ‘per our methods -
grew from 1928 through 1985 by a factor of 6-7. This is by any estimates an
outstanding success--there are not many countries which could boast ‘of such a
‘rate. But there is another aspect: the increase in income in this period was
not 90-fold, as official statistics attest. This again accords with
 commonsense: were the reported figure correct, we would long :since ‘have been

in first place in the world in terms of living standard. ERRRPRN LS

But whereas the development rate even after an adjustment -of the figures is
generally good enough (particularly for a lengthy period), the methods by
which the result has béen achieved please us less. For a long time we have
been successful in the economy not by ability, so to speak, but by number,
more precisely, the inordinate consumption of resources. This is not caught by
the generally accepted statisties, which puts them in quite an ‘odd ‘position.
In fact, people are talking all ‘around about an abrupt change ‘toward
efficiency--it is no longer possible to manage as before, we must obtain more
products given the same resources. If, however, we turn to the published
statistical indicators, it turns out that before also our national economy was
‘developing on an intensive basis: there was a headlong growth of labor
productivity, the materials-intensiveness of products was declining
continually, even the output-capital ratio was rising in the not-that-distant
‘past. Why, then, reconstruction? If it ain't brok€esss - . o o0 .
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’Bﬁtvdﬁbvéétiﬁates‘cbnfihmaén ébéoluté ﬁéédifér”éﬁéhéé#;7ih almost all periods

the consumption of material resources and fixed production capital has

increased more rapidly than national income. From 1928 through 1985 the
material-intensiveness of the social product grew by a factor of 1.6, the
output-capital ratio declined approximately 30 percent. The rise in social

i+ -labor productivity was relatively modest (a factor of 3.6). . .

Working thus was only possible given an.ébun&éhéé°6fﬁré36ufcés.Thé strong

.. -aspect of our economic mechanism was that it made it possible to mobilize

. :- resources rapidly to achieve most important goals--for accelerated

.-~ industrialization, say, and victory in the war. But even in the past the
- extensive method of development did not come' cheaply. For whole decades the

"f,living standard fell and began to grow only in the 1950's. . ~ =

,“As a"thié;hﬁéét’éxbehiehdé%islaTbbob_éésigﬁéhﬁliﬁfén?éﬁrﬁpf'qhange'toward
. efficiency. For all that, there is some point in taking a somewhat closer look ‘

" at certain periods of the past. Aftér all, if this period or the other is

. -considered auspicious, there is always a temptation to also'repeat the methods
* which once produced=fine results,‘-l;~‘ T e e o o

"gfiﬁ;is the=éustomér§’béiiéf“thaﬁ‘ih ihé”biéﬁ;?Ybéfiédvﬁhéifatelbf“dévélbpment‘5'

k was exCe§tiona11y‘high.~Tru1y,‘ajmultitude;pf’enterpriSes was built, new

.. sectors appeared-and profound structural changes in the economy occurred.

“However, progress was confined mainly to heavy industry, construction and -

. transport. The agrarian sector of the ‘economy, on the other hand, experienced

- stagnation (as is known, in terms of ‘the grain harvest and the head of

. livestock the 1928 level was reached and surpassed only in the 1950's). In the’

' period 1929-1941 natiohalvincqmngrew‘by:affactor.qf¥1,5.rBy-np'means a record

. 'pace. The biggest increase in odrfhistory?ip’tpé.QatgﬁialéintensiVeneSS of

~ products-and a decline in the output-capital ratio were observed in the
1930's. e S TR e .

s

. The mational economy developed really rapidly in the 1950's. This period, we

. estimate, would appear to be the most successful for the economy. The growth
rate at that time exceeded previous achievements. But the essence consists not

- just of ‘the rate alone. All the more important is the fact that for the first
_‘time growth ‘was achieved not only thanks to an increase in resources but also

'11'thanks‘tb{the'better use thereof. Labor productivity rose 62 percent (almost 5

. - percent a year!), and the output-capital ratio, 17 percent, and material-

‘intensiveness declined 5 percent. All sectors developed relatively

. harmoniously--not just heavy industry but also the production of consumer
© e go0ods, agriculture‘and housing eonsthuetion;gl-j;; ol I

v-fTﬂet#ﬁcéééSeé in the erédiﬁ;hbnetaky‘spﬁéfe'aéféri¢§r6591vé;*Commbdity-
monetary balance, which had hitherto seemed unattainable, was ensured. Whereas

‘i}g from 1928 through 1950 retail and wholesale priCes‘had‘grownvapproximately 12~
. fold, in.the period 1951-1955 retail prices declined and wholesale prices

e small growth of prices in the latter half of the
- 1950's. . - L Tl m e o

.+ stabilized. There was only a
As we can see, that to which we és§iré §6dafvhé§ once already been
aeeomplispedf-the economy has'operated efficiently.fqr‘a fair length of time.




For this reason it is important to ascertain the sources of the success and
"separate the transitory factors from lessons which are useful. today also.

"Millions of demobilized soldiers entered the economy. Future‘experts will also 7f’ R
‘undoubtedly point out that at that time there was also a qualitative: ‘change in . L

_the level of the executive ‘personnel. After all, in 1946 even many enterprise
" directors had secondary and sometimes elementary education, Just .a few years
later this was already a rarity. There had been a marked improvement in
-'“planning, and as a result it came to be possible to hold people to account for

‘targets being thwarted. All quite true. But .we will venture if only: by way of
hypothesis to point to one further factor, determining, in our.view. It was in

the 1950's that the cult of personality was emphatically rejected and»ki;fn

“socialist democracy was restored. Man: truly felt himself to be not a tool for
- the fulfillment of plans and designs but a-creator and master of the country.
‘At a sharp turning point in history we recognized in an instant, as it were,
that, in the words of the poet, “people themselves :and not the gods are
obliged to look ahead" Further, for the first time the -Soviet. people really

tasted the fruit’ of the’ economic- potential, which had been. growing for

‘decades. Prosperity is pleasant not only in itself. As the same Tvardovskiy o

‘noticed, "the people are kinder and have become ‘gentler with themselves."
‘There was a4 lessening of the bitter strain, as if from great: salvoes. And a
'good spiritual disposition is not the least aspect in labor.v(uw« e o

But the successes of the 1950's, which were not analyzed in depth, gave rise
“to the idea that the future was cloudless and that high speeds of development
‘were assured.-In this atmosphere rash, not soundly underpinned slogans of
“‘moatching up and overtaking ‘the United States by. 1980“ and "the present
generation will live ‘under communism" appeared. However, the growth rate had -
begun to fall by the end of the decade even. This process lasted until 1983.
The appearance of negative trends inthe economy is usually dated as of the
mid-1970's. According to our estimates; this occurred 15 -years earlier.
Determining the precise date is useful not only for the sake of historical
. truth. Establishing the ‘start of the recession is .of: fundamental importance
~for an added reason. Many' experts consider particularly successful-the period
"1966~1970-~a 5-year plan of - ‘economic reform which set the goal of a broadening -
of enterprise ‘independence ‘and the’ introduction of full cost accounting.
Official data demonstrate an accleration of pace and a sharp increase in
efficiency. If this is ‘the case, the conclusion ‘is- obvious°-the reform needs

’to be repeated--the result will not be long in coming. i R T o

' The trouble, however, is that at that time there was’ neither acceleration nor
efficiency. According to our calculations, the key indicators deteriorated
at that time even compared with the first half of the 1960's, not to mention
"~ “the 1950%h National income “increased 20 percent compared with 24 percent in
:”the prereform 5-year plan, labor productivity, 7 percent compared with 19
‘percent and so forth. WOrse use was made of fixed production capital, and
material-intensiveness increased. There was a particularly rapid deterioration
in indicators in machine building; after all, the" situation ‘in this- key sector
'predetermines the suocess or failure of the next 5-year plan. »vvrv, :

‘We understand full well that these calculations hand the opponents of radicalr
reforms a trump card--they tried and got purned, they will say. ‘Bubt the_truth




' nust be determined regardless of how it may be used. In any event, we do not

vi@intend becoming like our opponents, who are prepared to take on trust any .
~“figure as ‘long as it confirms their ideas concerning changes in the economic

Lodmechandsme o oo e Th et T AN

It is Odf3§b6fduhdé§tfbelief'that'théreZéBuld‘hAVé been no .success inasmuch as

" the reform was implemented’inconsistently.iuor‘was_theﬁveny*idea'Ofﬁextending E

' enterprise rights and simultaneously recreating in place of the sovnarkhoz
~ministries aS"bodies'forlthevpurely'adm;nistrative, deparymeptaljmanagement of

~.production a happy one. . “.

_'1ﬁ:Iﬁ'adhiﬁibn,'thé;féfdr@'mechaniSmfiﬁéelf_ébhpaihéd a ééngérdﬁéfgéﬁé}‘ﬁﬁbiééale
. -prices of produe;s:were'determined,ﬂas~befbre,qih,directivq,fa;hion. Yet the

'ﬂehterpriéeskhad:bégun-to'Qperateifrqm_profit;VAnd‘iﬁ could be obtained both |

. thanks to a reduction in prime costs and by way of the overstating of prices.
@ﬁAn“additional-stimulus‘to,SuCh»Qverstatement_WOrkedeaultlessly;'the E

"aunéccouhted-fot,1cpn¢gale§igi6wth of wholesale prices of machine-building

. products, for example, amounted in the reform G-year plan to 33 percent

‘"jcompabéd with 18 percent in the preceding 5-year period (whence, incidentally,
ithé'h&ndeme,indicatorsiof]the:effgctiofwthe1¢eform);No‘cqntrgl~from above
_helped,'and_the'sole'qmnipotent;controller--his,majesty?the_customeré-was

©completely removed from the determination of prices. As’a result the reform RS

o broke up’j‘ﬁhé:'JQId""é_coricmi:c'@ééﬁantsmfrathéﬁhan—nreaté¢f-a--ﬁ_e‘v_tbnej-‘ LR

" Commodity-money relations and the law of value are not to be trifled with. The

" economist who'recbgniies‘money,ldﬁargeable'credit'aﬁd'selffrepaYmentiié not a

“commodity man. These words are now respected by all, The commodity man is he
" who insists on determination of the wholesale price with regard for the voice
»f ‘the customer and who reveres the law of value in full and not in some way
“truncated and transformed or somehow emasculated. L e e e

" “You will hardly have heard the following argument: "The law of gravity is =

different nowadays, quite different. In Newton's time.... Well, it would get

,.ynp:to-miSchief;dut‘of*youthfulneSSQ-strOKe the head with an apple or something

.stronger, it cannot be denied. But it controlled the planets, after alll How

" could it now be up to what went before-<it has grown old and decrepit." -
. .Everyone understands, a joke. But,the‘lawfpf'valué“alﬁoAiS'OBJeCtive and

“independent of our will. It is possible merely to adapt ourselves to it, but

by no means to transform it or reduce it to the position of corner tenant. The
B ;eXpefience’qf;the.1960q3*dem0nstrateqvfﬁll’well_hoﬁfnangerous‘Such_exerCises"
' " Economic processes, once begun, acquire inertial motion. In the 1960's the
- -growth rate fell, but still remained relatively high-=in the whole decade
. national income increased by a factor of 1.5. The situation became more .

. .-complicated in the 1970's. In the Ninth Five-Year Plan income increased 17
© percent, in the 10th, 5 percent, and in the first years of the 11th there was

© " an absolute decline therein, and only the vigorous measures which we‘all‘ } ' H

| ‘recall rectified the situation somewhat: in the last S-year period as a whole
- the income addition constituted 3 percent, which was less than the increase in

~©population.’- " -




‘Where ‘do the roots of this phenomenon 1ie? It is clear to everyone that a .
correct diagnosis is the prerequisite ‘for successful ‘treatment. But there is

. no accord among economists concerning the diagnosis, and with the passage of « .-

time opinions are differing increasingly.; e

We recall an occasion when in a discussion in a small audience of economists
the question got around to the. yield of capital investments. From our youngest
years we had been accustomed to ‘think that our country builds the’ most. We are
now losing that priority. We are spending up to R200 billion a year, but
-~ introducing increasingly less new capacity; What, have we forgotten how to

i;build?

 As a matter of fact, the explanation has been to hand and has been adduced in

the press hundreds of times. We have had to g0 after natural resourcés in
‘rotten, uninhabitable regions, where everything has to- start from scratch. You
_cannot build cheaply there, consequently, there remai 'less resources for
other needs. Take Siberian oil.... BRI A BRI

When we heard this argument, one of us expressed gua_ . ubts. And inasmuch:
~ as we have long understood one another from Just a hint’even the other grasped',
the idea at once.-‘j o R N ‘ B

Reproaching the oilmen for excessive expenditure, w ﬁbegan, is base. Let us_ -
~ glance at the "USSR Foreign Trade in- 1984" handbook.iof the: R7u billion of

~ annual’ export earnings, R38 billion (more’ than half) were” obtained for oil and
- gas, including R31 billion for oil. Had it riot been for this money, -how’ would .
the country have purchased equipment, grain, clothing, sugar? In the 1970's

h the situation was auspicious for ‘economic development. Exceptionally -

auspicious. The production of oil increased fantastically, and its price on
~ the world market shot up. There will no more, -probably, " be 'such a confluence
~ of ecircumstances. ‘Only now ‘are objective difficulties beginning--the
production of oil has stabilized, it will hardly ‘be’ possible to increasae
exports thereof and prices on the world market have.. .declined threefold. And,

. say, for 1 ton of grain today we have to give up 3 tons of o0il, although

recently we exchanged practically'a ton for a ton. And purchased equipment?_“f'

Some R24 billion thereof was acquired in 1984.This is our principal import
item. We aré allowing for the fact that technology on the world market will

_ v_increase in price far more than oil. j*'

.. But are the capital outlays per ton of 011 produced in Siberia nonetheless'
- higher than in the old areas? Commonsense suggests that something is wrong
here. We still remember the task of an increase in oil ‘production to 60
‘million tons being advanced as a distant goal--the country ‘would then, it was

said, be insured against each and every eventuality. Now with gas. condensate’ ol

we are producing 10 times more. In the’ 1970's the addition alone was in excess
of 250 million tons. The resources of .the entire country would hardly ‘be
sufficient had capital investments per supplemental ton risen even more.

. Finally, it was in the 1970's that - there was a restructuring of the fuel _.‘”

budget from coal to oil and gas. And everyone knows that developing oil and

. n\'




gas tndustry 1a more profitable than coal industry--a ton of standard fusl is
 cheaper 1n terms of both capital and current outlays.

 j‘Héfﬁﬁbsedﬁéﬁfiiﬂvéfifiéd these thoughts by calculations. Everything was .
- confirmed. Fuel industry, the chief of the raw material sectors, operated -

" capita1eihtéﬁbivéﬁes$76f-fue15 however, was merely semblance. There was simply

‘ highly effiéiéntly in the 1970's. The growth of the prime costs and the

'an increase in costs in the sector in fixed capital, equipment primarily. AL

'”}51Sﬁbplyihg”éqdipﬁéhxfat'inordihate“prices,ithe machine builders entered as
“their credit profit which should ultimately have been put at the service of
‘the oil and gas'worKers. ' .° ' v IR S e

" “'As a matter of ‘fact, explaining the difficulties in the “economy by the

~exhaustion of accessible natural resources and the poor climate of the new -
" regions is a comforting, perhaps, but futile occupation. It is necessary to
. operate with the'resources and in the climate which exist. oy e L

. What, then, were ‘the true reasons’ for the stagnation? There are two strongly
© . differing viewpoints in this connection. The majority of economists see as the
‘root of @he?§Vi1“§Hévréduced‘éfficiendY“qf.sqcial'prOduction”aﬁd the
' extravagant consumption of labor, material, financial and other resources.

" This phenomenon is explained variously, it is true--lack of order on the job, S

'”’uhSAtisfaQtdfyUblanning;.énfoutdated;eqonbmic'mechaniSm‘and‘so forth. Other -
‘thinkers (they are in the minority) believe that the present difficulties
©  émerged as a consequence of the subsiding of the investment process in the -
. country. This position has been substantiated most fully and consistently by
.. the Novosibirsk scientists K. Valtukh and B. Lavrovskiy. Let ‘us trace the
" course of ‘their argiments in free paraphrase, so to speak. Sl E e

. . The real commissioning of new capacity has been declining from S-year plan to

;j'j,5%yéahAblan.~Andlinﬁ§mueh'ésjfixed production ‘capital has become pretty much

*" obsolete,” it has ‘had to be written off. There has also been a concealed
c diﬁiﬂutioﬁfin"theTCépital;-the“oldlequipmentHSeemingly operates, -but "is not

vajprodudiﬁg”tpe“due”?ééults;fWe?have‘approached a point where introductions are

©"barely covering the‘manifest and hidden loss of capacity and have in a number

© of sectors gone ‘beyond this point. "So the real growth of capacity... is

' declining, and “its actual loss... is rapidly growing, " the sclentists write.

“ wBoth processes have as objective consequences certain reductions in the
'ajincréasesfinfbapaéity’aﬁd;:further;»Output, including even an absolute decline
- therein" (3).' You may turn on the best economic mechanism and bring discipline
__and order to bear. There will, of course, be a benefit, but behind all that
" there is simply nothing on-whose basis to fulfill the plans. The authors do

" 'In the scientists' opinion, tangible production increases will not be achieved -
-~ on the basis'of ‘gperating capacity--it ‘is already overloaded. "In order to
" obtain -additional products on“a strategically significant scale," the experts

'x fQ[gohé1pde,“"éfﬁb§;esgiqﬁgiOW£h'Of production capacity is needed...." .

43u€fﬁﬁbi§éaiéf§rowpﬁ;ﬁéans”thé_éiteﬁSiVe development of the economy, from
_‘which it would seem that we have to escape. . . T U 0o o
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*jﬁotﬁwrite'suéh;?it;is#tﬁuef-bdt“this‘étaﬁds to reason. Where is the solution? B



We would note, incidentally, that the competing theories are based on
different- information. Those who believe that’ intenSification is sufficient'
for accomplishing the task use ‘the - generally accepted dynamics ‘of cost
indicators. They do not do for K. ‘Valtukh and ‘B.: Lavrovskiy (and we agree Wlth
. them here) ‘They construct their theory on data on ‘the production of products
“in ‘physical terms ‘and the introduction of capacity ‘again ‘in ‘the phySical

"respect. Thus an ‘apparently information problem is developing into -a o

principal question of economic policy. s

The aging of fixed capital and the reduction in the introduction of capacity
" constitute an- indisputable fact.The ‘ideais maturing under the influence
thereof in the minds of certain economists -of -an - economic maneuver ‘something
1like the accelerated industrialization in the 1930'3.National income, that
';is, the: entire new value created in material production in a year, is divided,
“as is known, into two unequal parts: the larger amount goes “for consumption, _
the smaller, into accumulation. The lesser proportion also finances

construction. Thus it- is proposed sharply increasing this proportion, even at R

_the cost of an absolute reduction in the consumption fund. It will then be
possible to renew ‘and multiply production potential and. thereby impart new
dynamism to our economy. And in 10-15 years, say, it could again be possible
to raise the population's 1iv1ng standard, .as was done in ‘the 1950's. In

' “economic publications we' have even encountered specific calculations of such a S

maneuvers: the figure of a doubling of capital investments for production is
given. [ : : e _ ) - y

, No easy project. The differences between the 1930's and 1980's are too great
.'to hope for a repetition of the success. ‘At the first’ ‘stage of socialist
building, under the conditions of the ‘capitalist’ encirclement, temporary

"_sacrifices were explicable. How could a similar policy be justified today?

"_In the 1930's the country disposed of vast labor resources, which were not
~that difficult to relocate—-from agriculture into industry, transport and
‘construction. Today this potential ‘does not- exist. Would it be pOSSlble, given
' this limitation, to’ sharply raise production in machine building, construction
" and other sectors of the investment’ complex, where more than 20" million

persons are employed already? And if so, how to bring up ‘to strength with B

people the - multitude of new plants when’ even the old’ ones are idling ow1ng to
the shortage of workers? Would we not be acquiring inactive enterprises built'
with a strain on all forces? :._~ S o , - R N

‘Of course, the supporters of’a "second industrialization“ would object. the
new plants, technically consummate, would ‘save labor and all ‘other resources.
'Theorsmnznilly correct, but‘In"practice“such intentions are being realized

inadequately for the present. R e : R - e o

There is one further limitation for the maneuver. We earned about it when
;recalculating indicators of the development of the economy by the new methods.
Capital investments are financed mainly from profit. In current prices ‘profit
" ‘grows relatively rapidly. ‘It is a different ‘matter if we ‘take constant prices.f
We have no wish to weary the reader with the calculations--they are quite
,complex. We shall present our findings straight ‘away.” “The absolute -sum total
of profit per the national economy in constant prices increased up to 1965 and




- . ‘then began to dwindle and by the mid-1980's had come to nothing. ‘The deficit
. .had until recently been covered by income from foreign trade, but, as already

..~ ~:said, this source is now beginning to dry up. With what, one wonders, to
.+ conduct the "second industrialization"? And is it necessary? Is it true that -

“.. the development of the economy has come down . to the problem of fixed

'+ . production capital? = . .

"“_ﬂ'?Thé trhth'is'alﬁays'specific. The m&&ést‘é@éf;géﬁVaiﬁeﬁfofﬁﬁhéjiﬁbﬁééééyih
/~ALg,;fgcapacity:take}shape'fromkvery tolerable introductions in some sectors and

 ‘1 . irwhich are limiting the development of the economy. In order to ascertain them

we analyzed the actual dynamics and use of fixed capital in respect of

-different sectors. The findings were surprising--in a number of cases they are
the -opposite of .the settled ideas. e e e e e A

.+ :Let us take for an example ferrous metallurgy--truly a base sector. It has not

. .been lacking in attention, it would seem. In the past 5-year plan the
\_m"metalIUrgists_reeeived 3.5.times,1norevcapita1’investmentsbthan in the Sixth
~+(1956-1960).  And the output? In the period 1981-1984 the average annual

i:introduction”ofgcapacity'fel}"in'éomparisdn with ‘the Sixth Five-Year Plan in
-terms of the smelting Oprig.iponJ351fqld,ginjtermsAgfvthe smelting of steel,

7 .a factor of 1.4, An Unequivocal‘concluSion,'seémihgly:"ﬁhe'metallurgiSts are
. ‘making wretched use of the colossal resources allocated for the development of
- “.. the sector. But the cost of construction is growing rapidly also. We

. ‘.. " calculated capital investments in the sector in constant prices. And? Given

"o ‘1974 and then began to fall. In 1984 the sector received for the first time °

‘.. scant ones .in -others. Bottlenecks emérge in the national economy. It is they o

by a factor of 1.7 and in terms of the production of merchant bar products, by w

= this sole reliablevindicator;winveStments'in1ferrous;métalxubgy}grewfonly up -

‘in the country's history an amount for its development which did not even make -~ -

'iiif . good actual wear and tear of the fixed production capital. More simply, this
= . ‘money was insufficient merely'for‘yaintaining(produqtion at the previous
- ~level. Yet the manufacture of metal needs to be further increased. We would

} f! . pecall that-in the course of recent 5-year plans the planners have been forced

. to lower the targets for the machine builders precisely owing to a shortage of

|
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.. It may be objected: metallurgy's reserves are great--the sector is making
. inecreasingly inadequate use of its potential. Yes, according to official -

l

|

|

' estimates, the product yield per ruble of fixed production capital fell
=~ threefold here in the period 1955-1980. But these are once again tricks of

.- accounting. There has been a diminution in the product yield per which ruble?

‘ Let us assume that a quarter of a century ago we built a shop for R10 million

" and now ‘oneé further such plant, but for R30 million now. Both will 'have been

" entered in the sum total of production capital at the nominal pricé. The old .

- correct evaluation it is necessary to do one of two things: calculate the old

\

|

| e ;fw,w;we‘hav¢ d9ne:bOth, It‘isfn9t an}difficu1t to ascertain how the output-capital
U ;Qﬂt,ratip;has”Changéd.'Infthe:last‘qharter of a century it has not declined in the
- . i least iﬁ‘fenrou;_métallqrgy, Consequently, the supposition concerning the
| .. sector's huge reserves is amyth (although, of course, ‘it is necessary here,
. .. as everywhere, to manage more zealously). .~ " - Pl B R e

.25

.. and new ‘capital, it transpires, are evaluated in different rubles. For a  ,.<:

‘capital in.the present .cheaper rubles or all the capital in constant prices. e



This finding wilthotVSprfiséﬁthe‘éxperieﬁced'exeGUtive“nbr the ordinary
‘reader. Everyone knows thit metallurgical units work around the ‘¢lock. How to
fuﬁther‘incréasé the'p¥9duct*yie1dvfromjtﬁem'hefe?ﬂwe’érefby-nb,Means
proposing an unchecked increase in the construction of new’blast furnaces,
converters and mills. Our country already produces more meétal than’any ‘other.
The main task is enhancing the quality of the metal. But this also requires
eapital outlays. =~ .t oo S
~ Power engineering operates ¢losé to the limit of its possibilities. Everything
. 'is hot in the said sector. We shall adduce just one comparison. At ‘the start
of the 1960's the power. engineers were introducing annually 10 million
kilowatts of capacity. Today it is time to abandon those units and for today's
_introductions to once again be 10 million kilowatts a year. That is, as much

as is necessary to replace them. But the need for electriéity is growing, thus . -

it is necessary to operate obsolete ‘capacity.’
Railroad transport has become a bottleneck of the economy. ‘And let no one be
_induced to euphoria by the fact that the critical situation of the 1984-1985
winter has not been repeated, that transport is fulfilling the plans and that
transportation is growing. The last accessible reserve has been committed to
the battle: the Ministry of Railways has ordered an increase in the static
load. We will elucidate. A car, like any engineering structure; has a safety
‘margin. If it is based, for example, on 62 tons of freight, it can carry 70
tons and will not collapse. This is now the case. A difficult decision. The
cars and track wear out faster. Freight losses have increased. For example,
coal is loaded from an enormous c¢ap above the car and dat current speeds it is
 simply blown away. Essentially transport is delivering to the -consumer over
and above what is customary not coal but figures. Figure-padding has appeared
in