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PREFACE

The present work treads the ground of my study of Russian
Economic Development since the Revolution, written twenty years
ago, and goes beyondit. Some of the material from this earlier
work (which owes much to the assistance which the author then
had from Mr. H. C. Stevens) is embodied in Chapters Four to
Nine ; as are also a few passages from a war-time booklet, Soviet
Planning and Labour in Peace and War, in Chapter Sixteen. But
the historical story of the first decade after the Revolution has been
completely re-worked and re-written as well as being extended
over a further twenty years, and the design of the book as a whole
has been changed.

The various sections of this book may prove of unequal interest
to different types of reader. Chapters One, Thirteen and Fourteen
will probably be of interest mainly to economists, and Chapter
Fifteen to the economic geographer. If an economic historian
should be persuaded to open the book, such matters as may hold
his attention will probably lie somewhere between Chapters Two
and Twelve ; while Chapters Eight to Ten, and possibly the four
which precede them, may have some interest for the student of
comparative economic policies. About the relevance of a study of
Soviet economic development to problems which concern the world
to-day I have ventured to say something in the introductory
chapter. I can only hope that readers with special angles of
interest will not be deterred by the amount of detail which had
necessarily to be included if this study was to be complete.

It remains for me to express my indebtedness to Dr. Alexander
Baykov, of the University of Birmingham, for invaluable criticism
and advice at various stages in the preparation of this work ; to
both Mr. Andrew Rothstein, of the University of London School
of Slavonic Studies, and Mr. Jacob Miller, of the Russian Depart-
ment of Glasgow University, for information most generously sup-
plied, for loan of books and periodicals and for the painstaking
reading of large sections of my manuscript ; and also to the lib-
rarians of the School of Slavonic Studies and of Chatham House.
For the two maps which form the end-papers of the book I am
indebted to my wife.

M. H. D.

Cambridge, Fuly 1947
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PART ONE

CHAPTER ONE

INTRODUCTION

THE SIGNIFICANCE OF A STUDY OF
Sovier EcoNoMiC DEVELOPMENT
FOR THE PrOBLEMS OF OUR TIME

I

When we contemplate the economic and social changes which
have taken place during the past thirty years over the area which
used to be called the Russian Empire, novelty and magnitude com-
pete for our attention. It is doubtful whether in any previous age
so profound a change, affecting so large an area of the world’s
surface, has ever occurred within such a narrow span of time.
Until recent years—virtually until the war years of 1941 to 1945—
the extent of this transformation in the social and economic face
of the former Russian Empire was little appreciated in western
countries. Scepticism about official accounts of plans and achieve-
ments was almost universal ; and even those with access to informa-
tion, claiming the title of expert, greatly underestimated the extent
and durability of the changes that had occurred. For some this
disbelief rested on genuine ignorance. In the case of many it was
probably the fruit of wishful thinking. But there were also those
among the sceptics who lacked the excuse either of ignorance or of
deficient training in the objective approach to facts. In view of
so much of what had been privately said and both privately and
publicly written during the 1930’s about the economic condition of
the U.S.S.R., it is hardly surprising that authoritative military
forecasts in Washington and London in 1941 as to Soviet powers of
resistance to Germany should have been so grotesquely pessimistic
as they can now be seen to have been.

The story of the economic development of what at first was
Soviet Russia and since 1923 has been the U.S.S.R. holds a special
interest for our times for two main reasons. Firstly, it provides the
first case in history of a working-class form of State (under the
slogan of ‘‘ the dictatorship of the proletariat ”’) carrying out the
expropriation of the former propertied class and establishing a
socialist form of economy. This alone would suffice to give it a

A* I



2 SOVIET ECONOMIC DEVELOPMENT SINCE IQI7

unique interest : an interest for economists and economic historians
of our century at least as great as that of post-1789 France for
political theorists and historians in the last century. But secondly,
it affords a unique example of the transformation of a formerly
backward country to a country of extensive industrialisation and
modern technique at an unprecedented tempo : a transformation
unaided by any considerable import of capital from abroad, but
effected under the guidance and control of a national economic
plan, instead of in the conditions of laissez-faire and atomistic
capitalist enterprise which characterised the classic industrial
revolutions of the past. As such it seems likely in turn to become
the classic type for the future industrialisation of the countries of
Asia. Already it has profoundly influenced the discussion of pro-
jects for the economic development of India and those for south-
eastern Europe. It may well have the effect to-morrow of shifting
the focus of economic inquiry ; furnishing it with an entirely new
set of questions and new perspectives on economic development.

Since the tempo of industrial growth in the U.S.S.R. in the
dozen years before the war was so exceptional, its main interest for
the economist will be the light it can throw on the factors governing
economic development. Until quite recently economists in this
country have been concerned with considerations of equilibrium
rather than with those of change. Even when the equilibrium
which occupied their attention was a ‘ moving equilibrium ’, this
was conceived simply in terms of a series of adjustments to certain
“ arbitrary ”’ shifts in some given factor (e.g. demand, population,
technique, capital) ; the relations of adjustment being such that
vectors of movement were generally smooth and continuous. The
situation where the rate of movement was greater than the rate of
adjustment was seldom considered ; although in the last few years
there has been a certain amount of attention paid to fluctuating
series and the influence of time-lags in adjustment (along the lines
of the so-called “ cobweb theorem ). It seems not untrue to say
that, as a result of this preoccupation with a certain analytical
method, some of the most essential features of economic develop-
ment, especially those which dominate crucial periods of transition,
like the transition from an agricultural to an industrial economy or
from a backward to an advanced level of technique, were never
examined. Economists for the most part were preoccupied with
the notion that the heart of the economic problem lay in securing
an optimum allocation of resources between alternative uses, with
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both resources and uses treated as given. The economists who in
the period between wars discussed the comparative merits of
different economic systems (including at one time the present
writer) generally assumed that the success of any system was mainly
to be judged by its success in so doing (usually with the implication
that this could only be adequately performed by the operation of a
pricing system, not only for consumers’ goods, but forintermediate
products and factors of production).! The notion that successful
development from one economic situation, with its given combina-
tion of resources and configuration of demand, to another might be
a more crucial test of the contribution made by an economic system
to human welfare than the attainment of perfect equilibrium in any
given situation seldom commanded attention.2 It was as though one
were to concentrate on the perfection of instruments whereby the
summit of any mountain could be precisely located rather than
ascertaining which was the highest mountain in the neighbourhood
and which was the quickest way to the top.

But the issue is not simply between sacrificing equilibrium-
conditions in favour of progress and making the most of what one
has at any given time. When we shift the focus of attention to
problems of economic development, a more fundamental issue
than this appears. One is very soon struck with the fact that the
picture of the economic wotld presented by these problems does
not seem at all to resemble the picture which economists have
usually presented. In actuality these problems seldom or never
seem to have the form of choosing that one among an indefinitely
large number of economic patterns or routes which is the best
according to some ideal standard. They seem rather to be con-

1 For example, in his Russian Economic Development since the Revolution in 1928
the present writer wrote as follows : ‘‘ The chief aspects of any economic planning
must be the regulation of the relative proportions in which things are produced, and
arising therefrom, the proportions in which economic resources are distributed
between the various branches of production. . . . There are certain objective
quantities which should be represented in prices to provide the basis for an adequate
social accounting.” It was added, however, that the pricing of capital, and the
inclusion of this in costs, was probably undesirable, because this would tend to
‘““ limit the intensive use of capital ”’; and that the desirable principle was to
require “ each enterprise to extend its production and the use of its capital equip-
ment up to the point where the marginal prime costs rose to the level of selling-
prices and so made further extension undesirable ”’ ; deciding whether to increase
or decrease capital equipment according to the size of the resulting surplus over
average cost when output had been fixed in this way. (pp. 168, 176, 179, 180.)

% A notable exception to this statement is Schumpeter, who has used the notion
of development as the justification of the capitalist entrepreneur—the pioneer of
new economic patterns and new combinations of resources—and also for monopoly,
on the ground that monopoly gives the entrepreneur control of a wider range of
resources and so enables him to carry out such developments and also to face the
risks and uncertainties attending economic change.
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cerned with discovering how the situation confronting one limits
what it is possible to choose. Instead of an indefinitely large
number of ends and limited means to be distributed between
them, with an indefinitely large number of possible patterns to
choose between, essential problems seem to turn upon the fact that
the ends which it is practicable to choose are themselves fairly
straitly limited by the means available and that the number of
possible combinations which can be chosen is small rather than
large. If this is the case, the emphasis of economic inquiry is
inevitably shifted to a study of how these limits upon economic
action are actually defined : a study of the characteristics of particu-
lar types of situation which determine the sort of development that
is possible.

This is not the place to venture upon a discussion of the basic
premises of economic method. It must suffice to indicate what this
issue amounts to in terms of different assumptions about the tex-
ture of economic events, and to stress some of the implications
of this difference. The traditional approach, with its treatment of
economic quantities as subject to continuity of variation, requires
that the nature of production (and also of consumers’ wants) should
be such that the distribution of productive resources between dif-
ferent sorts of production must be susceptible of variation that is
very large (relatively to the scale of wants). Productive resources
must be tractable in a high degree ; and the possible patterns into
which the distribution of them can be woven must be very numer-
ous. On the side of consumers’ wants there must be an analogous
flexibility in the degree to which the variety of things which cater
for those different wants can be combined without damage to con-
sumers. This picture of the economic situation seems to rest, inter
alia, on an implicit assumption that on the side of production
‘“ indivisibilities ”’, occasioned by the size of the basic technical
units, or interdependencies between different lines of produc-
tion (e.g. joint supply relationships) are small relatively to the scale
on which things are being viewed ; while on the side of demand
the particular needs of consumers for particular commodities are
for the most part independent of one another, in the sense that
each is rival to the rest and the number of possible combinations of
these commodities which would be equally satisfying to consumers
is very large.

If, on the other hand, so-called * indivisibilities ”’ in produc-
tion are large relatively to the scale on which problems are being
viewed, the situation has a quite different aspect ; as it also will
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have if the items which compose consumers’ aggregate demand to
any large extent form a closely interrelated set, bound together,
e.g. by social convention or by links of complementarity between
particular wants into ‘““ modes of life ” or patterns of behaviour
which assume the character of organic wholes.! In this kind of
situation, it will not be possible with limited resources to produce
some of each of n commodities which consumers may desire if they
can getthem. To produce any (or most) of them at all will require
that production of them be undertaken on a minimum scale that is
sufficiently large to reduce drastically the number of different things
that it is practicable to put simultaneously into production. To
produce some of @ may not merely reduce the quantity of 4 that
can be produced : it may preclude the possibility of producing any
of b at all. The possible patterns of allocation of productive re-
sources will then be relatively small. The production can be under-
taken only of a fraction of » commodities, and those which are
produced must be turned out in certain minimum quantities, so
that for practical purposes the relative proportions in which
different products can be placed on the market are not capable of
any very large degree of variation, but are determined within fairly
narrow limits by technical conditions of production.? If, on the
side of consumers, wants for different commodities tend to be
grouped into sets which are wanted in combination,? the items in
each set not being readily combined with items from another set,
then the possible combinations of different commodities which
confront the framers of a production plan will be further reduced
in number. With any given quantity of productive resources, it
may be a question of allocating them to the production of Set A of
commodities, or of Set B or Set C, the series of alternative sets
consisting of relatively few—of opting between a certain number
of mutually exclusive menus (as it were) for a table d’héte meal
rather than the more complicated task of catering for a lengthy d la
carte list in proportions adapted to consumers’ requirements.

1 The largeness of the unit (measured in its value) in which wants are supplied
relatively to consumers’ total expenditure (e.g. a motor-car, a house, a refrigerator)
will have a similar significance in the context to which we are referring.

% For example, if motor-cars (of a certain type) are to be produced at all, it is
desirable to produce them at least in quantities equal to the output-capacity of
one (large) specialised motor plant. If more are required than this, then the
alternative is one of doubling the initial output by constructing a second plant,
and then again trebling it ; but intermediate levels of output are for practicable
purposes excluded from consideration.

3 For example, the combined set of wants for houses, furniture, gardening
equipment, radio, facilities for cooking and eating at home, which constitutes one
*“ mode of life ”’, and another set consisting of flats or lodgings, motor-car, restaurant
feeding, public places of entertainment, etc.
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In the degree that the economic situation approximates to this,
problems of economic planning seem to acquire a resemblance to
the problems of military strategy, where in practice the choice lies
between a relatively small number of plans, which have in the main
to be treated and chosen between as organic wholes, and which for
a variety of reasons do not easily permit of intermediate combina-
tions.! The situation will demand a concentration of forces round
a few main objectives, and not a dispersion of resources over a very
wide range.

We cannot stay to consider how far in fact productive resources
are tractable or intractable, or the pattern of consumers’ wants is
characterised by flexibility or inflexibility, in relation to fairly long
periods of time. But there is a particular consideration which
gives the issue that we have just raised a greater relevance to prob-
lems of economic planning than at first sight it might seem to have.
This is the high degree of intractability attaching to productive
resources over a short period of time, by reason of the durability of
the patterns into which productive resources have at any given time
been woven and the high cost attaching to the transformation of
them into other forms within less than a quite fairly considerable
interval of time : an interval which will commonly be a matter of
a decade and in some cases may amount to as much as several
decades. When we combine this with the fact that any economic
plan is bounded by a fairly restricted time-horizon (if only because
the number of imponderables in the problem increases very rapidly
when that horizon is extended beyond a certain point), our tentative
analogy between choosing between economic plans and choosing
between rival military strategies seems to acquire a reasonable claim
upon the attention of economists. At least, it has sufficient plausi-
bility to serve as a warning against introducing a distortion into
one’s study of the problems of a planned economy by viewing these
through the traditional economist’s lens.

It is obvious that the amount of new construction which can

1 This is not to say that in certain aspects of military problems analogies cannot
be found with the balancing and transfer of small quantities at a margin; e.g.
calculating the comparative advantages of putting an additional gun or battalion
or ship in location A or in location B. It is to say that the essential part of the
problem has no analogy with this ; mainly because each strategic plan requires
the use of a certain minimum of forces, which is large relatively to the total avail-
able, and a certain combination of different arms (capable of variation outside
fairly narrow limits only with damage to the military potential of the force).
Hence it is not a question of allocating military resources between various positions
from Iceland to Suez so as to equalise their marginal effectiveness at each point,
but of choosing between alternative concentrations, e.g. on the * soft under-belly
of Europe ”’ or in north-west Europe, each of which is rival to the other.
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be put in hand over the next few years will be strictly conditioned
(short of import-possibilities) by the existing output capacity of
heavy industry ; although there will be some margin for variation
if one is willing and able to forgo repair and replacement work
in any sector of the economy at the expense of future productivity
in that sector. Simjlarly the amount of consumption that is
practicable over the near future will be conditioned by the existing
output capacity of the consumption goods trades ; and a diminu-
tion either of consumption or of construction will have little
immediate effect in facilitating an expansion of the other. If,
however, the problem which a planning body is considering relates
to a period of several decades, the range of alternatives between
which it is able to choose will be widened : the number of economic
patterns that it will be possible to weave will be multiplied. In
those future decades there can be more consumption if in the
interim construction has been devoted to the expansion of the
equipment of the consumption goods industries : a possible rate
of expansion which will be conditioned, however, by the previously
existing capacity of plants making equipment for these industries
and the rate of their expansion in the interim. As an alternative
these future decades could be rendered capable of maintaining a
higher rate of investment and construction, if in the mecantime
resources have been devoted to the expansion of heavy industry,
augmenting the number of steel furnaces and of plants capable of
manufacturing machine-tools. To each time-horizon of given
radius there corresponds its given range of possibilities ; the exist-
ing pattern of productive resources and its degree of tractability
being the determinants of this range. As the radius of the time-
horizon extends, the range of possibilities increases—the number
of alternative routes rises by which, when the day arrives, that -
horizon can be crossed.

In an unplanned economy of atomistic individualism this situa-
tion is never one that is consciously envisaged by any single execu-
tive person or body of persons ; since output and investment deci-
sions are diffused among numerous autonomous business-units
and taken atomistically, and never constitute a co-ordinated and
unified decision in the hands of any one body. The range of
alternatives and its relation to a given time-horizon is npt envisaged
as an element in policy-making. If such things are thought of at
all, this is not ex ante in relation to what can or cannot be written
upon the future, but ex post by some theorist analysing causal
sequences in retrospect. Even in the explanation of a causal-
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genetic process in retrospect this method of framing the problem
is unlikely to be very fruitful, since the entrepreneur does not regard
the problem in any such way, still less base his actions upon an
estimate of such possibilities ; but steers his own business accord-
ing to expectations or guesses about the movement of forces in his
immediate neighbourhood—expectations which will be largely
affected by the probable actions of his neighbours, since these
actions will be so large a factor in determining the movement of
prices. To discover what are the theoretically possible routes
which the economy as a whole could take will be of little assistance
in forecasting the actual path which a capitalist system will follow
(steered as it is by entrepreneurs who are, as it were, “ in blinkers ”’) ;
even though it be true that to discover this set of theoretically
pussible routes would tell an economist the kmits within which
such an economy could wander. But in a planned economy such
as developed in the U.S.S.R. after 1928, or indeed in any country
where the government designs to steer economic development in a
particular direction (as is envisaged, for example, in recent plans
for the industrialisation of India), this question as to how the pos-
sible routes are limited, and the relation of these limits to the
chronology of one’s plan, necessarily becomes the central pre-
occupation of economic policy. Economic inquiry is given a quite
new perspective and a quite novel set of questions to answer.
Attention will be focused on such questions as the relation in which
particular alternatives stand to one another, and the extent to which
the choice between alternatives that may become available at a
future date will be conditioned by some crucial decision between a
narrower range of alternatives which has to be made at some earlier
date. It may even be found that in terms of the answer to ques-
tions such as these the variety of economic situations can be
exhaustively classified.

Notions of equilibrium will not, of course, be foreign to the
perspective of economic development which, instead of just happen-
ing as the outcome of “‘ blind ” force, is consciously steered. They
will in one sense come into the picture in the form of certain internal
relationships between its constituent elements to which any scheme
of development must conform. These relationships will define the
intrinsic “ stuff ’ out of which the schemes of development must
be made. While the form and pattern of development may be
varied, these cannot be of any kind, by reason of the essential texture
of the stuff. Development must conform to certain internal require-
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ments, just as it is subject to the kind of determination of which we
have spoken by reason of the mastery of past events over the present.
Of the discussions of this matter which at one time filled Soviet
planning literature we shall have something more to say later, in
Chapter Thirteen. But clearly a notion of equilibrium of this
kind, applied to a description of the nature of the material which
the economic planner handles, is very different from notions of
equilibrium applied as a deterministic picture of an atomistic
system : a system which, because of its essential nature (epitomised
by Adam Smith in his famous simile of ““ the unseen hand "), has
been treated in its movement and motivation in terms of mechanical
analogies.

In fact, it will be precisely the conscious use of knowledge of
these relationships that can enable a planned economy to pursue
quite other paths of development than those which an individualist
system could normally take. The conscious use of such know-
ledge amounts to the attempt to substitute ex ante co-ordination of
the constituent elements in a scheme of development for the tardy
post facto co-ordinating tendencies that are operated by the mechan-
ism of price movements on amarketin a capitalist world—tendencies,
moreover, which in the presence of substantial time-lags may merely
achieve extensive fluctuations. In this the essential difference
between a planned economy and an unplanned evidently consists.
The successful employment of such ex ante co-ordination may not
only enable a given objective to be attained more smoothly and
more speedily, but because the degree of uncertainty confronting
economic decisions is of a much smaller order of magnitude—
uncertainty regarding the character of parallel decisions in other
sectors of the economy and regarding future decisions that will
be made—it will open the door to certain types of development
which would not be possible at all (or at least be extremely un-
likely) for an unplanned capitalist economy. In the latter the
uncertainty attaching to any substantial departure from the status
quo will tend to make entrepreneurs prefer the familiar to the novel
and incalculable ; while the presence of monopoly may place a
premium on retrenchment and restriction instead of pioneering
innovation. But apart from this, there are changes beneficial for
the whole of an industry or the whole of an economy to make in
unison which will not be profitable for an individual to initiate on
his own, when he is not certain that others will follow suit and take
parallel action which co-ordinates with, and justifies, his own. This
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fact is attributable to the existence of relations of interdependence!?
between various productive units and sectors of the economic
system, which cause cost or productivity at one point to be depen-
dent, not only on the scale of production at that point, but on the
scale of production in other production units and in other industries
as well.

Such interdependence has long been familiar to economists, and
its practical consequences long ago secured recognition in the so-
called “infant industry ” case, where it was admitted that an
industry could remain at an infant level, or even never be brought
to birth, although its growth would ultimately yield economic gain
to itself and to the community. The reason for this is that no
individual acting on his own can reap sufficient of this gain to
justify the expansion. In other words, in an individualist economy
the unit of decision is too small to embrace the full consequences of
expansion. It is clear, however, that such relations of interdepen-
dence extend beyond the boundaries of a particular industry and
moreover can extend over time as well as through space. Such
wider types of interdependence between different industries and
sectors of an economic system have seldom been given their proper
weight in relation to the development of the economic system as a
whole. Speaking of the problems of industrialisation in south-
eastern Europe, Dr. Rosenstein-Rodan recently put the matter in
this way : ““ If the industrialisation of international depressed areas?
were to rely entirely on the normal incentive of private entre-
preneurs, the process would not only be very much slower, the rate
of investment smaller, and (consequently) the national income
lower, but the whole economic structure of the region would be
different. Investment would be distributed in different propor-
tions between different industries, the final equilibrium would be
below the optimum.”® It accordingly follows that, although (as
we have emphasised) the number of plans that a planned economy
could choose is in all probability strictly limited, there are economic
strategies open to such a system which would be beyond the capa-
city of any other (apart from some specially favourable constellation

1 This interdependence may be through production (connections of the joint
supply kind, which is the sense in which we have spoken of interdependence above)
or through market demand, which can affect the cost and prices of the products of
other processes or industries by influencing the degree to which certain * indivi-
sible ’’ units involved in their production are utilised fully.

2 By this the writer refers to areas with large surplus agricultural populations.

3 “ Problems of Industrialisation of Eastern and South-Eastern Europe ” in
Economic Journal, June-Sept. 1943, 206~7. Cf. also K. Mandelbaum on ‘‘ the
difficulties of making a beginning in countries which have once been left behind *’
in The Industrialisation of Backward Areas, 3-11.
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of circumstances such as may have been responsible for our own
industrial revolution in this country). In having that wider choice
and in choosing that path of development which is the optimum
according to some given canon of social policy from among the
possible paths confronting it, a planned economy can claim its
essential superiority as an economic mechanism.

I1

The detailed form that such problems of development have
assumed in the case of the U.S.S.R. will be described in what
follows. But in this case special considerations have influenced
the objectives of policy and in the two decades between wars have
given economic development certain unique features. With respect
to its initial situation, Russia prior to 1917 was not unlike a
country such as India on the one hand or large areas of south-
eastern Europe on the other, which to-day stand upon the threshold
of ambitious schemes of development. As we shall see in the next
chapter, she was a country with a small national income per head
and a low standard of life, by reason of the low level of produc-
tivity of labour which prevailed. This in turn depended on the
fact that industry was relatively little developed and the over-
whelming majority of the population were engaged on the land, for
the most part in types of agriculture which had a very low yield in
relation both to man-power and to acreage. Together with the
low yield of a primitive agriculture went rural over-population : an
excess of population relative to the cultivated area available and to
the means of production in the hands of the cultivators. Heavy
industry in particular was weakly developed, and its past develop-
ment had been closely geared to the needs of railway construction.
Fuel and power development with reference to industry was largely
confined to the coal of the Donbas on the south-eastern border of
the Ukraine. The eastern regions of the Russian Empire beyond
the Urals were scarcely developed industrially at all. Even mining,
of which there had been quite early beginnings in Siberia, was
relatively backward, and paid more attention to rare and precious
metals for export than to raw materials of modern industry. Agri-
culture was largely dominated by the export market; and while
certain light industries, especially textiles, had reached a fairly
advanced level of development, the country remained overwhelm-
ingly dependent on import for the supply of an extensive range of
both capital goods and consumers’ goods.
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Short of large-scale import of machinery and constructional
equipment, the possible rate of industrial development was accord-
ingly a slender one. Before any process of industrial development
had progressed very far, its further advance was likely to be halted
by the relative backwardness of her transport system (where for
bulky commodities like grain and timber water transport had always
played the leading réle) and also of her fuel and power base for
industry. This backwardness could only in its turn be overcome
by diverting the products of heavy industry to railway building and
renovation, the improvement of waterways and the construction
of roads, and to the opening of new mines and the building of
electric power stations. Such diversion of a slender flow of metals,
mechanical equipment and constructional materials would inevi-
tably have involved a damping down of the rate of construction in
industry itself, perhaps over a period of several quinquennia. The
low standard of living meant that any increase of income that the
population might enjoy (whether from increased employment or
increased remuneration for human effort) was likely to be spent
almost wholly on foodstuffs or consumers’ goods, thereby requiring
either a smaller export of the former or an increased import (or
else home manufacture) of the latter at the expense of the rate at
which the basic bottlenecks of heavy industry, transport or power,
could be widened.

The process of industrialisation of the U.S.S.R. when it came
was to be dominated by certain quite distinctive features. In the
first place the possibilities of easing the bottleneck of heavy industry
by importing capital goods from abroad was severely restricted by
reason of the reluctance to grant loans to the U.S.S.R. which pre-
vailed in the surrounding capitalist world. This not only hind-
ered the expansion of normal trade relations (vide the campaigns
against Soviet timber and oil exports at various periods between
the wars), but virtually excluded the possibility of financing an
import surplus by foreign borrowing, such as most countries which
in the past had followed Britain’s industrial revolution had relied
upon so largely. The means for industrial construction had there-
fore to be found almost exclusively from internal resources.

Secondly, the Soviet Government was under the obligation, by
reason of its social philosophy and its programme, to give high
priority to the extension of collective forms of economy. To a
large extent this was, of course, an economic asset, since it facili-
tated the centralised planning of construction without which the
impressive development of the years from 1928 to 1941 would
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scarcely have been conceivable. But at the same time it had the
consequence that an agricultural surplus could not be obtained by
permitting or encouraging the growth of large-scale individual
farming, as was done in other countries, since this would have
opened the door to a revival of Capitalism in the countryside : a
Capitalism deeply entrenched in the village and dominating the
supply of primary products to industry and the towns. For this
reason it proved necessary for Soviet economy simultaneously to
carry through a policy of high-speed industrialisation and a socio-
economic revolution in the basis of peasant agriculture.

Thirdly, the tempo of industrialisation had partly to be dictated
by the prospects of war and the needs of defence. While it is
very far from being true, as some have asserted, that military con-
siderations were a major motive of industrialisation, such con-
siderations exerted an increasing influence over policy as the decade
of the 1930’s advanced towards its close. Not only did they dictate
a forcing of the pace of development, but they occasioned a diver-
sion of a growing proportion of the fruits of previous construction
to the needs of armament and eventually of war.

In at least two respects Soviet experience touches the issue of
which we have spoken concerning the nature of the economic
problems which confront the framers of an economic plan. In the
first place, it seems to indicate the feasibility of centrally planning
the allocation of investment and of capital goods without the
devices either of a market for capital goods or of an interest-charge
on capital as an accounting category. In Soviet economy there is a
retail market in which finished consumer goods are priced, and
there is a wage-structure, related both to the nature of different
types of work and to the relative scarcities of different sorts of
labour-power, which forms the basis for the calculation of prime
costs. But while interest-charges are made on certain types of
bank-advances, and interest is paid on such things as savings bank
deposits and State loans, the bulk of capital investment takes the
form of interest-free grants from the Budget, and capital charges
other than capital-depreciation do not enter into the calculation of
costs,

Economists in the past have generally maintained that the allo-
cation of capital between industries, involving decisions about the
number, type and size of plant in each case, could only be ‘ ration-
ally ”’ arranged (i.e. so as to maximise the effectiveness of those
invested resources in terms of total production) if a mechanism
existed whereby anticipated productivity in each use could be
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directly compared with the cost of the resources, when * cost "

was so calculated as to reflect the highest potential productivity of
those resources in some alternative use. To make this possible, it
has been maintained, these capital resources (e.g. machinery or
building materials) require to be valued, not only in terms of the
amount of labour-power (priced at the current wage) used directly
and indirectly in their production, but in terms of a special  capital
cost ” calculated as some kind of interest-rate expressing the
“ scarcity " of the total of capital resources available for investment
relative to the sum of their potential uses (valued in terms of
potential productivity in these uses).

This alleged necessity, however, does not seem to follow, even
if the economic situation, and the problem it holds, is of the
character which economists have usually assumed it to have. Pro-
vided that data are available about the comparative productivities
of different investment-projects and about their construction costs
(expressed in terms of the prime costs of building and of building
materials and equipment), a basis will exist for calculating the net
productivity! of each project, and for constructing on this basis
a priority-list of projects in terms of their comparative yields.
Given such a priority-list (which may not, of course, be influenced
solely by considerations of calculated productivities), the problem
of allocation can be decided by working down the list until the
resources for investment in that given period are exhausted.? If
this is done, no project giving prospect of lower yield will have

1 This being defined as the output (valued at current prices) from the plant
over a given period less the prime cost of producing that output, expressed as a
ratio to the construction cost of the plant, again calculated in terms of current cost
in wages and materials involved in construction.

We cannot consider here the various objections which may be made to this
method. To mention two of the most serious : It is true that a difficulty arises
when the *“ doses ”’ of resources whose productivity is being compared are non-
homogeneous and invariable. It seems unlikely, however, that such non-homo-
geneity will be very serious, combined with fixity of proportions, except in the case
of different ratios of fixed equipment to labour in different types of production ;
and in this latter case one can arrive at the net productivity of equipment by
deducting the cost of the labour-power (in wages) from the combined product of
the labour plus equipment. The second difficulty concerns the possibility of
substitution, where, e.g., several alternative types of capital equipment or building
materials may be used. In view of all the competing alternative uses for brick,
timber and cement, how decide in a particular case whether to use brick or timber
or cement, without pricing them or without working out * thousands of equations *’
to find out whether it is in the social interest that one of them should be used in
this case even though it is less satisfactory than the others ? But here again a fairly
simple rule seems applicable, only requiring that one should know and compare
the productivity of each in this use and in * the next best use ” in each case arising
for decision. The rule would be that the one should be used for which the ratio
of the productivity in this use and the * next best > competing use was greatest ;
and resources in this way would always be moved in the direction where their
productivity was greater,
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been preferred to one giving a prospect of higher ; and the con-
dition for the most effective use of the resources available will
have been observed. From an administrative standpoint this
method has the virtues of simplicity, compared with the other
mechanisms that have been proposed; and it seems capable at
least of yielding a result with a sufficient degree of approximation
to the ideal one to justify its use. It would be utopian to hope that
any system could regularly attain an optimum allocation (however
that may be defined) in face of the imperfection of calculating
instruments and the number of imponderables which in practice
will exist. What is needed is that any considerable departure from
an efficient allocation of resources should be quickly registered and
corrected ; and this such a priority-list mechanism, resting on a
direct comparison of productivities, seems to be quite capable of
doing. About the actual financial arrangements in Soviet economy
by which costs and prices are calculated and compared something
will be said in a later chapter (Chapter Fourteen). These arrange-
ments, as we shall see, are consistent with the use of a priority-list
method of the type of which we have spoken ; and there is reason
to think that some method of this sort forms the basis on which
investment decisions at top levels are made.?

In the second place, there is a good deal to support the analogy
which we suggested in the first part of this chapter between the
general shape of economic problems and the problems of military
strategy. We have seen that if the economic situation has this
shape, it cannot be pictured in terms of continuous variation of
economic quantities, even as an approximation. The problem of
pricing factors of production as economists have posed it will
accordingly lack any simple solution, owing to the presence of sub-
stantial discontinuities, which render a marginal technique of
equilibrating costs and returns inapplicable to certain major sectors

1 Apparently as an accounting technique the notion of a *‘ rate of return ’’ on
an investment has been customarily used in the preparation of Soviet investment
plans as a criterion for choosing between various technical types of constructional
projects. This has taken the form of requiring a certain minimum * term of
repayment ”’ (apart from amortisation) of the initial investment. Strumilin speaks
of an annual rate of return of 6 per cent. as being at first required and later 8 or 10
per cent. (S. G. Strumilin, * The Time Factor in Planning Capital Investment
in Izvestia Academii Nauk S.S.S.R., Economics and Law Series, 1946, No. 3,
196.) Strumilin proceeds to criticise this device of a * term of repayment ”’ (for
one reason because the results it yields in choosing between different technical
projects are dependent on the level of selling-price, relatively to cost, which in
Soviet economy is an * arbitrary ”, planned price). He suggests that the criterion
as to what degree of economy in prime production costs ought at any time to be
demanded as a minimum condition for investment projects should be the expected
rate at which labour productivity is likely to rise in the economy at large as a
result of technical progress.
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of the terrain. We have also seen that a principle reason for such
discontinuities may be the existence of large-scale technical units,
which, because of technical indivisibilities of equipment, are not
capable of being operated below a certain minimum size ; this
minimum size being fairly large relatively to the total output of the
product in question. In a socialist economy one could reasonably
expect the degree of specialisation of particular plants to be much
greater than it is under Capitalism, where the uneconomic
multiplication of variety by a firm is favoured, both as a form of
“ monopolistic competition ”’ and as a means of spreading the risks
of market fluctuations. One would expect a particular industrial
plant to specialise on one type or line or variety of product, unless
the existence of significant elements of joint supply and joint cost
in the production process rendered the manufacture of several
types of product in one plant specially advantageous. If for tech-
nical reasons the minimum practicable size of a plant were large,
investment decisions would be primarily concerned with the
question whether to put that product into production and to
manufacture it in quantities corresponding to the output capacity
of this minimum-sized plant or to refrain from putting it into
production at all. Decisions about the distribution of a given
total of investible resources, in other words, would be primarily
concerned with the question as to how many product-types or
product-varieties (each in most cases the work of a specialised
plant) to put into production, rather than with the proportions in
which different commodities were to be produced. True, there
would usually be the alternative of constructing a plant of more
primitive technical type with a much smaller output capacity, if
the need and the available resources did not seem to warrant the
larger. But in most cases the number of practicable alternatives
seems likely to be fairly small, and the choice between them un-
likely to be very long in doubt once the larger dimensions of the
economic situation are known, even if only approximately.

The amount of standardisation of products arose as an issue
of policy at a quite early stage of Soviet planning ; and a decision
was taken in favour of combining a high degree of standardisation
with the adoption wherever possible of the latest American tech-
nique in the construction of industrial plants. At the beginning of
the First Five-Year Plan a Soviet writer presented the issue in this
way : “ At the present time, at the beginning of the carrying out
of an extensive plan of reconstruction, it is necessary to decide the
problem : on what levels of quality or on what standards to main-
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tain development ? Here two roads are possible: the road of
English industry of producing dear things of specially high quality
and the road of American industry, developed on the simplified
production of products of mass consumption. . .. Taking account
of the general problems involved in the industrialisation of the
country, the insufficiency of capital and the necessity for maximum
economy of means, and also the swift zempo of technical progress in
which the period of ‘psychological depreciation’ of things is
extremely short, one is bound to conclude that with regard to the
question before us we must choose the American road.”* The
industrial development during the period of the Five-Year Plans
accordingly took the form mostly (apart from local industries and
lines of production little fitted for highly mechanised methods) of
constructing large specialised plants. For example, during the
First Five-Year Plan three main tractor plants were put under
construction, each of them specialised to a particular type of tractor,
and two main motor plants, each specialised if not to one type at
least to a very narrow range of types of motor vehicles. In the
Second Five-Year Plan it was designed that “only 4 types of
tractors ”’ should be produced, as compared with 8o types produced
in U.S.A. in 1929 ; and that motor plants should * produce in the
main 3 standard types of trucks and buses : model GAZ (‘ Ford
AA’) manufactured by the Gorky Automobile Plant, 1-5 ton;
model ZIS-3-5 manufactured by the Stalin Automobile Plant in
Moscow, 3 ton ; and model YG-5 manufactured by the Yaroslavl
Truck Plant, 5 ton”. In addition to this, ‘“ two standard types of
passenger cars of model GAZ ™ were to be put into production
and some “ 3-axle truck sub-types, traction automobiles, trailers,
etc.”? Of steam railway locomotives 4 types were in production,
two of them for freight and two for passengers. Similarly in the
cotton industry it was designed that by 1937 the ‘‘ average number
of yarn numbers per spinning mill ’ should be reduced to 4 and
the average number of grades of cloth per weaving mill to scarcely
more than 2.3 It is of interest to notice that at the end of the
decade of the ’30’s M. Molotov was demanding that the question

L M. Aronovitch, “Problems of Standardisation in the Reconstruction of
In@ustry  in Planovoe Khoziaistvo [Planned Economy], 1929, No. 5, 122-3. This
writer cites some examples of recent standardisation : the reduction of the types
of cotton cloth from 2,600 in 1924 to 187 in 1927 ; in one factory at Tver from 500
to 42 ; in a spinning factory a concentration on only two counts of yarn ; in rolling
mills a reduction of standards in one case to 4 per cent. and in another to 6 per cet.
of the previous number, and of the flow of production in some rolling mills pro-
ceeding, in consequence, for ten days or more without an interruption (111-12).

2 The Second Five-Year Plan for the Development of the National Economy of the
U.S.S.R. (Gosplan, 1936), 358, also 139, 143. 3 Ibid., 615.
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of building parallel or duplicate plants should be placed on the
agenda in the case of certain key products ;! but presumably for
reasons of military security rather than for economic reasons, and
at any rate with the intention that each of the parallel plants should
serve a distinct regional market.

The significance of such a high degree of specialisation as this
for investment-policy is twofold. Firstly, it means that when a
particular plant has been built and is working to full capacity, the
question of increasing the output of that commodity by less than
twice its existing output cannot for most practical purposes appear
on the planning agenda. Itis commonly held by economists to-day
that the notion of “ full capacity output ”’ is much more capable
of being given a precise meaning? than used to be thought; and
the present writer has elsewhere? suggested that in many types of
modern production there is little choice for practical purposes
between a zero output and production at, or close to, the limit of
full capacity. Hence, changes in the output of that commodity
have virtually to occur in fairly large and discontinuous jumps. In
practice the question seems likely to present itself always as whether
to use this second (or third or fourth, as the case may be) plant to
augment the supply of the identical product which the first plant
turned out, or to take advantage of the possibility of building a
new plant to extend the range of variety and to adapt the new plant
to the production of some new distinctive species of product within
the same larger genus.

Secondly, if it be true that the most important issue in all ques-
tions of capital-allocation upon the planning agenda is the amount
of variety in production which the community at any one time can
afford, then this major issue is one which in practice can never
be satisfactorily decided by any verdict of the market.¢ It is not
a problem in the adaptation of supply to an already established

1 Report to 18th Party Congress in March 1939 on the Third Five-Year Plan.

% This is usually described by stating that the ‘‘ short period cost curve ”
(defining the prime cost of various scales of output from a given plant) has the
shape of an inverted L. By contrast this curve used to be conceived as having the
shape of a very shallow U.

3 Studies in the Development of Capitalism, 359~65.

4 For the reason that (i) * new wants ’ are something of which the consumer
cannot be regarded as having previously been conscious, and which cannot be said
to exist until the new commodity has been introduced upon the market (I am not
aware that any exponent of a subjective theory of value has seriously maintained
that the want for, say, a television set was somehow * latent” in the minds of
consumers before television was invented, and hence that this ‘‘ want >’ was an
element in the consumers’ * indifference map ”’ prior to, and independently of,
the impact of the first appearance on the market of television sets) ; (ii) if a new
variety is introduced on the market, individual consumers will transfer to it so long
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pattern of demand as the datum of the problem : it is concerned
with a developing process in which the pattern of demand is itself
changing in reciprocal interaction with the development of produc-
tion, as new varieties of a commodity and new wants appear by a
complex process of ‘‘education” in the consciousness of con-
sumers. As economic development proceeds, and the stock of
capital equipment in a community grows, the improvement in its
standard of life seems likely to take the form as much (if not more)
of multiplying the variety of its products as of multiplying the
quantity of each particular sort. The investment programme of
that community will be occupied with progressing from little
variety to more variety at a rate which, though it may be guided
by consumers’ wishes expressed in various forms and influenced
by the results of trial and error, cannot in any simple or precise
sense be decided by any form of *‘ consumers’ voting >’ and must to
a large extent be left to the initiative of producers.

Thus the alternatives that can appear on the economic agenda at
any one time will themselves be conditioned by the means available ;
their range extending as economic means grow more plentiful.
When a country is still very poor, it will be a matter of producing
one type (or at most very few types) of a narrow range of articles of
prime necessity ; and the type in each case to be chosen for priority
(e.g. the uni-type utility bicycle or the uni-type utility mackintosh)
will not call for any very complex decision. Nor in deciding the
kind or size of plant to be constructed to produce each type are the
practicable alternatives likely to be very numerous. As the country
becomes richer in capital equipment, it will each year multiply the
variety of its products, both in the sense of adding luxuries to prime
necessities and in affording a more luxurious assortment of styles
and types of consumers’ goods to cater for each main category of
wants. The smaller the variety in production, the more obvious
and the less controversial is likely to be the decision about what
are the essential priorities. To provide an abundance of one-style
prefabricated houses but no footwear or to give everyone a bicycle
while some still lack a warm suit of clothes, would by universal
admission be a miscalculation most damaging to human welfare.
But these are hardly miscalculations that any sensible group of
planners would make. As primary wants are satisfied and variety

as their preference for it exceeds the difference in price between the new varie
and the existing one, irrespective of the fact that the transference of demand will
cause the cost of producing existing varieties (if their production is subject to
decreasing cost) to rise; whereas this latter effect of multiplying variety must be
taken into account in any assessment of what is in the social interest.
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is multiplied, the alternatives become more numerous and choice
between them more controversial and less calculable. At the same
time the difference to be made to human welfare by the difference
between two alternative solutions of the puzzle will have become a
quantity of a relatively small order ;* and the country, being rela-
tively rich in capital equipment, will stand to lose much less from
misdirection or waste of new equipment than a poor country would
have done.2 Thus as economic development proceeds, the econo-
mic problem passes from one of maximum concentration of avail-
able resources on a few main objectives towards successively greater
dispersion.

Reinforcing these considerations about the shape of economic
problems is a particular characteristic of market demand that seems
likely to prevail in societies where large inequalities of income are
absent. It is a familiar fact that in a society with large inequalities
of income the demand for most commodities beyond the essentials
of life is determined at least as much by the shape of the income-
distribution curve as by the position that these commodities occupy
in any scale of preferences of consumers. The demand for most
luxuries will be restricted within the bounds of a comparatively
limited supply by the fact that their price is beyond the reach of
all but a small minority of the population. The nearer that a society
approaches to an equality of income-distribution, the more likely
is it that market-demand for a very wide range of articles will be
characterised by this sort of discontinuity : above a certain price
the article (let us suppose it is some new commodity like bicycles,
wrist-watches, radio sets or refrigerators) will have scarcely any
purchasers at all, because few or none can afford it ; while imme-
diately below this price the demand for it may become almost

1 One may express this by saying that as one passes from primary wants to
wants lower in the scale of urgency, and as variety increases, the demand for any
one thing becomes progressively more elastic. This means that a consumer comes
nearer to the point of indifference between the alternatives placed before him.
This will still not be so in the case of primary wants. But the supply to satisfy
them is likely to become a matter of routine calculation (in so far as the demand
for them, e.g. for bread, has become inelastic with regard both to price and to
income ; and the supply has come to be based on a calculation of so much per
head of the population). Nor may a consumer remain near to the point of
indifference even in the case of luxuries if the departure from a preferred assort-
ment is very large. But at the same time the chance of such a large miscalculation
of dﬁmand in fact remaining uncorrected for any length of time will be a relatively
small one.

.’ Again, this may be expressed in the technical language of economists by
saying that, as capital equipment (relatively to labour and natural resources and
existing technical possibilities) becomes very plentiful, and the most productive
uses for capital are ** saturated ”, considerations of capital cost (i.e. cost apart from
amortisation) tends to become negligibly small by comparison with other costs.
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infinitely elastic because everyone will now wish to acquire it, until
the supply has become adequate for all, when the demand may once
more become quite inelastic. In such circumstances a planning
authority would need to be very careful not to put a new article into
production until resources were adequate to produce it on a large
enough scale to supply the majority of consumers. Until productive
resources were adequate to do this, this commodity could not appear
on the planning agenda at all. Once it had appeared on the agenda,
there would be no alternative than to produce it on a very large
scale sufficient for everyone. One seems to have this paradox,
which some may find hard to appreciate: the more that the
income-distribution of a community approaches equality, the
larger is likely to be the number of things that are either not
available at all or are in short supply. Yet the existence of these
conditions is not necessarily any indication that economic resources
are being inefficiently used. Rather is it an indication to the
contrary.

Soviet planning in the period with which this book deals was
primarily occupied, as we have seen, with such questions as the rate
of investment, the location of industry and the development of new
sources of power and of raw materials, transforming the very
constants of economic geography. These were basic strategic
questions, affecting the relative rates of development of different
regions and of industry relatively to agriculture, upon which the
economic history of decades was to turn. Regarding the produc-
tion of consumers’ goods, the country was still at a stage of econo-
mic development where the problem of poverty had still to be
tackled and the task of supplying a sufficiency of the main essentials
of life took precedence over the extension of variety and over ques-
tions about the proper order of that extension. When variety in
diet of foodstuffs was still meagre for the mass of the population,
the multiplication of styles and types of textile goods and furniture
and household ornaments was a luxury which those harassed years
could ill afford. This is not to say that problems about quality and
range of consumers’ goods had no place. We shall see that an in-
creasing attention was being devoted to them in the latter half of
the 1930’s : an attention which would have been greater had it not
been for gathering war clouds and the claims of rearmament. But at
a stage of development when output per capita of the population still
fell a long way below that of Western countries such matters could
still occupy only a subordinate place. It has sometimes been
assumed that the economic problem was to this extent simplified. In
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one sense it was, so far as the objectives of planning were relatively
simple and unambiguous. At the same time the very backward-
ness of the country, which the Soviet régime inherited from the
past, and its poverty in capital equipment compared with the West,
meant that the stakes in the game were high. The economy could
the less afford mistakes in planning ; and the difference between a
correct estimate or miscalculation, or the incalculable influence of
weather upon harvests, could mean the difference between a whole
loaf and starvation. In the 1920’s at least there was less room to
manceuvre, and questions of will had more ruthlessly to be sub-
ordinated to the dictates of necessity. A more developed country
can afford to brave uncertainty and to learn by trial and error
where a poorer country can bet only on a certainty.

III

There is a particular respect in which Soviet experience bears
upon an issue that has had some prominence in all the discussions
of recent years concerning the industrialisation of formerly back-
ward areas of the world. A notion which at one time was widely
held among economists, and which still wields an influence over
such discussions, is that economic development, conditioned as it
so largely is by growth in the stock of social capital, is essentially
limited by what may be termed the * savings fund ” of the com-
munity, in the sense of the gap between its existing income and its
consumption. From this the corollary is drawn that a poor country
is generally incapable of maintaining as high a rate of develop-
ment as a rich one, unless it is willing to adopt coercive measures
to reduce absolutely the standard of life of the mass of the popula-
tion. With reference to the problems of south-eastern Europe,
this view has been expressed succinctly in the comment of one
recent writer that owing to the low income per head in these
predominantly agricultural countries ‘ the rate of capital accumula-
tion is checked ; there is not a sufficient volume of savings—or
at least it cannot be mobilised on a large enough scale—to stimulate
industrialisation .1

In recent years there has been a growing inclination among
economists to regard such a pre-existing ‘‘ savings fund ” as a
myth ; and in general terms the argument that a country’s poten-
tiality for investment is not limited by any such factor is now suffi-
ciently familiar. This general argument amounts to the contention

1 Doreen Warriner, Economics of Peasant Farming, so.



INTRODUCTION 23

that the margin between income and consumption may be enlarged
by augmenting income as well as by lowering consumption, and
that the carrying out of plans of capital construction will augment
income from the moment of their inception. While the margin
between income and consumption will thereby be widened, this
can occur without any absolute fall in the consumption either of the
community as a whole or of any individuals in it. This latter
conclusion depends on the assumption that the economic system
contains elements of reserve productive capacity (unutilised or
under-utilised labour and resources) which can be mobilised for
constructional work without competing with the production of
consumption goods. Subsequently, as the capital equipment under
construction comes into operation, it will have the positive effect of
facilitating consumption : new sources of power or new technical
equipment will raise the productivity of labour already engaged in
the production of consumers’ goods.

The experience of economic construction in the U.S.S.R.
affords an illustration, firstly of the fact that the period of time in
which a programme of capital construction, boldly planned and
executed, can become an aid to the output of consumption goods,
instead of a competitor with it, is a relatively short one; and
secondly of the fact that the launching of such a programme does
not necessarily entail any prior or concurrent fall of consumption,
provided that the appropriate measures of economic organisation
are taken. The experience of the U.S.S.R. seems to indicate that
this is likely to be true, at least to a very large extent, of backward
agricultural countries in general when they embark upon the first
stages of industrialisation ; and that the previous backwardness of
industrial development in such regions has not been due in the final
analysis to any financial deficiency (inadequate savings or the absence
of financial means for their mobilisation) but to a deficiency of econo-
mic organisation. It is characteristic of such countries that they tend
to have a large “ rural over-population ”’ consisting of persons who
are either landless, and gain such livelihood as they may by inter-
mittent employment, mainly seasonal, or are cultivators of small
plots of land by primitive methods and with inadequate equipment.
In either case the productivity of their labour is exceedingly low
and their transfer to the work of industrial construction would
involve a negligible fall in the output of food. Of south-eastern
Europe it has recently been said that * of a total active farm popula-
tion of rather less than thirty millions between six and eight million
active workers are superfluous and could be taken off the land with-



24 SOVIET ECONOMIC DEVELOPMENT SINCE IQI7

out loss to agriculture ”.! Given a measure of reorganisation in the
social and property relations of the village—an extension of agri-
cultural co-operation and some consolidation of parcellated and
scattered holdings, permitting a more rational etilisation of labour
—the transfer of labour from village to town can march in company
with an actual increase in the output of agriculture.

In a certain sense the inelastic marketable surplus of agriculture
in the U.S.S.R. in the 1920’s (of which we shall have a good deal to
say below) could be regarded as forming ““ a fund of real working
capital ” which acted as the crucial limiting factor upon plans for
industrialisation. As such many of the participants in the intense
controversies of those years treated it; and the notion that an
enlargement of this surplus must precede any increase of invest-
ment (unless grave symptoms of economic crisis and inflation were
to appear) was implicit in the arguments of those who advocated a
low rather than a high tempo of industrialisation. But, for the
reasons we have stated, this fund was not necessarily a limiting
factor in the sense that its prior enlargement was an essential
condition for more investment, at least so far as food supplies were
concerned. If peasants moved from village to town, they became
consumers of bread in the town instead of in the village. A different
distribution of grain between village and town consumers was
accordingly needed ; but neither the volume of total consumption
nor the consumption per head of the population remaining in the
village were necessarily reduced. Moreover, if changes were simul-
taneously introduced into the economic and social life of the village,
which simultaneously released both labour and mouths from the
village and raised the productivity of the labour remaining there, a
growth of industrial investment could be accompanied by an actual
growth in total consumption. It is true that none of these results
might follow automatically. They would not necessarily result
alone from a financial policy designed to promote investment, but
would require appropriate measures of economic organisation to
carry them into effect. Without the latter, it might merely happen
that, with new prospects of employment and earnings for some
members of the family in industry, peasant households would take
advantage of the situation to consume more grain themselves
(thereby preventing an enlargement of the marketed food supply

! K. Mandelbaum, op. cit., 2; also cf. Hugh Seton-Watson, Eastern Europe
Between the Wars, 19181941, 97~9, who speaks of * rather more than a third
of the agricultural man-power in Poland, Roumania, Yugoslavia and Bulgaria as

being * Superfluous ”, and of * the great majority of all small holders in Eastern
Europe ” as “ permanently under-employed . Also D. Warriner, op. cit., passim.
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available to the towns) or alternatively to produce less than they
formerly did. Even so, the situation, and the problem it yielded,
would be a different one from that which most exponents of a
“ savings fund theory ”’ seem to have had in mind. Needless to
say, those who framed the industrialisation programme of the
U.S.S.R. did not wait for any automatic adaptation of marketed
food supplies to the financial consequences of a high rate of invest-
ment-expenditure. The cornerstone of the First Five-Year Plan
was precisely its combination of bold plans for industrial construc-
tion with a yet bolder transformation of the property relations of the
village and of the traditional forms of rural economy. Measures for
raising the productivity of labour in agriculture and at the same
time for bringing the marketable surplus of agriculture more
directly under planned control (by means of the so-called * forward
delivery contracts”’ which were to become obligatory supply-
quotas) had the effect of simultaneously releasing labour to swell
the ranks of industrial wage-earners, of reducing the number of
mouths in the village and of raising the per man hour productivity
of labour on the land.

So far as raw materials are concerned, or equipment for the new
industry that has to be imported, the position is a different one.
Here there is a more substantial sense in which the marketable
surplus of agriculture constitutes a * real fund of investible re-
sources ’.  Once new factories have been constructed, their opera-
tion will require additional supplies of raw material as well as of
labour ; and if constructional materials and machinery need to be
imported, commodities will have to be exported in return.! In a
backward country such export must generally consist of primary
products, which have either to be made available in greater supply
or diverted from home consumption. Again, to the extent that
transport is a bottleneck, and the haulage of building materials and
industrial equipment crowds out the movement of foodstuffs and
causes regional shortages (as often tended to happen during the
urgent years of the First Five-Year Plan), a heightened rate of
investment will be a competitor to consumption.

In contrast to what we have said, the Soviet Five-Year Plans
are often cited as an example of a forced tempo of industrialisation
promoted at the expense of the standard of life of the people. On
this whole matter there has been a good deal of loose and ill-

10r altematjvcly other imports cut down, which means a curtailment of
consumption of imported consumer goods (or raw materials to be used in making
consumer goods).

B



26 SOVIET ECONOMIC DEVELOPMENT SINCE 1917

informed chatter in the West. Actually, as we shall see below, the
First Five-Year Plan as originally drafted (even in its maximum
or “ optimal  variant in which it was adopted by the Government
as the definitive programme) provided for a steady increase, and
not a decrease, in consumption from year to year over the quin-
quennium. Certainly the Plan did not envisage any lowering of
consumption as the conditio sine qua non of the high rate of invest-
ment for which it budgeted. Although the share of consumption
in the national income was designed to fall from 81 per cent. to
66 per cent. over the quinquennium, the absoluic amount of con-
sumption was planned so as to grow by about 6 per cent. even in
each of the first two years, and to grow by a total of 40 per cent. in
values and 75 per cent. in real terms over the quinquennium as a
whole.! In so far as a fall in the standard of life occurred in certain
of the * tight ”’ years of the First Five-Year Plan, this was mainly
due to what one may call extraneous and ‘‘ accidental »’ factors (the
nature of which we shall consider in more detail below) which were
not contemplated in the original Plan. Such factors could not be
regarded as necessary concomitants of industrialisation and are at
any rate without much relevance to an estimate of the consequences
of industrialisation elsewhere.

There remains another and quite distinct sense in which it is
sometimes said that a process of rapid industrialisation necessitates
an increase in the rate of saving. In this sense, increased saving
must accompany a process of increased investment, but it need not
precede it in time (or precede it tn the sense of a causal-genetic
chain of events) and it does not represent any absolute reduction
of consumption. The saving which in this sense is stated to be
necessary refers to the extra income which the increased investment
activity épso facto represents. As such, the statement has a purely
formal significance, and merely states that, if the active labour
force is increased by a given percentage as a result of employing
additional labour on constructional work, then the real income of
the community including the constructional work will have risen
without the output of consumption goods having risen as well. But
behind it there stands a more substantial point. When labour
moves from the village into industry, and takes employment at a
level of wages appropriate to urban employment, the money income
of the community will almost inevitably be raised. Unless this rise
in money income can be tapped in the form of taxation or voluntary

18, G. Strumilin, Sotsialnie Problemi Piatiletki, 1928/9-1932/3, 52 ; cit. below,
page 235.



INTRODUCTION 27

savings, the increased money-demand for commodities cannot be
immediately satisfied (unless the productivity of labour in agri-
culture or in consumption goods industries has risen pari passu),
and a goods shortage and an upward pressure on prices must result.?
Here again there has been some misconceived talk about events in
the U.S.S.R. It has been said that inflation accompanied the
putting into operation of the Five-Year Plans ; sometimes with the
corollary that thereby new sources of finance were mobilised, with-
out which those high rates of investment could not have been
maintained ; sometimes with the corollary that thereby the invest-
ment at which the Plan was aiming was shown to be in excess of
real economic possibilities. On this matter, again, we shall have
more to say below. It must suffice at the present stage to say only
this : an expansion of money income (and of the money in circula-
tion) seems likely to be an inevitable consequence of any increased
industrial investment in a backward agricultural economy. This
increase of money income will be a function of the increase of
employment (short of a reduction of wage-rates) and hence of the
wage-bill, not of financial policy; and there is no fundamental
sense in which the price-rise which may be the consequence of this
larger money income either can augment the real potentialities of
industrial expansion or be a witness that the limits of these poten-
tialities have been passed.2 We shall also at a later stage adduce
reasons for supposing that in an economy of the type of Soviet
economy any substantial increase in the rate of investment is likely
to raise the ratio of retail prices to costs ; thereby creating a price-

1This upward pressure on prices is likely to be the greater if the income-
elasticity of demand is large for those things of which the supply is most restricted ;
which may well be the case with people on a low standard of life who are likely
to sPend most of any increased income on a few primary foodstuffs.

The so-called Bombay Plan for the Industrialisation of India, for example,
does not explicitly state, but certainly implies, that * inflation "’ can somehow
provide an additional source to finance investment. In the purely financial sense
that, if *“ voluntary savings *’ are likely to be deficient, a price-rise is an alternative
way of equating enhanced money income with the supply of consumption goods,
this can of course be maintained. But the authors of the Bombay Plan base their
conclusion on the statement that the margin between consumption and income
per head will be too narrow to permit of ¢ savings ’ of an adequate amount. In
then stating that * inflation *’ can provide an additional source for financing invest-
ment, they seem to ignore the fact that, if the available margin between income
and consumption has been fully estimated, inflation is incapable of widening it,
and if it cannot it is incapable of providing a new source of savings. Alternatively,
it is possible that in estimating the margin between consumption and income they
have omitted to take account of the effect of investment in increasing income.
Elsewhere the authors speak of the ““ hardship to the masses > caused %y Soviet
industrialisation due to * over-enthusiasm > and a too high rate of investment :
a result which they pride themselves on avoiding by choosing a lower rate of
investment (1st Penguin Ed., 1944, 4 Plan of Economic Development for India,

4475, 48).
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margin which, in a purely balance-sheet sense, will automatically
provide the means whereby that investment is *‘ financed ”.

In any such process of economic development there will be two
main and conjoint dynamic factors: technical improvement and
capital accumulation. The first of these will determine the concrete
forms in which the second is embodied, and the progress of the
second will determine the extent to which advantage can be taken
of the former at any particular point in time. Soviet economists
have eschewed Western notions of capital as a factor of production
(with a specific cost attaching to its creation or its use, and a specific
“yield ’) and have treated it as the embodiment of labour (past
labour : Marx’s “ stored-up " or ‘‘ dead " labour) in the particular
form of material aids to current labour in production, and as
“ costing ”’ the present no more than the labour necessarily devoted
to its maintenance or renewal. In a socialist society these durable
instruments of production lose the specific historical character
which they had when they were in private ownership and they
become the property as well as the creation of society as a collective
whole. The result of this emphasis has been to focus attention upon
increasing the productivity of labour by augmenting and improving
the stock of capital equipment with which labour works as the
prime objective of economic policy. The existing stock of instru-
ments is regarded as part of the social heritage which any given
generation acquires from history, and not as a factor of production
which has to * yield " a certain return (i.e. a return additional to
the cost of its amortisation or depreciation) in order to justify the
“ cost” that its creation originally involved. Accordingly, since
planning attempts to take a long view and has small reason to
discount the future,! there is little to qualify the priority that is
assigned to the task of equipping future decades with productive
instruments more richly than the present is equipped. Differences
in the incomes of nations or of generations are regarded as deriving
primarily from the richness or poverty of this technical heritage ;
and to add to this heritage is regarded as the reasoned duty of each
decade towards its successors.

There is another consequence of this emphasis which is, per-
haps, worthy of remark. Since capital is no longer conceived as a
sum of values, separable from concrete instruments of production—
alienable ‘ capital claims ’, yielding income-rights to their posses-

1 That is to discount the addition to productivity in the future, which will result
from an addition to the stock of capital equipment, for any reason other than the
higher income per head (and hence the smaller urgency of wants) which the future
is likely to have as compared with the present.
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sors and capable of being trafficked in independently of the proper-
ties to which they refer—the pressure to export capital, which has
been so large a factor in shaping the policies of capitalist states,
is absent from Soviet economy. This is not to say that there are
no reasons which may induce the U.S.S.R. to export goods on loan
to other countries. It is to say only that this process will be seen
for what it is : a transfer of products of home industry from home
uses to foreign uses, against no corresponding present import of
products in return. If investment is thought of in real terms, as an
addition to the community’s stock of productive instruments, a
diversion of such investment to a foreign sphere will be regarded
as something which impoverishes productive power at home in the
immediate future (even if it brings benefits in the more distant
future from the heightened productivity of a neighbour’s industry,
with its cheapened supplies). It will not be thirsted for as a means
of maintaining or enlarging the paper value of capital claims. What
has been a major *“ expansionist *’ force in capitalist countries, and
a cause of international rivalries, will accordingly be absent from
Soviet economy.

A question that has been central to most discussions about
economic planning has been the possibility of combining co-ordina-
tion of economic decisions at the centre with the exercise of dis-
cretion and initiative at the periphery. We have remarked that the
essence of economic planning lies in the fact that decisions which in
a capitalist society are diffused among numerous units are embodied
in a single complex decision which constitutes the plan. Decisions
about price and output and about investment in the renewal or
extension of capital equipment are taken, no longer atomistically
according to a profit-motivation—the motive of maximising profit
in a given market situation—but integrally in accordance with the
dictates of social policy. In practice, however, it will be impossible
for a plan to embody decisions about everything. Its preoccupa-
tion will necessarily be with the main contours of the economic
process. The filling out of these main contours with detail, the
adaptation of general directives to the special qualities of a particular
situation, which the most long-sighted planner located at the centre
cannot possibly bring within his focus, must inevitably be decen-
tralised. A plan has to be constructed on the basis of infofmation
that can be expressed in generalised form; and the decisions it
embraces have to be capable of expression in precise terms. Yet
there will necessarily be much in the economic situation that defies
any such precise description, or which has not yet reached the stage



3o SOVIET ECONOMIC DEVELOPMENT SINCE 1917

of digestion in experience where it can be easily described in verbal
terms at all. The actual ““ feel ”’ of the situation by men standing
close to events is here essential to any realistic decision. In the-
adaptation of a plan to a rapidly changing situation, this can be
seen to be of special importance. If not in major degree, at least
in very large degree the success of any system of economic planning
will depend on the character of the personnel near the periphery of
economic decision, and on the capacity of the system to provide an
adequate motivation for those peripheral decisions to be efficiently
taken and implemented. It is from lack of capable lieutenants and
sergeants rather than from poor generalship that economic planning
runs the danger of failing.

The crucial obstacle to any attempt to impose a set of centralised
decisions upon a capitalist economy is the tendency of entrepreneurs,
who still hold (or until recently held) rights of economic sovereignty,
to obstruct any provisions of an economic plan which run counter
to the aim of maximising the profit to be earned upon their property.
Quite apart from anything of a sufficiently political and conscious
character to justify the name of ‘‘ economic sabotage ”, a concerted
passive resistance would probably develop from the play of con-
ditioned entrepreneur-behaviour alone. In such circumstances an
economic plan imposed upon the economy from above is likely
to have a purely negative character, excluding certain courses of
action from the agenda or setting limits within which the autono-
mous decisions of entrepreneur units can operate. If anything more
positive than this is contemplated, enforcing courses of action such
as would not normally be taken, it will be necessary for State policy
to be backed by extensive coercive powers and by a special apparatus
of coercion which duplicates the normal apparatus of economic
administration. It is a situation of this type that apparently lies in
the background of the mind of those critics who allege that abnormal
coercive powers of the State and an inflated bureaucratic apparatus
are inevitable accompaniments of any planned economy.

In a socialist economy, by contrast, the managers of industry
are no longer persons who either hold rights of ownership over
the means of production or are responsible to private owners ;
and the motivation of the economic activities which they control
is no longer that of maximising profit-earnings on such property.
Moreover, an economic system which has passed through the
fire of social revolution will enjoy at least this advantage over
any other : that the traditions of economic administration, and the
traditional forms in which these are embodied and preserved, will
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to a very large extent have been broken and the personnel which
rules economic activity at the periphery will have been exten-
sively purged and refreshed by the infusion of fresh blood. One
can, indeed, say that this cathartic action constitutes a major part
of the historical role of social revolutions. Even so, although the
motive and habit of obstruction may have been exorcised, it does
not follow that the personnel responsible for the management of
economic enterprises will be spontaneously inclined or fitted to
co-operate wholeheartedly with the spirit as well as with the letter
of a central economic plan. Sectional interests and departmentalism
may give rise to centrifugal tendencies which conflict with co-
ordination, such as we shall see were an important factor in the
early years of Soviet planning. To achieve the requisite degree of
co-operation, a combination of education and inducement will be
necessary, so that a fairly close-knit identity of aims and of interests
in essential matters between the collectivity which frames the plan
and the individuals and groups which operate the plan may be
created.

In certain respects economic plans in Soviet economy embrace a
greater amount of detail than one might have deemed practicable ;
for example, regarding the costing and pricing and the output of
particular commodities and varieties of commodities, as well as
about new construction projects and the reconstruction of existing
plants. At the same time, in a number of directions much greater
latitude is given to peripheral initiative, both in the moulding of
plans and in implementing them in detail, than is often supposed.
This applies particularly to the production of things which are
susceptible of greater variety and to industries which both rest
upon local sources of supply and cater for a local market. More-
over, in all except certain key lines of production, where supplies,
orders and administration are alike centralised in high degree,
this decentralisation of decision applies to a considerable range
of questions, including the detailed choice of supply of produc-
tive resources (including labour) and of delivery of the final
product (which is organised on the basis of advance contracts
between producer and consignee) and the technique of production
within the limits set by the investment and construction plan.
Upon an efficient and untroubled decision of such questions a very
great deal depends. Stress has been laid in Soviet economic
literature since the early *20’s upon the need to combine centralised
control over the main direction-lines of economic policy—* the
orientating directives ”—with decentralisation of the managerial
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operation of economic activity. In fact, the very word that is
usually rendered into English as * control ” has in Soviet usage a
meaning that goes at least half-way towards what in England would
be referred to as * supervision ”’, and might at any rate be not
inappropriately rendered as * steering ”. With a passing of the
more acute shortages of the early construction period, which
imposed a necessity for stringent centralised allocation of scarce
supplies, the tendency has been to extend and to emphasise this
decentralisation of particular detailed decisions involved in current
economic activity.

The precise measures by which a financial incentive is given to
the economic units at the periphery to exercise this discretion along
lines which harmonise with the general provisions of a centralised
economic plan assume, therefore, a more universal interest and
importance than at first glance they might appear to have. These
measures were not the a priori creation of economic or social
doctrine ; they were forged in the light of actual experience of
economic administration, and they have emerged in their present
shape from a process of continual adaptation and change. Their
detailed character will be the subject of a later chapter (Chapter
Fourteen); and this more complete account will be anticipated
here only by this preliminary observation. The measures to
which we have referred have mainly the form of financial induce-
ments—inducements both of a group and an individual character ;
and the main coercive instrument whereby the centralised direc-
tives of the plan are enforced has come to consist of the financial
apparatus. To this extent the controlling hand exerts a mediate
rather than an immediate influence upon those who manage pro-
duction. The essence of this method by which central control
is combined with peripheral discretion is the translation of the
nominal (limited) autonomy of each economic enterprise into
reality by granting it a minimum quantity of its “ own "’ resources,
over which it has limited powers of disposal, while at the same time
leaving it dependent for a margin of resources upon credit ad-
vances from the banking system, over the disposal of which the
latter is in a position to exercise a considerable measure of control.
The provisions of the production plan are then clothed in financial
form, in terms of costs and prices ; and any deviation of the actual
from the planned result is accordingly left to express itself in an
addition to, or subtraction from, the resources at the disposal of the
enterprise. In summary one might, perhaps, hazard this generalisa-
tion : the need to combine peripheral discretion with centralised
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direction is one of two crucial reasons for the prominent, if secon-
dary, place that financial problems and a financial apparatus con-
tinue to occupy in Soviet planning. Administrative problems have
been extensively transmuted into financial problems.

More important for many than these narrower economic issues
will be another claim which Soviet development between the wars
is increasingly making upon the attention of the world. Soviet
planning in these years was not concerned only with economic
problems, in the restricted sense of this term : it was concerned
equally, if not more, with wider issues concerning those social
relationships which compose the basic texture of society. Soviet
economic policy was not something conducted as a calm experiment
in a settled society of which the social basis had come to be taken
for granted as the constant element in any economic problem. This
policy, as we remarked at the opening of this chapter, was part of
a process of revolutionary transformation from an old social order
to a new one. Society was in transition from a social order which
still bore marks of recent Feudalism and of levels of economic
development which countries of Western Europe had passed a
century or a century and a half ago. Economic policy was neces-
sarily entwined and often dominated by consideration of the effect
which an action might have on the relation between classes, on
the dying out or the resuscitation of an old class or the bringing
to maturity of a new. Whether this entwining of economic with
social issues will lower or heighten the interest of an economist in
the events which this book describes will no doubt depend upon
his point of view. Certainly these events involve considerations
which reach beyond what he usually regards as his special field.
They relate, moreover, to changes which have aroused more appre-
hension and hatred in some and more enthusiasm and devoted
allegiance in others than any set of events in modern history, not
excluding the French Revolution. To describe them in an atmo-
sphere uncharged with controversy is impossible. But one can
hope at least to approach an objective study of these historic years
by endeavouring to see facts as they were and to present issues of
policy as they appeared to the eyes of the participators.

Bt



CHAPTER TWO

RUSSIAN ECONOMIC DEVELOPMENT
PRIOR TO THE FIRST WORLD WAR

I

In its economic development, as in its geographical position,
European Russia in the first decade and a half of the present
century was intermediate between the undeveloped lands of Asia
and the industrially developed regions of Western and Central
Europe. It is true that capitalist industry had in certain regions
shown a quite remarkable development, particularly since the
1880’s : in the coal and iron region of the Donetz and the Dnieper
in the south, in the Moscow region and the neighbourhood of
Petersburg, and in Poland. Much of this industry was fairly modern
in type, and was marked by a surprisingly high level of concentra-
tion both of production and of ownership and control. For ex-
ample, the proportion of all workers in factories who were employed
in enterprises with more than 500 workers reached the surprisingly
high figure of 53 per cent. ; as compared with an American figure of
31 per cent. as the proportion of wage earners in manufacture in
1914 who were in establishments employing more than 500.! In
the iron industry in the south the size of blast furnaces, measured
by their output, was greater than in German industry, and about
half as large again as those in British industry, and even three fifths
of the much larger average size of furnaces in American industry.
In 1913 nine iron and steel plants accounted for more than half the
production of pig-iron. Nine tenths of the production of rails
came from seven firms, and in the oil industry six large enterprises
accounted for two thirds: of the whole output of the Baku region.
Taking Russian factory industry as a whole (exclusive of mining),
the horse-power per worker was about three fifths of the equivalent
figure in England and only a third of that in American industry,
but was on a higher level than French and German industry at the

time.!

1 Liashchenko, Narod: Khoziaistvo S.S.S.R., 559; American Statistical
Abstract, 1916, 177. Liashchenko quotes a figure of 3:; per cent. which is appar:ntlay
a mistake. 1 Liashchenko, 0p. cit., 560-2.
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In the closing decades of the nineteenth century there had been
a good deal of railway construction, which in mileage figures
reached an impressive total. By 1903 there were some 40,000
miles of railroad in existence (about two thirds State-operated) in
the area of the Russian Empire :! a figure which by 1914 had been
increased by a further §,000-odd miles. Between 1891 and 1904
the considerable feat of linking Moscow with the Pacific coast by
means of the 4,000-mile Trans-Biberian railway? was carried
through ; and by 1905 Tashkent had been linked with the Volga
and further west by the Orenburg-Tashkent line, as well as with
the Caspian Sea at Merv by the Turkestan railway across the trans-
Caspian desert which had been started in 1884. But despite these
achievements, Russia’s railway development, whether measured in
relation to area or to population, remained the lowest of any
European country. On many lines the construction of the perma-
nent way, as regards ballasting and gradients, the weight of rails
and the closeness of sleepers, was inferior to the standards in vogue
in Central and Western Europe, with slower train-speeds and
diminished tractive-power of locomotives as the result; and in
view of the very limited exploitation of coal resources outside
Poland and the Donbas in eastern Ukraine, railways in many parts,
especially in Siberia, had to operate on wood-fuel. At the time
of the Russo-Japanese war there was a railway bridge across the
river Volga at only one point (ten years later increased to three).
Lines such as the Trans-Siberian, the Tashkent and the Archangel
lines were no more than single tracks. Road development was
strikingly primitive. There were less than 20,000 miles of regular
road, and of these scarcely more than 3,000 were surfaced in the
west-European manner. As regards roads Russia was for the most
part still in the position that England was in the mid-eighteenth
century.

In general it can be said that industrialisation had as yet touched
little more than the hem of Russia’s economic system ; even if,
where matured forms of industrial Capitalism had taken root, this
Capitalism was of a fairly advanced type. The patches of factory

1 Of this roughly six sevenths were within the territory of the U.S.S.R. as it
existed prior to 1939.

® The total distance from Moscow to Vladivostok is about 5,500 miles.
Engineering difficulties were very great owing to the rigours of the climate, the
existence at some points of soil perpetually frozen a few feet below the surface,
and a continual danger of thaws and flooding; and in the Lake Baikal sector
thirty-three tunnels had to be excavated through rock. There was much corruption
and inefficiency in the administration, and the total expenditure (amounting to
some £40 million) greatly exceeded the estimates.
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industry in the Leningrad and Moscow districts and in the south
were no more than industrial ““ islands " in a vast agricultural sea,
bordered to the north by deep forests and to the south by mountain
or desert. Less than 15 per cent. of the population lived in towns,
and less than 10 per cent. derived their livelihood from industry.
The total numbers employed in factory industry lay between two
and three million (to which are to be added a further million rail-
waymen and three-quarters of a million miners). The mechanical
horsepower in production, when measured per hundred of the popu-
lation, worked out at only 1-6 in Russia against 13 in Germany, 24
in England and 25 in U.S.A.! Even many of the wage-earners in
factories were only semi-proletarians, in the sense that they still had
economic links with the village and often returned there in the
summer to help their families with the harvest. According to an
investigation in 1910, as many as two thirds of the factory workers
of Petersburg, the capital, retained nominal ownership of some
village land, and nearly a fifth of them returned to the village every
summer. In the mining industry of the south the migration to the
village in the harvest season was even more marked than it was in
the factory industry of the Petersburg and Moscow districts. More-
over, twice as many persons were employed (though not always full
time) in non-factory handicraft industries as were employed in
factories with mechanical power or with more than sixteen em-
ployees ; and Capitalism in Russia still very largely took the rela-
tively primitive form of the * putting-out system ”’, under which
work was given out to domestic workers or to small sub-contract-
ing masters, owning handicraft workshops, by capitalists who were
as much merchants as manufacturers. The kustarny industry was
the form which the first considerable development of Capitalism,
based on hired labour, had taken in the 30’s and 40’s of the nine-
teenth century, captained by merchants or well-to-do peasants ;
and its survival was encouraged throughout the century, despite
the growth of a landless class in the countryside, by the con-
tinued attachment of the rural population to the village, due to
restrictions on peasants’ movement and on the sale of land by a
peasant family, which continued despite the Emancipation of the
Serfs in 1861. The factories that existed were frequently foreign
importations : foreign-owned, foreign-financed and staffed by
foreign managerial and technical personnel.

Not only in this respect, but with regard to her trade relations,
Russia represented an economic system that was pendent on the

1 Liashchenko, op. cit., 562.
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West. As an exporter of raw and agricultural products and an
importer of finished manufactures, her agriculture had been
developed in the course of the nineteenth century under the strong
influence of the export market, and her manufactures had mainly
grown up in relation to the few main urban markets of western
Russia. She led the world as a grain exporter, and supplied nearly
a third of the wheat imports and nearly a half of the imports of
other grains of Western European countries. Cereals and other
foodstuffs accounted for over a half of Russia’s total exports in
1914 ; and goods classified as “ raw materials and semi-manufac-
tured goods ” for a further 36 per cent. Of imports manufactured
goods made up a third and were on the increase ; and raw materials,
such as cotton, wool, jute and silk and some non-ferrous metals,
together with semi-manufactured goods accounted for nearly a half.
So great was the reliance of Russian economy on the German
market and on German supplies (which composed half of her peace-
time imports) that in the First World War of 1914-18 Russia con-
tinued to import certain commodities from Germany (chiefly
chemicals, metals and machinery), explicitly exempting these from
the general prohibition on trade with enemy countries.? The
import tariff prior to 1914 was so graded as to lay an almost pro-
hibitive rate of duty on most foodstuffs ; and although in 1896 the
tariff had been reformed under the influence of Witte as Minister
of Finance to give protection to industry, the average level of duty
on industrial raw materials and on manufactured articles was by
contrast relatively low. It was common knowledge that the large
grain export thrived on the extreme poverty of the mass of the
peasants, which combined with the tax system to oblige the poorer
peasants to flood local markets with grain at low prices immediately
after the harvest in order to acquire cash with which to meet their
taxes and to meet debts incurred in the previous sowing period.
At the same time, railway rates were adjusted favourably to trans-
port of grain over long distances, thereby extending the area over
which grain could be profitably sold for export ;2 and both railway
companies and the State Bank granted credits against consignments

1 Cf. Baron Boris Nolde, Russia in the Economic War (1928), 54-5.

2 Actually on short hauls the mileage rate worked out higher for export grain
than for grain consigned to domestic markets (as a result of railway-rate policies
introduced in the ’90’s) ; the intention of this being to reserve the supplying of the
grain-importing regions of Central European Russia and the North and North-west
to the agricultural regions on the northern edge of the black-earth belt. But as the
distance increased, the difference disappeared, and the mileage rate for grain con-
signed to the ports fell considerably ; thereby favouring particularly districts a
good distance from the Black Sea ports, such as those east of the Volga. (Cf.
V. P. Timoshenko, Agricultural Russia and the Wheat Problem, 331-2.)
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of grain for export. An indication of the tendency for agriculture to
be increasingly geared to the export market rather than to the needs
of mass consumption at home is that in the territories of European
Russia in the two decades prior to 1914 the production of wheat
(the main export crop) rose by about 75 per cent., while that of rye
(the crop consumed by the peasantry and the town workers) in-
creased only a little if at all.?

Russia had also been an importer of capital from abroad, to an
average amount of some 200 million roubles annually in the two
decades before the war of 1914. Annual indebtedness on foreign
loans exceeded the annual import of new capital, and hence ac-
counted for part of Russia’s surplus of merchandise exports over
imports in her annual trade balance.? It has been estimated that
nearly a half of the capital invested in the Donetz coal basin prior
to 1914 was foreign, and over 8o per cent. of the capital in iron
mining, metallurgy and the oil industry. The total foreign capital
invested in Russian industry has been estimated at over 2 milliard
gold roubles, of which 32 per cent. was French and 22 per cent.
British ; and a further § milliard odd in State and municipal and
State-guaranteed loans.? Of the basic capital of 18 leading joint-
stock banks some 42 per cent. was in foreign ownership, firstly
French and secondly German.*

But while Tsarist Russia in such respects occupied a semi-
colonial position relatively to the West, she also had her own
imperialist ambitions in the south and south-east and east, and
here even exported a little capital and sought markets for manu-
factured goods. In the second half of the nineteenth century she

1 Timoshenko, op. cit., 368 ; Pavlovsky, Agncultural Russia on the Eve of the
Revolution, 258-63; M. Miller, Ec pment of Russia, 1905-1914,
57—78, 111. Of wheat production between a quarter and a third was exparted in
the two decades prior to 1914 and of rye no more than about 5 per cent. Actually
a major part of the extra wheat went to meet urban consumption among the lower
middle and middle class ; but at the same time wheat export increased by approxi-
mately a third. Less than 10 per cent. of the rye was marketed at any considerable
distance from the village (i.e. sent to market by rail or water). About half of the
marketed surplus of the four principal grain crops went for export and more than
a half of the grain traffic on the railways. (Timoshenko, op. cit., 372,578 ; Pavlovsky,
ap. cit., 2513 ; Liashchenko, 0p. cit., 614-15.) Of flax and hemp sent by rail three
quarters was for export.

2 Between 1898 and 1913 Russian exports as recorded equalled 17°4 million
roubles and imports 13-3 million. The import of capital (into industry, municipal
and State loans, etc.) was approximately 4 million, and dividend and interest pay-
ments sent abroad about 5 million. (Cit. from an article on ‘‘ Pre-war Russia’s
Balance of Payments *’ in Vestnik Finansov, 1928, No. 5, by Liashchenko, op. cit.,
600~1.) The other large item of * invisible import ”’ seems to have been ‘‘ expenses
of Russians abroad * which is put at the surprisingly high figure of 2 million roubles.

3 L. Pasvolsky and H. G. Moulton, Russian Debts and Russian Reconstruction,
175-84. 4 Liashchenko, op. cit., 591.
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followed up her successful penetration of the Amur basin in the
Far East and nearer home of Transcaucasia with the subjugation of
Central Asia ; and at the turn of the century she was showing signs
of extending her economic and political influence into Persia, Mon-
golia and Manchuria. Lenin had spoken of Russia in 1905 with
its “ handful of feudal landowners headed by Nicholas II ruling
in close alliance with the magnates of finance capital ”’ as playing
the réle of agent to the imperialism of Western Europe ; to which
fact he attributed the * military-feudal ”’ character of the Tsarist
~ State and its policies ; adding that Russia represented an economy
“in which the latest capitalist imperialism is entwined, so to
speak, with a particularly dense network of pre-capitalist re-
lations ” and “a very backward agriculture and a very primitive
village ”’ co-existed with “ a very advanced industrial and financial
capitalism .1

The basic reason for the lowness of the average standard of
life? in Tsarist Russia was the low productivity of her agriculture,
which constituted the livelihood of four fifths of her population.
For an agricultural country, moreover a grain-exporting country,
her population density was relatively great: that of European
Russia exclusive of Poland at the end of the nineteenth century
being 535 per square mile against 31 in U.S.A. Moreover, the
proportion of the total land that was cultivated was also relatively
small, being no more than 25 per cent. even in European Russia,
compared with something like 40 per cent. in France and Germany.
The result was that the average area of cultivated land per head of
the agricultural population worked out at a figure of only about
3 acres, compared with about 13 acres in U.S.A., 8 acres in Den-
mark and 4 acres in France and Germany.? At the same time the
average yield per acre of arable land in European Russia was no
more than about 8 to 10 bushels; below that prevailing in those
regions which represent the American extreme of extensive cultiva-
tion and scarcely more than a quarter of the yield per acre in the
United Kingdom, a third of that of eastern Germany and half
that of France. Her wheat yield was below that of Italy and
Serbia, little more than a half that of Austria-Hungary and about

! Collected Works (Russian edition), vol. XIX, 136 ; vol. XX, s70.

2 National income per head, according to the estimate of Prokopovitch, was
about 10z roubles a year, or scarcely more than a third that of Germany, less than
a quarter that of England and about a seventh that of U.S.A. at that date.

3 Academician D. Prianishnikov and Prof. A. Lebediantsev in Planovoe
Khoziaistvo, 1935, No. 3, 69. In the northern part of the Ukraine the area of

cultivated land per head of the agricultural population was not much more than
14 acres, or nearly as low as the equivalent figure for India.
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on a level with India.? Her agriculture accordingly ‘ combined
the negative features of European agriculture (relative smallness of
arable area) and of American agriculture (lowness of yield),” with
a resulting level of grain production per head ‘‘ appropriate to a
country importing grain, instead of exporting it .2

This is surprising in view of the fact that Russia contains in her
black-earth region some of the potentially richest soil for grain
cultivation in Europe. This belt stretches from Bessarabia across
southern European Russia where it has a maximum breadth of some
400 miles round Kharkov (between Orel and Tula to the north and
just above the coast of the Sea of Azov to the south), across the
Volga between Kazan and Saratov and into western Siberia where
it narrows to a breadth of little more than 100 miles. But except
in the western Ukraine, west of the Dnieper, fertility of the soil
is offset by the aridity of the climate; the rainfall in the Volga
region of the black-earth belt being only about a half or even a
third of that in the west and sometimes falling below twelve and
even below ten inches annually. Even the melting of the snows in
the eastern areas is of little assistance to agriculture, since the thaw
is too rapid and the moisture, instead of penetrating, runs off and
often washes away the soil, forming ravines. As one moves west
from the Volga across the Dnieper into the western Ukraine, the
yield tends to increase by two or three bushels an acre, or by
approximately 20 or 30 per cent.

But the yield was also maintained at a low level by the primitive
character of farming technique. The three-field system predomi-
nated in most parts of the country, which necessitated one third
of the arable area lying fallow every year. In some parts of the
southern Ukrainian steppes and the north Caucasus a rotation
system inferior even to the three-field was common : the perelog
under which exhaustion of the soil tended to occur after a period
of years, since only a fifth or a quarter of the arable area was left
fallow at one time. Many village communes continued to practise
periodic redistribution of the land among their members; and
even in those communes where this did not occur (and its absence
was a characteristic of the west and south-west) a farmer’s land was
held in scattered strips, often at long distances (frequently several
miles, and not infrequently five or six miles) from one another
and from the village. These strips were sometimes very numerous :

1 The lowness of the wheat yield is partly, but far frorh wholly, due to the
fact that Russia generally produced hard red wheats, the yield of which is always
lower than soft wheats. (Timoshenko, op. cit., 274.)

2 Prianishnikov and Lebediantsev, loc. cit., 69.
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as many as twenty or thirty being not uncommon in some of the
northern provinces, while a hundred strips per household was not
unknown.! Of no less importance as a reason for low yield was the
lack of balance in the holding : in particular, the insufficiency of
available pasture for the proper arable-hayland-pasture balance.?
In the southern steppe region, in particular, the shortage of pasture,
and hence of livestock, resulted in an extreme shortage of manure ;
and it has been estimated that the amount of manuring of land
was only about one tenth of the traditional amount in east Ger-
many. The adverse factors affecting productivity were therefore
most serious precisely in those regions where the rural popula-
tion had come to be settled most thickly—the regions of new settle-
ment in the * free frontier »’ regions of past centuries—and where,
because land was more valuable and more of it had been retained
in the hands of large landowners, peasant holdings on the average
were smallest.®* On the other hand, in the north and north-west
where available pasture was more plentiful, and meadow lands
were more valuable than arable, it was precisely the former that
the landlord had striven to keep in his own hands at the Emancipa-
tion settlement ; so that peasant lands remained deficient in suitable
pasture even in these regions where the average of peasant holdings
was generally larger. While livestock could be pastured in the
forests in summer, the number of cattle that a peasant household
could maintain through the long winter was narrowly limited. In
a bad year it was not uncommon for the straw from roofs to be fed
to cattle and for more than a third of the cattle of the village to be
slaughtered or sold, for lack of means to maintain them. The
average number of working horses per peasant household came
out at less than one ; which meant that, if some households had
several horses, a large number were without a horse with which
to plough and bring in the harvest or to take the produce to market.
Moreover, in the last two decades of the nineteenth century the

1 Pavlovsky, op. cit., 82 ; Liashchenko, op. cit., 370.

2Cf.: “In a large number of places, sometimes throughout whole districts,
it was not the sizes of the holdings, but the relative shortage in them of this essential
element that was the ro»t of the problem. Here, indeed, one could see the applica-
tion of ‘the law of the minimum ’, as enunciated by Liebig with regard to the constitu-
tion and fertility of the soil, to the economic aspect of farming. On the average,
under the three-course system, the area of meadows and pastures must be approxi-
mately equal to that of arable. . . . By the close of the last century the ratio, in a
great majority of cases, did not exceed one third or one half of the arable. . .. At
its worst in the Province of Kursk that fraction did not exceed one thirtieth.”
(Pavlovsky, op. cit., 84~5, who quotes from A. I. Chuprov.)

3 T'o some extent the lack of balance in the rotation was a result of the pressure
of peasant population on available peasant land, since this had forced thejextension
of arable at the expense of grass land.
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position in this respect had been deteriorating. The amount of
cattle per peasant household is estimated to have declined between
1870 and 1900 by 30 per cent. and the number of working horses
per working male in similar proportion and per 1,000 dessiatines
by 23 per cent.}

To these factors in low productivity was added the chronic
deficiency of capital among all peasants except a thin upper
stratum. This showed itself not only in the prevalence of extremely
primitive implements, but also in the absence of reserves to tide
the family over the year and to meet taxes and the provision of seed-
corn if the harvest in any year was poor. Half of the peasants still
used a primitive type of wooden plough (called the sokha). Most
sowing was by hand, and only in the south-eastern steppes had
seed-drills become at all common even as late as the second half
of the 1920’s. The major part of the harvesting and even of the
threshing was done by hand, laboriously with a sickle and the
centuries-old hand-flail. Agiicultural surveys indicated that there
was on the average about one reaper to every 25 peasant farms,
one threshing machine to every 29 and one mower to every I00.
In this respect the larger estates and the well-to-do kulak farms
were better situated, and the yield per acre on them was generally
somewhat higher than the average.? It was they who were respon-
sible for most of the marketed produce; while the middling and
poorer peasantry were primarily subsistence farmers, selling only
so much of their produce as was necessary to procure money for
purposes of taxation and the few bare essentials that had to be
purchased from outside the village, such as kerosene for lamps.
Thus, while some two thirds of all agricultural produce came from
peasant lands, and only a third from the large estates, as regards
the marketed surplus something approaching the reverse propor-
tions held ; and even of the 30-40 per cent. of the marketed surplus
which came from peasant land, by far the greater part of this came
from the upper layer of well-to-do kulak farms. The tendency of
the large estates was to develop the cultivation of specialised crops
with an urban or an export market, such as sugar beet, which was

8 1 Pavlovsky, op. cit., 826 ; Mavor, Economic History of Russia, vol. 11, 99~103,
283, 291.

® Taking the average yield per acre for rgor—13 in the black soil belt, this
differed in the case of spring wheat from 97 bushels on peasant land to 11'5 on
the estates, in the case of winter wheat from 134 to 145 respectively, and of winter
rye from 12-4 to 15°2 respectively. (Timoshenko, op. cit., 276.) As an average of
the whole country, the difference, according to the official figures, worked out at
between 15 and 20 per cent. ; but this may be an under-estimate of the difference
owing to the way the statistics were compiled. (Cf. Pavlovsky, op. cit., 218.)
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being considerably developed in the west and south-west in the
decade and a half prior to 1914 ; also flax and in the north-west
dairy farming.! Apart from the big estates on the southern
steppes, producing wheat for export, grain and especially rye
remained essentially a peasant crop, grown to the extent of nearly
three fourths? of it not for market but for home peasant consump-
tion. Yet even in the case of grain, while the estates accounted for
barely one eighth of total production, they supplied nearly one half
of the marketed surplus.

All averages about peasant conditions and peasant cultivation
are, however, apt to be misleading since they conceal the extensive
social differentiation among the peasantry themselves, with the
important tendencies in village economy which were the result of
this. An official inquiry of the Central Statistical Committee relat-
ing to 1903, and covering 50 provinces, showed that a richer 10 per
cent. of peasant households, each possessing more than 20 dessia-
tines (about 55 acres) of cultivated land, owned some 35 per cent.
of all land ; while half of all peasant households had holdings of
less than 8 dessiatines (about 22 acres), and occupied just over a
fifth of the total area. The smallest holders of all, those possessing
less than 10 acres, made up one sixth of the peasantry, but covered
less than 4 per cent. of the land. In the villages that still undertook
periodic redistribution of village land it was customary for larger
holdings to be allotted to families having more mouths to feed and
more hands to work the land ; so that to some extent the size of
holding was apt to vary with the size of the family. However, not
all villages practised redistribution ; and even where they did it
frequently happened that land allotments went to the families
which had horses and implements to work them, and the rich
peasant could frequently use his influence over the village com-
mune or mir and its officials to secure preferential treatment.
Inequalities in the possession of livestock and farming equipment
were apt to be greater than inequalities of landholding, and even
to some extent to form the basis for the latter. At the end of the
nineteenth century nearly a third of all peasant households lacked
horses. The rich kulak, with horses and carts and ploughs to spare,
could loan these to his poorer neighbour who had none, sometimes
on a kind of métayage system under which the latter yielded a
proportion of his produce to the former, or under a labour-rent

1 Even in these specialised crops yield was below that of western countries :
e.g. the yield of beet per acre was less than two thirds that of France and little more
than a half Germany’s.

* That is, as a proportion of the gross harvest.
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system under which the poorer peasant paid for the plough team
or the extra land he hired by himself working a given area of land
for his richer neighbour. To work two dessiatines of land for the
loan of one dessiatine was a common rate of exchange under these
labour-renting bargains; and it was not unknown for a poorer
peasant to have to work three dessiatines for every one used for
himself. To this type of contract between rich and poor peasant
was frequently added a more usurious one, by which the former
advanced to the latter seed-corn in the spring against future repay-
ment in money or in a share of the crop after the harvest. Most
of the poor peasants, being in urgent need of cash after the harvest,
were apt to glut the market with their grain in these post-harvest
months ; with the result that the peasant with capital to spare
could buy up the grain at low prices and hold it until the spring
when prices were higher, and when the very peasants who had
parted with it the previous autumn were often forced into the
market again as buyers to tide them over the period of sowing and
harvesting ; taking back produce at a higher price (in money or in
their own labour or on some kind of loan contract secured on their
future labour time) than the price at which they had sold grain six
months before. This fluctuation of prices on local markets between
autumn and spring was frequently as much as 30-50 per cent.;
and in some provinces, even in those provinces that produced a
regular surplus for export, more than a half of the peasant house-
holds, and in bad years more than three quarters, had themselves
become buyers of grain by the spring.? It was this type of sharp
practice, by which profit was made from the necessities of his
neighbours, that earned the richer peasant his opprobrious title of

kulak, or “fist ” : a creature characterised, in Stepniak’s? words,
by “ the hard unflinching cruelty of a thoroughly uneducated man
who . . . has come to consider money-making, by whatever means,

as the only pursuit to which a rational being should devote him-
self ”’, and affording * fair samples of that rapacious and plundering
stage of economic development which occupies a place analogous
to that of the Middle Ages in political history ”.

An important result was an increasing tendency for the poorer
peasantry to seek additional earnings, either by working for wages
or by undertaking domestic handicraft industry. For the majority
even of the so-called “ middle peasants”—the families with a
horse or two horses and a twenty-five to forty acre holding—the

1 Cf.. Mavor, op. cit., vol. II, 291 ; G. T. Robinson, Rural Russia under the
Old Regime, 103. 2 Russian Peasantry, §5.
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product of their land was insufficient to maintain a family above the
subsistence level. From an official investigation in 1895 it emerged
that in 46 provinces of European Russia more than a half of the
peasantry lacked the 19 poods of breadstuffs necessary for the
needs of a peasant household, and less than a fifth had an excess
above the 26—27 poods considered ‘truly adequate”.? It has
been estimated that the average annual net income of a peasant
household from the land amounted to no more than some 150-180
roubles (the equivalent roughly of about £15-£18).2 In the black-
earth belt it was estimated at the end of the nineteenth century that
a quarter of the males of working age took employment as agri-
cultural labourers for some period of the year ;3 and the big estates
of the southern steppes met their ““ peak ”’ labour needs at harvest
time by the employment of several millions of migratory labourers
from villages often hundreds of miles north and north-east. Others
moved to factory districts and the mines. But this casual wage
labour was not only supplied to the large estates and to industry.
About half of it was employed by the local kulak in cultivating
the additional land he could rent or buy to enlarge his allotment
or in the local kustarny industry that he had established. Thus,
in addition to the industrial proletariat proper, there existed a
large rural semi-proletariat drawn from families who were unable
to support themselves from their holdings of land, since they
lacked the animal-power and equipment with which to work it,
and were burdened or dispossessed by taxation and usury. For
rising industry and a kulak class to feed upon, this rural semi-
proletariat represented a rich potential reserve.

II

The condition of the peasantry and peasant discontents at the
opening of the present century had their roots in the terms of the
Peasant Emancipation of 1861, and in the outcome of the arrange-
ments by which the peasant ceased to be a serf and became in legal
title, at least, an independent holder of his allotment-land* (subject
to the powers vested in the village commune (mir) to regulate the

1 Mavor, 0p. cit., vol. II, 290. 2 Pavlovsky, op. cit., 94.

3 Ibid., 199. Lenin in his ‘“ Agrarian Question in Russia ”’ quoted figures to
show that ‘‘ seven tenths of the horseless peasants and almost half the one-horse
peasants hire themselves out as labourers »’, these * lower groups of peasantry *
occupying the position of ‘‘ labourers and day labourers with allotments .
(Selected Works, vol. 1, 190-1.)

4 It was, however, the family as a unit and not the head of the family (until
1906) in whom the holding was vested.
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land allotment among peasant families and to distribute certain col-
lective liabilities laid upon the village as a unit). But the effects
of the Emancipation settlement were far from uniform; and
some attention is necessary to the peculiarities of the main regions
into which agricultural Russia falls, if the agrarian history of the
second half of the nineteenth century and the peasant movement
which constituted so important an element in the revolutions of
1917 are to be understood.

We have said something of the characteristics of the black-
earth zone and of the difference of climate between the western
districts and the more easterly steppe districts, which made the
latter with their lower rainfall and greater extremes of summer
and winter temperatures a land of low crop-yields and of exten-
sive arable cultivation. This was the region which in earlier
centuries had been an area of recent settlement : the land beyond
the official frontiers to which fugitive serfs had fled from the
exactions of their lords and masters in Central Muscovy and where
squatters’ rights prevailed. The regions of the Don and the Yaik
(or Ural) rivers and the Kuban had witnessed the famous Cossack
settlements : largely self-governing communities of colonists who
owed certain military service obligations to the Crown. Much of
the land of this region was cultivated in a form more primitive than
the three-field rotation; land being ploughed and sown for as
many years as it would yield a crop, and then when its fertility was
exhausted being allowed to revert to grazing land for a period, while
the cultivator and his plough moved on to fresh land. Grazing of
sheep in earlier times also occupied a prominent position in these
regions. As these lands became more thickly settled, however,
regular fallowing of land on some kind of primitive crop rotation
came to be adopted (although the previous system of exhaustive
cropping remained general in the Kuban and Don and eastern
Ukraine); and especially under the attraction of export markets
the arable area was extended at the expense of pasture.! Sheep
grazing shrank until it occupied a minor place (except in the Kuban
and Don and Stavropol) ; and on the eve of the Revolution nearly
three quarters of the area was arable and nine tenths of the arable
area was sown with wheat, rye, oats or barley. This was the region
essentially of extensive wheat cultivation and of production for
export through the ports of the Black Sea and the Sea of Azov. It

1 In the three decades following the Emancipation the arable area in the black-
carth belt grew by as much as a half; while in the non-black-earth regions it
actually declined—by nearly 10 per cent. (Liashchenko, op. cit., 375.)
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was also a region of fairly extensive large-scale capitalist arable
farming.

By contrast with this, the western Ukraine, to the west of the
Dnieper and particulaily west of Kiev, was a region of denser popu-
lation, of higher yield and of more intensive methods of farming.
Not only did grain-yields tend to be higher by something like 20 or
30 per cent., but more attention was paid to the intensive cultivation
of non-grain crops like sugar beet and potatoes ; and root crops as
well as grass fairly widely had a place in the rotation. Moreover,
periodic repartition of land by the village community did not exist
in this region.

Quite different from the southern black-earth belt and steppe
land, both in historical traditions and agricultural conditions, was
the forest region in the northern half of European Russia. Here
the proportion of arable is very much smaller than anywhere in the
black-earth belt, and the chief grain crop is rye and not wheat. In
the north-west, round Petersburg, Novgorod and Pskov, only a
relatively small proportion of the land was suitable for the plough.
Forests and marshes occupied nearly two thirds of the whole region,
and of the remainder meadows and pastures occupied as prominent
a place as land under crops. By contrast with the crippling aridity
of the eastern steppe regions, the cost of drainage here set a limit
to arable farming ; while the abundance of meadow land favoured
stock breeding and also dairy farming. On the whole, the methods
of cultivation were superior in these regions to those prevalent in
the south, the three-course rotation being in many places improved
upon by the introduction of multiple grass crops and roots. Flax
and potatoes were largely grown, and market gardening was
developed in the vicinity of the capital. One has the curious para-
dox, indeed, that in this region of poor soil for growing crops the
actual yield was generally greater than in the steppe region (not
only greater than in provinces like Kherson and Taurida but in the
case of the Petersburg region greater even than the Kuban);
thereby illustrating that economic factors, such as nearness to
towns, are more important than geographical in determining varia-
tions in the yield of land. Moreover, in the centre and north the
custom of periodic repartition of land by the village community was
more common than in the steppe zone, and in many areas was
almost universal.

The geographical division into forest regions and steppe corres-
ponded to the economic distinction between what have been
traditionally called the consuming or grain-importing regions and
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the surplus-producing or grain-exporting regions. In general,
the former grew insufficient grain for their needs, even for village
needs, and appeared as buyers of grain on the internal market ;
while the latter provided a grain surplus for export either abroad
or to the grain-importing regions to the north. Generally speak-
ing, the provinces on the northern edge of the black-earth belt
(officially known as the Central Agricultural Region) sent their
grain surplus northward to the deficiency regions ; and the peculiar
construction of railway tariffs, of which we have spoken,! en-
couraged them so to do. The surplus of the central black-earth
zone and of the provinces in the extreme south, on the other hand,
with their greater concentration on wheat production, gravitated
towards southern ports for shipment through the Black Sea.
Intermediate between this northern region and the south was
the belt of partly cleared forest land stretching from Minsk through
Moscow to Perm. To the west the comparatively poor region of
White Russia resembled the north-west in the limited extent of
cereal cultivation and its greater attention to crops such as potatoes,
to a less extent flax, to pig breeding and also some stock farming.
The Moscow region, with a moderately high density of population,
had a proportion of arable land that was markedly higher than the
north-west or the west, but much smaller than that of the steppe
region of the south. Only to the south round Riazan and Tula, on
the edge of the black-earth zone, did the region produce a surplus
of grain. Land prices, however, were relatively-high in this region ;
and cattle breeding and dairy farming, and market gardening in the
neighbourhood of towns, occupied a fairly important place.
Further east the region usually known as the Middle Volga between
Nizhni-Novgorod and Samara belonged rather more to the surplus-
producing than to the consuming or deficiency zone, although the
northern portion of it usually needed to import some grain. About
half the total area was arable, and of this four fifths was devoted to
cereal crops, principally rye. But as there were possibilities of
forest-grazing such as did not exist further south, there was also a
moderate amount of livestock breeding. To the east of the Volga
towards Perm and Ufa lay more thinly settled country. Round
Perm and Viatka population was thinly spread, arable cultivation
covered a relatively small area compared to forest land and pasture
combined, although it sufficed at least for rural consumption, and
dairy farwing and cattle occupied a place of some importance.
To the south was the country of the Bashkirs : that country of
1 Above, page 37.
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virgin land for new settlement in the early nineteenth century of
which we read in Aksakov’s genial Country Gentlemen. The
methods of cultivation here were as extensive as in the south-eastern
steppe, and in some areas wheat was grown for export, being
carried a railway haul of as much as 8oo or goo miles to the Black
Sea ports. .

Finally there was Siberia, the region of predatory exploitation
of its mineral and animal wealth in the seventeenth and eighteenth
centuries, when the native population was bled white by tribute
(paid chiefly in furs) and forced trading, and in the late nineteenth
century a region of increasing colonisation for peasants emigrating
from the west. In Western and Central Siberia the forest extends
down until it almost touches the northern fringe of the desert-
steppe ; and the area suitable for agricultural settlement is virtually
confined to the 10o-mile-wide belt of black earth which stretches
from the Urals to the river Yenisei. Here, again, richness of the
soil is partly neutralised by insufficient moisture ; and while the
winters are severe (the mean January temperature is a degree or
two below zero Fahrenheit), the depth of snow is too small to give
much protection to crops. But in certain parts, particularly round
the foothills of the Altai mountains, the valleys provide rich meadow
lands for cattle. Land in Siberia had always (with a few trifling
exceptions) been Crown land, not alienable to individuals ; and
the rare settlers in the days of serfdom counted as State peasants,
owing obligation to the State and not to an individual master.
When at the end of the nineteenth century colonisation took place
on an extensive scale, land grants to peasants (made by the Crown
as a virtual grant of right of usage in perpetuity in return for a rent)
were relatively generous, and certain privileges were extended to
the new settlers. But, in addition to the legal settler, a great deal
of illegal settlement took place, and over large areas virtual
squatters’ rights prevailed. In the ’go’s the rate of emigration was
under 100,000 annually. But in 1908 the peak of emigration was
reached with about three quarters of a million emigrants. Be-
tween 1897 and 1914 the total population of Siberia increased
by some four million, or by about 75 per cent. ; while in the first
fifteen years of the century the area under crops more than doubled.
Arable cultivation was mainly by the exhaustive cropping system,
although there were certain areas in the west where the three-field
rotation was being introduced ; and wheat cultivation marched
with dairy farming and cattle rearing.

The Emancipation left the relative shares of peasant land (nadiel)
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and landlords’ estates and the size of individual peasant holdings
very different in different regions. The basic principle of the
Emancipation was that the serfs on private estates were to be left in
possession of approximately the same amount of land as they had
occupied previously. Thus far the peasants were better treated
than those in the Baltic States (where at the beginning of the century
they had been emancipated without land) or in Prussia. But in
return, the peasantry (after an interval during which arrangements
for redemption of peasant land were to be made jointly between
peasants and landlords) were to compensate their masters for the
dues and services which the latter could no longer command by a
series of annual money payments extending over forty-nine years.!
These payments actually represented, not simply a redemption
price for the land allotted to them, but a redemption price of their
own previous feudal obligations : the peasants in fact had to ran-
som themselves. The form this redemption took was that the State
immediately compensated the landlords with interest-bearing bonds
and collected the capital sum plus interest in annual redemption
payments for forty-nine years. However, in the detailed applica-
tion of these principles latitude was allowed for settlement by
negotiation between landowners and peasants within certain maxi-
mum and minimum limits:? limits which were assessed differently
for different regions. Between these limits the landlord could in
effect choose between granting a larger allotment of land with a
larger redemption payment attaching to it and a smaller allotment
with a smaller redemption payment attaching to it. But, since the
payment the peasant had to make to buy his freedom was intended
to represent the price of his own personal obligations of which his
master was deprived, the redemption payment did not fall propor-
tionally with the size of the land-allotment; and the payment
represented a proportionally heavier burden on an allotment that
was close to the minimum limit than on a larger allotment. There
was, in fact, a provision that landlords were able to annex to them-
selves part of what had previously been peasant land, and the
peasantry on their side could escape redemption payments alto-
gether if the latter were willing to accept only a quarter of the

1 At the outset such redemption was intended to be voluntary; an interim
arrangement providing for annual dues to be paid as a kind of rent. In view of
delays in entering into these voluntary agreements, the law later proceeded to
make them obligatory.

2 Except in certain parts of the south and south-east where a single standard
size for allotments was laid down, and in the west where the size of the allotments
was based on recently compiled ‘ inventories *’ of peasant holdings and peasant
obligations.
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standard allotment of land—the “poverty lots” as they came to be
called : a form of settlement, as we shall see, that landlords were
inclined to force upon their peasants in regions where land was
valuable and hired labour to cultivate their estates was plentiful
and cheap.

For the country as a whole the amount of land allotted to the
peasantry was only slightly smaller (by some 4 per cent. in 43
provinces of European Russia) than the land they had previously
occupied. In the northern regions, where the soil was poor, and
in the west the tendency was for the area of land allotted to increase,
and individual holdings to be relatively large. But at the same time
redemption payments collected from the peasants and paid to the
landlords were here equivalently heavier, and on the average were
nearly double the market value of the peasants’ land. In these
regions the peasantry showed strong reluctance to accept the
Emancipation settlement ; and we have seen that the tendency was
for the lords to retain in their own hands the more valuable meadow-
lands and pasture, thereby leaving peasant land with an uneconomic
lack of balance. In the black-soil regions, by contrast, the land held
by the peasants was reduced by about a quarter; individual holdings
on the average were much smaller; and the ‘“ poverty lots ”’ of
which we have spoken were very common ; while the total redemp-
tion payments exceeded the market value of the land by only about
20 per cent.! ‘ Thus in the black-soil belt, where the land was
well worth keeping, the landlords cut the peasants off with reduced
allotments to be redeemed at a moderate premium ; in the north
the allotments were more ample, but the price upon them was
nearly double for redemption purposes. North and south the scales
were weighted against the peasant.”?2

Peasants on imperial estates or on State land were on the whole
little affected by the change. Previously their obligation had almost
entirely taken the form of a money payment, and they continued to
pay a money rent for their land. In Siberia, in particular, the
peasantry were not greatly affected, and continued to occupy much
the same area of land as they had previously done and to pay
dues to the State Treasury as before. The Cossacks (by a law of

1 The average excess of redemption payments over land value was approxi-
mately 33 per cent for the whole country including the Polish provinces. In the
latter the settlement was most favourable to the peasantry ((largely as a political
measure directed against the Polish nobility for their part in the insurrection of
1863) ; and here the redemption payments were if anything slightly smaller than
the value of land allotted to the peasants.

2 G. T. Robinson, op. cit., 88, also 83; also cf. Kluchevsky, History of Russia,
vol. V, 27173eq. ; G. Pavlovsky, op. cit., 66 seq.
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1869) were allotted about two thirds of all Cossack lands,? which
were granted in communal tenure to the Cossack stanitsas for
periodic repartition among the households. In return, they were
required to perform twenty years of military duty in service or on
the reserve and to provide their own horses and arms. To quote
Mr. Tanquery Robinson’s comment: By a combination of
generosity and compulsion the government had disciplined the
whirlwind : these fighters on horseback who were once the terror
of the landlords had now become the scourge of a discontented
peasantry.”’?

Two other special classes of serfs received much inferior treat-
ment to the majority of their brethren. The so-called industrial
serfs who had been assigned to mines or factories were given smaller
allotments than was customary in other places, and in some cases
given none at all; and the household serfs (dvornie lyudi) who
worked about the houses of their masters were given no land at all
and became a landless class : potential wage-workers on the estates
or in industry.

Prior to the Emancipation, the peasantry in the northern zone
and the centre had for the most part been paying their obligations
in the form of money dues (0brok) ; and owing to the poor quality
of the land many of them even at this early date had engaged in
subsidiary occupations such as handicrafts or taken work at wages,
paying a proportion of these earnings as additional obrok to their
masters. In the south, however, where arable farming on the
estates was much more extensively developed, serfs were generally
required to fulfil their obligations in the form of direct labour
services (barshchina) in cultivating the lords’ estates ; and over a
large area of the Ukraine this was almost universal. The effect of
the change was that in the north, where the redemption payments
were heavy relatively to the productivity of the land, and where in
many cases (as we have seen) the balance of arable and meadow on
peasant lands was unfavourably affected, the peasantry were forced
into renting more land and into seeking new sources of supplemen-
tary earnings, either in local kustarny industry or in the towns. In
many areas of the black-earth district the fact that the redemption
payments were lighter relatively to the productivity of the soil was
counterbalanced by the smallness of the size of peasant holdings ;3

! The other third chiefly went to the use of the Cossack army or was assigned
to Cossack officers and administrators. 2 Op. cit., 92.

3 Both because holdings had previously been small, especially in the northern

half of the black-earth belt, and because, land being valuable, landlords exerted
pressure to reduce the standards of allotments.
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and the frequency of the ‘‘ poverty lots * (which in some provinces
applied to more than a third of the peasants?) had the result that
at least the poorer half of the peasantry was driven into seeking
wage employment on the large estates and into renting additional
land wherever they could get it. Thus was laid the foundation for
that hunger-renting of which we hear so much in the last quarter
of the nineteenth century : renting of additional land, usually for
short terms, from the landlords at inflated rents—rents which often
exceeded the net income of the land, in the sense that after paying
the rent there did not remain to the peasant even an equivalent of
the customary wage for the labour that he had expended upon it.2
Towards the end of the century there was also a good deal of selling
of land by landlords ; some of this to the urban bourgeoisie and
land speculators, but more than half of it to peasants. These
sales were assisted by the Peasants’ Land Bank which was instituted
in 1883 to facilitate land purchase and so maintain the value of land.
Some of this was bought by village communes collectively. But of
these land sales the richer peasants were the chief beneficiaries ;
and it is clear that this transfer of ownership was a factor in acceler-
ating the development of a kulak class. For example, of additional
peasant land purchased in this way through the Peasants’ Land
Bank 56 per cent. was transferred in the form of purchases of 100
dessiatines (about 270 acres) or more, and went into the hands of
less than 5 per cent. of all peasant families.3
As a result of these transfers, the area owned by the nobility,
which had been about 274 million acres at the time of the Emancipa-
tion, had fallen to 200 million by 1916 ; and land in the ownership
of the peasantry had risen by about one fifth to round 447 million.
Of the 200 million acres still in the hands of the landed gentry

1 E.g., Taurida, Saratov, Viatka, Perm, Ufa, Samara, Orenburg. As a percen-
tage of all serfs they applied to 6 per cent. (Pavlovsky, op. cit., 71-3.)

2 Robinson, op. cit., 100. Mr. Robinson points out that the amount of additional
land rented in various districts tended to be inversely correlated with the amount
of land owned by the peasants in the district. At the same time he suggests that,
as between individual households, the amount of leasing was probably not corre-
lated with the number of eaters in the household but with the number of working
members in it and with the size of the family’s stock of farm equipment and
animals. Thus the poorest families probably did not rent additional land since
they lacked the means to work it, but instead hired themselves out as wage-workers
and even leased some of their own allotment to neighbours. Hence this type of
renting was probably most developed among the middle peasantry. The kulak
rented land in excess of subsistence needs in order to produce a surplus for the
market. (Cf. also Lenin, Selected Works, vol. 1, 168.)

3 Robinson, op. cit., 114-15. Lenin stated that *“ poor households representing
50 per cent. of the total possessed from o0'4 per cent. to 15-4 per cent. of the total
amount of land purchased by peasants ”’ and that of this purchased land ‘‘ two
thirds to three fourths is in the hands of an insignificant minority of wealthy
households . (*“ Agrarian Question ” in Selected Works, vol. 1, 174.)
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probably slightly over a third was leased to the peasantry and culti-
vated by them as adjuncts to their own small holdings. But while
the land in the ownership of the peasants as a whole had increased,
it had failed to increase as fast as the natural increase of population,*
and emigration into Siberia (which chiefly came from the most over-
crowded areas) was insufficient to relieve the pressure on the soil in
the parts of European Russia from which the emigrants came. As
a result, there was a tendency throughout the last three decades of
the nineteenth century for the amount of peasant land per male soul
to decrease (probably by about a fifth as a rough average) ; while
at the same time the development of inequality among the peasantry
themselves had increased the number of families that could not
extract a bare subsistence from the land. Such was the back-
ground of the revolutionary movement of 19o5 so far as the country-
side was concerned.

Under the influence of the growing agricultural market, the
structure of the old feudal village, much of which had survived the
Emancipation, was in process of rapid disintegration by the turn of
the century. Large estate farming, though still important in the
south and west, was tending to decline, and land of the nobility
was being transferred by sale into the hands of a rising urban and
village bourgeoisie. In addition to this, something like a third of
the land of the nobility was in mortgage to the Nobles’ Land Bank.
In the village the otrabotchny system of hiring land in return for
labour rent (which Lenin described as a virtual survival of barsh-
china) was giving way to money renting, on the one hand, and to
service at wages for the kulak, the landlord or the factory-employer
on the part of the impoverished peasant (the bedniak), on the other
hand. The influence of the village mir as an equalising influence
had greatly weakened ; and over an increasing area virtual heredi-
tary tenures in the village open fields had replaced the old tem-
porary tenures subject to repartition.? The Stolypin policy, which
was the answer of the Tsarist regime to the events of 1905, was
designed to accelerate these tendencies, and to develop in the
village a thriving class of capitalist farmers, producing for the
market with the aid of hired labour.? Politically these would afford

1 Between 1860 and 1897 the peasant population of European Russia increased
by more than a half.

% There was still a restriction on the sale of such hereditary tenures. By a
law of 1893 hereditary holdings of peasant allotment land could only be sold to
peasant buyers.

3 By a law of June 14, 1910, however, an upper limit was placed on the amount of
peasant allotment lands (as distinct from landlord’s land) that any one peasant could
acquire by purchase—a maximum varying with the district between 50 and 160 acres.
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new allies in the countryside for the existing regime and would
serve to sap the strength of the revolutionary movement among the
peasantry. Economically, by developing commercial farming with
more progressive methods the new developments would provide a
growing surplus for export and for supplying the needs of an
expanding industry. This represented a sharp turn of policy on
the part of the Tsarist State. Previously the maintenance of the
authority of the village commune had been relied upon as a bul-
wark of conservatism in rural Russia, as well as a means of main-
taining a reserve labour supply for estate-owners in the country
districts by attaching the rural population to the land. The
essence of the Stolypin legislation of 1906 was that any peasant
could now (without waiting upon the consent of the mir) demand
as a right his share of the village land, not only in hereditary tenure
in villages that still practised periodic repartition, but as a single
enclosed holding (“ so far as possible ”’) outside the village open
fields. In consequence of this policy, by the eve of the 1917
revolution probably rather more than a half of all peasant house-
holds having allotment land had come to hold their land in heredi-
tary tenure (not subject to repartition). But the separation of
the title of land did not necessarily imply the physical separation
of the whole of it from the village open fields and its consolidation.
The latter applied only to a smaller number of peasant households—
probably to no more than 10 per cent. Here again the regional
pattern of these changes is of importance for subsequent events.
The development of enclosed farmsteads, often with their separate
houses and farm buildings outside the village (the khutor) on the
English model, was especially advanced in the west, and the
enclosure movement also made considerable headway in the
southern steppe regions ; while it was least developed on the other
hand in Central Russia and in the north-east.!

III

The development of industry in eighteenth-century Russia
had occupied a prominent place in the ‘ westernising policy ”’ of

1 The Petersburg region, where production for the market was well developed,
showed a high proportion of holdings enclosed, while the south-west, where heredi-
tary tenures had prevailed hitherto and repartition had been absent, showed a
relatively low proportion. Apart from kulaks, it was apparently peasants with the
smaller holdings, most discontented with the status quo, who tended to take advan-
tage of the Stolypin law, at least as far as acquiring their land on hereditary tenure
was concerned ; the middle peasantry taking relatively little advantage of it.
(Cf. Pavlovsky, op. cit., 134-9.)
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Peter the Great; and it was during his reign that the Urals first
assumed importance as a centre of iron mining and of a primitive
iron industry. In the middle of the century Russia’s iron produc-
tion was several times greater than that of England, and she was
competing with Sweden as an exporter of iron. This nascent
industry was based on serf labour, which was compulsorily assigned
to work in the factories or the mines. In some cases factories
were established as State works, conducted by the Treasury, like
the Treasury iron works at Tula founded in 1712. In other cases
concessions were granted to private entrepreneurs, sometimes
foreigners, together with the assignment of a given number of
villages of State peasants to supply the labour. By the last decade
of the century the number of such assigned serfs reached 300,000,
rather more than two thirds of them attached to Treasury works
and rather less than one third to private works. But a tendency
was developing to dispose of Treasury works to private entre-
preneurs. Labour for hire was not unobtainable at this time,
and some private entrepreneurs used it side by side with serf
labour and regarded it as being more efficient. But it remained
very scarce, especially in the remote Urals. The result was that
an entrepreneur who was not himself a serf-owner or was not
in receipt of a special grant of State serfs from the Tsar was
severely handicapped. This handicap was increased by the decrees
of 1752 and 1762 which placed a limit upon the number of bonded
serfs that any bourgeois factory-owner might possess and pro-
hibited the acquisition of peasants for factories by purchase
(except in the case of foreigners). The effect of this legislation
was virtually to place a ban on the growth of large-scale industry
financed by members of the merchant class, and to give a virtual
monopoly in the iron industry to members of the nobility, who
being serf-owners were in possession of the requisite labour
supply. To this old Urals iron industry, resting on serf labour in
remote districts, the Emancipation dealt a blow from which it
never properly recovered.!

In the central districts round Moscow, however, hired labour
was more easily obtainable : the labour of serfs who went by per-
mission of their lords to seek supplementary employment and paid
obrok on their wage-earnings, or the remnants of old freeholders
(odnodvortsi), or fugitive or freed serfs. Hence it was here that

1 The Urals iron industry was also affected by the exhaustion of forest timber
in the neighbourhood of the old ironworks. The introduction of coke-smelting
favoured other regions where coking coal was available. Even in the 1920’s Urals
ironworks were mainly of primitive type based on charcoal-smelting.
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bourgeois industry, financed by merchants or enriched peasants
and staffed by hired wage labour, was able to strike roots; and it
was here that the textile industry, especially cotton, showed con-
siderable development in the early nineteenth century. Even this
textile industry, however, at the time was handicapped in its
growth by lack of labour; and although factories were started,
merchant capitalists had more frequently to encourage home
industry on the putting-out system, sending the work to the
village instead of bringing the labour into a single place of pro-
duction in the town. But with the introduction of the steam-
power loom in the ’40’s, the superiority of factory production
became decisive, and its growth at the expense of the village
kustarny industry was greatly aided as a result of the Emancipation,
just as the growing penetration of a money-economy into the
village, which followed the Emancipation, enlarged the market for
the products of factory industry. By 1866 there were forty-two
cotton factories using the new steam-power. Many of the mills
started in the nineteenth century were the product of foreign
capital and initiative : for example, the mill established by Ludwig
Knoop at Narva, one of the largest in the world (and other enter-
prises financed by him)! and the Thornton woollen mills on the
Neva. Between the '60’s and the end of the century the number
of cotton factories showed an expansion of about a half and of
workers employed by about three times, thereby indicating a
significant degree of concentration.? Between the year of Emanci-
pation and the first year of the new century the consumption of raw
cotton by Russian mills had grown from 31 thousand tons to
212 thousand : a figure which was to show a further increase to
360 thousand by 1910.

The rebirth of the iron industry was due very largely again to
the stimulus of government action : this time less directly than
under Peter’s westernising policy, as a result of the demand
created by the railway building of the ’60’s and '70’s, which was
very largely government-financed or else raised under govern-
ment guarantee of a minimum revenue. But this new iron industry,
instead of being in the Urals where coal was deficient and charcoal
furnaces had been used, was located in the south between the Donetz
and the Dnieper, where there were plentiful sources of good coking
coal in the basin of the Donetz and rich iron deposits at Krivoi

1 Mavor says that * nearly all the cotton mills in Central Russia were founded
by Knoop ”’ and that his firm ‘‘ for a time practically controlled the cotton-factory
industry of Russia ”’ ; citing the popular doggerel : “ No church without a Pop,
no mill without a Knop.” (Op. cit., vol. 11, 378-9.) 2 Ibid., 387.

C
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Rog some 200-odd miles to the west. The completion in 1884
of a railway linking Krivoi Rog with the coal region of the Donbas
was decisive in encouraging a rapid development of this region.
Previously there had been only the ironworks of the Englishman
Hughes (who gave his name to Yuzovka, now Stalino) and of
Pastukhov. By the end of the ’80’s there were twenty-nine blast
furnaces in operation and another twelve under construction. The
new ironworks were built on a giant scale, each of the main
works employing 10,000 workers. “ In two years the south of
Russia has changed its physiognomy,” said the Vestnik Finansov
at the time. Between 1885 and 1898 the output of pig iron in-
creased more than four times. By the latter date it exceeded
two million tons: a figure which was to be more than doubled
in the next fifteen years, until it stood at 47 million, against
5-2 million in France and 10 million in the United Kingdom.
As a result of the boom of the 1890’s, stimulated by a fresh wave
of railway building, the output of Russian factory industry as a
whole showed nearly a fourfold increase. Between the turn of the
century and the outbreak of the First World War this output pro-
bably again almost doubled.! Moreover, this development of
industry in the first decade and a half of the century was accom-
panied by a considerable growth in monopolistic organisation,
chiefly in the form of cartels.?

For all but an upper layer of skilled and responsible workers the
wages and living conditions of the growing army of factory workers
that the new industry had created were wretched enough. In the
textile industry and mining many of these workers retained some
attachment to the village, as we have seen, and constituted little
more than a semi-industrialised proletariat. But there was also a
growing core of permanent town-dwellers, especially among the
skilled workers of the metal industry. Many of the temporary
town-dwellers or the casually employed lived in barrack-like lodg-
ings of the kind described in Gorky’s Lower Depths. In the '80’s it
was estimated that in Moscow and Petersburg there lived some
50,000 persons in each place in underground basement lodgings :
most of them fetid, sometimes flooded, cellars below the level of
the pavement ; and an investigation of 1908 showed that 60 per

1 Cf. S. N. Prokopovicz, Russlands Wolkwirtschaft unter den Sowjets, 173.

2 Cf. Prof. A. V. Benediktov in Tiazholaia Industria S.S.S.R., 10-32 ; Liasch-
enko, o0p. cit.,, 564—76. For example, the syndicate called Prodamet, formed in
1902, controlled four-fifths of the iron and steel output. As regards the influence
of banks over indust?, ‘“ seven Petersburg banks disposed of more than a half of
al;.;apitsal)resources irected to the financing of the whole of Russian industry **

1., 599).
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cent. of textile workers live more than one family to a room (inhabit-
ing curtained-off * corners ), and that on an average a whole
family occupied the incredibly small space of ten square feet.
Another report spoke of barracks for casual workers in Urals mines
as being ‘‘ in most cases low, close and dirty . . . men lie in them
like herrings in a barrel ”; and an engineer in the ’9o’s said of
workmen’s dwellings at Briansk : ‘‘ they can only be compared,
without exaggeration, to places where cattle are kept .1 A few
enlightened firms built blocks of flats for their workmen of a rather
grim Peabody-building type. But on the whole the living condi-
tion of the Russian urban proletariat prior to 1914 belonged to the
period of our own industrial revolution of a century previously and
not to the condition associated in the West with the twentieth
century.

Curiously enough, in urban districts wages seem to have stood
highest in the years following the Emancipation, owing to the
tendency of bonded labour to return to the village. Later, however,
a renewed influx from village to town, under pressure of the
redemption payments and the growth of economic inequalities in
the village, lowered them again ; and towards the end of the nine-
teenth century, while money wages rose, the price of bread and
meat rose considerably more, so that real wages fell. Wage-data
in Tsarist Russia were not too plentiful ; but the average wage in
mines and factories in 1913 is usually estimated to have been
between 20 and 25 roubles per month, or the equivalent of between
40 shillings and 3o shillings in English money at its purchasing
power at the time (i.e. about 10 to 13 shillings a week). This
represented a figure rather less than a half the level in Britain at
that date. Even so, considering the condition of the country, it
represented a relatively high figure; especially when we bear in
mind that the national income per head in 1913 was only about a
quarter that of this country and a seventh that of the U.S.A. Wages
showed considerable variation from 35 roubles a month in the metal
industry to 16 or 17 roubles in textiles (where wages were closer to
the village level, because of the more migratory character of the
labour to and from the village and consequently a more elastic
supply). In rural districts wages also showed considerable varia-
tion; but rural wages and peasant incomes generally were on
a much lower level. In rural districts, fairly remote from large
urban centres, the daily wage for labourers even at harvest time
seldom exceeded 8o kopecks (or about 20 roubles a month), and

1 Mavor, op. cit., 401-27.
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in winter was probably only half this figure. Thus in most rural
areas wages cannot have been much more than a half and no
more than two thirds of the average wage in the large industries.
Although there were the beginnings of a Trade Union movement
and an incipient strike-movement in the 1870’s, any concerted
attempts to better these conditions by organisation met with severe
police repression ; and save for the officially fostered * Police-
Unions ”’ organised by Zubatov in 1904 and 1905, any form of
trade unionism remained illegal. Yet this numerically small, but
highly concentrated, working class, especially those in the metal
factories of Petersburg, Moscow and the Ukraine, was to form the
core of the revolutionary movement that brought those fateful
changes which are associated in history with the year 1917.



CHAPTER THREE

THE PRELUDE TO NOVEMBER 1917
I

The idea that Russia’s historical destiny was essentially different
from that of Central and Western Europe had a considerable
ancestry. It was the central theme in the famous debate between
Slavophils and Westerners in the early nineteenth century ; and it
ran through the discussion as to whether feudalism in the Western
sense had ever existed in Russia, or whether the system of land-
holding and of social obligations in earlier centuries represented
something unique so far as European development was concerned.
To the school of thought known as Narodniki' it was the village
commune (mir) and the important place this held in the agrarian
history and the social life of the peasantry that gave Russia the
possibility of avoiding the road to industrial capitalism, which had
been followed in the West. Once domination of the people by a
feudal aristocracy had been terminated, Russia could set a course
directly towards a kind of agrarian communism, built upon tradi-
tional village institutions. The mir had developed in the peasantry
a deeply egalitarian and communal instinct, foreign to the indi-
vidualism of the German and French peasantry. It had kept
alive the notion that the right of holding and using land derives
exclusively from working that land : a conception described by
Stepniak as “ exclusively Russian . . . deeply rooted throughout the
Slavonic world, save among the few tribes who have been long
subjected to Western influences .2 The periodic redistribution

1 The name derived from the movement in student and intellectual circles in
the early *70’s called v Narod : a romantic movement of young intellectuals to go
among thé peasantry, to gain inspiration from them and in turn to awake in them
a sense of their revolutionary mission to overthrow the old order. The movement
had little effect among the peasantry, who regarded these urban visitors as strangers
to themselves, and it was quickly suppressed by the Tsarist police who undertook
wholesale arrests. In 1876 a society called Zemlya i Volya (Land and Liberty) was
formed to agitate among the peasantry in favour of a redistribution of land. Three
years later this split into two wings: the Chorni Peredel, favouring peaceful
propaganda, and the Narodnaya Volya (People’s Liberty) which favoured terror-
istic action against the leading figures of the aristocracy. For some vivid pictures
of this movement cf. D. Footman’s study of Zhelyabov, entitled Red Prelude.

Op. cit., 10. Stepniak, alias Kravchinsky, was a Narodnik who in 1878 assassi-
nated the head of the secret police in St. Petersburg and escaped to Italy and then
to London, where he died in 1897.
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of the land by the mir was the instrument for resisting the concentra-
tion of land ownership and the formation of a landless proletariat to
be a labour reserve for capitalist industry. At the same time this
village community formed the foundation upon which co-operative
“ people’s production ”’ could be directly built.

It was to a criticism of this whole conception of historical
development that Lenin directed a large part of his energies in the
years following his arrival in Petersburg and his adherence to the
Marxist movement known as the Emancipation of Labour in the
early ’go’s.? The story is told by his sister that when, as a school-
boy, he heard the news of the execution of his elder brother for
connection with the Narodnaya Volya group, responsible for the
assassination of Alexander II, he muttered between set teeth, * we
must not go along that road, we need not go along that road ”.
From his brother’s books he imbibed the ideas of Marxism ; but
it was to a refutation of the views of the movement to which his
brother had adhered that he devoted himself as soon as his univer-
sity studies were completed.? The first few years in the capital
were largely occupied with the work of practical organisation and
agitation, especially among some of the factory workers of the city.
But he had time to take part in a debate with a leading Narodnik
writer, Vorontsov (during a visit to Moscow), and to write his
Who are the Friends of the People, devoted to a sharp attack on
what he described as the degeneration of the Narodniki into a reac-
tionary tendency, glorifying the past, encouraging adaptation to the
existing order, and acting as a barrier against progress. But when,
in 1897, he was sentenced to three years’ exile in Siberia (together
with his wife, Krupskaya, who followed him in the following year),
he was able to complete a study on The Development of Capitalism
in Russia, in which his views on the controversy with the Narodniki
were more fully stated.

In these writings Lenin in the first place maintained that
Capitalism, on the contrary to being a forced and * artificial ”
product of foreign influence and reliant on a foreign market (as
Narodnik writers claimed), had already developed in Russia on a

! This organisation had been originally formed for the study and propagation
of Marxism by Plekhanov, formerly a Narodnik of the Chorni Peredel group. The
fjrst volumq of Marx’s Capital had appeared in a Russian translation in 1872, and
in the ensuing decade began to have an important influence in intellectual circles,
especially among the disciples of Lavrov, who was at the time engaged in a con-
troversy with Bakunin.

2 Expelled from the University of Kazan, he had been obliged to take a degree
externally, which he did at the University of St. Petersburg in 1892, after which
he moved to the capital, nominally to pursue the calling of a barrister.
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considerable scale, and had considerable roots in rural economy
itself. Moreover, this growth of Capitalism represented a progres-
sive force, and Capitalism had a definite historical * mission ” to
perform in the economic development of the country. This pro-
gressive role he summed up in two brief postulates : ‘ increase
in the productive forces of social labour, and the socialisation of
labour ”’ (by which he meant the transformation of the productive
process from separate and scattered small units into concentrated
production in large units, in which labour, instead of being autono-
mous and individual in character, became the collective labour of a
production-team). In particular, Capitalism ‘‘ squeezes out the
forms of personal dependence that were an inseparable part of pre-
ceding systems of economy ’—* forms of dependence which
augment the oppression and degradation of the producer, weaken
the powers of independent organisation ” and are *“ a source of . . .
innumerable forms of oriental despotism in Russian life ”. By
creating among the population an industrial proletariat, it trans-
forms the “ spiritual make-up of the population” and “ gives a
tremendous impetus to organisation ’ among the exploited classes.
In the economy of the village itself the process of social differentia-
tion, with its formation of a rural bourgeoisie on the one hand, and
of a rural proletariat on the other, represented a disintegration of
the old economic forms and the penetration of market relations
and of capitalist methods into the village. The old labour-rent
system was rapidly giving way before money-renting, at the same
time as the middle peasantry and its self-sufficient system of *“ sub-
sistence farming ” went into decline : already ‘ about one fifth of
the peasantry [were] already in the position in which their chief
occupation [was] that of wage labourers, working for rich peasants
and landlords ”’, and migration of labour in search of employment
was assuming large dimensions (and was to be encouraged rather
than hindered). Agriculture was increasingly assuming ‘“an
entrepreneur character ”’, land was becoming a commodity to be
bought and sold, *“ the age-long stagnation in agriculture ” with its
“local isolation and insularity > was being terminated, and large-
scale agriculture based on machinery had arrived on the scene.
Against such tendencies—even if their progress was “ exceedingly
slow for a modern capitalist country ”—the mir as an institution
was powerless. So far from preventing the growth of social
differentiation in the village, it frequently became dominated by
the kulaks to further their own interests, and ‘‘ it serve[d] as a
mediaeval obstacle which disunite[d] the peasants who [were] as if
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chained to small associations and to categories which [had] lost all
raison d’étre’’. 'To attempt to preserve the old institutions would
merely be to *“ perpetuate the good old system of semi-serf, semi-
free labour—a system which contains all the horrors of exploitation
and oppression, but which holds no possibility of escape from
them .1

From this social diagnosis of economic conditions at the end of
the nineteenth century Lenin drew the conclusion that it was the
proletariat and not the peasantry which was destined to be the
historical motive force of the future. To hope to by-pass Capitalism
and to prevent proletarianisation of the peasantry was Utopian and
reactionary : instead, the political task must be to organise the
proletariat as it grew, and to develop its own independent struggle,
and through struggle class consciousness, so that it might become
capable of fulfilling its historical mission of overthrowing and sup-
planting Capitalism. While stressing the progressive role of
Capitalism as against Narodnik conceptions, he stressed the im-
portance, even at that stage, of simultaneously developing pro-
letarian organisation and struggle against their exploitation by
capital, and of avoiding any tendency to harness the aims and
activities of the working class to the interests of the bourgeoisie, as
he charged the so-called ““ legal Marxists ”’, represented by Peter
Struve, with doing.? He did not conclude from this, however, that
the working-class movement had no interest in the popular struggle
for democracy, and no interest in the remedying of peasant
grievances, in particular their desire to take over the land of the
large estates. On the contrary, it was ‘‘ the imperative duty of the
working class to fight side by side with radical democracy against
absolutism and the reactionary estates and institutions .3 A firm

1 Selected Works, vol. I, 221-385 ; also 146, 396, 400-5, 431.

% In 1897, in Tasks of Russian Social Democrats, he said: * Our work is
primarily and mainly concentrated on the factory urban workers. The Russian
Social Democrats must not dissipate their forces . . . But while recognising that it
is important to concentrate our forces on the factory workers and decry the dissipa-
tion of forces, we do not for a moment suggest that Russian Social Democrats
should ignore other strata of the Russian proletariat and the working class. Nothing
of the kind.” And in 1899 he wrote: ‘ The proletariat must not regard the
other classes and parties as a ‘ homogeneous reactionary mass’ [a phrase used in
the Gotha Program of the German Social Democratic Party in 1875 and criticised
by Marx] : on the contrary, it must take part in the whole of political and social
life, support the progressive classes and parties, support every revolutionary
movement against the present system, must champion the interests of every
oppressed nation or race, of every persecuted religion, disfranchised sex, etc.”
(Ibid., 498, 522-3.)

8 “The achievement of democratic demands is necessary for the working
class ”, he wrote, ‘‘ as a means of clearing the road to victory over the chief enemy
of the toilers, viz. capital ’; adding that while capital was * purely democratic
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smytchka, or alliance, of the proletariat with the peasantry was to
remain a leading and distinctive feature of Lenin’s doctrine both
after and before 1917 : a principle which sharply differentiated him
from the ‘‘ legal Marxists ”” and later the Mensheviks, who leaned
towards alliance with the liberal bourgeoisie, and also from those
among the Marxists who advocated exclusive concentration on
proletarian interests and struggles.?

In a later study of The Agrarian Situation in Russia (written in
1908, but not actually published until ten years later) Lenin gave a
striking characterisation of the alternative paths of development
facing Russia in the first decade of the new century. These two
paths he designated the American and the Prussian ; and the task
of the bourgeois-democratic revolution, which it was the function
of the proletariat and peasantry in partnership to carry through, was
to ensure that the former was chosen in preference to the latter.
The Prussian path was * characterised by the fact that medieval
relationships in land-ownership are not liquidated at one stroke ;
they gradually adapt themselves to Capitalism, and for this reason
Capitalism for a long time retains semi-feudal features. Prussian
landlordism was not crushed by the bourgeois revolution ; it sur-
vived and became the basis of Funker economy, which is capitalist
at bottom, but which still keeps the rural population in a certain
degree of dependence. As a consequence the social and political
domination of the Junker was strengthened for many decades after
1848, and the development of the productive forces of German
agriculture proceeded much more slowly than in America. On the
contrary, in America it was not the slave economy of the big land-
lords that served as the basis of capitalist agriculture, but the free
economy of the free farmer working on free land, land free from
all mediaeval features.” Hence, “ the whole question of the future
development of the country can be reduced to this : which of the
two paths of development will ultimately prevail, and correspond-
ingly which class will carry through the necessary and inevitable

in its nature ", it was ‘‘ in Russia strongly inclined to sacrifice its democracy and
enter into alliance with reaction in order to suppress the wotkers and to retard
the labour movement still further ’ (ibid., 444—5). Until the * pillars of reaction ”
were thrown down, ‘‘ the Russian rural proletarian, whose support is absolutely
essential if the working class is to attain victory, will never cease to be a wretched
and cowed creature, capable only of acts of sullen desperation, and not of sensible
and sturdy protest and struggle ’ (ibid., 445).

1 1In 1905 he wrote (against Parvus and Trotsky) : * At the present time the
Russian proletariat represents a minority of the population. It can become a great
overwhelming majority only if it combines with the mass of semi-proletarians and
small farm owners, i.e. with the mass of the petty bourgeoisie, urban and rural
poor "’ (in Vperiod, March 30, 1905, reprinted in Selections from Lenin, vol. I1, 6g).
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change—the old landlord or the free peasant farmer ? ” The task
which “ the nineteenth century is bequeathing to the twentieth
century ” is one of “ completing the process of ‘ cleaning out’ the
mediaeval forms of land ownership ”’; and only the victory of the
proletarian-peasant alliance in the democratic revolution would
decide ““ whether this ‘ cleaning > will be carried out in the form
of the peasant nationalisation of the land or in the form of the
accelerated plunder of the village commune by the kulaks and the
transformation of landlord economy into Junker economy .1 One
may say that Stolypin policy followed the latter alternative and the
Land Reform of 1917-18 the former.

Consistently with this notion of development, Lenin advocated
both in 1905 and 1917 that the proletarian movement must take
the leadership of the revolutionary movement, even though purely
bourgeois-democratic and not socialist aims were on the immediate
agenda. This is what in 1905 had differentiated Bolsheviks from
Mensheviks, who argued that at the present stage of the revolution
the leadership must necessarily lie with the liberal bourgeoisie, and
that the labour movement and socialist parties could act as no more
than “ pressure groups ” in the background. The 1905 revolution
Lenin later described as ‘“ a peasant revolution led by the prole-
tariat ’. When he returned to Russia after the overthrow of
Tsardom in the March days of 1917, he surprised and joined issue
with many even within the ranks of his own party by formulating
the policy, in his famous April Theses, of transferring power at the
earliest opportunity from the existing Provisional Government
(which he regarded as a government of the bourgeoisie) to a Soviet
Government as representative of the proletarian-peasant alliance.
‘ The peculiarity of the present situation in Russia,” he wrote, “ is
that it represents a transition from the first stage of the revolution,
which, because of the inadequate organisation and insufficient
class consciousness of the proletariat, led to the assumption of
power by the bourgeoisie, into its second stage which is to place
power in the hands of the proletariat and the poorest strata of the
peasantry.”’? By contrast, the Menshevik view was expressed by
statements such as that of Potresov that the bourgeoisie * is destined
to be the lord and master in the immediate future, for the time
necessary for the consolidation of the régime of a developed capital-
ist system in the country ”’, and of Sukhanov that * the power

1 Selected Works, vol. 1, 181, 210~-11.

2 Collected Works, vol. XX, bk. I, 107. For the effect of Lenin’s April speech
even on other Bolsheviks, cf. P. N. Miliukov, Istoria Vtoroi Russkoi Revoliutsii
(Sofia, 1921), vol. I, Pt. I, 88-9.
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which will replace Tsarism must be a bourgeois power. . .. Such
is the settlement we must strive for, otherwise the coup will fail and
the revolution will perish.” 1

During the March days, as previously in 1905, there had come
into existence Soviets of workers’ delegates, elected from factories
and professional organisations, as organising centres of the popular
movement. In April an all-Russian Soviet Congress was convened
at which representatives from the villages and from soldiers’ com-
mittees in the army took their places alongside the delegates of
the urban workers ; and while the governing authority was vested
de jure in the Provisional Government, composed of the heads of
the former opposition parties in the Duma,? an increasing amount
of de facto influence rested with the Soviets. For example, the
famous Order No. 1 of March 14, instructing units of the army to
establish soldiers’ committees, which was regarded by the military
command as the fount of indiscipline and of decay of morale, was
issued by the Petrograd Soviet ; and in the course of the summer
and autumn it was to the local Soviets that peasants or workers
came to look, in taking direct action against landlords’ estates or
factory managements, for any sanction of authority that they re-
quired. This situation constituted that Dual Power of which
Lenin spoke as characteristic of this period. “ What has made
our revolution so strikingly unique ”, he wrote in Pravda on
April 22, “is that it has established Dual Power. What consti-
tutes Dual Power ? The fact that by the side of the Provisional
Government, the government of the bourgeoisie, there has de-
veloped another, as yet weak, embryonic, but undoubtedly real
and growing government—the Soviets of Workers’ and Soldiers’
Deputies.” This was evidently a highly unstable situation, which,
as the events of the autumn were to prove, was bound quickly to
yield place either to a dictatorship of the Right (as the abortive coup
of General Kornilov at the end of August attempted) suppressing or
at least drawing the teeth of the Soviets, or else a transfer of de jure,
as well as de facto, authority to the Soviets. ‘‘ It is impossible to
stand still in history generally, in war-time particularly : one must
go either backward or forward.” s

1 Cit. in History of Civil War, vol. 1, 122.

2 At first under the Premiership of Prince Lvov this excluded the Socialist
parties (except for Kerensky who represented the Trudovik or Labour group).
But in May a coalition government was formed to include representatives of the
parties in the Soviet (Miliukov resigning). On July 2 the Cadets, the leading
bourgeois party, resigned from the Government, and on July 8 Kerensky became

rime Minister of a Government predominantly composed of Mensheviks and
Right S.R.’s. - 3 Collected Works, vol. XXI, bk. I, 211,
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It was commonly imagined at the time that Lenin’s advocacy
of the hegemony of the proletariat so fast on the heels of the down-
fall of the autocracy in March rested on a utopian belief that
Socialism could be introduced immediately, despite the immature
development of industry in Russia, and that, like Narodnik doctrine,
it was designed to by-pass Capitalism and ‘‘ skip over ” historical
stages on the road to Communism. Commentators in the West
wrote of Bolshevism in this sense.! Bolshevism was treated as the
creed of socialists of impatient temperament who were too much
in a hurry, whose ardour needed the leaven of more sober realists,
schooled in the surer methods of Anglo-Saxon *‘ gradualism”.
Even critics among the “ old Bolsheviks ”’ (e.g. Kamenev?) accused
him of wishing to make the transition to Socialism before the stage
of bourgeois-democratic revolution was completed. But this simple
view does not do justice to the facts ; and failure to appreciate this
has opened the door to a whole family of misunderstandings con-
cerning the events and policies of the ensuing decade. It is, of
course, true that Lenin held that the establishment of Soviet power
would drastically alter the time-scale of future economic and social
development, and he saw in the hegemony of the proletariat a
historical guarantee that the transition from the bourgeois to the
socialist revolution would be begun. But the placing of Socialism
on the immediate agenda was explicitly disclaimed. Clause 8 of
the April Theses clearly affirmed: ‘ Not the ‘introduction of
Socialism ’ as an immediate task, but to bring immediately social
production and distribution of goods under the control of the Soviet
of Workers’ Deputies.””* The ‘‘ amalgamation of all banks into a
single national bank, control over which shall be exercised by the
Soviet ” and national control of syndicates or cartels were called for,
but only as “ measures which do not in any way imply the ‘ intro-
duction’ of socialism *’ and ‘“ which have been frequently under-
taken during the war by a number of bourgeois States *’, which are
‘“ entirely feasible economically ”’ and which *‘ are absolutely essen-
tial in order to combat complete economic disorganisation and
famine which are pending ”’.* Nationalisation of the land was also

1E.g., R. W. Postgate’s Bolshevik Theory, where Bolshevism is defined as a
doctrine of “ Socialism at once ”’ ; and later Norman Angell’s Must Britain Travel
the Moscow Road ?, where it is described as “ the policy of establishing Socialism
at one stroke, as opposed to its gradual introduction” (115).

2 L. Kamenev in Pravda, April 21, 1917, wrote that Lenin’s thesis ‘ proceeds
from the assumption that the bourgeois-democratic revolution has been completed,
and it builds on the immediate transformation of the revolution into a socialist
revolution *’. 8 Ibid., vol. XX, bk. I, 108 ; also Selected Works, vol. VI, 24.

4 Ibid., 62 ; and Collected Works, vol. XX, bk. I, 144 ; also vol. XX, bk. II,

79 135
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advocated, but as a measure for “ completing the democratic
revolution ” by extirpating the roots of a landed aristocracy and
satisfying the elemental peasant hunger for the distribution of the
landed estates among themselves. Later, writing on the eve of the
November revolution on * The Threatening Catastrophe and How
to Avert It ”’, he spoke of the nationalisation of the oil industry and
of the coal industry as necessary ‘ to increase the production of
fuel ” and to combat ‘‘ the stopping of production by the indus-
trialists ” ; the compulsory syndication of industry under State
control—a measure which ‘“ has already been put into practice in
Germany ”’ and ‘“ does not directly, in itself, infringe upon the
relations of private property to any degree ”’ ; and the introduction
into industry of workers’ control *“ from below .1 About the same
time he again stated that ‘“ the vital matter is, not the confiscation
of capitalist property, but universal, all-embracing workers’ con-
trol over the capitalists. . . . Compulsory syndication under the
control of the State, this is what Capitalism has prepared the way
for and what the Junker State has put into effect in Germany ; this
is what will be completely realised in Russia by the Soviets.”’?

I1

The Great War placed a grave strain on the slender resources of
the Russian Empire, and by the winter of 1916 economic dis-
organisation had reached an advanced stage. The weakness of her
economic potential was shown in the fact that throughout the first
three years of the war her output of rifles was only between a third
and a half of her estimated needs. In the summer of 1915, when
the Germans launched their offensive, it was common knowledge
that Russian artillery could only fire a hundred shells to several
thousand of the Germans, and at the beginning of 1917 no more
than 12 per cent. of the programme of machine-gun needs was
available. The gap in supplies was partly filled by imported
munitions from the allied countries through Archangel and Vladi-
vostok ; but the rate of flow of these supplies was straitly restricted
by the inadequate transport facilities. Imports through Vladi-
vostok had to travel several thousands of miles along the single-track
Trans-Siberian Railway ; and the only contact with Archangel in
the first two years of the war was a narrow-gauge railway, with the

1 Ibid., vol. XXI, bk. I, 190-2, 197, 207.
. % In Will the Bolsheviks Maintain State Power ? (English Ed., 1922), 52-3 ; also
in Selected Works, vol. VI, 267-8.
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result that merchandise arriving from England or America piled
up at the port for lack of possibility of moving it to the interior.*
The early loss of Poland to the Germans meant the loss of a substan-
tial fraction of the country’s industrial potential ; and after the
disaster of the 1915 campaign the Russian War Minister declared
that his sole reliance lay in ‘ immeasurable distances, impassable
roads and the mercy of St. Nicholas, patron saint of Holy Russia .
The loss of industry in captured territory was partly balanced by
increased employment in industries engaged on war production :
for example, in the capital the number of workers employed in large
enterprises nearly doubled between 1914 and 1917. But despite the
increased war demand, iron and steel production in 1916 was below
that of 1914 by as much as a sixth, and coal production by a tenth.
Difficulties of transport had been acute from the first. As the war
proceeded they were increased by the disrepair of locomotives and of
rolling stock, which developed faster than repair shops could handle
them. Nearly one fifth of the railway locomotives were out of action
by the end of 1916 : a figure which rose to more than one third in
the course of the next twelve months. At the same time skilled
workers were mobilised for military service and a number of railway
shops were transferred to the manufacture of munitions.? The
Chief of Staff, General Alexeyev, in the summer of 1916 stated in
a report to the Tsar that “ there is hardly a branch of State and
public life at present which is not suffering severe dislocation
owing to the fact that the demand for transport facilities is not being
properly satisfied ; . . . on an average only 50 or 60 per cent. of the
transport requirements of the factories producing military supplies
are being satisfied ’.2 Attempts to ration transport space were
largely ineffective through inefficiency or corruption. Stories were
current about car-loads of fresh roses arriving from the Black Sea
coast for the aristocracy in the capital, while in nearby provinces
there were no means of shifting grain ; and of desperate attempts
to transport wheat from Siberia to the west by the dispatch of
officials in special trains across the Urals, armed with large sums
of money to ease with bribes the passage of essential supply trains.4

Y Cf. History of Civil War, vol. 1, 27-45. The Archangel railway was only
qhanged over to a broad gauge in 1916. The Murmansk railway was not completed
till th'e end of 1917. A report of Rodzianko, President of the Duma, spoke of
supplies at the port * piled mountain high > and  cases lying on the ground,
literally pressed deep into the soil from the weight of the goods above . On the
eve of the war the port of Archangel was in a very bad condition.

¥ Shatunovsky in Yezhegodnik Cominterna, 1923, 360 seq.

3 Cit. in History of Civil War, vol. 1, 35.

¢ Baerlein, The March of the Seventy Thousand, 45-6.
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Lack of armaments, instead of setting a limit to the numbers
called to the colours, seems to have encouraged a greater reliance on
mere quantity of man-power. Mobilisation reached the large figure
of 15 million and involved the withdrawal of more than a third of
the male labour force from industry and agriculture. This contri-
buted very largely to the shrinkage of the area under crops in the
regions of the south-east where the drain of male labour from the
Cossack districts was particularly heavy. By 1916 the contraction
in the total area sown to crops had passed 10 per cent., in the case
of potatoes it was more than 15 per cent., and of sugar-beet 20 per
cent. Only in the single case of flax did the area of cultivation
increase ; and this because of the British Government scheme of
large-scale direct purchase of the crop. Moreover, after 1916 not
only the sown area but also the yield per acre showed a marked
decline : in some areas of the steppe zone by as much as a third
between 1916 and 1917. More important even than decline in the
sown area and in yield was the fall in the proportion of the crop
which peasants were willing to market, even where transport was
available to move it. By the end of 1916 this seems to have
declined in the case of grain by at least a third, and the amount
of grain transported on the railways by as much as 60 per cent.
True, the export of grain had dwindled to insignificance. On the
other hand, with the transfer of millions from the village into the
army and into war industry, the demand for grain to supply the
towns and the front was much greater than the urban demand had
been before.

A major factor in this decline of the marketed surplus was the
growing scarcity of manufactured goods available for exchange
against the products of agriculture. Until the autumn and winter
of 1916 there are signs that the influence of this factor was unim-
portant ; and until then it is possible that the decline in the supplies
becoming available from the villages was primarily due to the
greater decline in sown area (as a combined result of loss of man-
power and the stopping of export outlets) precisely in those areas
which had previously been the main surplus-producing areas.
Until the end of 1916 the peasantry were apparently willing to
hoard the paper money they received for their crops, and were not
deterred from so doing by its diminished purchasing-power in
terms of industrial goods. One estimate suggests that such hoard-
ing may have amounted to one half, or even more, of the total
currency circulation ;! and it is this no doubt which explains the fact

1 E. Epstein, Les Banques de Commerce Russes, 56-8.
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that the proportional rise in the general price level was much smaller
than the increase in currency-issues. After the winter of 1916 this
relationship between price-rise and currency-issues was reversed ;
the former rising between March and November 1917 more rapidly
than the latter.! In the crucial year 1917 the peasantry no longer
hoarded, but apparently dishoarded, paper money.? The peasant
had become aware that money was a wasting asset and the market
price of the things that he purchased was rising more steeply than
the price he received for the products he sold ; and his reluctance
to market his produce accordingly increased. The September
programme of State grain purchase was fulfilled to only a third,
and the October programme to only a fifth ; little more than a half
as much grain having been purchased as in the same month of the
previous year.?

Growing food shortage increased distress among the working-
class populations of the towns in the winter of 1916-17 to the point
of desperation. The French Ambassador recorded in his diary at
the beginning of March 1917 : ‘ At the present moment 57,000
railway wagons cannot be moved. ... Extreme cold has put more
than 1200 engines out of action owing to boiler tubes bursting and
there is a shortage of spare tubes as a result of strikes. ... Petro-
grad is short of bread and wood. ... At the bakery on the Liteiny
this morning I was struck by the sinister expression on the faces of
the poor folk who were lined up in a queue, most of whom had spent
the whole night there.”* A few days later the patience of these
poor folk had become exhausted and bakeries were being looted in
the Viborg quarter. At the same time the Tsarina was analysing
the increasingly revolutionary situation in a letter to her husband
in these classic terms: ‘‘ This is a hooligan movement; young
people run and shout that there is no bread, simply to create excite-
ment ; along with workers who prevent others from working. If
the weather were very cold, they would all probably stay at home.
But all this will pass and become calm, if only the Duma will
behave itself.”” In these early days of March the food shortage
was aggravated by unemployment caused by the closing of factories

1 Cf. L. N. Yurovsky, Currency Problems and Policy of the Soviet Union (1925),
16~19. Between the beginning of 1915 and March 1, 1917, the quantity of paper
money in circulation showed a sevenfold increase, and the price-index a threefold
increase. Between March 1 and November 1, 1917, the quantity of money increased
by 9o per cent. and the price-level by over 200 per cent.

% Dr. Baykov has pointed out to the author that this applied to the so-called
Kerensky rouble, but not to the rouble of older denomination.

3 History of Civil War, vol. 1, 395.

¢ M. Paléologue, An Ambassador’s Memoirs, vol. 111, 213.
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owing to scarcity of fuel. At the same time strikes spread until they
covered some 100,000 workers in the capital and at one time one
third of the workers in Moscow factories. On March 11 (N.S.) the
President of the State Duma telegraphed to the Tsar from Petro-
grad : ‘‘ Transport and fuel absolutely disorganised. Anarchy in
the capital. Government is paralysed. General dissatisfaction is
growing. Riots and firing in the streets.”?

During the Provisional Government (which came into existence
after the abdication of the Tsar on March 12, 1917) very little was
successfully done to stem the progress of economic decline, and by
the end of the year conditions had in many respects deteriorated.
The Tsarist Government had already in 1916 adopted measures for
controlling the grain trade, even going so far as to impose compul-
sory purchase of a proportion of farm produce at official prices.
On March 25, 1917, the new government took the further step of
declaring the grain trade to be a State monopoly and of prohibiting
all private trade in grain outside the village. Thenceforth grain
surpluses were to be delivered to the State food organisations in
each district and to them alone, and were to be paid for at the official
control-prices. The measure was, however, weakly enforced under
the Provisional Government, and private trade continued. By the
end of the summer of 1917 bread prices had increased three times
over pre-war, prices of dairy produce about five times and meat
about seven; while manufactured goods and fuel had risen in
price by much more. Although money wages had probably
increased on the average in greater proportion than bread-prices,
this increase was less than that of the price of meat and very much
less than prices of industrial products. The very control of grain
prices accentuated the discontent among the peasantry and en-
couraged the beginnings of a *“ peasant strike ’ against the govern-
ment purchasers of grain. By August the general bread ration in
Petrograd had been reduced to a half of what it had been in March.

The Provisional Government had also established a Chief Eco-
nomic Committee charged with the task of introducing ““ a pur-
posive regulation of economic life . But this committee met with
obstruction from the industrialists, possessed neither a policy nor
the will to deal with such obstruction, and exerted little, if any, prac-
tical influence. By the autumn the transport situation had grown
worse,.the average daily wagon-loadings in October being less than
two thirds of what they had been two years before. ‘“ This was the

1J. Mavor, Russian Revolution, 51~9 ; History of Civil War, vol. 1, 87~112;
Lllustrated History of the Russian Revolution (1928), vol. II, 261-92.
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beginning of the complete breakdown of the railway system,”” says
a foreign writer of three years later, ‘ which the Bolsheviks in spite
of extreme efforts could not check or even retard.”! Transport
disorganisation and fuel famine reinforced one another in their
effects. Coal production in the Donbas had declined in 1917 com-
pared with the previous year. Blast-furnaces began to be drawn,
and in the Moscow district pig-iron output in 1917 fell even below
20 per cent. of the previous year. Cotton mills, affected by non-
delivery of raw cotton supplies from Turkestan, began in some
districts to cease work entirely, and in October even flour mills
started to close.? At the beginning of October one half of the
factories in the Urals region had closed, and in Petrograd and
Moscow manufacturers were taking steps to organise a lock-out as
an answer to the claims of their workers.? At'the end of September
a railway strike was only just avoided by timely concessions.
General Denikin states that the production of munitions fell by
some 60 per cent. and of aircraft by as much as 8o per cent., while
‘“ only 16 per cent. of the actual needs of the army was satisfied ™.
Industry, he says, was ‘‘ steadily falling into ruin ”.# Professor
Prokopovitch estimates that industrial production on the average
for 1916-17 was only 71 per cent. of pre-war ;® and by the autumn
of 1917 it was undoubtedly a good way below the 1916-17 average.
Even in May M. Paléologue was writing in his diary : * Anarchy
is spreading all over Russia”; adding that the army was in-
capable of * any intense and continuous action . . . owing to the
anarchy in its rear ”’. On May 17 he wrote: ‘‘ How on earth is
he [Kerensky] to cope with the administrative disorganisation, the
agrarian movement, the financial crisis, the economic débdcle, the
universal spread of strikes and the progress of separatism ? ... 1
tell you even a Peter the Great would not suffice.”® Miliukov
subsequently declared that at the time of the Soviet revolution in
November, * the situation was so bad that, in everybody’s opinion,
it could not be made worse by any new change ”.?

II1

Most powerful of the currents that were carrying events
towards the Soviet revolution of November was the elemental

1 K. Leites, Recent Economic Developments in Russia, 52 ; cf. also Shatinovski,
loc. cit., 3601 ; Liashchenko, op. cit., vol. I, 628-55.

2 Leites, op. cit., 39-40. 3 History of Civil War, vol. 1, 367.

4 The Russian Turmoil, 117—19. 8 The Economic Condition of Soviet Russia, 20.

8 Op. cit., 334~5. 7 Russia To-day and To-morrow, 43.
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movement among the peasants, who were effecting the seizure of
the landed estates by direct action on a growing scale. The Provi-
sional Government had promised that action should be taken in
connection with agrarian reform and had in May established both a
central and local land committees “ to prepare the way for land
reform and to draft provisional measures to be adopted ”.? But
little more than preparatory work had in fact been done by these
committees, and a final settlement had been explicitly postponed
until the meeting of a Constituent Assembly. The peasantry soon
showed themselves to be in no mood to wait upon the leisurely pro-
gress of legal enactment and sceptical that its outcome would be
such as to appease their temper ; and as the fateful year moved
from spring into autumn, a spontaneous movement of illegal land
reform * from below ” gathered cumulative volume and impetus.
In this movement, not only local Soviets joined but also the local
land committees established by the government, acting indepen-
dently of central authority and assisting in the organisation of
land-confiscation and land-division. Already in April there had
been numerous cases of what was called in the terminology of police
reports ‘‘ agrarian lawlessness . Most of these were of a fairly
peaceful character involving the unauthorised seizure of timber
from forest land, or the organisation of strikes of labourers on the
neighbouring estates ; although in about a quarter of the cases the
police reports had referred to some destruction as having occurred.
While such disturbances were reported from as many as 174 dis-
tricts, these were mainly concentrated in the Central Agricultural
Region and the Middle Volga. Within a fortnight of the decree of
May 3 which had established land committees, a peasant congress
at Kazan had gesolved to confiscate all estate-land without waiting
for the Constituent Assembly, and in June a local landowner re-
ported that this resolution was being put into force and that * local
administrative authorities are unable to restrain the local land
committees from irregular measures .

By June the number of districts covered by the reports had
increased to over 300, and cases of violence and destruction, which
included the burning of manor houses and the actual appropriation
of land, had become much more common. Among the reasons for
the resignation of Prince Lvov as head of the Provisional Govern-
ment in early July was his opposition to the tendency of the

1 The Central Committee had no executive powers ; but the local land com-
mittees were entrusted with limited powers of issuing local regulations and of
arbitrating in disputes over ownership rights.
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Minister of Agriculture in particular ‘“to justify the disastrous
seizures of property that are taking place throughout Russia and
are confronting the Constituent Assembly with a fait accompli”,
instead of ‘‘ combating aggressive tendencies and bringing order
into agrarian relations . After July there was a slight decline to
the June level, possibly occasioned by a proclamation of Kerensky’s
government of July 8, promising ‘ to abandon entirely the old
land policy which ruined and demoralised the peasantry ” and to
base the future land reform on * the principle that the land is to
pass into the hands of those that work it ”. Even so, alarming
reports continued to be received in the capital from the provinces.
In August a peasant congress at Voronezh had passed a resolution
empowering village committees to take over estate-land and divide
it on leases at fixed rents; in the Saratov province the Tsaritsin
district was reported to be *“ a centre of anarchy supported by local
committees ’. In September a report came from the League of
Landowners in Tambov announcing that twenty-four estates had
been burned in three days and the local authority was powerless to
prevent the movement. In October the movement attained a new
crescendo, and a proposal was being discussed at the Ministry of the
Interior for withdrawing cavalry from the front to the interior. Of
all the cases of destruction and violence reported in these eight
months three quarters fell within September and October. What
was of crucial significance was that by this time the peasant move-
ment had spread even to the prosperous south-western Ukraine,
the stronghold of individual enclosed farming on the Stolypin
model. In October cases of illegal seizure were here between
twenty and thirty times as numerous as they had been in April,
and in this month this region furnished a quarter of all the reported
cases of “ destructive activity ’. In the days of serfdom there had”~
been a peasant saying : ‘“ We are the landlord’s, but the land we
work is ours.” Now the peasants were adapting it to the temper of
the times and were declaring: “ The landlord is our landlord :
we worked for him and his property is ours.”’?

In industry a parallel form of direct action was taking place in

1 Launcelot Owen, The Russian Peasant Movement, 1906~17, 132~52, 196~238 ;
History of Civil War, vol. 1, 4247 ; Illustrated History of the Russian Revolution,
vol. II, 275-84. Dr. Owen points out two further features of this peasant move-
ment : (a) that after passing from comparatively peaceful measures such as illegal
cutting of timber in the forests and strikes to acts of violence and destruction, the
tendency in its most advanced stage was to pass from purposeless acts of destruc-
tion to organised seizures of land ; (b) that while there were burnings of manor
houses, there was little actual personal violence against landowners and only a
few cases of squires being killed : “ during the period February-October there
was no pugach e ”’

h h'.””: nol' querie . (147')
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the summer and autumn, and was gradually undermining the
authority of the Provisional Government. An early foretaste of this
had occurred in the spring when Moscow industrialists refused to
adopt an agreement which Petrograd industrialists had made with
the Petrograd Soviet for an 8-hour day, the establishment of factory
committees and the submission of wage disputes to arbitration ;
and the Moscow Soviet decided to enforce the 8-hour day on
industry within the district without waiting for the authority of the
government. In the summer reports began to multiply of arrests
of engineers by workers, acting in the name of local Soviets, and
of the forcible expulsion from factories of unpopular foremen. On
June 1 a national resolution of the executive committee of the
Soviets advised all industrial workers to ‘‘ create councils at the
enterprises, the control embracing not only the course of work at
the enterprise itself but the entire financial side of the enterprise ”.
In the same month the factory and dock committees at Kronstadt
were claiming and exercising ‘‘ the right to inspect the accounts
and the books of the management *’ and to see ““ that no materials
left the premises without good reason ”’ ; while in the cable works
the owner had actually been deposed by the local Soviet on the
charge of trying to close down his plant and sell it to a foreign bank,
and the concern was being administered by its factory committee.
In July at Kharkov a conference of factory committees was threaten-
ing to remove directors and factory owners who * refuse within the
next five days to satisfy the workers’ demands "’ and to replace them
by elected engineers, and a Conference of Industrialists sent an
angry complaint to the Minister of Labour that *“ criminal elements
are going entirely unpunished ", that the management of one of the
largest factories in the city had been kept under arrest by the
workers for twenty-four hours, and similarly the directors of the
Kharkov locomotive works. When in the autumn certain factories
in Petrograd proposed to close down, and others proposed to
transfer elsewhere by agreement with the Government, this met
with strong opposition and obstruction from the factory com-
mittees ; and in the south in a similar case of a large naval ship-
building yard at Nikolaev, the workers’ committee arranged to
send delegates to the places from which the yard obtained its raw
materials to investigate the raw material position, and in the mean-
time tried to enforce a ban on any further dismissals. A delegate
meeting of leather workers on strike in Moscow instructed factory
committees to “ proceed immediately to adopt practical measures
in preparation for sequestration, such as taking an inventory of
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goods, machinery, etc.” In October, in the Donbas coalfield a
wave of strikes was followed by miners taking control of the mines
into their own hands, and Ataman Kaledin (later to be a leading
figure in the civil war) wired the Minister of War: ‘At the
moment the entire power has been seized by various self-appointed
organisations which recognise no other authority than their
own.”’?

Besides the Social Democratic Labour Party (which in 1903
had divided into two tendencies, Bolshevik and Menshevik, and
later had split into two parties), the Social Revolutionary Party
had a large following in pre-1917 days. While the former, having
a Marxist tradition, had drawn its supporters mainly from the
industrial workers and the urban intelligentsia, the latter had
always made its principal appeal to the peasantry. Founded in
1901, it very largely carried on the traditions of the Narodnaya
Volya, including its policy of individual terrorism ; and among its
initial central committee, in addition to Chernov, Gotz and Gershuni,
was the notorious Azef, who for a number of years played the
dual réle of organiser-in-chief of its secret terrorist section, plotting
assassinations against leading T'sarist officials, and of police agent
who betrayed his revolutionary colleagues to the authorities.
Among its aims, as stated in a manifesto in the year following its
formation, was the socialisation of land, combined with measures
of economic co-operation to liberate the peasantry from the power
of money capital. ‘ The patience of the peasant masses ”, it
declared, ““ is almost exhausted. . .. We shall ourselves set fire to
this combustible material with the torch of the struggle for liberty.
... We call the peasant by Land to Freedom and through Freedom
to Land.”2? Since the 1905 revolution the leading bourgeois party
had been the Constitutional Democrats, or Cadets, to which had
gravitated the so-called ‘‘legal Marxists ” of the 'go’s, and the
supporters of P. Struve’s journal Ozvobozhdenie, around which had
been formed the Union of Liberation (Soius Ozvobozhdenie) in 1904
to work for a democratic constitution. Standing in opposition to
Tsarist autocracy in favour of a democratic constitution and an
economic policy favourable to the development of industrial
Capitalism along western lines, the Cadet party had grown alarmed
at the mass movement as this had developed during the events of

1 History of Civil War, vol. 1, 413-21 ; M. Philips Price, My Reminiscences of
the Russian _Revolution, 39-40, 132—3 ; Piatakov in Yezhegodnik Cominterna, 1923,
327, 3 Cit. J. Mavor, Economic History of Russia, vol. 11, 177-9.
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1905, and had adopted an increasingly conservative position over
the course of the next decade. Between March and October 1917,
it stood definitely on the Right, as an opponent of the Soviets and
of the developing peasant movement; the Cadet ministers had
resigned from the Provisional Government at the beginning of May,
largely in protest against ““ the growing strength of those elements
which destroy all order and wish to undermine discipline in the
army " ; and many of its members sympathised with and aided the
abortive military coup of General Kornilov in September.

But the events of 1917 progressively widened the rift in the party
of the peasantry, the Social Revolutionary Party, itself. As so often
happens with peasant parties in agricultural countries,! the Right-
wing tended to adapt its policies to the interests of the more
prosperous peasants, and to become a party of the rural bourgeoisie.
But as the actual currents among the peasantry which we have
described gathered momentum in the summer and autumn of the
year, it was the Left-wing section of the party, favouring a revolu-
tionary solution of the agrarian problem, which won adherents in
the countryside and became the political spokesman of the mass of
peasantry in the rural Soviets and on other local bodies. As far as
the immediate objectives of the revolution were concerned, they
accordingly found themselves with much more in common with the
Bolsheviks than with the Right-wing section of their own party.
At the Peasants’ Congress which met in the Duma Building in
Petrograd on November 18th, a few days after the Bolsheviks in
the name of the Soviets had assumed power,2? the Left Social
Revolutionaries had a clear majority, and the Bolsheviks had about
one fifth of the delegates. Marie Spiridinova, a leader of the Left-
wing, was elected to the chair ; Chernov, an old S.R. leader since
the inception of the party, was shouted down ; and in the course
of the Congress the minority section of the S.R.’s, led by the old
committee, seceded to form a separate convention of their own.
Meanwhile negotiations were in progress at the Soviet headquarters
at Smolny between the Bolsheviks and the Left S.R. leaders, the
outcome of which was a provisional agreement between them. The
Central Committee of the Soviets at Smolny, which had hitherto
represented only the soldiers’ and workers’ councils, was to be
broadened to include an equal number of delegates elected from the

L Cf. H. Seton Watson, Eastern Europe Between the Wars, 259.
. %1In the course of the preceding month the Bolsheviks had secured a majority
in the Soviets of Petersburg and Moscow and of one or two other cities.
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Peasant Congress ; while a certain number of posts in the Govern-
ment were to be allotted to the Left Social Revolutionaries.?

By this compromise, which accorded with Lenin’s theory of
the smytchka, or proletarian-peasant bloc, the leading influences in
the villages and smaller townships, as well as in the larger indus-
trial centres, had become supporters of the new Soviet régime.
At the same time it meant that the implementing, and in part
the formulation, of the current policy of the new Government
was in the hands of those who were political inheritors of Narodnik
doctrines. Among the first acts of the Soviet Government was the
Land Decree, signed by Lenin on the day following the revolution. ?
This stated that ““ the landowners’ right to possession of the land is
herewith abolished without compensation ”,® and that ** estates of
the landowners, together with all Crown lands, monastic lands and
Church lands, including all livestock and agricultural equipment
and farm buildings, are transferred to the disposition of district
Land Committees and the local Soviets of Peasant Deputies ™.
Any citizen wishing to cultivate the soil was to have the right to
apply for the allotment to him of land for so long as he was able
and willing to work it. In the meantime “ any damage done to
confiscated property, which from now on belongs to the whole
people, will be treated as a serious crime ' ; and district Soviets
were charged with taking * all necessary measures for the preserva-
tion of the strictest order during the confiscation of estates . It
was the intention of the Bolsheviks; however, that a considerable
portion of the estate-lands should not be subject to distribution but
be retained as model State farms; and the annexe to the decree
referred explicitly to * territories where cultivation is of a high
order: gardens, plantations, nurseries for plants and trees,
orchards, etc.”, as ‘““ not subject to division ”’ but as reserved for
“ the exclusive use of the State or district as model institutions >’ ;
and similarly * studs, State and private cattle-breeding establish-
ments, poultry farms’. As it turned out, however, under the
pressure of peasant influence in the localities, much less was re-
served from distribution than was apparently at first intended. For

1 Cf. Philips Price, op. cit., 169~71 ; Illustrated History, vol. 11, 431-44, 464-5.
The invitation to participate in the Government on the basis of the full recognition
of the November revolution and of Soviet power had been extended to all the
socialist parties; but the Mensheviks and the Right S.R.’s had refused to accept
this condition and had seceded from the 2nd Soviet Congress which had met on
November 7.

3 Published in Jzvestia two days later, on November 10 (N.S.).

3 However, * those who suffer by their dispossession are to have the right of
being publicly supported until they adapt themselves to the new conditions *’.
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example, only between two and three million acres of estates which
had been run as beet-sugar farms were retained as State farms,
instead of the ten to twelve million acres that had been originally
intended. As an average for the whole country, the land in the
use of the peasantry rose from 70 per cent. of the whole cultivated
area to 96 per cent. In the Ukraine the increase was from 56 per
cent. to 96 per cent., and in some regions the latter figure reached
almost 100 per cent. Over the economic history of Russia in the
following decade this land reform, which in cementing the prole-
tarian-peasant alliance in the November Revolution placed agri-
cultural production under the almost complete control of small
producers, was to exercise an overshadowing influence.



PART TWO

CHAPTER FOUR

THE FIRST EIGHT MONTHS

I

The leitmotiv running through the speeches and writings of
Lenin in 1917 was the overshadowing importance of the political
issue of the class which held the actual reins of power. For him
this issue was paramount, since on it depended the direction in
which historical forces would move in the coming historical epoch.
Yesterday this power had resided in the landed nobility, with
certain of the richer elements of the parvenu capitalist class as its
junior partner. The March revolution had placed power in the
hands of the capitalist class in town and country (though in Lenin’s
view, because the masses had handed the power to them, rather
than because the bourgeoisie had themselves taken it) ; and now
the Soviet Revolution of November had transferred power to
representatives of the proletariat and the peasantry, representing
‘““the overwhelming majority of the population”. A crucial
feature of Lenin’s political conception, which many have failed to
appreciate, was that this issue was for him independent of the
immediate tasks of economic and social policy which were on the
historical agenda. The transfer of power to the Soviets, as organs
which directly expressed the mood of those who toiled in town
and village and which had been in large measure their own spon-
taneous creation, was required in order to prevent the March revo-
lution from stopping half-way before the economic basis of the
old nobility had been destroyed (as so many bourgeois revolutions
had previously done), as well as to lay the basis for an eventual
transition from Capitalism to Socialism. Not only was the exis-
tence of the Provisional Government no guarantee that the bour-
geois-democratic revolution would not stop half-way ; but the
Kornilov coup was witness to the danger of a Russian Thermidor,
in the course of which agrarian reform might be submerged and
fetters laid upon the working class once more.

At any rate, an immediate transition to a socialist economy was
not on the agenda in the early months of the new Soviet régime.
Immediate preoccupation was with the seizure of certain economic

82



THE FIRST EIGHT MONTHS 83

key positions to consolidate the political power that had already
been won, and with measures of control over industry—control
“ both from above and from below ”—designed to keep industry
working and to protect the new régime both against the spreading
epidemic of economic disintegration and against a possible ‘ strike
of capltal ” aimed to bring the government to its knees. But no
sweeping measures of confiscation or nationalisation were immedi-
ately proposed. Rather was it a controlled or directed Capitalism,
steered by such measures of economic control as had come to be
the common stock-in-trade of belligerent governments, that was
contemplated. There was little of the rash utopianism sometimes
charged against him in the description which Lenin subsequently
gave of this period as one in which ‘‘ the State power made an
attempt to pass to the new social relationships, while adapting itself
to the conditions then prevailing as much as possible, as gradually
as possible and breaking with as little of the old as possible . An
early decree of the new Soviet Government, which called in general
terms for ‘“strictest control over production” and appealed to
workers and peasants to ‘‘ guard as the apple of your eye the land,
the grain, the factories, the tools, the products, the means of trans-
port ”’, referred to the transition to Socialism as proceeding
‘“ gradually with the consent and confirmation of the majority of
the peasants following the teachings of their practical experience
and of the workers”.2 The Decree on Workers’ Control of
November 14th gave the workers’ committees in each enterprise
“ the right to supervise the management”’ and ‘‘ to determine a
minimum of production ”’, and the right to have access to all
correspondence and accounts. But at the same time the General
Instructions appended to the Decree expressly reserved to the
proprietor the executive right of giving orders as to the conduct of
the enterprise and forbade the factory committee to interfere in this
or to countermand such orders ; while Article g forbade committees
“ to take possession of the enterprise or direct it ”’, except with the
sanction of the higher authorities. The nationalisation of the joint
stock banks and their merging in the State Bank, announced on
December 17th, was primarily undertaken to counter a strike of

1 Selected Works, vol. I1X, 284. At the same time he pointed out that ‘‘ the
tactics adopted by the capitalist class were to force us into a desperate and ruthless
struggle which compelled us to smash up the old relationships to a far larger extent
than we at first mtended ”, Ina pamphlet written in 1918 against the so-called
““ Left Commumsts he spoke of * a whole period of transmon from Capitalism
to Socialism ”, this transitional form of economy containing * elements, particles,

pleces of both Capitalism and Socialism *’. (Ibid., 165, 170.)
% Iavestia, November 21, 1917.
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civil servants and employees of the State Bank, which was being
organised by the League for the Regeneration of Russia, financed
by the private banks. As regards the grain trade, Soviet policy
reaffirmed what the Provisional Government had already inaugu-
rated, in the shape of State monopoly of trading in grain, and did
not introduce any new principle ; although it strengthened this
policy by nationalising all grain elevators and warehouses in
February 1918. A certain number of individual enterprises that
were considered to be of key importance, especially those engaged
on war work, were taken into State ownership; a decree of
December 18th, 1917, listing the reasons for which enterprises
might be ‘‘ confiscated ”’, which included the special importance of
the enterprise to the State, refusal of the owner to observe the
terms of the Decree on Workers’ Control and the closing down or
abandonment of the works by its owner. But until May, 1918,
there was no case of a whole industry being nationalised ; in
that month the sugar industry being placed under the administra-
tion of a government body called the Supreme Sugar Committee,
to be followed by the oil industry a month later and by the
declaration of State monopolies of trade in certain commodities
which included matches, coffee, spices and yarn, and also foreign
trade.

In one half of the cases where nationalisation of individual enter-
prises took place in these early months, the reason stated was the
‘ sabotage " of the owner, and not infrequently the fact that he had
closed his business and emigrated until counter-revolution should
restore for him a more congenial environment. Thus we find the
Société Internationale des Wagon-Lits and the Sergiev-Ufalenski
mines nationalised because of ‘ the refusal of the management to
continue work in the workshops ”’ and because of ‘‘ the refusal of
the management to submit to the Decree on Workers’ Control ”,*
and the business of M. Helferich-Sade nationalised in January
because the management *“ had closed down its factory and aban-
doned its principal office at Kharkov .2 Similarly, the aeroplane
works of Andreiev Lanski and Company were taken over because
of the declared intention of the company to dismiss its workers ; -
the Sestronetsk Metallurgical Works for refusing to continue pro-
duction ; the Roentgen tube factory because its owner had aban-
doned the enterprise ; and the Rostkino dye works for *“ the cate-
gorical refusal of its owner to continue production in spite of the

! Decree of Dec. 29, 1917, cit. Labry, Une Législation Communiste, 96—7.
2 Decree of Dec. 13, 1918, signed by Lenin and Shliapnikov.
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reserves of material and fuel in stock ”’. On the other hand, the
large electrical concern in Moscow, Electro-Peredacha, was taken
over * in view of its general importance to the State ”’ ;2 the Putilov
armament works at Petrograd had been taken over in December for
a similar reason; the Chaudoir Company was nationalised by
decree of February 27th for “ governmental considerations of great
importance ” ; and the Novorossisk mining and metallurgical
works at Yuzovka on March 3rd for the double reason of “the
importance of the works to the State ”’ and * the impossibility of
the company continuing its operations ”’

For certain enterprises, particularly where foreign capital was
involved, proposals were canvassed for the creation of ‘‘ mixed
companies ”’ in which the State and private capitalists should
participate jointly. In the circumstances of the time very little was
to become of these projects, although they were later to be revived
on a limited scale after the civil war in the early period of the New
Economic .Policy. But some abortive negotiations took place in
March between the Soviet Government and a group of capitalists,
headed by the wealthy Moscow merchant Meshchersky, for the
formation of a mixed company in which foreign capital should
participate, to control a certain group of enterprises in the metal
industry (enterprises which were later amalgamated to form the
State trust Gomza) ; and a similar proposal came from a company
known as the Stakhaev Company. In government circles there
was apparently some difference of view as to whether to accept or
reject these proposals, and Lenin, who was in charge of the negotia-
tions on the government side, opposed their acceptance at a meeting
of the Supreme Economic Council on April 27th on the ground
that in heavy industry the government wanted engineers, not
shareholders. At any rate no agreement was reached ; although
Meshchersky had modified his original proposal to give the govern-
ment only a third of the shares to a proposal that his own group
should be allotted only non-voting bonds. In the early summer a
commission instituted to frame conditions on which concessions
might be given to foreign capital was considering certain proposals
-made by a Norwegian firm and a Russo-Dutch syndicate for railway
extensions in Siberia and the Donetz region.? In industries where
private concerns continued to exist alongside State enterprises joint

1 Decrees of Jan 16, Feb. 19 and Jan. 13, 1918, signed by Lenin and Shliapnikov.

16Decree of Feb. 17, 1918, signed Lomov and Antipov, cit. Labry, op. cit.,
105

8 Labry, op. cit., 168 seq. ; Leites, op. cit., 84 seq. ; S. Zagorsky, La Répubhque
des Soviets, 37 seq. ; Benediktov in Tyazholata Industria S.S.S.R
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controlling bodies were set up to exercise general functions and
regulations, consisting of representatives of the trade unions, of the
private owners and of the government : for example, Centro-Textil,
established on April 1st, 1918, following a Congress of the Textile
Industry in February, which had provisionally instituted a Central
Council for the industry consisting of 30 representatives of the
trade unions, 15 of the owners and 20 representatives of various
governmental bodies.!

Something similar to this form of representative controlling
board was at first contemplated for the majority of light industries ;
and these Centres were given fairly considerable powers of regulat-
ing their respective industries. They represented, in fact, a
decentralised form of industrial control, by contrast with heavy
industry where the control from an early date was more centralised,
being vested in Glavki, or sub-departments of the Supreme
Economic Council (Vesenkha), which had been instituted in
December 1917, consisting of representatives of government
departments and trade unions, together with technical experts in
an advisory capacity, with the function of co-ordinating the activi-
ties of the organs of workers’ control and systematising the process
of nationalisation. Thus for the metal industry, a special Metal
Department of Vesenkha was organised, absorbing the personnel
of the pre-existing Fuel and Metal Council, and this became
Glavmetal, which proceeded to concentrate all orders in its own
hands and allocate them among the various enterprises. Simi-
larly in the summer of 1918 Glavugol was instituted as the con-
trolling body of the coal industry, with “ exclusive rights for the
investigation of new coal resources, for control over the private
coal industry and its compulsory trustification, for the closing down
of technically imperfect enterprises (on confirmation by Vesenkha),
for the organisation of new enterprises, the working out of a pro-
gramme of nationalisation, and the distribution of coal and the
regulation of the coal trade ”.2

But while the constitutions of the Centres and Glavki were
generally different, their functions were similar and gradually
approximated to one another. In light industry the Centres had
power to give instructions to owners of private businesses, to dis-
tribute stocks of materials, to fix prices, to effect the amalgamation
of enterprises, and finally (with the confirmation of Vesenkha) to

1Y. L. Piatakov in Yexhegodnik Cominterna, 1923, 329.
2 Benediktov, op. cit., 74-5.
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nationalise any firm which they thought fit. When a firm or in-
dustry was nationalised, they organised the financing of enterprises
and appointed the factory managers or managing “ collegiates ”,
whose authority was in theory supreme in technical questions, but
which were subject in practice on most matters to another body
called a “ factory collegiate ”, composed of representatives of the
workers in the factory (including the office staff), of the technical
staff, of the local Soviet, of the trade union branch and of the local
department of Vesenkha. In some cases Centres had the right of
concentrating in their hands the supply of raw materials and fuel to
the industry, of marketing the product and of exercising a monopoly
of import and export. In the course of the summer of 1918, as in-
dustry became more widely nationalised, the Centres responsible
for controlling light industry came increasingly to resemble, both in
constitution and in functions, the sub-departments of Vesenkha
which administered branches of heavy industry. Many of them
came to exercise statutory powers, not only over firms within their
branch of industry, but over the actions of other bodies; and as
their economic functions were enlarged, they tended to set up
subordinate sections or Glavki to undertake more specialised tasks
in the administration of production (as Glav-Textil was formed
from Centro-Textil). Where Centres did not become virtually
industrial sub-departments of Vesenkha, they tended to disappear,
leaving only the more specialised Glavki in direct subordination to
Vesenkha. Centroresin was given power ‘‘ to increase, to restrain
or to close enterprises ”’ ; Centrokaska *‘ to procure materials, to
elaborate a plan of purchase, to control quality, and to arrange a
plan for the distribution of products ” ; and Centrochai could make
‘“ regulations touching tea (and associated goods) obligatory for
both private enterprises and persons and also for social and govern-
mental organisations . Glavki have been described as “ plenary
organs of government ”’, having powers within their special spheres
similar to those exercised in a wider sphere by Vesenkha.! For
example, a Vesenkha decree of June 23rd gave authority to Glav-
sakhar (administering the nationalised sugar industry) to ** publish
obligatory decrees and instructions for all enterprises concerned
with sugar, to regulate the increase, the reduction or the closing
down of works, to create new establishments and organise new
plantations ", to establish plans of output, transport and delivery,
to supervise the finances of businesses, fix the scale of wages in the
1 L. Kritsman, Geroicheskoe Period Velikoi Russkoi Revolutsii, 199.
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sugar industry, to concentrate in its hands necessary reserve stocks,
and to organise the distribution of labour and materials among the
various establishments.?

1I

This transitional State Capitalism, characterised by control over
private trade and industry rather than by extensive socialisation,
was to prove an unstable situation. In existing political conditions
it could scarcely be more than an uneasy compromise, and it did
not survive the summer of 1918. The reason for this breakdown,
and for the accelerated transition to general nationalisation in the
second half of the year, was twofold. In the first place, many
factory committees went beyond the legal powers awarded to them
in the Decree on Workers’ Control, and eventually took the
administration of factories into their own hands. This was a con-
tinuation of the spontaneous movement of direct action on the part
of peasants and factory workers which had gathered momentum
under the Provisional Government. The period was one of which
subsequent writers have spoken as the ‘‘ elemental period ” of
the revolution, when most things were done by uncoordinated
local initiative, and the Soviet authorities at the centre still had no
more than a light hand upon the reins. Such elemental tendencies
were of course part of the strength of the new régime: the vigour
of those spontaneous historical forces without which the revolution
would neither have been started nor been completed. In real life
social transformations seldom go according to plan ; and when they
seem to go smoothly they often have something wrong inside them.
But the immediate effect of these elemental tendencies was turbu-
lent. In some cases the new régime of diarchy in industry con-
tinued satisfactorily for a period: for example, the case of an
engineering firm at Odessa whose English manager submitted to the
demand that workers’ representatives should be present at Board
meetings, and found it ““ not entirely disagreeable ’.2 It was not
unknown for employers to win over the factory committee by
personal influence or bribery; and in * several cases the role of
the factory committee was purely passive and the former directors
or proprietors continued for a long time to enjoy the powers they

1 Labry, op. cit., 83 seq. ; also Zagorsky, op. cit., 22 seq. Actually it is difficult
to discover any consistent line of demarcation between the power of the Centres
and of the Glavki. Evidently the demarcation differed according to the circum-

stances of each special case, and changed with the development of the situation.
2 Article by *“ A British Manager ” in The Times, September 4, 1918.
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possessed under the old régime.! But few employers thought that
the new régime would survive for more than a few weeks; and
while some owners grudgingly submitted to the orders of the factory
committee to keep their works running instead of closing them,
probably a larger number either defied the factory committees or
took the earliest opportunity of closing down and of moving them-
selves to another district until more favourable conditions should
return. In fact, manufacturers’ associations had from the first
attempted to organise resistance to the Decree on Workers’ Con-
trol : as, for example, resolutions of the Petrograd Manufacturers’
Association and the All-Russian Commercial and Industrial
Organisation in the previous December, which had advised em-
ployers to close their works if attempts were made to enforce the
decree. The retort of the factory committees to obstruction or
attempts to close down production was to invade the office, and
often after ejecting the owner or manager to run the factory on their
own. In the spring of 1918 a syndicalist tendency had become
widespread among factory committees : the notion that factories
should be run directly by the workers in them, and for the benefit
of those workers. The result was a further decline of workshop
discipline and of production, and in many cases the rise of a sec-
tional, proprietorial sentiment on the part of workers towards their
factory, which spurned the interest of the larger community and
jealously resisted attempts at co-ordination and direction from
above. ‘‘ Another proprietor came,” wrote one of the leaders of
the Metal Workers’ Union, ‘“ who was equally an individualist and
anti-social as the former one, and the name of the new proprietor
was the control committee. In the Donetz area, the metal works
and mines refused to supply each other with coal and iron on
credit, selling the iron to the peasants without regard for the
needs of the State.”? A subsequent report of Vesenkha® summed
up its position at this period in very frank terms. ‘‘ Vesenkha
clearly realised the necessity for a co-ordinated plan of nationalisa-
tion on definite lines. But in the first period it did not have the
statistical apparatus or the administrative apparatus, it did not have
links with the localities, and accordingly, lacking sufficient local
organs and ‘ cadres ’ of workers, it was compelled to bring within
its purview and to try to handle an unnecessarily large number of
ailing economic enterprises : a fact which made the organisation

! IL.O., Labour Conditions in Soviet Russia, 241 ; cf. also Zagorsky, op. cit., 19.
® Cf. Piatakov, loc. cit., 340.
® Report to the Eighth Congress of Soviets in December 1920.

D
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of production extremely difficult. This first tempestuous period of
industrial administration shattered any systematic organisation of
industry and of economic accounting.”

Against this illegal nationalisation on the initiative of factory
committees or local Soviets the central authorities did what they
could to exercise a restraining hand. A leading object in the
institution of Vesenkha had been to co-ordinate the process of
nationalisation and to give some shape and cohesion to the elemental
forces which were riding the economic situation. On February 14th,
1918, an official announcement was issued that enterprises could
not be taken over from their previous owners except by joint decree
of Vesenkha and the Council of People’s Commissars (Sovnarcom).
Again, on April 27th, local bodies were reminded that no confisca-
tion of industrial plants was permissible without the authority of
Vesenkha ; the reminder being issued “in view of the fact that
local Soviets continue confiscation of enterprises without notifying
Vesenkha .1 But the instructions continued to be disobeyed;
and efforts made by Vesenkha in the direction of centralisation met
with considerable resistance. The case of a group of factories in
the Urals which the central authorities had decided to leave in
private hands was not untypical. The local factory committee,
declaring that the attitude of the owners was provocative, announced
their intention of taking over the factory. The Central Council of
Trade Unions sent a delegation from Moscow to dissuade them,
but without avail ; and followed this by telegraphing instructions
forbidding any action to be taken by the factory committee. To
this telegram the only reply was a laconic report announcing the
date on which the factory had been taken over on the authority of
the local Soviet. Of individual firms that had been nationalised
prior to July 1918 only about 100 were nationalised by decree of the
centre, while over 400 had been nationalised on the initiative of
local organisations.? When the starch and molasses factory,
Zhivilov, was nationalised by the government, the factory committee
refused to hand over to the administrator whom Vesenkha had sent
to take charge ;® and when the District Economic Council of the
Northern Region instituted a system of government inspectors to
bring the metal works of Petrograd under its control, serious con-
flicts ensued between the inspectors and the factory committees.*

1 Izvestia, April 27, 1918.

? I.L.O., op. cit., 196 ; Benediktov, loc. cit., 81. Half of the acts of nationalisa-
tion fell within the six weeks May 15-June 28.

3 ILL.O., op. cit., 240. 4 British Labour Delegation Report, 1920, 96.
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In the railway shops there actually appeared an organisation
grandiloquently terming itself the * Alliance of Workers’ Repre-
sentatives ’, which agitated against centralised control in the
interests of ‘‘ the autonomy of the workers’ committees .1
Although in February a joint meeting of factory committees
and trade unions had agreed upon a subordination of the former to
the latter, at the Third Congress of Trade Unions which opened
on April 20th some strong opposition was expressed to proposals
by the Government to introduce the principle of individual manage-
ment into industry and to apply methods of payment by results
and scientific management. The latter were particularly denounced
as ‘“ relics of capitalist exploitation ”’ by Riazanov (a Bolshevik who
had recently resigned from his Party owing to disagreement on this
point) ; and both the Alliance of Workers’ Representatives and
Maxim Gorky’s Novaya Zhizn group allied themselves with the
opposition. The mention of the need for “ Americanising” the
railway administration by a Bolshevik delegate at a meeting of the
railway committee became a particular target of attack. The
counter-proposal was made that the factory committees and trade
unions should be entrusted with *“ collective responsibility ” for a
certain minimum programme of production, to be fixed in joint
consultation between Vesenkha and the union representatives.
The government spokesmen on the other hand argued that there
was a wide gulf fixed between piece-rates and scientific manage-
ment as used in the old days and under the new régime. There
was now no question of using such methods to extort larger profits
for shareholders and no fear of their being used to the detriment
of the workers’ class interests, seeing that a Workers’ State was in
being and the trade unions were strongly represented on the
Supreme Economic Council. On the contrary, such methods were
an essential instrument for increasing production, which would
serve to raise the workers’ standard of life and strengthen socialist
industry. The majority policy of the Bolshevik Central Com-
mittee eventually carried the day, although not without some
concessions to the objectors. Individual management of factories
by managers responsible to the higher economic bodies which
appointed them was accepted in principle, and was applied forth-
with in cases where the requirements of production made it
urgently necessary ; but the principle was not generally applied in
« industry until 1920, following the discussions at the gth Party
Congress. Payment by results and some features of Taylor-
1 M. P. Price, op. cit., 279-80.
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methods of scientific management were also introduced in some
factories and were gradually extended. In the case of the railways,
administration was placed in the hands of a permanent railway
department, whose decisions on purely administrative matters were
to be binding on local trade unions and shop committees. The first
round, at least, of the battle of Bolshevism against syndicalist
tendencies had been won. Further, in the realm of finance the
power of the local Soviets to impose indiscriminate levies on the
bourgeoisie and to arrest people as a means of distraining their
property, which had been a not uncommon practice in many
provinces, was terminated; and authority to levy taxes was
centralised in responsible regional finance departments, charged
with conducting their work in conformity with general regulations
laid down by the organs of the central government.?

But apart from spontaneous tendencies among the workers to
force the pace, born of the sharpened temper of class relations,
there was a good deal of conscious opposition at the time to the
policy which Lenin was advocating : opposition not only from.
among those outside the ranks of the Bolsheviks who were influ-
enced by the ideas of the Left S.R.’s, but from inside the Party
itself among the so-called ‘“ Left Communists ”’. The latter at one
time constituted a separate fractional organisation within the Party,
ran its own newspaper, The Communist, and co-operated with the
Left S.R.’s. Its opposition became specially vocal at the time of
the Brest-Litovsk Treaty, which they denounced as * a surrender
to German Imperialism ”’, and culminated in the armed revolt of
the Left S.R.’s on July 6th, with its plan to overthrow the Govern-
ment and to arrest Lenin.? But they had earlier attacked the slow-
ness of nationalisation, had denounced the negotiations with
Meshchersky concerning a mixed company, and although they were
not explicitly hostile to the employment of bourgeois technicians
and experts in industry (on this point Bukharin apparently once
declared he was * more to the Right than Lenin ”’), many of them
seem to have looked askance at Lenin’s insistence on generous
treatment of  specialists ”’,® unless this was offset by greater

1M. P Pnce, op. cit., 280~5 ; L. Pasvolsky, Economics of Communism, 32~5 ;

ILO op. cit., 244 seq., 254—-7
Cf L. Trotsky, Cours Nouveau, 37 ; M. P. Price, op. cit., 271 ; evidence of

Yakovleva, Ossinsky, Kamkov, Karelin, Bukharin, etc., in Verbatim Report of the
Case of the Anti-Soviet Bloc of Rights and Trotskyites, 439-509. The leading
members of the Left Communists were Bukharin, Radek, Piatakov, Ossinsky,
Yakovleva, Lomov. The Hungarian Bela Kun also seems to have belonged to this
group (which was apparently formed towards the end of 1917 or early 1918),
although he took an active part in suppressin| the revolt of the Left S.R.’s

3 E.g., in his paraphlet, The Soviets at
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powers of direct control over production by the factory committees.
Karelin, the Left S.R., however, at the Fourth Session of the Soviet
Central Executive Committee openly spoke of Lenin’s employment
of bourgeois engineers and economists as ‘‘ coalition with the
bourgeoisie ”’, and in May the Left S.R.’s opposed a Bolshevik
motion for more centralised control of food supply, and in particu-
lar for empowering the Commissariat of Supply to remove local
supply commissars and to countermand the orders of local Soviets.

It was against these tendencies that Lenin published his pamph-
let! in which he spoke of ‘‘ State Capitalism * as a * gigantic step
forward ”, and emphasised that the “ period of transition between
Capitalism and Socialism ” would be one in which inevitably
“ elements of both Capitalism and Socialism > would be mixed.
In such circumstances it was urgently necessary both to study and
to copy the State Capitalism of the war-time countries of Central
and Western Europe, and it was even permissible in certain circum-
stances to “‘ buy off the bourgeoisie ”’, especially those ‘‘ cultured
capitalists who agree with State Capitalism, who are capable of
putting it into practice, and who are useful to the proletariat as
clever and experienced organisers of the largest types of enter-
prises ’. Against those who repeated traditional formulas about
the dangers and oppressiveness of State Capitalism he emphasised
that such fears were groundless in the novel situation where the
working class held State power and occupied the “ key positions ”’
from which it could steer the course of development. In such
circumstances it was with an ‘‘ encircled Capitalism ” that com-
promises were being made. Romanticists and ‘‘ slaves of phrases "
he answered with the demand for realism. ‘ When workers’
delegations came to me with complaints against the factory
owners,” Lenin once said, *“ I always said to them: ‘You want
your factory nationalised. Well and good. We have the decree
ready and can sign it in a moment. But tell me, can you take the
organisation into your own hands ? Do you know how and what
you produce? And do you know the relations between your
product and the Russian and international market ?’ And inevit-
ably it transpired that they knew nothing. There was nothing
written about such matters in the Bolshevik textbooks, or even in
those of the Mensheviks.”?

The second and decisive factor which brought the policies of

1“The Principal Tasks of our Day: Left-wing Childishness and Petit-
?ourgeo'is Mentality ’, part of which is republished in Selected Works, vol. 1X,

56-76.
% Cit. Farbman, After Lenin, 43.
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this eight months’ breathing space to a close was the outbreak in
the summer of 1918 of acute civil war, supported by the armed
intervention of foreign powers. On May 29th came news of the
revolt of the Czechoslovak troops in the Urals (who had been
moving eastward across Siberia prior to their evacuation and re-
patriation via Vladivostok) ; and on May 3oth martial law was
declared in Moscow and other leading cities. In the first week of
June General Krasnov and his Cossacks in the south attacked
Tsaritsin, After the signing of the Brest-Litovsk Treaty in March
the Germans had occupied the Ukraine, and in the course of July
British troops landed at Archangel! in the north, and the Allied
forces already in Murmansk since April (when they had first gone
there with the agreement of the Soviet authorities to prevent its
capture by the Germans in Finland) began to advance south. In
August General Denikin’s Volunteer Army in the North Caucasus
captured Ekaterinodar in the Kuban ; and on September sth the
attempted assassination of Lenin took place. In these circum-
stances, not only did the attitude of the bourgeoisie to the new
régime harden, and any willingness to co-operate that they had pre-
viously shown evaporate overnight, but for the Soviet Government
military necessities immediately took precedence over all other
considerations. Such captains of industry and big merchants as
had not previously done so packed their bags and passed through
the White Armies’ lines ; while for the Soviet authorities a direct
control over production quickly became of urgent necessity, both
to combat attempts at ca’ canny and sabotage and to ensure priority
for military supplies.2 Where there was sabotage from owners or
managerial staff or chaos resulting from the sectional activities of
the factory committees, there was now no alternative for the

1 This landing took place following intrigues with the Whites ‘ helped by the
British Secret Service at Petrograd ”, which had assisted members of White
organisations to move north to Archangel and Murmansk. (Cf. G. Stewart,
The White Armies of Russia, 91.) 'Tchaikovsky, the first head of the Archangel
White Government, was kidnapped by White officers ; Chaplin, a Russian naval
officer on General Poole’s staff, being mainly responsible, if not with the connivance
of General Poole at least with his subsequent support. Although Tchaikovsky was
restored for a time, he was soon forced to resign and a virtual military dictatorship
followed. General Poole was succeeded by General Ironside—Lord Ironside of
Archangel. (Ibid., 92~3 ; Mavor, The Russian Revolution, 352—7.) Cf. also the
remarks of Professor P. Sorokin on preparations for a rising against the Bolsheviks
in the north during the spring, which under cover of * a purely fictitious neutra-
lity ”” towards the Soviet régime he conducted in Ustyug and Kotlas. (Leaves from
a Russian Diary, 136 seq., 147.)

3 Lenin subsequently said that ‘“ in March or April 1918, as against methods of
gradual transition, we began to discuss . . . methods of struggle to be directed
mainly towards the expropriation of the expropriators [i.e. the capitalists]. . . .
But we were to see that our work in organising, accounting and control lagged
considerably behind.” (Selected Works, vol. IX, 280.)
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central government than to declare the enterprise nationalised and
to send down a representative from the centre, armed with powers
to restore a degree of order and to harness production to some
central programme.

Already in May the pace of nationalisation, even of ‘‘ legal ”
nationalisation, had quickened. But at the end of June a govern-
mental measure was precipitately adopted which closed one chapter
of policy and opened another. This was the Decree of General
Nationalisation of June 28th, which applied nationalisation by a
stroke of the pen to practically all large-scale enterprises without
distinction. It applied to all companies with more than a million
roubles of capital (the equivalent roughly of something in the
neighbourhood of [50,000 and [£100,000), in mining, metals,
textiles, glass, leather, cement, and the timber and electrical trades,
and to ‘‘ all metal-producing enterprises which are the only ones
of their kind in Russia ’. It might have seemed as if the govern-
ment had suddenly capitulated to the Left. The immediate reason
for the decree, however, was a rather special one, which gave it an
emergency character. There were considerable fears in Moscow
at this time that the Germans, having already occupied the impor-
tant industrial regions of the Ukraine, might proceed, here and in
other regions as well, to protect important industrial concerns from
future nationalisation by transferring them (in actuality, or nomi-
nally as a cloak for their original owners) to German firms ; and in
the course of June Berlin had witnessed a mild speculative boom
in Russian industrial shares. Larin, who was at the time in Berlin
on a commercial mission, telegraphed on June 25th to Lenin that
there was a likelihood of the German Ambassador in Moscow
lodging with the Soviet Government a list of Russian enterprises
that were now in the ownership of German citizens, and accordingly
exempt from any future nationalisation decree. To counter this
move, an all-night sitting of Vesenkha prepared the list of enter-
prises over which it was desirable that the net of legal nationalisa-
tion should be cast, and the Council of People’s Commissaries
adopted the new decree within forty-eight hours. The decree
appeared in Izvestia on the very morning on which Count Mirbach
may very well have been preparing to deliver his diplomatic note
about the safeguarding of German property in Russia from con-
fiscation.? Although the terms of the decree were permissive only,
and existing proprietors were directed to continue in control, sub-
ject to acceptance of financial responsibility by the Government

1 Zagorsky, op. cit. ,40-1 M. P. Price ,op. cit., 285-6.
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until arrangements for nationalisation were completed, once pub-
lished it was fairly quickly implemented ; and in the next six or
nine months a series of particular decrees followed, nationalising
whole groups of enterprises or sections of an industry.! By the
end of the year the number of nationalised concerns reached the
figure of 1000, and by the autumn of 1919 some 3000 or 4000.
The drift towards nationalised control of industry, centralised
allocation of supplies and centralised collection and distribution of
products was to be rapid. What came to be known as the period
of “ War Communism ”’ had been launched : a product of the
forcing house of a mortal struggle of the new régime against extinc-
tion, when military necessity ruled all and problems of industry
were virtually identified with the problem of military supplies.

! Cf. Sbornik Dekretov i Postanovlenii po Narod Khoziaistou, 1918-19
(1 20), 83 seq., 112 seq.




CHAPTER FIVE

THE PERIOD OF “ WAR COMMUNISM ”

I

With the advance of the White Armies, backed by the armed
forces of foreign Powers, the process of economic disorganisation
moved at headlong speed. To the inevitable disruption caused in
the early months by those centrifugal and syndicalist tendencies of
which we have spoken were now added the effects of a civil war
raging over the most important industrial and agricultural regions
of the country. The base of the White Armies in the south was the
rich Kuban and the North Caucasus region ; and since the Treaty
of Brest-Litovsk the Germans had been in possession of the
Ukraine. Following the capture of Ekaterinodar by the Volunteer
Army of General Denikin in August 1918, General Krasnov’s
Cossacks established themselves on the lower Volga; and in
October the White Armies of the south were united under General
Denikin, who established over the whole region between the Sea

- of Azov and the Volga what an American historian of the White
Armies has termed ‘‘ a simple dictatorship of the sword "’ in which
* pillage became the order of the day ”.! In August of the same
year the Czech forces that were operating in conjunction with the
White Armies from Siberia occupied Kazan; and the Urals and
Siberia were soon subordinated to the régime of Admiral Kolchak,
supported by a mixed expeditionary force of Americans, Canadians,
French,and Japanese. Although the British advance in theextreme
north made little progress, the forces of General Yudenich in the
Baltic States advanced in the following autumn up to the gates of
Petrograd itself, while supporting units of the British Navy operated

1 G. Stewart, The White Armies of Russia, 66, 69. Of allies and subordinates
of Admiral Kolchak (commanding the White forces in Siberia) such as Atamans
Semyonov and Kalmykov, General Rosanov and Annenkov, this writer speaks as
responsible for deeds which * would have done credit to Genghis Khan” and
* guilty of murders and plundering which would have disgraced any mediaeval
footpad ”* (823, also 2589, 287, 305-6, 315). Cf. also Baerlein, The March of
the Seventy Thousand, 178-80, 207, on the deeds of Semyonov and others ; and
General W. S. Graves, America’s Siberian Adventures, 1918-20, 127 seq., 2034,
2§3-5, 261 seq., 312-14, who speaks of Kalmykov particularly as ** the notorious

n}u’rderet, robber and cut-throat ”’ and * the worst scoundrel I ever saw or heard
of ** (90).
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a blockade of Kronstadt at the entrance to the Neva. At one
stage the Soviet Government had lost possession of all but 10
per cent. of the former coal supplies of the country, and re-
tained less than a quarter of its iron foundries, less than a half
of its grain area and less than one tenth of its sources of sugar
beet.

Shortage of materials threatened to paralyse industry. Famine
walked in the streets of Moscow and Petrograd. With the absence
of goods for which reliance had always been placed on import from
abroad (for example, electric lamps, tubing for boilers, belting, etc.,
for the lack of which many factories had to close!) was combined
an acute fuel crisis, following the loss of the Donbas and the
stoppage of oil supplies from Baku and Grozny, which necessitated
an almost complete transfer to wood fuel on the railways. By 1919
the amount of fuel available for consumption (other than domestic)
had shrunk to little more than one half of the amount available in
1917 and to 40 per cent. of 1916.2 The Donetz basin in 1913 had
accounted for 75 per cent. of the iron ore and 6o per cent. of the
pig-iron output of the Russian Empire. The Urals, which was a
fighting front in 1918-19, accounted for another 19 per cent. of
the pig-iron ; while of the remaining 21 per cent. Poland had been
responsible for nearly a half.* The Powers operated what was
virtually a complete blockade of Soviet territory. Cotton no longer
came from Turkestan or Transcaucasia to the cotton mills of
Vladimir or Ivanovo-Vosnesensk. After Denikin’s advance no coal
came from the Donetz. In the central area, which remained in the
Soviet sphere, the number of blast-furnaces in operation fell from
13 in 1918 to 9 in 1919 and to no more than 5 at the beginning of
1920 ; the number of rolling-mills from 14 in 1918 to 7 in 1920 ;
and the production of cast-iron from 3-7 million poods in 1918 to
1-3 million in 1919 and 0-3 million in 1920.4 The result was starva-
tion for the engineering and munitions industry in metal supplies.
Fuel shortage and difficulties in repairs grievously enhanced the
disorganisation of transport, as did the added strain on the railway
system from the urgent military needs of several fronts. There
was also the direct disorganisation and physical destruction resulting
from the frequent ebb and flow of the fighting line. Even before

1 A. Heller, The Industrial Revival in Russia, 138.

2 Larin and Kritsman, Ocherk Khoziaistvennoi Zhizni i Organisatzia Narodnovo
Khoziaistva Sov. Russ., 28-9. Pre-war consumption of fuels had been in these
progortions : coal 65 per cent., oil 20 per cent., wood 134 per cent., peat 14 per cent.

M. Miller, Econ. Development of Russia, 1975~1914, 288 seq.

4 Leites, op. cit., 142.
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the effects of the civil war had been felt, the Government’s chief
railway expert, Professor Lomonossov, had reported that an early
complete collapse of the railway system was inevitable. To a large
extent the civil war was *“ a railway war ", since it took place along
the main lines, and the railway was the only available means for
moving troops, munitions and supplies any distance. In 1919
50 per cent. of the locomotives in action were being used for mili-
tary purposes.! The proportion of disabled locomotives awaiting
repair, which had stood at about 30 per cent. at the time of the
October Revolution, steadily mounted to 47 per cent. in December
1918, to 55 per cent. in December 1919, and to 69 per cent. in 1920.
Correspondingly the number of locomotives in the hands of the
Government and in running order, which had stood at about
14,500 at the end of 1917, quickly declined to under 5000 by the
end of the following year and to under 4000 in January 1920. The
proportion of wagons awaiting repair had by 1920 reached more
than 20 per cent.2 The full extent of the disorganisation can be
gauged from the fact that in 1918-19 about 60 per cent. of the
railroad mileage of Russia was in the territory occupied by the
White Armies ; and in 1920 as much as 8o per cent. of the railroad
system was within the sphere of military operations. The direct
destruction suffered by the transport system was estimated by the
Soviet Government to have amounted to 3600 railway bridges,
1200 miles of permanent way, 380 engine depots and railway shops,
in addition to the destruction of 3600 ordinary bridges and over
50,000 miles of telegraph and telephone lines.?

Shortage of fuel, of materials and of food combined to bring
about a disastrous fall in industrial productivity. The transport
and industrial difficulties, which were enough to baffle the boldest
and wisest efforts, caused congestion and dislocation in the adminis-
trative apparatus, which reacted upon and worsened the economic
situation. Starvation or semi-starvation grievously lowered the
intensity of work and the efficiency of the individual worker,
swelled absenteeism and encouraged petty theft and peculation as
means of supplementing starvation rations. Professor Prokopovitch
estimated that by 1920 the number of workers employed in industry
was less than one half the pre-war figure, that the average produc-
tivity per worker had fallen to 30-35 per cent., and the total output

1 Larin and Kritsman, op. cit., 35.

? Pasvolsky, op. cit., 362 ; Shatunovski, op. cit., 366.

3 Ibid., 362 ; League of Nations, Report on Econ. Conditions in Russia, 14-5 ;
Rudzutak in Manchester Guardian Commercial, Russian Supplement, June 26,

1924, 919.
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of industry to the figure of 14'5 per cent.! Absenteeism in industry
was sometimes as high as 60 per cent. and quite commonly exceeded
30 per cent. ;2 while the Moscow worker’s monthly wage in 1920
was only sufficient to keep him alive for eleven to thirteen days, so
that he was under the necessity of supplementing it, legally or
illegally, from other sources.® At the worst period the meagre
daily bread ration of one eighth of a pound for workers was issued
only on alternate days. Itis hardly surprising that the towns should
have lost between a quarter and a third of their population, largely
by migration to the village, and Moscow as much as a half of its
population.

With the additional strain that the war situation imposed on
Budget expenditure, there was little chance of the Government
terminating inflation and arresting the depreciation of the currency.
On the contrary, despite the tapping of new (though limited)
sources of revenue by special levies on the bourgeoisie, there was
increased resort to raising funds by the expedient of printing paper
money. During the first eight months of the revolution, up to the
outbreak of civil war and armed intervention in June 1918, the
rate of increase of paper money was slower than it had been during
the Provisional Government. The currency circulation, which had
stood at 22-4 milliard roubles on November 1st, 1917, did not
pass the 30 milliard figure until March 1918. On June 1st it stood
at 40-3 and on January 1st, 1919, at 60-8 milliard ; the increase
during 1918 amounting to 119 per cent. compared with 180 per
cent. in 1917. But after 1918 inflation proceeded at a disastrously
accelerated pace, multiplying three times in the course of 1919
and more than four times in 1920.4 In October 1920 the purchasing
power of the rouble was no more than 1 per cent. of what it had
been in October 1917.5

Inflation enables a government to procure command over
resources by using new paper issues in purchase of what it requires.
To the extent that this occurs in conditions of scarcity of commodi-

1 Economic Conditions in Soviet Russia, 24. Popov in Econ. Zhizn, March 31,
1923, gave 15 per cent. as the average figure, ranging from 6 per cent. in the metal
industry (in pig-iron only 2-3 per cent.) and in cotton to 32 per cent. in hemp and
35 per cent. in linen and wool. Chernomordik quotes similar figures ; but speaks
of the productivity of labour as being only 20 per cent. of the 1913 level, and real
wages as being no more than 35—40 per cent. of pre-war. (Economicheskaia Politika
S.S.S.R., 85.) Strumilin writing in 1921 gave higher proportions both for real
;ages and)for the productivity of labour in 1919~20. (Cf. Na Khoziaistvennom

ronte, 23.

% Leites, op. cit., 152, 199. 3 Khalatov in Yezhegodnik Cominterna, 1923, 460.

4 Prof. S. Katzenellenbaum, Russian Currency and Banking, 1914-1924, 56—9 ;
Prof. L. N. Yurovsky, Currency Problems in the Soviet Union, 25-6.

8 G. A. Neyman, Vnutrennia Torgovlia S.S.S.R. (1935), 84.
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ties and of productive-power,! less resources will be left available
to meet the needs of ordinary consumers. Inflation, therefore, acts
as a forced levy or tax upon the community, forcing other people to
go without, in order that the government as consumer may com-
mand a larger share of the available resources. This reduction of
consumption is enforced by the rise of prices which the impact of
increased demand from the government upon scarce supplies tends
to produce. Those who suffer thereby, and upon whom the inci-
dence of the levy rests, are those whose incomes are fixed in terms
of money and those who hold reserves in money form. Such
persons find their income or their reserves shrinking in purchasing
power as inflation proceeds. In the past it has usually been wage-
and salary-earners who have been the principal sufferers, since their
rates of pay have tended to lag behind price movements. But in
Russia under a Soviet régime every attempt was made to prevent
the industrial worker from suffering in this way ; and it was largely
in his interests that the practice came to be adopted of giving an
increasingly large part of the workers’ wages in kind. So severe
was the shortage that the worker could not be prevented from losing
to a considerable extent. But at least in his case the effect of infla-
tion was cushioned by the practice of wages in kind.? The two
principal sections, accordingly, on whom the burden of inflation
fell were the remnants of the former moneyed class, who were
extensively expropriated by the fall in the value of money, and the
peasantry. The former lost in so far as they held wealth in money
form. The peasantry were damaged in two ways : in so far as, after
selling their produce for money, they hoarded their money or at
least held it for any substantial interval of time before they subse-
quently spent it in purchase of other goods, and in so far as the
prices of manufactured goods which they bought rose more steeply
than the prices of agricultural goods which they sold. We have seen
that since before the November Revolution the grain monopoly
had been used to curb the rise of grain prices; and in so far as it
was successful in so doing, the effects of inflation were thrown
mainly upon the prices of manufactured goods, and the rate of inter-
change between the products of the town and of the village was
turned to the disadvantage of the latter.

1The position is, of course, different where excess productive capacity and
unemployed man-power exists. Here the effect will be merely to bring this
excess capacity into use by expanding market demand.
2AnlLL. 0. estimate of the time stated that in 1918 half of the Russian workers’
wages were in kind, in 1919 more than three quarters, and in 1920 round nine
tenths. (Industrial Life in Soviet Russia, 169.)
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One part of the levy imposed by inflation could be evaded if
the peasant reduced the balance which he held in money form
by dishoarding existing money-reserves and contracting the interval
of time between his receipt of money and his spending of it. We
have noticed that such evasion of inflationary levies was already
beginning in the winter of 1916-17. In the years which fol-
lowed the process continued. The result of such action was to
enhance the shortage of manufactured goods by increased peasant-
purchases of them, to accelerate the rise in their market-price and
to make it progressively more difficult for the Government to
acquire real resources by means of fresh issues of paper money.
As prices rise, the Government, in order to acquire the same
quantity of real things, has to increase progressively the amount
of new currency issues. In order to acquire an increasing quantity
of real resources, it has to increase its currency issues, not merely
by a greater amount than before, but in greater proportion to
the total currency circulation. The result of this is a shrinkage
of the real value, or purchasing power, of the aggregate currency
circulation (in terms of the goods available to ordinary consumers) ;
and, if private dishoarding is simultaneously occurring, there is
likely to be a decrease in the real values yielded to the Exchequer
by inflationary issues. The limit to such a process is where no
goods are brought on the market for sale against money (but
goods are bartered or hoarded instead) and where the purchasing
power of money and the ability of the Government to acquire
real resources by inflation is reduced to zero. But long before
this point has been reached the Government will be faced with
the impossibility of obtaining sufficient real resources by inflation
to meet its requirements. As a matter of fact, the real values
which the Soviet Government was able to raise by means of
paper issues fell drastically in the course of 1919 and 1920; and
in the latter year amounted to little more than a third of the real
value of new issues in 1918, and covered less than 8 per cent. of
government expenditure.!

The economic crux of the system known as *“ War Communism”’
accordingly consisted in the relationship with peasant agriculture.
In the situation we have just described it had become impossible
for the Soviet Government to obtain the resources it needed through
the normal processes of the market, even with extensive aid from
the money-printing press. It could obtain these resources only by
measures of coercion, and by centralised control and distribution

1 Cf. Y. S. Rozenfeld, Promishlennaia Politika S.S.S.R. (1926), 384.



THE PERIOD OF ‘‘ WAR COMMUNISM 103

of supplies. The surplus produce of each peasant farm, over and
above essential needs of subsistence and seed-corn, was subjected
to compulsory requisitioning ; the collection of this produce, and
the allocation of it between the army and industry and the main
distribution-points for workers’ rations, being organised by the
Commissariat of Supplies (Narcomprod). This centralised collec-
tion and distribution of supplies was the keystone of the system.
Without it there is small doubt that starvation in the towns in the
winter of 1919-20 would have been very much more extensive,
and the army might well have collapsed. Towards the latter half
of 1920 the collecting apparatus was strengthened and the supplies
improved, so that a slight increase in workers’ food rations became
possible.! But it could be no more than a temporary expedient ;
since its inevitable effect was to rupture that alliance between the
industrial working class and the peasantry upon which the Soviet
Revolution had been based. It was this which constituted the
Achilles’ heel of War Communism. The estrangement of the
peasantry was not merely political : an effect which was serious
enough for the Soviet régime. Compulsory requisitioning, which
often had to be enforced by the dispatch of armed detachments of
workers from the towns to the villages, very soon produced a direct
economic consequence of the gravest import, which was much
harder to combat than the withholding of grain from the market :
a shrinkage of the sown area. Not all of the shrinkage of the sown
area which occurred could be attributed to a ““ peasants’ strike ™’
against the demands of Narcomprod : some of it was due to the
direct destruction of manpower and means of cultivation by the
war. But the fact remains that, whereas in 1918 the main problem
consisted in the holding back of grain in store by the peasantry, in
preference to selling it against paper money, by 1920 it consisted
of a halving of the sown area in Siberia and a reduction of it to as
little as a quarter in parts of the Volga region and the Caucasus
(which had been brought again within the sphere of the Soviet
Government). The sugar-beet area was reduced to 30 per cent.
of 1913 and the crop to under 10 per cent.; and already in 1919
the flax crop was less than one fifth of the pre-war level.2 Since

1 Khalatov in Yezhegodnik Cominterna, 1923, 389 ; Larin and Kritsman, op. cit.,
8 2 Soviet Union Yearbook, 1926, 76 seq.; I.L.O., Co-operative Movement in
Sov. Russia, go—1. Mainly as a result of the breaking of communications between
the cotton-manufacturing districts near Moscow and the cotton-growing areas of
Turkestan and Transcaucasia, the cotton crop had fallen by 1919 to 6 per cent.

of 1913. Almost the only crop to suffer little reduction in cultivated area was
hemp. Its yield showed a greater fall than did its area, but not as great as other
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the total crop yield had also shrunk by a third or rather more, the
total harvest in 1920 was little more than two fifths of the average
harvest of the pre-war quinquennium.! At the end of the period
of War Communism an extension of coercion from the peasant’s
surplus produce to his sown area was under discussion. This was
proposed by Ossinsky of Narcomprod in the form of a compulsory
minimum of cultivated area to be assigned to each farm (similarly
to measures adopted under the British War Agricultural Committees
during the Second World War) ; and although the proposal was
regarded coldly by the Commissariat of Agriculture, it was actually
adopted in a modified form by the 8th Soviet Congress.

We have said that the policy of compulsory requisitioning was
not a creation of the Soviet Government. Nor was the problem of
food shortage a creation of the civil war. What was new was the
strictness with which the requisitioning policy came to be enforced ;
and what the civil war did was to accentuate the food shortage to a
point where it became the dominant obsession of economic policy.
On May 14th, 1918, a decree of TSIK (the central executive com-
mittee of the Soviets) declared that ““in any district the labouring
peasants, not employing other citizens’ labour, must see that all
peasants who have surplus grain stores and refuse to deliver them
up at the fixed prices be declared enemies of the people, and be
deprived of their rights as citizens of the Republic and be brought
before a revolutionary tribunal”’. This was followed by the decree
of June r1th which instituted the Committees of the Village Poor.
The intention of their formation was to secure allies inside the
village who would be instrumental in enforcing the requisitioning
policy upon the well-to-do peasantry in whose hands the surplus
stocks chiefly were. In this way the supply-policy would not be
something imposed upon the village from without but carried
through by the poorer strata of peasants themselves who felt their
interests most closely linked with the town workers and with the
defence of the revolution. But the formation of these committees
was to have serious consequences, not all of which conformed to
the original intention. It was this action which precipitated the
final breach between the Bolsheviks and the Left Social Revolu-
tionaries, who, following their defeat at the 5th Soviet Congress in
July, attempted an armed revolt in the streets of Moscow and the

crops. This was apparently because hemp was cultivated less for the market than
for the peasants’ own use, and because its chief centres were in central provinces
least affected by the fighting, namely Vladimir, Kostroma and Yaroslav.

1 Cf. League of Nations, Report on Economic Conditions in Russia, 20~1.
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institution of a new revolutionary government. More serious, it was
often responsible for antagonising, not merely the kulaks, who though
influential were no more than a minority of the village population,
but the mass of the middle peasantry who constituted the majority
in the countryside and who since the agrarian revolution formed the
backbone of agricultural economy. In certain provinces the middle
peasantry became the basis for such support as the White Armies
when they advanced were able to win in the countryside. More
extensively they were a source of recruitment to the various anti-
Soviet insurgent movements, often semi-bandit in character and
invoking a plague upon Commissars and White officers impartially :
for example, the picturesque Anarchist bandit-leader Makhno in
the southern Ukraine and Antonov in the province of Tambov.?
In many areas, particularly in the provinces of Tula and Riazan,
there were armed clashes between workers’ detachments engaged in
the collection of supplies and the local peasantry; and officials of
Narcomprod seldom went far into the countryside unarmed.
Lenin was quick to see the danger to the smytchka latent in this
fanning of the class struggle in the village. At the end of the year,
accordingly, the Committees of the Village Poor was dissolved ; and
at the 8th Party Congress in March 1919 he urged the need to heal
the breach with the middle peasantry and to win them as allies in
the fight against counter-revolution. ‘‘ Learn to come to an agree-
ment with the middle peasant,” he insisted, ‘‘ while not for a
moment renouncing the struggle against the kulak; and at the
same time placing firm reliance solely on the poor peasant.” The
resolution of the Congress called for ‘“ a more correct execution of
the Party’s policy with regard to the middle peasantry, in the sense
of a more attentive attitude to their needs, the elimination of
arbitrary conduct on the part of the local authority”. * To confuse
the middle peasantry with the kulaks . . . represents the crudest
violation of the entire policy of the Soviet Government. ... Soviet
policy must reckon with a long period of co-operation with the
middle peasantry.” There can be little doubt that this shift of

. 1 Makhno at first held a command in the Red Army in the Ukraine and was
dismissed for indiscipline. He and his followers then harried the rear of Denikin’s
White Armies, with the support of the local peasantry. After the advance of the
Red Army, he turned his attention in 1920 to harrying Soviet food collectors and
officials, raiding towns and communications in the rear of the Red Army. After
a brief period of co-operation with the Red Army against Wrangel in Oct. 1920,
fighting between them broke out again before the end of the year. In Aug. 1921
he escaped into Rumania. Antonov was active throughout the winter of 1920-1,
and continued into the autumn of 1921. He himself was not captured until June
1922. )(Cf. W. H. Chamberlin, The Russian Revolution, 1917-1921, vol. 11, 2339,
437-9.
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emphasis, which was subsequently described by Stalin as a shift
from a policy of “ neutralising”’ the middle peasant to one of
forming a “ stable alliance ” with him, was a major factor in the
success of the Soviet Government in the civil war. But although
the majority of the peasantry were prepared to support the Red
Army despite their dislike of requisitioning, especially if they had
experienced occupation by the White armies and had been touched
by the danger of landlordism restored, the local agents of Narcom-
prod continued to be unpopular figures who were frequently the
victims of attack. The danger to the smytchka remained.

I1

With the substitution of requisitioning and centralised allocation
of supplies for the ordinary mechanism of the market went both a
hypertrophy of centralised administration of economic life and a
progressive replacement of money as a means of exchange by direct
allocation of supplies and the payment of wages in kind. The
requisitioning policy with regard to agriculture and centrally
organised allocation of supplies, alike for industry, the ordinary
consumer and the army, can be said to have formed the quintes-
sence of War Communism. At the same time the nationalisation
of industry continued until it embraced, not only large-scale and
medium-sized industry, but even quite small factories. In
November, 1920, a decree announced the nationalisation of all
enterprises employing more than five workers where mechanical
power was used and more than ten workers in purely handicraft
workshops ; and by the end of this year as many as 37,000 enter-
prises were listed as belonging to the State. This figure embraced
many thousands of quite small workshops : 18,000 of the 37,000
did not use mechanical power, and more than 5000 of them were
actually businesses with only one employee.?  Parallel with the
nationalisation of productive enterprises, the free exchange of
commodities was eliminated, and together with this the apparatus
of a free market. Government measures assisted this tendency by
establishing State monopolies in the exchange of various types of
commodity ; and with the establishment of these State monopolies
the commodities in question were withdrawn from the sphere of
private-enterprise exchange and their distribution among con-
sumers was concentrated in the hands of special organs of State.

1 L. Kritsman, Geroicheski Period Velikoi Russkoi Revolutsii, 62, 127-9 ; also
D. I. Chernomordik, op. cit., 8o.
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In the course of 1918 and 1919 State monopolies were extended to
almost all objects of productive and individual consumption—to
provisions, to industrial goods, to raw materials, etc. The establish-
ment on a very extensive scale of these State monopolies completely
destroyed the supply apparatus peculiar to the structure of com-
modity-capitalist relations of trade.”? Already in August, 1918, a
decree of Vesenkha had stipulated that ‘ settlements for products
delivered or received are to be effected by means of book entries
without the use of money”, thereby eliminating money as a
medium for transactions between State undertakings. By decree
of November 21st of the same year all private internal trade was
prohibited, and Narcomprod was made the sole authority for
supplying consumption goods to the population. In March, 1919,
the co-operatives lost their independent status and were virtually
merged in the supply apparatus of Narcomprod. Even the small
“ bagman > trade—that precursor of the Europe-wide ‘‘ black
market ”’ of the Second World War—which grew to huge pro-
portions in 1920 was illegal. In industry itself, not only did the
rations attaching to a job become a more important consideration
than the scale of money wages and wage-payment in kind come
to be increasingly substituted for payment in depreciating paper
roubles, but working conditions approximated to those in the
army. Penalties were established for ‘‘ labour deserters”, and
“stern labour discipline was introduced, bearing a semi-military
character .2

At first agricultural commodities were divided into three classes ;
the degree of State control over their purchase being different in
each case. The first consisted of products subject to compulsory
requisitioning ; the second of those the purchase of which was
monopolised by the State but which were not requisitioned ; and
the third of non-monopolised goods free to be sold to or bartered
with State supply-organs or co-operatives or private persons. The
inevitable tendency was for the peasants to reduce their production
of the first two groups and wherever possible to transfer to the
production of things in the third group. To counter this tendency,
the number of goods included in the category of State monopolies
was continually extended, until by the end of the civil war scarcely
anything of importance remained in the third category. The
collection of goods of the first category was shared between
Narcomzem (the Commissariat of Agriculture) and Narcomprod ;

1'S. 1. Asknazii, Nar. Khoz. Sovetskikh Respublik za 1917-1924 g. (1925), 7.
? Chernomordik, op. cit., 81.
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and in order to supplement these collections with additional pur-
chases, Narcomprod organised a fund of industrial goods which
could be sold to the peasantry as an encouragement to them to
place additional produce on the market. Here it made use of the
co-operatives : the agricultural and handicraft co-operatives for the
purchase of non-requisitioned products and the consumers’
co-operatives for the distribution of industrial goods. In August,
1918, it was decreed that the latter should only be supplied in
return for receipts for grain deliveries; and increasingly this
exchange assumed the form of barter, payment being made increas-
ingly in kind and decreasingly in money. Industry arranged for the
disposal of its output to Narcomprod, which then planned its
distribution to the town and village population. Industrial organisa-
tions, being credited with the value of their output at ruling prices,
came to be increasingly paid in kind in the shape of foodstuffs and
raw materials, collected by Narcomprod, which were then appor-
tioned by the industrial organisations among the factories subordi-
nated to them. Sometimes workers in a factory were paid in
tickets of purchase at their local co-operative store, and such pur-
chases were debited to the account of the factory in question.

In monopolised goods the co-operatives could only trade by
special licence from Narcomprod ; and therefore in this sphere they
could do little more than carry out the plan of the State organs and
act as agents for the latter. The non-monopolised articles, in
which they were free to conduct their own transactions, with their
own funds and at their own risk, were being continually narrowed.
Consequently the character of the co-operatives as independent
trading organs became increasingly subordinated to their character
as commission agents for the State. Transactions which they con-
ducted on order from Narcomprod were generally financed by the
latter ; this financing often taking the form of the supply to them
of a manufactured-goods fund which they could exchange directly
in the villages against peasant produce, their administrative ex-
penses being covered by a percentage commission. This type of
operation tended to increase at the expense of transactions in
which the co-operatives acted on their own initiative with their
own funds.

Administratively a tendency also developed for the co-operatives
to be subordinated to the central organs of State. Since they
played such an important réle in the distributive machinery of the
war-time economy, it was evidently of concern to the Government
in such a critical period that they should be directed by persons
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who would work in harmony with the economic plans of the State.
It happened that the directors of the co-operatives in 1918 con-
sisted of persons who, while anxious to preserve the prosperity of
their organisation by adapting it to the new conditions, were politi-
cally hostile to the Soviet Government and reluctant to allow their
organisation to be used to assist the new Government in its diffi-
culties, and still morereluctant to surrender any of their indepen-
dence. While they agreed to co-operate with the State as an in-
dependent body, this co-operation in practice was of a half-hearted
kind. At the end of 1918, accordingly, attempts were made by the
Communists to secure increased control over Centrosoyus, the
co-operative wholesale society. In December, 1918, at the Congress
of Industrial Co-operatives the Communists for the first time
secured a small majority ; and the Industrial Co-operatives, as a
body affiliated to Centrosoyus, proceeded to place certain demands
before the latter for including sufficient representatives of the
Industrial Co-operatives on the Board of Centrosoyus to place the
supporters of the Government in a majority. Centrosoyus refused
to accede to this request in toto, but went so far as to concede a
minority of seats on the Board to representatives of the affiliated
body. This compromise the Industrial Co-operatives refused to
accept, and they retaliated by withdrawing their affiliation and
setting up a rival trading society, Centrosection. The resulting
situation was clearly untenable. The new body could not build a
new organisation overnight to equal its rival in efficiency, even if it
had had the experience and the personnel. The Government was
unable to dispense with the assistance of Centrosoyus, and State
departments continued to give contracts to it. Between March and
May, 1919, the Government took the step of appointing to the
Board of Centrosoyus a certain number of Government nominees,
so that these appointed members, together with the representatives
of the Industrial Co-operatives, which now renewed their affiliation
to the larger body, held a majority on the Board. At the same time
the Government made membership of the co-operatives compulsory
on the whole working population (such membership to be without
entrance fee), ordered a regrouping of retail stores so that they
could serve the whole population in their various districts, and
constituted the co-operative organisation as the sole distributive
agent of the State, charged with carrying out the purchase and
distributive plans of Narcomprod.!

Similar centralisation occurred in the administration of industry,

1 I.L.O., Co-operative Movement in Soviet Russia, 26 seq.
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under the so-called Glavki (Glavnie Upravlenya), which were sub-
departments of Vesenkha specialised to a particular sphere of
industry. We have seen that in a number of cases these depart-
ments had been instituted prior to the outbreak of civil war : for
example, Glavmetal, to distribute orders among enterprises in the
metal industry, and Glavugol with extensive powers over the
distribution of coal, the closing down of inefficient collieries and
the opening of new ones. In other industries such as textiles
somewhat broader and more representative bodies, with powers of
general supervision over their respective industries, were set up,
called Centres (Tsentralnie Upravlenya). As the nationalisation of
industry extended, the number of such bodies, especially the Glavki,
increased ; and from general co-ordination of their respective
industries they passed to closer administrative control of individual
enterprises. The latter were subordinated more closely to their
respective Glavki, and the Glavki and Centres, which had some-
times had a more or less autonomous position before, were more
closely subordinated to Vesenkha. At the heart of this centralising
tendency was the fact that all orders and all supplies were concen-
trated in the Glavki, which by the end of 1920 numbered about
50. At first many Glavki made their own supply and delivery
arrangements with the co-operatives and other bodies. But with
the growing shortage of supplies the actions of the Glavki them-
selves became subordinated to a supreme Utilisation Commission,
attached to Vesenkha: a body set up in November, 1918, to act
as a supreme interdepartmental authority concerned with all
supply-priorities and allocations. This body has been termed * the
crown of the Glavki system .2 Moreover, dealings in agricultural
products, as we have already seen, came to be virtually concentrated
in Narcomprod, from which the Glavki received their allocations,
and to which they delivered the output of their several industries
for distribution to the town and village population. “ Enterprises
were deprived of economic independence in operative work an
depended on the State budget.”? :
At the same time there was some simplification of the personnel
of the central controlling bodies, and at the factory level a substitu-
tion of one-man management, or at least of small directorates of
about three, for the earlier committee-management, against which
Lenin in particular had inveighed so forcibly.? The representative

1 Rozenfeld, op. cit., 125. 2 Chernomordik, op. cit., 8o.

3 By 1920 some 85 per cent. of industrial enterprises were under individual
management and no longer under committees. (Cf. Kritsman, op. cit., 201;
Y. Piatakov in Yezhegodnik Cominterna, 1923, 342.)
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boards or councils of which the Centres had consisted were
abolished in favour of a smaller Presidium, which now tended to
lose its representative character and to be appointed wholly by
Vesenkha, even though the latter generally acted in consultation
with the trade unions in making these appointments and usually
included a certain number of trade union nominees. These Centres,
therefore, where they did not disappear altogether, virtually became
industrial sub-departments of Vesenkha as a gigantic State depart-
ment of industry, and thus were either assimilated to Glavki or
were replaced by them. These sub-departments usually consisted
of a directorate of five to seven persons, of which the president was
the chief of the department. At the same time the controlling
board of Vesenkha itself was narrowed down from the previous
unwieldy representative council, composed of up to fifty persons,
to a Presidium of ten to twelve persons. The latter retained, how-
ever, something of a representative character, being nominally
elected at annual congresses composed of the heads of large enter-
prises and of representatives of Glavki, of trade unions and of
provincial economic councils (called Gubsovnarhozy).

These latter bodies were local organs of Vesenkha, consisting
of a small Presidium appointed by the local Soviet authority. For
purposes of administration industrial enterprises were divided into
three categories. Firstly, there were large-scale enterprises of
national scale and significance. These were placed immediately
under the appropriate Glavki. Secondly, there were those which
served a national market but were of medium-size and constituted
a highly localised group. Their administration was decentralised to
the extent of being placed under special industrial sections of the
Gubsovnarhoz (parallel in their organisation to the Glavki at the
centre); but at the same time they were nominally subject to
general supervision—were ‘‘ under watchful tutelage ’—by the
Glavki at the national level. In practice these local industrial
sections generally did little more than execute the orders of the
central Glavki under whose supervision they came, showed little
initiative in acting on their own discretion and served merely as
channels through which matters were referred to the central
authority for decision. Thus de facto the distinction between the
first and second categories of enterprises virtually disappeared. The
third category consisted of small-scale enterprises that were purely
local in character, drawing their material and finding their market
in the district. These were entirely within the competence of the

1 Rozenfeld, op. cit., 123.
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Gubsovnarhoz; and in their case alone was there complete
decentralisation.!

As the pace of nationalisation quickened, the number of enter-
prises in the last two categories rapidly increased. With so many
and scattered small local factories and workshops to administer, the
Gubsovnarhozy had their hands too fully occupied to pay much
attention to enterprises in the second group; and consequently
the central Glavki became congested with the work of handling a
growing number of medium-sized concerns with which they had
slender contacts and about which their information was meagre and
sometimes virtually non-existent. When the directives they issued
to the local Gubsovnarhozy did not correspond with the local situa-
tion (which was more apt to be the case than not), the Gubsovnarhoz
became the stage for a prolonged struggle between local bodies and
the centre ; and as War Communism advanced, economic adminis-
tration was increasingly disorganised by a conflict between centre
and localities—by the contradiction between regional administration
represented by the Gubsovnarhozy and industrial administration
represented by the Glavki. “ The information possessed at the
centre about all the numerous enterprises united under one Glavka
was very meagre and in most cases bore a purely formal character ;
the technical and productive characteristics of the enterprise were
usually lacking ; detailed inventories of property were not even
thought of, since there had been no time to compose them since
nationalisation and factory records had been disorganised in the
years of the world war. "To keep an eye on the course of production
were also extremely difficult, especially if enterprises were dis-
persed in distant regions.”? A committee of investigation set up
in June, 1920, reported that many Glavki not only “ do not know
what goods and in what amounts are kept in the warehouses under
their control, but are actually ignorant even of the number of such
warehouses ”’.  The storing, receiving and delivery of goods were
quite unsystematised ; inventories of current stocks were the
exception rather than the rule; and pilfering and looting of ware-
houses and secret sale of their contents on the private market were

1 Rozenfeld, op. cit., 122-3 ; Larin and Kritsman, op. cit., 117 seq. The com-
position of the Boards of Glavki was as follows : 36 per cent. of their personnel
were former workers, 34 per cent. engineers, 22 per cent. office workers, and half of
1 per cent were former directors of businesses. (Pasvolsky, op. cit., 43.) Study of a
sample of 160 factory managers in 19201 showed that 48 were former workers,
30 former clerks and office workers, 37 former managers and 16 former owners of
businesses, and 16 were engineers. 13 per cent. of them only had had higher educa-
tion and another 24 per cent secondary education. (Econ. Zhizn., 26 Nov., 1922.)

3 Rozenfeld, op. cit., 123—4.
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not uncommon. In textiles, even when stocks of raw material were
available, they were not utilised because they lay in the warehouses
undistributed. The Petrograd metal section, though it had started
to take an inventory of stocks at the factories and in warehouses,
did not possess any complete inventory in 1920. In that year the
programme of Narcomprod was so little based on actualities that
the department utilised only half of the cargo space assigned to it
by the railways, with the result that in June there were 35,000
wagons and 300 precious locomotives lying idle ; and in the first
five months of the year Narcomprod was unable to fulfil more than
97 per cent. of its programme of supplies to the army, 70 per cent.
to transport and 40 per cent. to factories and workshops. Vesenkha
itself completely failed to fill the proud rdle originally intended for
it—an economic general staff surveying and co-ordinating all
economic activities of the State—and became so obsessed with
special problems as to constitute in practice merely a Commissariat
of Industry. Accordingly, in the relations between it and Narcom-
prod, which was independent of it, and with transport and the war
industries, which came under separate commissariats, there was no
co-ordinating body, until towards the end of this period the Council
of Defence was broadened into the Council of Labour and Defence
(STO) in order to fill this supreme co-ordinating rdle. Meanwhile
the number of officials concerned with central administration was
swollen. In July, 1920, one out of every four adults in Petrograd
was said to be an official ; and in industry the ratio of administrative
employees to the total workers employed had doubled.! The locali-
ties were in no less confusion than the centre. Since the latter was
not au fait with the local situation, the orders sent out by it * did
not correspond with the actual situation in the districts, or arrived
late and caused only confusion .2 Sometimes the instructions
which came from the various Glavki to the corresponding depart-
ments of the Gubsovnarhoz did not agree. Krzhizhanovsky points
out that the merely formal execution of the letter of orders from the
centre was often adopted as the line of least resistance; while
heroic individual attempts to clear up the mess by improvisation
on individual initiative often ended in worse confusion. He refers
1 Kritsman, op. cit., 194, 208 ; Larin and Kritsman, op. cit., 208 ; Pasvolsky,
op. cit.,, 109, 209, 215 ; British Labour Delegation Report, 1920, 102~3. In an
attempt to mediate between themselves and thousands of local enterprises some
Glavki began to group enterprises into territorial kusts or groups, and to devolve
certain functions upon them. This represented the first ebbing of the tide of
centralisation ; and these kusts were to become the nuclei of the later trusts of

the NEP period. (Cf. Rozenfeld, op. cit., 132.)
2 Prof. A. N. Dolgov in Sotsialisticheskoe Khoziaistvo, March 1923, 22.
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to the ‘“ heaps of useless report sheets ’, ‘“ the maintenance of
numerous agents ’’ and * documentary circumlocution *’ as charac-
teristic of the period.?

The administrative chaos and delays which resulted from the
passing of so many decisions about matters of detail through a few
central bottlenecks had their reaction in what came to be known as
the ‘““shock ”” system. These ‘shock ” methods, indeed, were
what such unified planning as existed at the period amounted to.
To by-pass the administrative congestion when its economic results
became alarming, certain enterprises of special importance, usually
from the immediate military point of view, were singled out as
‘““shock ”” enterprises. These were given top priority in the supply
of fuel and materials and food rations for their workers, and the best
organisers available were assigned to their administration. When
applied only to a limited range of industry, it was, of course, a
reasonable method of applying priorities and its effect was beneficial
(for example, in improving the situation of transport). In the situa-
tion of civil war it is difficult to see what other method could have
been quickly applied. But in the course of time, as soon as it had
come to be applied at all widely, it tended in many cases to increase
rather than to lessen the economic confusion. Its weakness was,
not that it attempted to enforce a scale of priorities, but that as a
priority method it was too crude. The concentration of resources
on the ‘““shock ” industries inevitably starved all ‘ non-shock”
industries and enterprises of essential supplies and often brought
them to a standstill. This provoked an agitation for a further
widening of the category of *‘ shock * industries; and each such
widening not only worsened the plight of those enterprises which
remained outside, but weakened its effect as a priority system inside
the ““ shock ”’ category. The widening went so far as to embrace
the manufacture of minor office equipment such as pens and pencils.
The Commissariat of Health at one time appealed for the inclusion
of mineral waters, and at another time the inclusion of the manu-
facture of carbolic was considered.? Sometimes the concentration
of resources on one “ shock ”” industry resulted in the starving of
some ‘‘ non-shock” industry which was an essential subsidiary to
the former: as Kritsman quaintly puts it, the problem was
‘“ solved " by applying the ‘“ shock ” to its head, only to find that
in doing so one had “ tied up its tail ’.3 When the war was at an

1 G. Krzhizhanovsky, Khoziaistvennie Problemi R.F.S.F.R., 67.
2 Dolgov, loc. cit., 21.
3 Kritsman, o0p. cit., 122 ; cf. also Rozenfeld, op. cit., 137-8.
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end, the impossibility of continuing it as a normal system became
only too clear.

The general result was a negation of the essential principles of
economic planning. In the words of Krzhizhanovsky, the State
‘ endeavoured to achieve the greatest quantity of goods without
consideration of their costs of production, or whether the limited
resources were being used economically or not ”’, and resources
were dissipated in ‘‘ putting into activity an immeasurably large*
number of enterprises of an extremely low economy of labour .1
Although the distribution of supplies to ordinary consumers accord-
ing to a rationing system greatly simplified the problem of alloca-
tion and of production of consumer goods, the data for estimating
demand were frequently not available to the controlling authorities.
In a certain local supply department in Tambov gubernia the distri-
bution of different commodities was in the hands of different
officials. Each of these officials made his own estimate of the
population of the gubernia, and these estimates varied as widely as
20 per cent.? In the distribution of materials and components to
factories confusion frequently prevailed, with paralysing results
where the productive needs for different things had a joint character
(as they so largely did). An enterprise needing lamps might receive
from one department 100 per cent. of its need for lamp glass, from
another 6o per cent. of its need for containers and perhaps 20 per
cent. of its demand for burners from a third.®> One factory might
have sufficient raw material but insufficient fuel ; or sufficient of
both, but not enough food supplies to provide its workers with
adequate rations, so that it lost most of its labour force by migration
to the village.

Aggravating all this was the extreme scarcity of efficient ad-
ministrative personnel, and lack of political sympathy, amounting
in many cases to ill-concealed hostility, among large numbers of
those who staffed both the central and local organs. All but a small
percentage of the economic experts would probably have misused
discretion if this had been granted to them. The old-style chinov-
nik, or civil servant, had a tradition which generally made him worse
than useless for purposes of economic administration, requiring
initiative and quick decisions without interminable reference.
Newly promoted proletarian elements were often rich in “ drive ”
and had genuine organising capacity, but were lacking in experience

1 G. Krzhizhanovsky, op. cit., 64.
3 Kritsman, op. cit., 119. One official, in charge of household utensils, con-
fessed to having no knowledge at all on which to base an estimate.

Ibid., 117~-19.
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and in training and frequently both distrusted and antagonised the
older specialists. Kritsman records some interesting results of a
confidential enquiry made as late as'1922 among 270 engineers and
technicians in responsible positions in Moscow, which probably
gives a fairly representative sample of their species. These engineers
were divided into two groups : those who had held responsible posts
in capitalist industry before the war and those who had been in an
‘employed capacity as technical assistants. The main items in the
enquiry were three in number : were they sympathetic to the Soviet
Government ; did they consider their work to be of social value ;
and did they consider the taking of bribes to be inadmissible ?
Those among the first group who answered the three questions
affirmatively were g, 30 and 25 per cent. respectively, and among
the second group 13, 75 and 30 per cent.! Thus, if these figures
are representative, nearly go per cent. of such officials were unsym-
pathetic to the Government ; a quarter of one group and over two
thirds of the other had no faith in their work ; while two thirds were
unwilling to discountenance completely the taking of bribes. In
1918-19 the proportion of such persons hostile to the Soviet régime
must have been greater than in 1922. With an administrative
personnel in which it could place so little faith, it is hardly surprising
that one should find a tendency to refuse discretion to subordinate
bodies, and either to bind the latter with detailed regulations or
else to concentrate all important decisions at the centre.

III

In the degree that the market was abolished as the link between
industry and agriculture and the requisitioning policy was extended,
peasant resistance grew and the smytchka became increasingly en-
dangered. At first the obligation had been imposed upon the
farmer to hand over the whole of the surplus produce above a
minimum necessary for his family (calculated according to the
number of mouths which the family had to feed). But this proved
to be subject to widespread evasion, and came to be replaced by
purely arbitrary levies on the initiative of the local collection
department. The system saved the towns and the armies from
starvation in the blackest months of civil war; but it could serve
as no more than an emergency method of supply. Evasion of the
levies became an art, which evoked all the mouzhik’s native cunning
and resource. The local authorities retaliated by more forcible

1 Kritsman, op. cit., 144-5.
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and inquisitorial methods of collection, and this in turn sharpened
peasant hostility and resistance. Evasion seems to have assumed
surprising proportions. According to the figures of the Central
Statistical Bureau, concealment of actual sowings from the authori-
ties amounted in 1920 to more than 20 million acres, or about 14 per
cent. of the sown area; while Strumilin gives a higher estimate of
20 per cent. Of the gross harvest the amount concealed from the
authorities is said to have reached the surprising proportion of
33 per cent.!

Nominally the produce handed over to the State was balanced
by an equivalent distribution of manufactured goods through
the co-operatives in the villages, the receipt for grain deliveries
serving as a voucher for purchases at the co-operative store.
Larin, writing in 1920, actually maintained that the peasant
secured between 1917 and 1920 for each pood of grain supplied to
the State twice as much manufactured goods as he received pre-
war.? But this is a statement about the values of manufactured
goods received by the peasant at current prices ; and we have seen
that the price of manufactured goods had risen much more (by two
or three times) than the price of agricultural products. From other
estimates it appears that while the towns received from State
collections about one third of their pre-war agricultural supplies,
the villages received little more than 12 or 15 per cent. of their pre-
war supplies of manufactured goods, and certainly no more than
20 per cent.® Moreover, the terms of exchange between industry
and agriculture seem to have worsened sharply between 1919 and
1920. According to some figures given by Kritsman, the ratio of
exchange between a pood of grain and one arshin of textiles had
been 1: 3 in 1919, but was 1 : 085 in 1920.4 It has further to be
remembered, as Kritsman proceeds to point out, that the most
generous portion of manufactured goods assigned to the village
went to the village poor, who were given priority of purchase but
supplied little or no agricultural produce in return ; while the more
well-to-do peasant, who supplied most of the grain, received no
more, and sometimes even less, than his poorer neighbour. Again,

1 Kritsman, op. cit., 131-3.

2 Larin, op. cit., 20~1. Speaking of 1918-19, he says that industrial goods to
the value of 4 milliard roubles went to the peasants of the producing districts.
“ This sum was sufficient according to the fixed prices of the time for the collection
of 216 million poods of grain. Meanwhile the State only managed to collect a
half of this, or 107 million.”

3 Rozenfeld, op. cit., 165—6 ; also cf. Prokopovitch, op. cit., 110~11. Strumilin
indicates that the price of manufactures relatively to the price of rye in 1920 stood
at a 2 : 1 ratio compared with pre-war (= 1: 1). 4 Op. cit., 173~4«
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there was a tendency for manufactured goods to go to the * con-
suming regions "’ rather than to the ‘‘ producing regions ”’, partly
because the former were nearer to the centres of manufacture ; so
that the regions which had the largest surplus of grain were worse
supplied with industrial products. Hence, as Kritsman puts it,
the exchange was not so much an exchange between industry and
agriculture as an exchange of industrial goods with the services of
the poor peasants in extracting produce from the richer farms ;!
and middle peasants and rich peasants particularly in the producing
areas of the south and in Siberia were receiving a rate of inter-
change even less favourable, compared with pre-war, than was the
countryside as a whole. Sharp complaint was already being voiced
by peasant delegates at the 8th Soviet Congress ; as for example
an outspoken complaint against officials and committees that “ there
are in a volost almost as many as there are households. If the com-
mittees were put one on top of the other, they would almost reach
the sky. They are standing on the calloused neck of the toiling
peasant and his legs are tottering and will soon break down.”’2
And while these words were being spoken an epidemic of peasant
risings was spreading over the Volga region and west Siberia, and
in Tambov gubernia and Saratov officials responsible for the food
collections were being attacked and tortured and killed.

It was not only the peasantry who were coming to be estranged
from the régime. The masses of the town workers were beginning
to feel a separation between themselves and the State apparatus
and between themselves and the Communist Party. One aspect of
this was the antagonism between the ‘‘ centre”” and the * pro-
vinces ”’ that was characteristic of the time—grumbling in the
provinces even among Communists at smartly booted, cake-eating
Commissars from the centre such as Yury Libedinsky in The Week
put into the mouths of his characters Simkhova and Martinov. It
showed itself in the factory workers’ growing distrust of the higher
economic authorities, deluging them with orders and regulations
and leaving them idle for want of materials or fuel, forbidding them
to buy food on the free market while failing to supply them with
even their meagre ration. It was reflected in a growing suspicion
of the trade unions as an apparatus designed to secure acquiescence
by the workers in the Government’s designs, rather than an organ
of the rank and file upholding the interests of the masses in State
counsels : the trade unions had come to be looked upon as little
different from any ordinary State department.

! Rozenfeld, op. cit., 174. 3 Cit. M. Farbman, Bolshevism in Retreat, 251-2.
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The position of trade unions under war conditions—their
co-operation with industry to maintain labour discipline and to
recruit labour armies and the fairly general practice of substituting
appointment for election to offices—powerfully contributed to this
attitude. The régime introduced on the railways by Trotsky was an
extreme example of this tendency and was to provoke a considerable
volume of protest from the trade union world. Flushed with his
success in organising the Red Army, Trotsky at the beginning of
1920 had inaugurated a project of labour conscription and the
formation of a labour army to tackle the problems of reconstruction.
Special “ shock battalions ”” were formed to supply the driving
force for ‘“shock ” enterprises ; while units of the Red Army,
released from the front, were turned on to the economic front
instead of being demobilised, to deal with the fuel and transport
crisis which at this time was at its height. In this scheme the trade
unions were to provide the organising personnel who would be
appointed from above and made subject to military discipline. A
certain measure of success was achieved : the gathering of wood
fuel was accelerated and urgent repair work in the railway shops
and on the permanent way was carried through. But against
flagging incentive and physical exhaustion military organisation
and compulsion could not avail very much, and very soon brought
an unfavourable reaction. In the second half of 1920 strikes
became a fairly frequent occurrence. Absenteeism continued to
increase. Factory meetings passed opposition resolutions ; protest
street demonstrations occurred ; and government speakers were
shouted down. When the temporary improvement in the fuel
situation, due to the return of the Caucasian oil-fields to Soviet
control, showed signs of passing, fresh discontent blazed forth.
This time it reached even to Kronstadt, the naval station outside
Petrograd, which since the early March days of 1917 had been the
pride and glory of the revolution. This was specially significant as
a reflection of peasant discontent within the very citadel of Bolshev-
ism ; since the ranks of the Kronstadt sailors, which had supplied
contingents to every fighting front during the civil war, had been
recently filled by a new recruitment from the villages. A mass
meeting of the garrison adopted a resolution for the abolition of
the grain monopoly, and for the formation of a new government
based on new Soviet elections; and when these demands were
rejected the Kronstadt sailors, under the lead of a handful of
Tsarist officers, broke into armed revolt. *‘ Soviets without Com-
munists and Commissars > became their slogan. In the Journal
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of the Kronstadt committee attacks were made upon ‘‘ the new
Communist slavery ”’, *“ the bureaucratic trade unions ”’ and the
oppression of the peasants. ‘‘ An uprising has here begun,” it
declared, “ to throw off the yoke and arbitrary power of the Com-
munists, in comparison with which even the yoke of the monarchy
fades into nothing.”’! Never did it seem, even when the Czecho-
slovaks had captured Kazan or when Yudenich was at the gates of
Petrograd, that the star of the Bolsheviks had fallen so low. In
circles abroad there was fevered talk of the imminence of a Russian
Vendée. But the Soviet Government had its ear close to the
ground and was alert to the murmurings of the crowd. Before the
last Kronstadt gun had been silenced Lenin was urging upon the
1oth Congress of the Communist Party the need to scrap the
requisitioning policy which was the keystone of War Communism
and was outlining the initial principles of the New Economic
Policy.

The general interpretation of War Communism which at the
time was current in the West was that the system was product of
an attempt to realise an ideal Communism, which, coming into
inevitable conflict with realities, had to be scrapped in favour of a
retreat in the direction of Capitalism, as represented by the New
Economic Policy. It is true that some justification for this view, at
least to a superficial inspection, can be found in certain of the
actions of these years and in the expressed opinions of some among
the Bolsheviks. There were, doubtless, those who held at the time
that the main features of the war-time system represented the bones
and flesh of the ideal communist society at which they were aiming,
and which they had been enabled to realise at an unexpected speed
owing to the consuming fire of civil war. This particularly applied
to the adoption of State-organised barter and payments in kind, in
substitution for monetary transactions. Towards the end of 1920
steps were deliberately taken to abolish charges for the use of a
number of services : not only for postal and telegraph and tele-
phone facilities, water and electricity supply, but even for housing
accommodation in municipal dwellings, for railway travel and for
the supply of basic food rations. In the first half of 1920 the State
Bank had been merged in the Commissariat of Finance to become
what was termed simply “ the book-keeping department ” of the
latter ; and in the early months of 1921 arrangements were actually
in preparation for discontinuing all taxation payments on the
ground that the State now acquired the supplies it needed by levies

1 Cit. Illustrated History of the Russian Revolution, vol. 11, 557.
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in kind, distributing them by direct allocations, and accordingly no
longer needed to raise money in order to pay for them. It may be
held, of course, that this was no more than a recognition of a fait
accompli—of the de facto process of demonetisation as the extreme
result of the inflation process—and was not necessarily an a priori
product of theory. Nevertheless, there were those who welcomed
these events as part of a *“ normal ”’ development towards the ideal
society and an anticipation of full Communism. There were
‘“ dreamers >’ (as Lenin afterwards termed them) who deemed it
‘“ possible in three years to transform the whole economic founda-
tion ”’, and who saw the events of the civil war period as the tortured
embodiment of their dreams. There still survived strong elements
of that ““ leftism *’ which during the first eight months had sought
to force the pace of events. To some extent these had taken the
bit between their teeth during the civil war period and felt that
events had justified their previous standpoint.

This ‘“ leftism ’ was characterised by an under-estimation of the
importance of the peasantry, an imperfect appreciation of the real
nature of the economic factors which they sought to handle, and by
the possession of a purely formal conception of what the nature of
socialist society would be. It was natural for persons of this ten-
dency to regard War Communism, not as a deviation from the nor-
mal line of development, not as a set of emergency measures under
stress of war, but as a partial embodiment of their ideal. The aboli-
tion of money—was not that a feature of true Communism ? State
barter between town and country—was not that merely the higher
form of economy which was to replace the anarchy of the market ?
The * kindling of the class war ” in the villages—was not this an
essential stage in eliminating bourgeois influence from the country-
side as it had been eliminated in the towns : the inevitable next
stage in that process of  permanent revolution ” of which Trotsky
had written ? Even those who did not argue thus from first prin-
ciples, since they had become accustomed to the system for two and
a half years, tended to identify its main features with the very stuff
of the revolution, and so could hardly conceive, let alone counten-
ance, any alternative. ‘“ Any retreat from the system which for long
seemed to be the primary essence of socialist construction was re-
garded as an abandonment of conquered positions.”* For example,
the economist Preobrazhensky (whom we shall meet again as a theo-
retical exponent of Trotskyism in the middle 1920’s) preached the
inevitable *“ dying out of money ”’ in Soviet economy and welcomed

1 Rozenfeld, op. cit., 144.
E
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the inflationary printing press as *“ that machine-gun which attacked
the bourgeois régime in its rear, namely through its monetary
system”. ‘‘ Honour to our printing presses,” he wrote in a study
of paper money in the Soviet epoch. ‘‘ It is true that only a short
life remains to them; but then they have already done three
quarters of their job.” Larin, another and somewhat erratic
economist of the period, wrote in 1920 that ‘“the progressive
‘dying out’ of money grows in proportion to the growth in organisa-
tion of Soviet economy. Money no longer exists as the sole measure
of value. Money as a medium of exchange can already be abolished
to a considerable extent. Money as a means of payment will cease
to exist when the Soviet State can free the workers from the neces-
sity of flocking to the Sukharevsky market [i.e. the ‘ black market ’].
Both will be realised in practice in the next few years. Money will
then lose its significance as a store of value and will remain merely
as what it actually is : coloured paper.” Bukharin also expressed
similar views about money, if more cautiously. More authorita-
tively a decree of TSIK, announcing the merging of the Bank in
Narcomfin (the Commissariat of Finance), spoke of this as an
attempt ‘‘ to establish moneyless settlements with a view to the total
abolition of the money system ”’. A resolution of the 8th Congress
of the Party in March 1919 had spoken of  widening the sphere of
moneyless settlements " in order to *“ pave the way for the abolition
of money "’ ; and in the early months of 1921 an official committee
was considering a scheme for introducing a labour unit of account.
Such opinions contributed much to the reluctance in some quarters
to accept the change to the New Economic Policy, and caused those
who were influenced by such notions to stress only the negative
side of the change as a * retreat ”’.1

But to a considered view these notions can be seen to have been
no more than flights of leftist fancy. If we regard the system of
War Communism in its proper setting, both against the economic
current of those years and as standing between the events and poli-
cies of the first eight months of Soviet economy, on the one hand,
and of the New Economic Policy, on the other, it emerges clearly as
an empirical creation, not as the a priori product of theory: as an
improvisation in face of economic scarcity and military urgency in
conditions of exhausting civil war. This is, perhaps, something
that western opinion is now more ready to understand after the

! Cf. Chernomordik, op. cit., 82 ; Ekonomika Sovetskoi Torgovli (1934), 36-41,
38994 ; G. A. Neyman, Vnutrennia Torgovlia S.S.S.R. (1935), 43 ; also A. Z.
Amold, Banks, Credit and Money in Soviet Russia, 103~10.
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economic experience of European countries during the Second
World War. At any rate, this was evidently the way in which Lenin
regarded it (who, in contrast to Preobrazhensky, had said that * the
aid of the printing press can only be regarded as a temporary
measure "’).! This is clear, not only from his subsequent judgments
on the period, but from all that he had previously said about the
transition to Socialism, with which the view of War Commun-
ism as a temporary deviation from the normal course under pres-
sure of circumstances is alone consistent. In an article on the
Food Tax on April 21st, 1921, Lenin said quite explicitly that
“ War Communism was thrust upon us by war and ruin. It was
not, nor could it be, a policy that corresponded to the economic
tasks of the proletariat. It was a temporary measure”. Inintrodu-
cing the new policy at the 1oth Congress he said : ““ Some of the
things we were compelled to do by necessity. . . . We did much
that was simply wrong. . . . We went further than was necessary
theoretically and politically.”? Some months later he referred to it
as a “ mistake ”’ and a ““ jump ”’, * in complete contradiction to all
we wrote concerning the transition from capitalism to socialism .3

The adoption in its place of the New Economic Policy was, ac-
cordingly, a reversion to the road which was being travelled during
the early months, before the onset of civil war, if at a different point
on the road from that at which the excursion had left it and (in
view of what had happened in the interim) in an altered stretch
of country. Needless to say, this is the view that most Soviet
economic writers have subsequently taken. Of these we need
quote only two. The author of a textbook of the middle '20’s
wrote that ‘‘ the transition to War Communism was a matter of
compulsion, imposed on us, first by German Imperialism, and after
that by internecine counter-revolution. War Communism was not
a normal economic policy. But it was historically and economically
inevitable in the conditions of that time.”’¢ Ten years later another
popular textbook contained this judgment: * War Communism
fully justified itself in conditions of civil war. But it would have
been a mistake to insist on a continuance of the policy of War
Communism after those circumstances had disappeared which had
necessitated it.”” As for the New Economic Policy which succeeded
it, this * did not flow only from the peculiar national features of
Russia. NEP is the normal economic policy of the proletariat after

1 Cf. G. A. Neyman, op. cit., 43. % Selected Works, vol. IX, 113, 178.
3 Speech on NEP reported in Jzvestia, Oct. 19, 1921.
4 Smushkov, Economicheskaia Politika S.S.S.R., 16.
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revolution. The necessity of NEP flows from the variety of
economic strata which exists, not only in backward, but also in very
advanced countries (U.S.A., Germany, etc.).”’*

1 Chernomordik, op. cit., 84, 95. Cf. also Economika Sovetskoi Torgovli, 17-23,
for ‘“ the necessity of commodity-forms >’ in Soviet economy. * In the present
stage . . . labour in State enterprises will have a particular commodity-money

expression.”



CHAPTER SIX

THE TRANSITION TO THE NEW
ECONOMIC POLICY

I

It was not until an armistice had been signed with Poland in
October, 1920, not until the remnant of Baron Wrangel’s army at
the end of November had abandoned its crusade to win back
Russia for civilisation, and the Donbas and the Baku oil-fields and
the Turkestan cotton belt and the trans-Ural wheat area had
returned to the sphere of the Soviet Government, that attention
could seriously be turned to the inadequacies of War Communism
as an economic system. Even when attention had been given to
such an enquiry, an answer was not easily forthcoming in the cir-
cumstances of the time. People were too close to the particular
problems of the past two and a half years, which had crowded upon
them without giving breathing space for reflection, to be capable
at once of evaluating the situation correctly. War Communism,
created from the necessities of those years, had served an important
function during a crucial period. In the confusion it was not easy
to tell how far its disadvantages had been merely incidental or an
inseparable product of it, or to judge the degree to which the altered
circumstances of peace-time modified the necessities in which it
had been cradled.

The first revolt against the crippling centralisation of the Glavki
system came at the 8th Soviet Congress in December, 1920.
Complaint was specially made of the difficulties of enterprises of
that second category! which came under the joint control of the
Glavki and of the provincial economic councils (Gubsovnarhozy),
and in practice acted on orders from the former transmitted more
or less automatically through the corresponding industrial depart-
ment of the latter. Here the separation of the enterprise from the
competent authority was greatest, as were also confusion and con-
flict between central and local administrations. Already earlier in
the year the gth Party Congress had criticised the Glavki system in
no muted tones. ‘‘ In view of the hugeness of the country,” the

1 See above, page 111.
12§
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statement ran, ‘ and the inexactitude of the methods and results
of accounting, these centralised methods, which inevitably pro-
duced an isolation of enterprises in the localities, led to the mon-
strous forms of procrastination which are causing so much incurable
harm to our economy.” The criticisms voiced in December were
even more strongly worded. The outcome of the discussion was the
transfer of a considerable number of enterprises, about 2000 in all,
to the administration of the local Gubsovnarhozy. These included
most of the enterprises in the so-called second category and even
some of those that had previously been included in the first. Nearly
the whole of the textile industry was in this way transferred from
central to local administration ; and only electrical engineering and
the metal industry remained substantially unaffected by the change.
At the same time the Gubsovnarhozy were subordinated to the
provincial Soviet authority entirely, and their industrial sub-
departments were no longer made subordinate to respective Glavki
at the centre as heretofore. Vesenkha itself underwent reorganisa-
tion, so as to reduce the number of Glavki from the previous figure
of 52 to only 16 in the following year ; each of these covering a
branch of industry and exercising general supervision over the
activities of the provincial bodies and administering those enter-
prises that were still subordinated to the centre through regional
combines or associations, which grouped together a number of
enterprises in the area. In making these changes the Congress
emphasised the need to differentiate between the general direction
of economic activity, which-was to remain centralised, and the
operative administration, or management, of industry, which
should be decentralised to the maximum possible extent, so as to
bring those concerned with the latter into the closest possible
contact with the productive activities of which they had charge.
But as yet this was no more than the enunciation of a principle : a
declaration of intention. Its translation into practice required a
more fundamental change in economic relationships. As long as
supplies and orders remained pendent on the centre, the administra-
tive flesh was bound to conform to the economic bone structure.
Until NEP, by reintroducing the market, made it possible to form
new economically autonomous units, free to conduct transactions
of purchase and sale on their own initiative, the desired decentralisa-
tion of operative administration did not become, and scarcely could
have become, a reality.?

! Krzhizhanovsky, op. cit., 11; Rozenfeld, op. cit., 147-50; Dolgov, loc. cit.,
22 ; Piatakov, loc. cit., 342-3.
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The crux of centralised supply, as we have seen, was the policy
of compulsory requisitioning of the peasant surplus ; and the crux
of the restoration of commercial transactions in the economy at
large; when this came, was to be the market-relationship between
agriculture and industry. Curiously enough, the discussion from
which the NEP emerged started, not with the relationship with the
peasantry, but with the relationship between State industry and the
industrial workers. This took the form of a vigorous discussion of
the trade union question—of the precise réle of trade unions in
socialist industry. Preoccupation with this question was evidently
connected with those discussions of centralisation and bureaucracy
in the administration of industry which accompanied the prepara-
tion for the 8th Soviet Congress. The debate had been prompted
by the régime introduced on the railways by Trotsky as Commissar
of Ways and Communications, and had its first phase in a sharp
disagreement on the matter between Trotsky and the trade union
leader Tomsky at the 5th Trade Union Conference at the beginning
of November, 1920. Trotsky would have made the trade unions
into brigades in a labour army, with its officers subject to appoint-
ment and removable by the State from above.! This precipitated
something of a crisis in the Party, which was grave enough to evoke
from Lenin the declaration : “ We must have the courage to look
the bitter truth straight in the face. The Party is sick. The Party
is shaking with fever.” He even went so far as to speak of ““ an
inevitable split in the Party if it does not prove to be sufficiently
sound to heal itself of the sickness quickly and thoroughly”.?2 In
the course of December the disagreement was discussed at
several meetings of the Central Committee of the Party, at which
the policy submitted by Trotsky was rejected by 10 votes to 4 in
a statement condemning the  degeneration of centralism and
militarised forms of work into bureaucracy, petty tyranny and red
tape . At the end of the month Trotsky published his policy-
statement as a pamphlet entitled The Réle and Tasks of the Trade
Unions, in which he charged the existing trade unions with “ craft
conservatism > and with “ cultivating in their midst the spirit of
corporative exclusiveness ", and called for a radical “ shaking-up ”
of the existing trade unions and the harnessing of them more closely
to the management of industry. Meanwhile, there had been
instituted a special trade union commission of the Party on which

1 Cf. L. Trotsky in Econ. Zhizn, Feb. 13, 1921 and Feb. 17, 1921, and in Pravda,
Jan. 29, 1921 ; also Stalin in Pravda, Jam. 19, 1921, and Rudzutak, ibid., Jan 30,
1921.

% Selected Works, vol. IX, 28. These statements were made on Jan. 19, 1921,
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Trotsky had refused to serve; and this in the course of January,
1921, produced a report, commonly known as ‘‘ the platform of the
ten ” and signed among others by Lenin, Zinoviev, Stalin, Tomsky,
Kamenev and Rudzutak, which was to become in essentials the
official policy of the Party.

Trotsky’s policy amounted to what was known as the * State-
isation ”’ of the trade unions : their closer identification with and
subordination to the State, in the interests of industrial efficiency.
But the issue was not a simple two-sided one around this proposal.
There were several other standards as well around which the battle
raged. Not only was there a “buffer” group, including Bukharin
and Zinoviev, which sought a compromise with the Trotsky policy,
but there was an important syndicalist group, which virtually
advocated the handing over of industrial administration to the trade
unions and was opposed to the principle of one-man management
in industry. Of this we shall have something more to say in a later
chapter. Lenin sharply attacked all three of these tendencies.
Meanwhile Rudzutak had outlined a policy which was closely
similar to that of Lenin; advocating that the trade unions, while
retaining their independent position, should undertake greater
responsibility in organising labour to solve the problems of produc-
tion, in combating absenteeism and slackness. Labour discipline,
he wrote, “‘cannot be achieved by bureaucratic methods and orders
from above ” and is * conceivable only if the whole mass of partici-
pants in production take a conscious part in the fulfilment of these
tasks ’. 'There were also two other opposition * platforms  (the
“ democratic centralism ”’ group of Ossinsky and Sapronov and the
‘ Ignatovists ’) which criticised both the centralisation of policy-
decisions in the hands of the Political Bureau of the Party and the
‘ bureaucratic deadness of the unions and their lack of contact with
local needs and with the broad masses ”’. As the discussion pro-
ceeded, the vacillating * buffer group ’ divided and went different
ways ; Zinoviev joining Lenin, and Bukharin, while presenting to
the Congress a separate resolution, inclining towards support of
Trotsky. The official ‘“‘platform of the ten” opposed both the
‘ State-isation ”’ of the trade unions and the syndicalist proposals,
advocated the restoration of internal democracy within the unions,
and rejected any reconstruction of the unions from above. The
role of the unions was to form a link with the non-Party masses,
drawing them into collective activity while defending their interests
against bureaucratic tendencies of the State. At the same time the
leaders of the unions should participate in the organs of economic
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administration, and put forward candidates from among the workers
for State economic posts.!

By the time of the meeting of the crucial 1oth Party Congress on
March 8th, 1921, a danger was beginning to be sensed that discus-
sion of the trade union question might obscure wider economic
issues ; and on the eve of the Congress Economicheskaia Zhizn
reminded its readers that ““ the question of economic policy of the
coming year, and not the trade unions, is the key question”.2 Up
to this time very little attention had been paid to the question of
the peasantry. The protagonists in the discussion had apparently
either failed to appreciate the crucial importance of this question or
else had concentrated on the problem of industry in the belief that
if industrial output could be increased the difficulties of the village
would ipso facto be solved. In fact, industrial production at the
moment was paralysed by the crisis of supplies, and supplies of
materials and of food depended in the main upon the peasantry.
Moreover, discontent in the countryside rapidly spread its infection
to the town workers and members of the army, who were often
separated by only a few years from the village and sometimes by
less.

With his quite extraordinary capacity for grasping the essentials
of a situation, Lenin quickly saw that the restoration of the smytchka
with the peasantry was the crux of existing difficulties ; and having
seen this he was in no two minds as to the course it was necessary
to steer. To restore the mass of the peasantry to the position of
allies and to revive the exchange of products between town and
village, it was necessary to abolish the system of requisitioning and
to replace this initially by an agricultural tax in kind. Such was
the proposal he submitted to the Party Congress. The proposed
tax was to be assessed as a proportion of the net produce above
minimum subsistence needs of the family. It would be certain
instead of arbitrary, and since it took only a fixed share of the
peasant’s surplus, the farmer would have an incentive to make this
surplus as large as possible so as to enlarge the share which he had
at his own disposal.® In the explanatory notes accompanying the
decree which later announced the change the position was explained
as follows : ““ From now on, by decision of the All-Russian Soviet

1 Cf. Lenin in Pravda, Jan. 21, 1921 ; also Pravda, Jan. 18, 1921. Cf. also
Chernomordik, op. cit., 89. 2 Econ. Zhizn, March 8, 1921,

3 The tax took into account the number of dependants in the family and was
graduated against the rich peasant. At first the tax was of a multiform and compli-
cated character, taking a proportion of each different kind of produce. Later it
was simplified into a single tax assessed in money, and after 1923 it was paid
entirely in money and not in kind.
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Executive Committee and the Council of People’s Commissars,
requisitioning is abolished and a tax in kind on agricultural products
is introduced instead. . . . After the tax has been paid, what
remains with the peasant is left at his full disposal. . .. Every
peasant must now realise and remember that the more land he
plants, the greater will be the surplus of grain which will remain in
his complete possession.” The tax was assessed so as to yield
about a half that of the previous requisitioning quotas, and was
based on the minimum food needs of the army and of workers in
essential national enterprises. In his speech to the Congress Lenin
stated : ‘ The question of substituting a tax in kind for requisi-
tioning is primarily a political one. Its essence lies in the relations
between the workers and the peasants. The interests of these
classes do not coincide : the small farmer does not desire what the
worker is striving for. Nevertheless, only by coming to an agree-
ment with the peasants can we save the socialist revolution. We
must either satisfy the middle peasant economically and restore the
free market, or else we shall be unable to maintain the power of the
working class. . . . If certain Communists were inclined to think it
possible in three years to transform the whole economic foundation,
to change the very roots of agriculture, they were certainly dreamers;
and we must confess to having a few such dreamers among us.”
A month later he wrote that “ the food tax is one of the forms of
transition from the peculiar * War Communism ’, which was thrust
upon us by extreme want, ruin and war, to the proper socialist
interchange of products . * We are still in such a state of ruin,”
he went on, ““ so crushed by the burden of war . . . that we cannot
give the peasant manufactured goods for all the grain we require.
Knowing this, we are introducing the food tax, i.e. we shall take
the minimum of grain we require (for the army and the workers)
in the form of a tax and will obtain the rest in exchange for manu-
factured goods.”?

At first sight this might seem to have represented a compara-
tively trifling change : the substitution of a predetermined levy
which took a share of the peasant’s surplus produce for a levy aimed
at the whole of that surplus and often arbitrary in its assessment.
Lenin himself admitted that it was as yet only a half-hearted change:
that it “contains a particle of the previous quota [i.e. the requisition-
ing system] and a particle of the system which is the only correct
system, namely the exchange of manufactures . . . for the products
of peasant farming”.? But it was a step which once taken logically

1 0p. cit., 148, 2 Ibid., 152.
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implied a whole series of others. In the first place it necessarily
implied the restoration for the peasantry of the right to trade in that
part of their surplus produce which remained at their disposal
(otherwise the leaving of this surplus at their disposal would have
been no more than a nominal concession, possessing very little
influence as an incentive to increase peasant production). This in
turn implied the revival of a market in agricultural produce, the
re-creation of market-relations as the essential link between agri-
culture and industry and a restored sphere of circulation for money.
At first the right of free trade in peasant produce was limited to the
local market; but very soon this limitation was removed. The
restoration of the peasant’s right to trade in his produce as he
pleased in turn implied the abolition of the war-time monopoly
possessed by Narcomprod in collection or purchase and of the
consequent funnelling of all agricultural supplies through that
central bottle-neck of Narcomprod allocations. Lenin was quick
to stress at the roth Congress that an immediate corollary of the
introduction of the food tax was a separation once again of the
co-operatives from Narcomprod and the restoration to them of
commercial autonomy—of the right to deal in the market at their
own discretion. A further step in the logical train of consequences
was the termination of the system of centralised supply of materials
and foodstuffs to industrial enterprises through the Glavki network,
and its replacement by a decentralised system whereby industrial
enterprises made their own contracts for the acquisition of raw
materials and the disposal of their products. This occurred by
stages in the course of 1921. State organisations were given the
right to buy and sell in the open market in the degree to which they
ceased to be supplied with rationed allocations from the centre ;
and as a first stage, in August, 1921, most branches of industry were
allowed to dispose of one half of their output commercially, the
other half continuing to be handed over to the central organs in
return for that portion of their raw material and fuel needs which
continued to be met from centralised supply-allocations. Two
months later these enterprises were freed altogether from depen-
dence on centralised supplies of materials and fuel, and the right of
disposing of their output on the market was extended to the whole,
instead of only a part, of their output. For a few months industrial
units tended to make direct barter-deals with other organisations or
with the peasantry in order to obtain their needed supplies: a
system which was manifestly cumbrous and inefficient. But fairly
soon the two sets of transactions, the purchase of supplies and the
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sale of output, were separated, and normal money-transactions
among State institutions, and between industry and agriculture,
were restored. As a completion of the process, industry was
grouped into financially autonomous units, which (with certain
exceptions, including the major part of heavy industry) were “ re-
moved from the State budget ”” and * transferred to a commercial
basis . This implied that they no longer received even money-
subventions, but had to balance their own commercial receipts
against their outlays, and to reduce the latter to a minimum by
exerting every possible economy in production so that the balance
should show a margin on the credit side.

II

The new decentralised system of industry for which the
introduction of NEP laid the foundations rested upon commercially
autonomous units called trusts. In the course of the second half of
1921 and the following year these trusts were rapidly formed and
chartered in those industries that were freed from dependence on
State supplies and from the collateral obligation of handing over
their products to the State. By a decree of October 27th, 1921,
enterprises were divided into two classes : those still dependent on
centralised State supplies and those endowed with complete finan-
cial and commercial independence. Fuel and metal were the
principal industries which remained in the former category. By a
further decree of February 6th, 1922, this category was narrowed
and confined to enterprises ‘‘ the products of which can only be
used by the State and cannot be placed on the open market, or else
undertakings delivering the greater part of their production to the
State”. In other words, it was confined to such things as war
industries and army supply establishments, certain municipal enter-
prises, locomotive works, and certain metal works engaged on
meeting orders for centralised construction projects such as
those included in the electrification plan. These were to be ad-
ministered by centralised State organs, similar to the former
Glavki. At the same time a resolution of the gth Soviet Congress
affirmed the principle that ‘““all State undertakings, whether
supplied by the State or not, must be managed on a commercial
basis .

It was to enterprises of the second category, which now em-
braced the main part of industry, and in particular industry catering
for the ordinary consumer, that the new form of organisation
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applied. Supervision over their activities was in the hands of the
sixteen new central industrial departments of Vesenkha which had
replaced the fifty-odd Glavki; their function being to plan and
supervise the carrying out of industrial reorganisation along the
new lines, and thereafter to exercise a general regulation of the
policies and activities of industrial trusts falling within their several
spheres. But in many cases the initiative in the reorganisation of
industry did not come from above, but from below. The directors
of enterprises and the local economic departments seized upon their
new-found freedom eagerly, and began to federate enterprises
locally into trusts. Some enterprises, in reaction against the former
centralism, gaily plunged into the market as independent units, and
like guerilla bands operated for several months on their own with-
out being rounded up under any form of disciplined control. But
this only applied to concerns which happened to be fairly well
placed in the matter of stocks. Others which lacked the means
with which to procure supplies on the market for continued produc-
tion were of necessity forced to join their fortunes in a group and
to apply to higher authority, as errant son to a father, for a modicum
of working capital to start them on their career. Even so, it was
found that, in the haste to take advantage of their independence,
enterprises had federated into trusts in a very haphazard way. The
principles on which they had been combined were often faulty and
inconsistent. Not infrequently they conflicted and overlapped ;
and there was a plethora of local trusts—** trustlets ”’ as Rozenfeld
calls them!—without any raison d’étre other than the desire for
independence. Accordingly, in December, 1922, a central Com-
mission for the Revision of Trusts was set up, which proceeded to
reorganise some of those that had been already formed and to
eliminate inconsistencies.

The basis on which enterprises were federated into trusts was
subject to considerable variation; and there was a good deal of
flexibility according to varying technical and market conditions in
different branches of production. In many cases the trusts followed
the lines of the earlier kusts under the Glavki system,? although in
their actual functions they were very different. In the case of a
homogeneous process of production conducted on a national scale
for a national market, a whole branch of an industry might be com-
bined in a single national trust, as with rubber and sugar. Where
an industry was localised in certain districts, each of which had
special local peculiarities, the industry might be divided among

1 0p. cit., 216. 2 See above, page 113, footnote.
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several local trusts, each of which combined horizontally similar
enterprises in that district. For instance, in the coal-mining
industry a large number of the Donetz mines were combined in
Donugol and those of the Moscow region in Moscugol ; while
Grozneft, Azneft and Embaneft controlled oil boring and refining
in the three oil districts of Grozny, Baku and Emba. Sometimes
such district trusts were vertical in character where successive
processes were localised in one district and subsidiary industries had
grown up in close association with the industry in question ; as,
for instance, Yugostal, which embraced three of the largest engineer-
ing works of the south along with coal mines, coke ovens and
auxiliary plants, and Chemugol, which was based on an association
of chemical works in the Ukraine with glass and coal and timber.
Finally, there were a few trusts of national scope which were
organised on a vertical principle, even though their constituent
enterprises were separated geographically, when the concerns in
practice constituted successive stages in a single process of produc-
tion which needed to be united under one control for a proper
balance between them to be maintained. The flexible variety of
principle on which this grouping was based is seen particularly in
mining and in textiles. Some mining enterprises, as we have seen,
were linked vertically with manufacturing industries to which they
were essential subsidiaries, while the remainder were federated
horizontally in district trusts. The textile trusts were numerous
and were all local and vertical in character ; Russian textile firms
(unlike the majority of the English industry) having customarily
embraced both spinning and weaving and even finishing as well.
In wool the trusts were organised according to the various branches
of the industry : for instance, the production of fine cloth in the
Moscow, Petrograd and Klintzovsky districts was grouped in a
separate trust ; and similarly coarse cloth in Tambov, Penza and
Simbirsk ; the long-staple industry of the Moscow district ; and
felt production in Yaroslav, Nizhni-Novgorod and Kazan. By the
end of 1921 there were 8 wool trusts, covering 78 per cent. of the
yarn, 64 per cent. of the coarse cloth and 93 per cent. of the finished
goods production. In cotton the chief were the Moscovsky trust
covering 7 Moscow factories with 340,000 spindles, 6700 looms and
17 printing machines ; the Orekhovo-Zuyevka, combining 8 fac-
tories with 535,000 spindles and 11,000 looms ; and the Bogorodsk
of 10 mills with 690,000 spindles and 7700 looms. In a few cases
local trusts embraced mills of different branches of textiles, as the
largest of the cotton trusts, that of Ivanovo-Voznesensk, which
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comprised 6 linen mills in the district as well as 29 cotton mills
with 788,000 spindles and 19,000 looms.?!

The first of these trusts to be formed was in July, 1921, the
Northern Timber Trust, or Severoles, and a federation of linen
factories in Kostroma and Muromsk, close to their sources of raw
material and covering 40 per cent. of linen production from the
purchase of flax up te finished piece-goods. The most intensive
period of trust-building was between December and the following
March ; and by the summer of 1923 there were 478 trusts chartered
by Vesenkha, embracing 3561 enterprises with about a million
workers, or some 75 per cent. of all the workers employed in
nationalised industry. Some of these which were national in scale
came directly under the control of Vesenkha, while others which
were purely local in character were handed over by “ mandate ”
from Vesenkha to the control of the provincial economic councils,
the Gubsovnarhozy. Later, after the formation of the federal
Union of Soviet Republics, a triple classification was introduced of
trusts of Union, of republic and of local significance ; the trusts
in each category being subordinated respectively to the all-Union
Vesenkha, to the corresponding economic council of the republic
and to the local Gubsovnarhoz. The size of these trusts varied
widely, both between different industries and according as they
were national or local in scale. Of the total production of trusts
some 60 per cent. came from all-Union trusts, and some 15 and
25 per cent. respectively from those which were under republican
and provincial control. The average number of workers covered
by enterprises in national or regional trusts in 1922 was about 440,
while in enterprises in purely local federations the figure was only
85. On the average each trust employed just over 2000 workers.
But whereas more than a half were quite small trusts, employing
360 workers each on the average but covering only 10 per cent. of
trustified industry (measured in terms of its labour-strength),
62 per cent. of the workers involved were in 41 trusts, each of which
had 12,500 workers on the average, with an average of goo workers
to each constituent enterprise. These large trusts were chiefly to
be found in textiles, metal and engineering, sugar, rubber and
wood. At the other end of the scale were 41 very small trusts,
federating not more than 5 or 6 enterprises, each with only 10 to
20 workers.?

The precise legal status of the new trusts was eventually defined

1 Rozenfeld, op cit., 214 seq.; The Russian Economist, vol. 11, No. 6, 2020-1.
% Rozenfeld, op. cit., 216-20 ; Russkaia Promishlennost, 1922, X
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by a Sovnarcom decree of April 1oth, 1923. This gave trusts legal
personality as bodies capable of entering into independent contracts,
not as owners of property, but as trustees of the State, endowed
with terminable powers by the State in the form of a charter. This
charter, through which the trust acquired its legal personality, had
to be confirmed by Vesenkha, and had to reserve to Vesenkha the
right of determining the allocation of profit, of liquidating the trust
for certain named reasons, and of terminating the appointment of
members of the trust board at the end of any year. The charter was
required to contain a valuation of the foundation capital, which
was divided into two parts: basic or fixed capital, covering the
plant, buildings and immovable property generally, and the turn-
over or working capital, covering stocks of goods, currency or
securities held. The former part of the capital could not, while the
latter could, be pledged as security for loans and attached for debt.
A trust could issue bonds, but without the power of committing
the State thereby to any liability ; and the State was not liable for
debts incurred by the trust and was under no obligation to make
good any deficit in the year’s working. As a check on the financial
operations of the trust, Vesenkha was to nominate an Audit Com-
mittee of three, one of them selected to represent the trade union
of the industry ; this committee being given power to inspect all
accounts, books and documents. The Audit Committee was for-
bidden to interfere in the practical work of the trust, and had no
power to override decisions of the trust directors. But it filled the
very important role of keeping the superior organ informed by
periodic reports and consultations concerning the work of the
“ trustees ”’, and without narrowing the competence of the latter
made effective the supervision of general industrial policy by the
former.?

The trust consisted of a Board appointed by Vesenkha (in
consultation with the trade union concerned), the administrative
role of which resembled that of the Board of Directors of a private
company, with the substantial difference that each member of the
Board of a trust generally had charge of a department of its work.
The appointment of the managers of individual factories was
vested in the Board ; these managers being responsible for the
internal management of the works, but having no competence
in commercial matters of buying and selling, save in special
cases. Contracts for sale and purchase on the market were
freely made by the trust with other organisations. Wages and

1 Cf. Rozenfeld, op. cit., 247 seq.
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working conditions were regulated by a collective agreement with
the trade union. Production plans for the factories under the
control of the trust were drawn up by the Board and submitted to
Vesenkha for sanction ; and, subject to price-control regulations by
State authorities, the operation of these production plans was carried
out according to familiar economic principles of maximising the
difference between receipts and outlay and of choosing the method
of production which involved the least cost.

The trust differed, accordingly, from the old Centres and
Glavki in possessing no statutory powers to bind third persons:
they ‘“ were not organs of State government, but organs of State
economy ’’,! possessing only such powers over other parties as they
could secure by contract. It differed from the kust or group of
enterprises under the old Glavki system in its financial and com-
mercial independence. It differed from the private joint stock
company, operating a ‘‘ concession ”’, or a ‘“‘ mixed company " in
having no private capital : in the event of its desiring such private
participation, it had to be rechartered as a *“ mixed company . Its
commercial independence was safeguarded by Clauses 2 and 3 of
the decree of April 10th, 1923, which denied the right of any State
institution to acquire any property or products of a trust except
by contractual agreement (with the exception of special emergencies,
and then only by permission of STO or Vesenkha). At the same
time a State preference clause (Clause 50 of the decree) provided
that “in all buying and selling transactions the trust must give
preference, whenever terms and conditions are cqual, to State
departments and co-operative associations . Clause 29 stated that
“ Vesenkha does not interfere in the current administration and
managerial work of the Board of the trust”. Clause 44 made
obligatory the establishment of an amortisation fund at a given
percentage of the basic capital : a charge which in practice entered
into the costing calculation of a trust and was a charge on the
gross receipts prior to the declaration of net profit.? It was pro-
vided that 20 per cent. of any profit must be put to reserve until
the reserve fund reached one half of the chartered capital, when
with the consent of Vesenkha it might be capitalised. The re-
mainder of the profit was to accrue to the State treasury, after the
deduction of sums for bonuses to the staff of the enterprise and for
workers’ welfare ; the proportions in which this distribution of
profit should take place to be determined by Vesenkha each year in
consultation with Narcomfin. Clause 47 made the trusts *“ liable to

1 Rozenfeld, op. cit., 251. 2 Ibid., 250.
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all forms of taxation, including income and property tax, on the
same basis as private undertakings, except where otherwise estab-
lished by law”.

Similarly, the revival of the market under NEP was immediately
followed by the restoration of financial and commercial indepen-
dence to the co-operatives ;! and by a general agreement, dated
May 25th, 1921, between Narcomprod and Centrosoyus the latter
was granted temporarily the sole right among State organs of
trading in foodstuffs and raw materials. Narcomprod agreed to
hand over to Centrosoyus all stocks of manufactured goods in its
possession, which were to be used for purposes of direct barter
against agricultural produce. These foodstuffs and raw materials,
in return (less a commission), were to be supplied to Narcomprod
for distribution to that part of industry which was still dependent
on State supplies. But although “ by this agreement the co-
operative system became no longer a distributive agent of the
State, but an independent contractor, as it were, negotiating on a
footing of equality ”,2 the transactions of Centrosoyus were still
bound by certain conditions. One of these was that the barter-
exchange which it conducted through its local organs should be
conducted at a ‘‘ fixed equivalent ”’. This condition circumscribed
very considerably the independence of local buyers in manceuvring
on the market at their discretion, and imposed a wooden rigidity on
the system which did not correspond to market conditions on the
average, let alone to the widely varying conditions in different
districts. Largely for this reason the system proved to be a failure ;
and after seven months of the agreement (which included the
crucial harvest months) the co-operatives had fulfilled only 35 per
cent. of their programme of purchases. It was a year of crop
failure and famine in certain regions ; and towards the second half
of 1921 the prices of agricultural goods on the market rose sharply,
and the “fixed equivalent ” established by Narcomprod under-
valued grain and overvalued manufactures. Consequently, the
co-operatives, bound to this ““ fixed equivalent ”’, could find few
customers ; and the peasants sold their grain instead to the private
trader from whom they could obtain a better price. ‘ Traders
would barter a scythe for one pood of wheat, whereas the co-
operatives asked two poods in accordance with their instructions.”3
An important contributory cause of failure was the inability of

1 By decree published in Econ. Zhizn., April 9, 1921.
2 I.L.O., Co-operative Movement in S.R., 136.
8 Pravda, No. 193, 1921, cit. I.L.O., 0p. cit., 142.
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Narcomprod to supply the co-operatives with the agreed quantities
of industrial goods, and a consequent deficiency in the barter fund
at the disposal of the co-operatives for use in procuring grain and
raw materials. The fact that scarcely 25 per cent. of the required
fund could be mustered is an eloquent example of that general
shortage of working capital which characterised the first few
years of the reconstruction period, and about which we shall
have more to say below. This shortage in fact may well have been
a factor behind the rapid cutting adrift of industry from State
supplies in the course of the autumn and winter of 1921 : a develop-
ment which does not seem to have been contemplated earlier in the
year. At the same time as industry was being cut adrift from
centralised supplies a similar concession was made to the co-
operatives. A new decree of October 26th, 1921 (one day before
the decree applying to industry) terminated the May agreement and
placed the co-operatives on a basis of complete commercial inde-
pendence. Centrosoyus was no longer to be financed by the State,
and its position of sole State purchaser from the village was
abolished. Gone also were the binding conditions such as the
‘“fixed equivalent ”’. There remained only a preference clause
giving to the co-operatives the preference in wholesale contracts
of Government departments and State trusts. Such stocks of goods
as the co-operatives already possessed, plus a small additional
contribution from the State, were assigned to them as working
capital ; and with these funds they were now free to trade at their
own discretion on the peasant market, on the one hand, and with
State institutions, on the other. At the same time the right of
formation of agricultural co-operatives on a voluntary basis was
recognised, and also of co-operative organisations for peasant home
industries ; while legal sanction was granted for the hiring of labour
for auxiliary work by industrial co-operatives up to one fifth of
their membership.? Agricultural co-operatives proceeded to form
their own federating body called Selskosoyus; and in January,
1922, agricultural credit and loan associations were legalised,
which came in turn to be assisted by larger Societies for Agricul-
tural Credit, raising capital by the issue of shares to other co-opera-
tive institutions and to the State Bank.

This same shortage of resources available for use as working
capital showed itself also in the inadequacy of the funds which the
newly formed trusts had at their disposal. When a trust was
chartered, it was usual for the State to assign to it a certain fund as

11.L.O., op. cit., 132~46 ; A. Orlov in Russian Economist, vol. I1, 1935.
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“turnover capital”. In practice this usually amounted to little
more than the stocks of material and fuel and finished goods
which the enterprises already had in their possession. The State,
as we have seen, had very limited supplies itself, and what it had
it wanted to concentrate on the fuel industry and transport and on
metal works which were handling urgent railway repairs. In theory
the trusts were supposed to supplement their turnover resources
by bank credits ; and the State Bank was reopened on November
16th, 1921, as a necessary complement to the restoration of the
market, with the express aim of ‘‘aiding the development of
industry, agriculture and trade by means of credit and other banking
operations .1 But for several months it was not in a position to
make more than trifling advances to industry. At its foundation
the only capital assigned to the Bank by the Treasury was a fund
of paper roubles amounting to about 5o million pre-war gold
roubles, which “by the time the Bank began business and the
money was brought to its coffers was only worth about 14 million .2
As a result of this shortage of resources, and in order to guard itself
against losses on credit operations through rouble depreciation, the
Bank proceeded to charge rates of interest as high as 12 to 18 per
cent. per month, and later, while keeping its rates fairly high, pro-
ceeded to conduct its loan operations in terms of gold, so that
repayment had to be made by a sum of paper roubles equivalent
to the gold value of the loan at the time of its issue.® As a result,
the rouble credits advanced to industry were only saved from rapid
depreciation if they could be instantaneously converted into goods ;
and part, at least, of the losses from rouble depreciation were
shifted on to industry. Accordingly, even when the Bank’s branch
system had been developed—which was not for some months—the
aid which the State Bank was able to give to industry was so small
and on such onerous terms as to be insignificant in helping the
trusts to overcome their difficulties.

Even prior to the reopening of the State Bank, there had been
a repeal of all war-time measures limiting the amounts of money

1 The decree on the reopening of the bank was dated Oct. 12, and issued by
TSIK. This ratified an earlier Sovnarcom decree of Oct. 4. The State Bank
was to be subordinated to Narcomfin, by which its directors were appointed ; it
was authorised to open branches and to establish clearing houses ; and one of its
first acts was to set up a special Loan and Discount Committee. (Cf. Arnold,
op. cit., 118.) 2 Katzenellenbaum, op. cit., 156.

3 Ibid., 157-8. -If this had not been done, the real resources of the Bank would,
of course, have dwindled to insignificance within a few weeks. Later, deposits
were also credited to depositors in terms of gold.
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deposited in a bank by private individuals and safeguarding such
deposits from any. extraordinary taxes and levies. Charges were
reintroduced for railway services (including charges to State
institutions themselves), for posts and telegraphs, water, electricity,
gas and the renting of sites and buildings to industrial and trading
concerns as well as to individuals. In June, 1921, a beginning was
made with the reintroduction of a tax system of the traditional kind
by the reimposition of a tax on industrial and trading enterprises
and of certain excise duties on such things as wines and spirits,
tobacco, matches, tea and coffee. Preliminary steps even began to
be taken in the direction of a balanced budget, in order to obviate
the need for reliance on currency emission as a source of budget
revenue. Until the end of 1923, however, these steps were to be
very halting ones. The currency continued to be increased more
rapidly even than before, and the price-level continued to rise at
headlong speed. But the position soon had this difference from
the situation during the civil war: that, with a considerable
increase in the transactions-demand for money as a result of the
widened area of transactions for which money was now used, the
relation between currency issues and the rise in the price-level was
reversed for the first time since 1916. The rise in the price-level
began to proceed at a slower rate than the increase in the amount of
currency in circulation, instead of the converse, and the real value
of the total currency in circulation substantially increased. In the
course of 1921 and 1922 two devaluations of the depreciated
paper rouble were undertaken ; as a combined result of which one
rouble of new notes became equal to one million roubles of the
issues of earlier years, which were withdrawn. On the eve of the
second of these devaluations, which made one new rouble equal to
a hundred of the previous year’s issue, the price-level was about
200,000 times the price-level of 1913. In 1923 a beginning was
made with the issue of a new stabilised currency-unit through the
State Bank, -the chervonetz rouble ;2 and after a few months’
experience of two parallel monetary units (the old paper roubles
continuing to circulate alongside the new notes, which at first were
issued only in larger denominations, and continuing to depreciate
both in terms of goods and of the new monetary unit) the monetary
reform of 1924 was completed, by which the depreciated rouble

1 Yurovsky, op. cit., 47-8.

% In the last quarter of 1923 less than 1o per cent of budget revenue came
from currency emission, as compared with nearly nine tenths at the beginning of
1922.
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was withdrawn entirely and the new stabilised bank-note issue took
its place.?

Finally, among the changes which accompanied the inauguration
of the NEP there was a certain amount of denationalisation, mainly
of those small enterprises, mostly workshops rather than factories,
that had been swept into the net of nationalisation by the decree of
November 29th, 1920. The extent of this denationalisation should
not be exaggerated ; and its economic significance was nothing like
as great as foreign commentators at the time were inclined to
suppose. Many of the leases of small enterprises were to industrial
co-operatives, and not to individual owners; and the policy of
granting concessions on a larger scale to foreign companies had
little success, apart from one or two special cases, while the con-
cessions which were granted were more often in the sphere of
foreign trade than of production. By a decree of May 17th, 1921,
all enterprises covered by the earlier decree which had not yet in
fact been taken over by the State were forthwith declared restored
to their previous owners ; and on December 10th it was laid down
that all enterprises with less than 20 workers, whether previously
taken over by the State or not, were to be restored to their previous
owners or leased to new ones. By the autumn of 1922 some 4000
enterprises had been leased (or more than were organised in State
trusts at the time). But they were mostly quite small enterprises,
mostly no more than handicraft workshops, and the share of total
industrial production which they represented was insignificant.
In the spring of 1923 the Central Statistical Department conducted
an industrial census, covering all enterprises in towns or suburbs
of towns that possessed any kind of productive equipment, with
or without mechanical power, or employed hired labour. Accord-
ing to this census, private enterprises covered only 124 per cent.
of all workers employed in enterprises covered by the census,
employed on the average only 2 persons each and covered only 5 per
cent. of gross production.?

It was in trade, and especially in retail trade, that the Nepman,
as the private capitalist of the time came to be called, struck his
roots and for a few years flourished. In the village he bought the
peasants’ grain and took it to the nearest town or railhead and sold

1 The new chervonetz rouble had partial gold cover ; but it was not convertible
into gold. For details of the monetary reform, cf. Yurovsky, op. cit., 85 seq.;
Arnold, op. cit.; and the present writer’s Russtan Economic Development (1928),
252—4, 270.

3 Cf. Rozenfeld, op. cit., 208-12; Kritsman, op. cit., 127-9. The figures for the
share of private industry in production referred to Dec. 1922. The average
number employed in State enterprises was 155 and in industrial co-operatives 15.
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it, and bought the villagers’ chickens or vegetables or eggs and
sold them at a booth in a nearby market town or in the village or
suburban shop which he proceeded to establish. In the village this
was sometimes done by enterprising outsiders, but more often
by the well-to-do peasant, who possessed a horse and a cart and a
small reserve of capital. In the towns as well private shops appeared
and private merchants invaded wholesale trade, buying from the
new trusts that part of their products which they could not as yet
dispose of for themselves or supplying them with raw materials.
Some trusts set up shops of their own in towns like Moscow and
made bulk contracts for sale and purchase with the co-operatives.
But in general in the early years of NEP the State and co-operative
trading organisation was incapable, either separately or in combina-
tion, of providing anything like a complete commercial network for
the new decentralised industry. Hence considerable reliance had
to be placed on the private trader, who in these years both assisted
State industry to restore its shattered productive apparatus and was
in turn kept alive by the economic patronage of State industry. It
has been estimated that in the first year or two of NEP the private
trader furnished about a half of the immediate market for the
products of industrial trusts ; the wholesale organisation of the
co-operatives providing no more than one fifth of this market.?
Even the consumers’ co-operatives in 1922—3 purchased nearly one
third of the supplies for their urban shops through private traders. It
has been estimated that about nine tenths of all retail trading outlets
(including kiosks and stalls as well as shops) about this time were
private and that three quarters of the retail turnover was in private
hands. In wholesale trade the Nepman was less strongly en-
trenched than in retail trade, and by 1923 a fifth and no more of
the total turnover in wholesale trade fell to the private trader. After
1923 the network of State and co-operative trading organisations
was considerably expanded. Not only did industry set up its own
wholesale organisations, but various State bodies founded com-
mercial trading companies to engage in both wholesale and retail
trade. For example, both Vesenkha at the national level and various
republican and provincial governments founded companies (e.g.
Gostorg, Mostorg and Ukraintorg) to operate in the wholesale
sphere and to serve the needs of local and rural industry. In turn
these bodies often established retail stores in urban centres. Within
a year their number reached nearly 8o, and they handled some
16 per cent. of the commercial turnover, and played an especially

1 Cf. Bronsky in Sots. Khoz., 1926, No. 5, 18-19.
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important role in the handling of textiles and foodstuffs. Accord-
ingly by the later ’20’s the Nepman’s sun had already begun to set.
Of the wholesale trade turnover on the eve of the First Five Year
Plan private enterprise only accounted for 5 per cent. But even
as late as 1928 in retail trade the private trader was still responsible
for a fifth or a quarter of the total turnover.

III

In foreign bourgeois circles at the time the introduction of NEP
was hailed as a retreat, a recognition of failure and an abandonment
of positions previously won, which must eventually result in a
restoration of Capitalism unless the collapse of production was to
be aggravated instead of being overcome. Even with the economy
set on its new course, émigré writers remained sceptical of any
improvement. Miliukov, writing at the beginning of 1922, spoke
of NEP as “ the beginning of the end "’ ; and Prokopovitch declared
that ‘‘ there is little hope for the re-establishment of the Russian
national and State economy ”.* Even inside the country there was
apprehension and pessimism in certain circles: a tendency to
emphasise the new line as a retreat, as a concession to hostile forces,
and to mutter that the scrapping of War Communism might be the
first chapter in a Russian Thermidor.

How, then, is the complex economic system which was estab-
lished by the NEP to be described ? Clearly it falls neatly into
none of the pigeon-holes which textbooks about economic systems
are apt to employ. Nearly all large and medium-scale industry
was nationalised ; and to this extent the socialist element in the
system was more prominent than it had been in the first eight
months of the Soviet régime. On the other hand, agriculture
remained stubbornly individualist. Save for a very small area
covered by State and collective farms, it consisted of small-scale
production by individual working-owners, much of it subsistence
farming rather than farming for the market, but some of it kulak
farming for sale with the aid of hired labour. The essential links
between agriculture and industry were once again market links;
and we have seen that in the sphere of trade between village and
town and between production and the consumer private capital
occupied a place of some importance. Clearly it could not be
described as a socialist economy, in view of the wide extent of

l.P. Miliukov, Russia To-day and To-morrow, 230, also 295 ; Prokopovitch,
op. cit., 229.
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individual enterprise. At the same time, apart from the kulak farm
which relied considerably on hired labour, peasant farming, while
it was individualist production, could not be described as capitalist ;
and the elements of actual Capitalism in the system at large were
comparatively insignificant. Petty production, whether in agri-
culture or in handicraft production, formed a soil, however, from
which a revived Capitalism might very easily and quickly grow.
Lenin himself described the system introduced by the NEP as
a ‘““ transitional mixed system ”’, and to this mixed system as a whole
he gave the name of State Capitalism: a term he had earlier used
in the first part of 1918 to describe the economic policy of those
months, when he had spoken of it as * an advance on the present
state of affairs ’, and as ‘‘ economically immeasurably superior ”
to the existing system. Its introduction within * approximately six
months’ time ” could be accounted *‘ a great success ’.? By State
Capitalism he meant control by the State over small-commodity
production ; and the existing form of it differed from other forms
in the fact that the working class held political power, and the
Soviet State held, politically and economically, *“ the commanding
heights ”” from which it could control the movements in the sur-
rounding plain.2 By the term ‘‘ mixed system "’ he meant simply
that the existing economy was a fusion—largely an unstable and
transitory fusion—of different elements : not only * pieces of both
socialism and capitalism ”’, but of individualist * small commodity
production” as represented by the peasantry producing for a
market, and even of the more primitive economic form of ‘‘ patri-
archal, i.e. to a considerable extent natural, self-sufficient peasant
economy ”’.® By the term ‘‘transitional” he meant that this
‘“ intermingling ” of elements could not be regarded as stable and
enduring. It contained within itself the possibility either of a
recrudescence of Capitalism, if kulak and Nepmen and other
elements of Capitalism (or of Capitalism-in-embryo) were allowed
to grow too strong and to beget their kind, or of a development
towards Socialism, if a correct economic policy were pursued by
the State. The leading réle of the working class in the worker-
peasant alliance, and the use of the political power it possessed,
was the guarantee that this latter development could be converted

1 Selected Works, vol. I1X, 165, 168.

% By contrast, Bukharin, who had opposed this conception as spokesman of the
‘“ Left Communists > of 1918, denied that State Capitalism could exist outside a
capitalist State : ‘“There can be no talk of ¢ State Capitalism ’ under the dictator-
ship of the proletariat . . . State Capitalism presupposes the capitalist State.”
(Economika Perekhodnovo Perioda, chap. %, passim).

3 Lenin, op. cit., vol. IX, 165-6.
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from a possibility into a probability. The first prerequisite of
such a development was the extension of agricultural co-operation ;
the second the industrialisation of the country, towards which the
first steps had already been taken by the electrification plan adopted
at the Eighth Soviet Congress in December, 1920. This would
strengthen and extend those socialist ‘ islands ” within the mixed
economy and would lay the technical basis for large-scale produc-
tion without which Socialism was inconceivable.

In 1918 he had written : ‘“ At present, petty-bourgeois Capital-
ism prevails in Russia, and it is one and the same road that leads
from it to large-scale State Capitalism and to Socialism, through
one and the same intermediate station called ‘ national accounting
and control of production and distribution’. . . . It is not State
Capitalism that is at war with Socialism ; it is the petty bourgeoisie
plus private Capitalism fighting against both State Capitalism and
Socialism. The petty bourgeoisie oppose every kind of State inter-
ference, regulation and control, whether it be State Capitalist or
Socialist. . . . Either we subordinate this petty bourgeoisie to
our control and accounting, or they will overthrow our workers’
government as surely and as inevitably as the revolution was over-
thrown by the Napoleons and Cavaignacs who sprang from this
very soil of small ownership.” To this he added that ‘ for the
next few years we must learn to think of the intermediary links
that can facilitate the transition from patriarchalism, from small
production, to Socialism. . .. Inasmuch as we are as yet unable to
pass directly from small production to Socialism, Capitalism is
inevitable to a certain degree as the elemental product of small
production and exchange, and we must utilise Capitalism as the
intermediary link between small production and Socialism. . . .
Not to try to prohibit, or lock up, the development of Capitalism,
but to try to direct it into the channels of State Capitalism. . . .
The whole problem, both theoretical and practical, is to find the
correct methods of directing what is to a certain degree and for a
certain time the inevitable development of Capitalism into the
channels of State Capitalism.”?

From these passages it is clear that the mixed economy which
emerged under NEP was no sudden novelty, invented overnight or
forced upon intentions quite alien to it by the failure of a * direct

1 Ibid., 167, 170, 180-1. The last two sentences of the above were added in
1921. The rest had been written and published in 1918 and was requoted by Lenin
in April, 1921, to stress the continuity between the policies of the first half of 1918

and the policies of 1921: that * the fundamental features of our economics in
1921 are the same as those existing in 1918.” (Ibid., 194.)
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assault ”’ upon the old régime. It fitted completely, where War
Communism had not, into the conception which Lenin had
always held of “a definite transition period ... for a whole
historical era” lying “ between Capitalism and Communism * :
a transitional era which ‘‘ cannot but combine the features and
properties of both these systems of social enterprise ”’. After the
death of Lenin a controversy was to develop as to whether a
prior condition for further development beyond this transitional
economy towards a socialist one was the extension of the revolution
to other, and more advanced, countries of central and western
Europe: whether, it was ‘‘ possible to build socialism in one
country ’, backward as this country was in productivity and conse-
quently poor, and isolated amidst a suspicious and hostile capitalist
world. That such isolation would make such a further development
several times more difficult than it otherwise might have been is
fairly clear; if only because it imposed the necessity of a high
degree of economic self-sufficiency and, as events were to show,
extensive diversion of resources towards the defence industries, and
a strained tempo of development both in their case and in the case
of industries upon which they rested. About this there was never
any dispute. But there is not much doubt that Lenin would have
considered this further development, not only an historical possi-
bility, but an historical necessity if the Soviet régime were to
survive. In transitional periods of history especially, policy can-
not mark time for long : if the navigator does not set his course
boldly, he may well be carried backwards by the latent force of
those surviving elements of the old order that remain unmastered.

By a socialist economy, to which the mixed economy of the
NEP was regarded as a preparatory stage, Lenin meant a system
in which collective forms of production predominated, based on
collective, instead of individual, ownership of the means of pro-
duction. * Socialism,” he said, * means the abolition of classes ”’;
adding that ““ classes remain and will remain in the era of the
dictatorship of the proletariat : when classes disappear, the dicta-
torship will become "unnecessary ; without the dictatorship of
the proletariat they will not disappear . In such an economy
some measure of economic inequality would still survive. Property
incomes derived from ownership of land and capital would have
come to an end (or dwindled to insignificance), and with their
banishment would have gone both the class division and the
inequalities specifically attendant on them. But according to the
well-known contention of Marx in his Critigue of the Gotha
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Programme, differences in work-incomes, according to the character
and amount of work, would remain, until that happier period had
been reached when ‘‘ mastery of the productive forces ”’ had pro-
gressed sufficiently to enable economic scarcity as a paramount
problem of human society to be banished, and the ideal equality
to a communist order to become an economic possibility. Lenin’s
vision of a socialist society and his attitude to the tortuous problems
of a transitional economy in 1921 were shot through with a vibrant
realism. This attitude sternly echoed the familiar saying of Marx
that principles of *‘ justice can never rise superior to the economic

conditions of the time .



CHAPTER SEVEN

THE FIRST YEARS OF ECONOMIC RECOVERY
AND THE “ SCISSORS ” CRISIS OF 1923

I

During the civil war period engineering factories had been
living on reserves of pig-iron, and by the middle of 1920 these had
dwindled to half a million poods. The industry was only saved
from complete stoppage by the discovery of considerable reserves
in the Urals when this area passed back into the hands of the Soviet
Government during that year.! Reserves of iron ore amounted to
some 100 million poods ; and smelting difficulties arose, not from
lack of ore, but from scarcity of fuel. Stocks of copper were also
estimated at some 40 million poods.? Reserves of raw cotton in
1920 -were actually quite large, equivalent to about four months’
pre-war supplies and sufficient at the existing level of production
for at least a year. But these reserves were mainly in Turkestan,
whence they could not be moved for lack of rolling stock, even after
the area had been cleared of bandits, and reserves at the factories
were small, while cotton-dressing factories were closed for lack of
fuel. Flax and wool stocks were in a somewhat better position ;
but reserves of hides were scanty.® The fuel crisis which grew
particularly acute in the early months of 1921 accordingly threatened
a paralysis of industry ; and a solution of it was a crucial preliminary
to economic recovery. In the second quarter of the year cotton
mills received no more than 7 per cent. of their scheduled require-
ments of fuel, and linen factories only 44 per cent.* In August
35 out of 56 woollen mills were idle, largely for lack of fuel ; and
of 64 cotton factories 51 were idle. The cement industry was pro-
ducing only a mere 1 per cent. of its pre-war output for lack of fuel.®
The fuel situation, in turn, was aggravated by an extensive migra-
tion of hewers from the Donbas mines to the villages in the summer,
owing to the non-arrival of food supplies for rations ; and a similar

! Larin and Kritsman, op. cit., 65.
% Prof. Dolgov in Manchester Guardian Commercial Reconstruction Supplement,
July 6, 1922, 218.

Kntgman, 0p. cit., 184-5. 4 Narodnoe Khoziaistvo Rossii, 1921, 18.
8 Russian Economist, vol. II, No. 5, 1616.
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food shortage was responsible for a reduction in the output of
Grozny oil.! Labour generally was exhausted and demoralised by
the underfeeding and strain of the hunger years. The shortage of
skilled labour was acute, and the administrative system was in such
disorder as to be incapable in many cases of efficiently planning the
distribution and utilisation of fuel and materials, even where sup-
plies of these were to hand.

Few countries in such a plight are likely to find a means of
breaking this vicious circle without resort to foreign loans. With
the aid of short-term credits and loans, or of more long-period
investments, working capital can be supplied to industry and the
deficiency of fuel or food or materials repaired by imports from
abroad. In this way Austria in 1922 was saved from wholesale
starvation ; Germany in 1924 started her phenomenal recovery
with the aid of the Dawes Loan ; and within more recent memory
devastated countries have been rallied with the help of UNRRA
supplies. But Soviet Russia in 1921 could expect no more than
very minor help in this way. The wolves of armed intervention had
but recently departed. There was little chance that the wolves
would now return and feed their former victim. Ordinary business
credits were virtually unobtainable until 1924, and then only in
comparatively small quantities. The policy of granting * conces-
sions "’ to foreign firms to undertake certain trading and industrial
ventures was unsuccessful in yielding more than about 10 million
roubles (gold) of foreign capital in the first years of the concessions
policy. Certain sums (amounting to about £21 million) flowed in
during 1921-2 in relief of the famine sufferers; but these sums
were small compared with the added results of the appalling
disaster of the 1921 famine. Long-term loans were sought at
Genoa, and then in London, in 1922 and 1923 ; but the quest
was in vain. A part of the dwindled gold reserve could be shipped
abroad in payment for imported goods ; but this reserve also soon
reached its limits. These methods combined sufficed to finance an
import surplus equivalent to about £20 million in 1921 and about
£37 million in 1922, three quarters of this consisting of food. But
that was all. In 1923 and 1924 the demands of currency and
exchange stabilisation exacted a rigorous reduction of imports
below the 1921 level and the conversion of an import into an export
surplus. How very small were the figures of external aid compared
with the magnitude of Russia’s problem at the time may be judged
if we set them beside estimates that were made in 1922 of the sum

1 Narodnoe Khoziaistvo, 1921, 7, 12 ; Benediktov, op. cit., 107.



ECONOMIC RECOVERY AND THE *‘ SCISSORS *’ CRISIS 151

required to reconstruct the country’s transport system alone. These
estimates mentioned a figure of £75 million as the minimum
expenditure necessary to restore the main railway lines to working
order, and [100 million to restore the secondary lines and the
principal seaports as well.! For the major part, therefore, the
means for reconstruction had in Russia’s case to come from her
own efforts and resources ; and the process of reconstruction had
to be correspondingly more painful.

The most urgent task was a liquidation of the fuel crisis. This
step, by solving some of the transport difficulties, would quicken
the movement of raw materials and foodstuffs to the industrial
towns ; and this in turn, by prompting some recovery of output
of essential manufactured goods to be placed upon the village
market, could induce the peasant to increase his sales of raw
material and grain, and ease the famine in the towns and in the
stricken Volga region and the paralysis of factory production. All
this required an initial effort from tired muscles and jaded nerves
and a further squeezing of the consumption of certain sections of
the population, in advance of any relief to the situation that these
measures could later afford. The immediate problem consisted in
mobilising existing supplies of food and fuel and concentrating
them on the strategic points ; and this could not fail to be at the
expense of cutting down supplies to persons and institutions that
were for the moment of secondary importance. Railwaymen and
Donbas miners had to be given preference in the allocation of
supplies over teachers and office workers. Fuel had to be supplied
to the railways to quicken the movement of grain from the Urals,
of coal from the Donetz, and of raw cotton from Turkestan, even
though this might mean a temporary closing down of cotton mills
in Moscow and Ivanovo-Vosnesensk for lack of fuel and a reduc-
tion in output of yarn and cloth.

Among the measures adopted to this end was a drastic reduction
in the number of persons and institutions directly supplied with
food by the State. The yield of the new agricultural tax had at first
been estimated at 200 million poods. But as a result of the famine
this figure was reduced to 140 million, which was no more than a
half of what had been collected by requisitioning in the previous
year. The reduction of State obligations to supply industrial enter-
prises left only 150 enterprises, covering 140,000 workers, com-
pletely dependent on State supplies at the end of 1921; while

1 Manchester Guardian Commercial Reconstruction Supplement, July 6, 1922,
224.
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workers in enterprises partly covered by State supplies were
reduced from 1'5 million in October, 1921, to 1 million in the
following February and to under half a million in the summer of
1922.1 The result was actually to compel a number of factories
to close down and others to reduce the numbers they employed ;
which was reflected in a lowering of the level of production in
several light industries, such as wool, linen, hemp and paper, in
1921 as compared with 1920. Administrative reorganisation re-
sulted in a drastic reduction of the numbers employed on the rail-
ways ; the number of administrative workers in the textile industry
was reduced by a third, and the number of productive workers per
1000 spindles in operation was halved ; while a special Commission
for the Reduction of Staffs under the chairmanship of Larin made
proposals to reduce the employees of State departments by 50 per
cent. The first accompaniment of reconstruction was, accordingly,
an increase in unemployment; the number of registered unem-
ployed standing at half a million towards the end of 1922. At the
same time the real wages of those employed, which had risen a little
in 1920 over 1919, were lower again as an average for 1921 ; and
in the summer months, when the fuel crisis was at its height, fell to
an extremely low figure, real wages in Moscow in these months
being less than a half what they had been in December of the
previous year. By the end of 1921 they had risen again with sudden
steepness, only to fall once more in the early months of 1922. Life
was often only sustained by petty thieving of property or peddling
in the streets ; and the death-rate in that grim famine year reached
the figure of 60 per thousand.?

To deal with the fuel crisis the whole energies of the Party
personnel were mobilised. Propaganda by printed and spoken
word called for a turn from the military to the industrial front. A
new system of wage-payment was introduced, under which, in
essential industries still supplied by the State, the wages fund paid
to an enterprise was adjusted to the ratio of its output to the mini-
mum number of labour units required in the circumstances to pro-
duce a standard output ; while a new scale of seventeen gradations
of wages was introduced, which widened the differences of remu-
neration between skilled and unskilled. The central fuel administra-

! Narodnoe Khoziaistvo, 1921, 17 ; L.L.O., Organisation of Industry and Labour
Conditions in S.R., 54-6.

* Narodnoe Khoziaistvo, 1921, 67 ; Strumilin, Na Khoziaistvennom Fronte,
7—8{ 86; L. K. in Na Novikh Putiakh, vol. 111, 14. Strumilin estimates that
additional income of the above kind amounted to about 40 per cent. of workers’
wag:sd at this time. The practice had been common throughout the civil war
period.
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tion was subjected to drastic reorganisation ; and to deal with the
key situation of the Donbas a special Commission was despatched
by STO to reorganise mining in that area. Such supplies of food
as the State could mobilise were concentrated on the Donbas, and
distributed among the various mines according to the new system
of collective payment by results, in an attempt to combat the
summer migration of hewers back to the village. A ruthless con-
centration of production and a closing of the less efficient mines
was undertaken ; with the result that by the end of 1921 mining
had been concentrated in 471 mines, instead of the gzo that had
been working in January. The number of mines operated by the
coal trust, Donugol, was reduced at first to 360 and then to 202
by October, 1922, and finally to 1779 in October, 1923.1 Numerous
small ‘‘ peasant” outcrop-mines were leased out, and other mines
were placed under the control of other institutions such as the
Chemical Trust or certain State and municipal departments. At
the same time the number of workers in the mines increased towards
the end of the year, and the output per hewer was doubled. In the
final quarter of the year a marked improvement was registered ; the
coal output rising to 183 million poods against 130 million in the first
quarter of the year and leading to an accumulation of pithead
stocks. 2

The improvement of coal production was quickly reflected in
an easing of the transport situation. Trotsky was succeeded in 1921
by Dzherzhinsky as head of Narcomput ; and the latter proceeded
to decentralise the administration by grouping the railways into
regional administrations with fairly extensive powers of indepen-
dent initiative, each line being placed in the hands of a line superin-
tendent. Orders for a large number of new railway engines had
been placed in Germany and Sweden ; and the work of railway
repair shops was improved by the application of special ““shock’
methods to them. In the fourth quarter of the year railway activity
measured in pood-versts per month rose to 90,000 as against 35,000
at the beginning of 1920, and existing rolling stock began to be
more intensively used. In the course of 1922 the output of coal
rose by more than a quarter over 1920 to about one third of the
pre-war level ; while at the same time in June, 1922, the movement
of coal from the Donbas on the railways reached 26 million poods
compared with 10 million in February ; and pithead stocks which

1 Benediktov, op. cit., 96, 105, 107-8.
3 Narodnoe Khoziaistvo, 1921 ; Smilga in Econ. Zhizn., Nov. 6, 1921; P
Bogdanov’s report to the gth Soviet Congress.
F

.
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had mounted to 121 million in April had been reduced to go million
by August, after which the movement of coal kept pace with current
production.!

By the autumn of 1922 the economic position had sufficiently
improved for the textile industry, whose production had been
drastically restricted in 1921, to show a marked leap forward. The
cotton industry in November began for the first time to report
adequate supplies of fuel, and in December reported six months’
stocks of fuel in 40 per cent. of the factories.? Cotton-spinning
increased three times over 1921 to a fifth of the pre-war level, and
woollen and linen yarn rose respectively to 27 and 36 per cent. of
1913.> The more favourable harvest of 1922, which yielded
between 60 and %70 per cent. of the pre-war crop, eased the food
situation of the towns sufficiently for real wages to show a marked
advance in the course of the year: in Petrograd in October they
were double the previous November, and in Moscow by Decem-
ber they had reached 76 per cent. of the pre-war level.4 It was
now raw materials, and not fuel and transport, that were the
limiting factor upon the further recovery of light industry producing
consumer goods. The cotton industry had always relied for half
its supplies on imports. These were for the moment unobtainable
in any adequate quantities and cotton-cultivation in Turkestan
during the civil war had shown the most catastrophic shrinkage of
any agricultural product, the acreage in 1921-2 being only 7 per
cent. of 1916 and the yield per acre less than one half. The crop
for 1922 was no more than 11,000, and the plans of the cotton com-
mittee for increased cotton-growing, which involved considerable
capital expenditure on irrigation work, were not likely to show much
result in the immediate future. In the meantime available stocks
in Turkestan were being rapidly depleted. Flax and hemp had not
suffered so severely ; but the cultivation of tobacco and sugar-beet
had suffered a reduction of crop in 1921 to under 5 per cent. of pre-
war ; while the supply of hides was deficient owing to the reduction
of cattle and horses by 40 per cent. By the middle of 1923 defi-
ciency of raw materials had spread even to the languishing metal
industry ; and the south was complaining of a famine of iron ore
and Yugostal of a shortage of pig-iron.?

1 Industrial and Labour Information, Sept. 1, 1922 ; Sept. 29, 1922 ; Dec. 8, 1922,

2 Ibid., March 16, 1923.

2 P. Bogdanov in Russkaia Promishlennost, 1922, vol. VI.

¢ Industrial and Labour Information, March 16, 1923 ; July 13, 1923.
§ Istomin and Ivanov in Econ. Zhizn., Sept. 25, 1923.
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II

This shortage of raw materials underlay a curious phenomenon
which developed in the course of 1922, and which was in a sense
the prelude to the famous “scissors crisis” of the following
year, although in certain respects the situation in 1922 was quite
opposite to that of 1923. We have seen that when industry was
cut adrift from centralised supplies and allowed to fend for itself
in the market, the new industrial trusts immediately found them-
selves faced with a shortage of working capital. At first this
difficulty appeared as a marketing difficulty : as consisting in
the absence of a marketing apparatus adequate to sell the products
of industry and to purchase for it raw material. The initial efforts
of the new trusts were accordingly turned to the hasty improvisa-
tion of a marketing apparatus of their own. Such an improvisation
could hardly fail to be limited in range and primitive in character ;
and the result was what came to be known as the rasbazarivania of
the end of 1921 and the early months of 1922 : the hasty selling off
of industrial stocks in local markets at such prices as these would
fetch, which resulted in a squandering of industrial resources. To
secure the means they lacked for continuing production, the trusts
opened small shops or set up stalls in the streets in the locality of
the factories, or employed itinerant pedlars to barter their products
directly with the peasants in the village for materials and food.
Sometimes they even paid wages in industrial products, leaving to
the worker the task of reselling the products to obtain food.
Inability to reach a wide market and eagerness to sell quickly caused
industry to accept a much lower figure than it would ordinarily have
done for the sale. In centres like Moscow, where several trusts
opened shops in the same line, there was acute cut-throat competi-
tion which depressed selling prices still further and aggravated the
financial plight of the trusts. Much of this trade still had a barter
character. 'The Sugar Trust, for instance, produced in 1921-2
over 3 million poods of sugar, of which a substantial part was
bartered directly with the peasants in the beet-growing areas in
order to secure supplies of beet. Sometimes products were sold
by direct goods exchange for things which the trust itself did not
want and which it had to resell in another market before it could
procure the materials it so sorely needed.! In the Donetz area

1 1.. K. in Na Novikh Putiakh, vol, 111, 2o.
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certain trusts put on sale various products such as window glass in
boxes and textile goods in the piece, and found these goods quite
unsaleable, until the Gubsovnarhoz opened a trading department
to set up numerous booths where the goods could be sold in much
smaller units to the peasants.! The Glass and Pottery Board, which
in the spring of 1922 was in the process of reorganising its industry
on a trust basis, negotiated with Centrosoyus a direct barter of its
productsagainst food; and, when Centrosoyus failed to supply more
than 20 per cent. of the agreed amount, it opened a series of shops
in Moscow and placed in them shop managers to whom it supplied
goods on commission.? It was often in such cases that the private
trader stepped in and purchased the goods for resale in another
area at a handsome profit. )

But the real cause of the plight of industry in the first three
quarters of 1922 went deeper. It was not simply a matter of
deficient marketing apparatus, even if this was an aggravating
circumstance. The central State departments, the co-operatives
and the trusts were all lacking in stocks of food and raw materials ;
and all alike were desperately seeking to market such industrial
goods as they could lay their hands upon in order to procure agri-
cultural products from the village in return. Fundamentally it
was the old problem of the economic relations between the town
and the village, which we have seen as having such pivotal impor-
tance in 1916 and in 1918 and throughout the civil war years.
Industry found itself faced with a “ sales crisis ”—with an almost
inelastic market—because as a result of the famine of 1921 there
were not the agricultural goods to be given in exchange. This was
the reality behind the deficiency of working capital. As a result of
the efforts of industry to procure more foodstuffs and raw materials,
the terms of exchange between manufactures and agricultural
produce moved violently to the disadvantage of the town; the
relative prices of the latter rising and of the former falling, until
the extreme point of the movement was reached in the spring and
early summer of 1922. One arshin of cotton piece-goods, which
had exchanged in 1913 for 4-33 lb. (Russian) of rye flour, now
exchanged in May, 1922, for no more than 1-68 lb.; while a' pair
of boots, which in 1913 had been worth 283 Ib. of rye flour, was
worth in May, 1922, no more than 133 Ib. On the average a unit
of industrial goods could procure no more than 65 per cent. of the

1 Dolgov, loc. cit., 27-8.
3 Cit. Industrial and Labour Information, May 26, 1922,
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pre-war equivalent in agricultural produce.? Hence the paradox
of industries unable to find buyers even though industrial produc-
tion was less than a quarter of the pre-war, while currency inflation
was still proceeding at a rapid rate : a paradox which caused such
alarm to the leaders of industry, and prompted writers abroad to
announce triumphantly “the breakdown of NEP .2 The fact
was that the prevailing high prices for agricultural goods did not
spell increased, but rather decreased, incomes for the peasants
because they were associated with agricultural shortage ; and the
income which the urban worker had available to buy manufactured
goods had drastically shrunk because of the increased amount he
had to spend on food. In other words, the * sales crisis ’ was an
expression of a disproportion between agriculture and industry,
under which the marketed surplus of the village was insufficient to
supply the requisites of expanded production in the towns.

The acuteness of the crisis first became apparent in March ;
and Lomov in Economicheskaia Zhizn of March joth stressed the
extreme gravity of the position and advocated a contraction of pro-
duction and the export of surplus stocks. The question of the
proper policy to pursue to alleviate the plight of industry became a
matter of some controversy. There were many who argued that a

ontraction of production was wrong; and a report of the State
Eonomic Planning Commission (Gosplan) expressed the view that
the solution lay, not in output reduction, but in more liberal grants

1 Rozenfeld, op. cit., 428 ; Strumilin, Na Khoziaistvennom Fronte, 212, where
the following index of industrial and agricultural prices is given :

Agricultural Industrial
1913 . . . . 100 100
January, 11, 1922 . . 104 92
February 1, ,, . . 105 90
March I, 4, . . . 109 82
April 1, . . 111 77
May L o, . 113 74
June n . . 106 89
July 1, . . 104 92
August n, . N 1005 99
September 1, ,, 94 112

It had been usual in the past few years for the inflationary price-rise to meet
with a check between June and September, owing to the expectation of the harvest
and the accumulation of currency funds for grain purchase. This year this seasonal
break in the price index occurred two months earlier, in April, presumably on
account of the quickened flow of industrial goods on to the market in the rasbazari-
vania period. (N, D. Kondratiev in Na Novikh Putyakh, vol. 1, 7-8.)

2 E.g. M. K. Braikevich in Russian Economist, vol. I1I, No. 9, 3195 : ‘‘ The
policy has broken down. . . . Russia is bound very soon to discard her present
Communist oligarchy and establish a democratic regime.” Again: * Russia is
doomed to economic stagnation, local famines, and the actual dying out of the
population of whole regions and to terrible misery.” (A. Orlov, #bid., 3140.)
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to industry from the State Budget to supplement the working
capital of the trusts and in the more prompt payment by State
departments for goods purchased from the trusts. Vesenkha, how-
ever, in the course of April and May reduced the output programme
for a number of industries : a policy which as a temporary expedient
would seem to have been the correct one in the circumstances, since
the root of the trouble was a lack of raw materials sufficient to support
an expanded output programme. Clearly, it was much better that
the lighter finishing industries should suffer some contraction in
order that such resources as were available might be devoted to
maintaining the activity of fuel and transport, than that the latter
should be starved of resources by attempts to maintain the output
of consumer goods at a higher level. At any rate these measures
both eased the fuel situation towards the end of the summer
(an improvement which reacted favourably upon the light indus-
tries towards the end of the year) and also led to a recovery of
the ratio of industrial to agricultural prices after May. This
recovery was further strengthened when the new harvest began to
come upon the market in the summer and autumn ; and before
the end of the year, as we shall see, the * price-scissors *” were to
open in the opposite direction.

It was to avoid any further cut-throat competition such as had
characterised this * sales crisis ”’, and also as a logical step beyond
the improvised marketing methods which had characterised the
period of rasbazarivania, that in the spring and summer of 1922
the trusts began the formation of commercial syndicates. This
represented the first serious attempt to deal with the problem of a
commercial apparatus for industry under the new organisation ;
and it has a particular interest as being the spontaneous creation
of the trusts themselves. Once formed, the syndicates had to
be legally registered, and to receive the sanction of Vesenkha for
their commercial activities. But their formation represented an
independent initiative on the part of industry, not a plan of organisa-
tion imposed from above.

In their constitution these syndicates were similar to any
ordinary syndicate or cartel, being founded with a share capital
subscribed by the various trusts that joined in their formation, and
being charged with such commercial functions on behalf of the
member bodies as these latter chose to give them. The precise
function of the syndicates varied. In a few cases they were merely
industrial bureaux partitioning the market among the trusts and
agreeing upon minimum prices to avoid cut-throat competition. In
other cases they combined this with the function of purchasing-
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societies for material and fuel supplies. But in the majority of
cases they were definite commercial organisations, purchasing
supplies and marketing at least an agreed minimum proportion of
the output of the constituent trusts ; while in one or two instances
they inherited much of the property and some of the apparatus
and personnel of the old Glavki.? Only in two cases did a syndicate
have a complete monopoly of the market in its product : namely,
the Salt Syndicate and the Oil Syndicate, the latter uniting Azneft,
Grozneft and Embaneft, and being legally endowed with a mono-
poly in the marketing of oil. In other cases there were usually a
certain number of trusts and enterprises outside the syndicates,
marketing their goods independently ; and in a few cases different
syndicates themselves competed in certain lines. But although
they resembled capitalist cartels in exercising considerable powers
over the fixation of market prices, there was a crucial respect in
which they differed from ordinary cartels : the syndicates had no
power to regulate output by quota arrangements, since the fixing
of the industrial programmes of enterprises was vested in Vesenkha.
Moreover, even in the matter of prices the State had powers—and
later exercised them extensively—to override the syndicates’ prices
with official maxima of its own.

The first syndicate to be formed was the Textile Syndicate,
which was legally registered with Vesenkha as early as February
28th, 1922. It had a capital of 20 million pre-war roubles, divided
into 10,000 shares which were allocated among the participating
trusts or autonomous factories ; and among the objects listed in
its statute of incorporation were : *‘ (@) the co-ordination of trade
activity ; (b) the unification of storage and purchases; (c) the
co-ordination of financial activities, especially by organising credit
for the members of the syndicate and by taking mcasures to facilitate
the settlement of mutual accounts among the members of the
syndicate.”” The governing body was a six-monthly delegate
meeting of shareholders, which elected a Managing Board and a
President. This meeting had authority over the admission of new
members and the fixing of the minimum proportion of their output
which member firms must hand over to the syndicate for disposal ;
while the Board had charge of all current business and the fixing of
sale prices. Among the bodies eligible for membership of the
syndicate were : ‘(1) all textile federations, autonomous enter-
prises, raw material societies, companies and committees, express-
ing the desire to enter the Syndicate at its establishment, or after-
wards, on condition of submission to the Statute and of buying the

1 Rozenfeld, op. cit., 230.
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necessary number of shares in conformity with the Statute; (2)
those joint stock companies and State undertakings which by the
nature of their activities are connected with the textile industry and
are accepted as members by the delegate meeting of the Syndicate.”
Later the Syndicate entered the foreign market as a purchaser of
raw cotton and wool, and established agencies in U.S.A. and Britain.
By 1924-5 it had 50 shareholding members, covering 146 cotton,
86 woollen, 56 linen, 20 silk, 23 hemp and 11 hosiery mills, with a
total of 535 thousand workers, some 8 million spindles and 240
thousand looms ; and it possessed 127 wholesale trading branches
at home and aproad.?

In the metal industry there were, at the outset, three separate
syndicates, the Yugometal of the southern area, the Uralmetal of
the Urals area and the Agricultural Machinery Syndicate. These
conducted sales on a commission basis, paying the trusts partly in
cash and partly in materials purchased and supplied to them in
return. The agreement in the case of Uralmetal was for the con-
stituent trusts to hand over to it 50 per cent. of their output; but
actual practice varied, some marketing as much as roo per cent. of
their output through the syndicate and others failing to deliver the
agreed proportion.2 Owing to the existence of vertical metal trusts,
however, which were self-sufficient in materials and fuel and did
their own marketing, and owing to the prevalence of orders from
central State departments, only about a half of the trusts in the
metal industry were members of syndicates, the remainder working
directly to State order or conducting their marketing independently.
In the majority of industries by the end of the year at least half of
the trusts belonged to syndicates. By the end of 1922 seventeen
syndicates were in existence, federating 176 trusts and covering
54 per cent. of the total workers employed in trusts. At the end
of 1923 189 out of 360 industrial trusts were syndicated and nearly
80 per cent. of the workers employed in State industry were in
syndicated concerns.?

1 The All-Union Textile Syndicate (Vesenkha, Moscow), 4 seq., 11, 15.

2 Benediktov, op. cit., 120 seq. In 1923 the three metal syndicates set up a joint
bureau; and two years after this a congress of the industry decided to reorganise
into two syndicates, one for iron and steel and one for engineering.

3 Russkaia Promishlenost, 1922, xii ; Narodnoe Khoziaistvo S.S.S.R., 1922-3,
136. About the only failure among the syndicates was the coal syndicate, which
laboured under special difficulties owing to delays in payment by its chief customer,
the railways. Coming under severe criticism as a ‘ bad, dragging commission-
office, of no use to anybody ”, it was liquidated in 1923, and the various coal
trusts proceeded to form trading organs of their own. Donugol organised a net-
work of some 300 commission-agencies for the disposal of coal. (Benediktov,
op. cit., 117-18.)
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Indeed, this initiative of industry even went so far as to produce
a certain tendency to a new kind of “ syndicalism . At a Congress
of Industrial Bureaux in July, 1922, an influential body of opinion
from the side of industry proposed the creation of a Council of
Syndicates, to which the existing functions of Vesenkha in con-
trolling production programmes, sales,- finance and economic
legislation should be transferred ; and some criticism was levelled
at Vesenkha as a * bureaucratic interference ’. Needless to say,
this sweeping proposal was not accepted. But the State went
sufficiently to meet the views of trusts and syndicates to institute
regular joint congresses of representatives of industry and trade
and representatives of Vesenkha, to create a permanent advisory
council, attached to Vesenkha and representing trusts and syndi-
cates, and to reduce the regulative functions of Vesenkha so as to
give it in practice the status of a Commissariat of Industry and
Trade.?

III

The recovery of industry proceeded from the level of about a
quarter of pre-war production at the start of 1922 to about a third
of pre-war production a year later. According to official estimates
industrial production, which had stood at about 18 per cent. of the
pre-war level in 1920-1, rose to 27 per cent. in the following year
and to 35 per cent. of pre-war in 1922-3. The fuel industry,
which had shown a large advance in the previous year, registered a
proportionately smaller increase in 1922—3 : namely an increase of
respectively 10 and 14 per cent. in the case of coal and oil. The
metal industry showed the large percentage improvement of 70 per
cent., but remained at a level of only 10 to 12 per cent. of the pre-
war level. The lighter industries, profiting from the earlier im-
provement in the fuel and transport situation, showed a larger
measure of recovery ; linen attaining to about three quarters of its
pre-war level, other textiles to between 30 and 35 per cent., and
the paper industry to rather more than 40 per cent.? Meanwhile
agriculture in its recovery had reached a level much nearer to the
pre-war than had industry. In 1923 the area sown to grain had
recovered to about 8o per cent. of the area of 1916 (within the
1923 frontiers of the U.S.S.R.) and the gross production of grain
to more than 70 per cent. of 1916. The quantity of agricultural
produce placed upon the market, since it represented a surplus

! Cit. Ind. and Lab. Information, Sept. 29, 1922.

2 V. Groman in Narod. Khoz., 1922-3, xii-xiii.
F*
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over peasant home-consumption, remained further below the
normal level than did the total crop. In pre-war days this market-
able surplus (according to the estimate of Professor Prokopovitch)
amounted to just over 30 per cent. of total agricultural production.
In 1923 it reached less than a quarter of the total production, and
amounted in quantity to rather less than 60 per cent. of the pre-war
marketed surplus.!? Thus, the flow of agricultural supplies on to
the market was nearer to its pre-war volume than was the flow of
industrial goods: compared with their respective pre-war levels
agricultural produce was more plentiful than manufactures by
about 70 per cent. Accordingly one might have expected some
rise in the ratio of industrial prices to agricultural prices, compared
with the pre-war ratio, to have been normal to the stage of economic
recovery that had been reached in the second complete year of
NEP. As a matter of fact, Strumilin (using cost in labour-time as
a basis) made a rough estimate that each unit of manufactures
represented an 8o per cent. greater real cost than a unit of agri-
cultural produce, compared with the pre-war position of each.? A
difference in the price ratio of this order of magnitude might,
therefore, be held to have been warranted by changes in the real-
cost situation.

What occurred, however, in the course of 1923 was a movement
of the price ratio in favour of industry to a much greater extent
than this. Reversing the situation in the first half of 1922, industrial
prices in the winter of 1922—3 started to rise relatively to agricultural
prices, and continued to rise until in the late summer of 1923 the
change in relative prices was not merely to a 2: 1 buttoa 3: 1 ratio
in favour of industry. The terms of trade moved very much further
in favour of industrial goods than they had moved in favour of
agriculture in the spring of the previous year. This widening of
the *“ price-scissors >’ was clearly much greater than could be attri-
buted to the disproportion between industrial and agricultural
recovery. Although this disproportion remained an important
underlying factor, it was not the sole cause, and probably not the
main cause, of the price movement; and an explanation for the
‘“ scissors,”, at least for the full extent of its widening in the summer
and autumn of the year, has to be sought elsewhere.

The unravelling of the * scissors ”’ phenomenon was for some

17 ozivennie Itogy, 1922-3, 8-12; Abrégé des Données Statistiques de

U.S.S.R. (Admin. Cent. Stat., 1924), 54-69. In the case of grain all the above
proportions were lower than for agricultural production as a whole. See below,

page 217.
% Strumilin, op. cit., 209, 220 seq. ; also cf. Rozenfeld, op. cit., 431 seq.
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time retarded by the overshadowing problem of the rapid rise of the
general price-level over the year; and discussion of the latter for
some time obscured any discussion of the former. Rapid increase
in the price-level had become, of course, a commonplace of many
years’ standing. But in the past two years, as we have already seen,
the rate of depreciation of the paper rouble relatively to the rate
of currency emission had actually slowed down; and with an
increase in the total goods turnover and in the volume of goods
transactions against which money was used and held the total real
value of the currency in circulation had increased. Moreover, as
a first step towards monetary stabilisation, a Sovnarcom decree of
October 11th, 1922, had authorised the State Bank to issue bank-
notes in a new denomination, called the chervonetz ; and the issue
of the new chervontsi notes began at the end of 1922. The year
1923 accordingly became notable in monetary history for the
interesting experience of two unrated paper currencies, the one of
strictly limited issue and prized as a means for holding values in
stable form, the other still subject to inflationary depreciation.!
The attention of economists in the first part of 1923 was, accord-
ingly, focused rather naturally on the results of this new monetary
experiment.

The fact which began to attract discussion in the first half of
1923 was that, not only did the rate of depreciation of the old paper
rouble proceed at a greatly accelerated pace, but the purchasing
power of the new chervonetz itself began to depreciate. The
aggregate value of the rouble currency in circulation, which had
risen to 95 million pre-war roubles in January, 1923, rapidly fell
to 76 million in July and to as low as 34 million in October ; while
the rise of prices in terms of paper roubles rapidly increased from
23 per cent. per month in the first quarter of the year until it reached
104 per cent. per month during the last three months of the year.
Once again the depreciation of the rouble was proceeding faster
than the rate of emission. The chervonetz, which at the beginning
of the year had exceeded the pre-war purchasing power of 10 gold
roubles, ? depreciated until by October it had lost more than 25 per
cent. of its January value.?> Once disentangled, the causes of this

1 Cf. Yurovsky, op. cit., 86 seq. ; Katzenellenbaum, op. cit., 101 seq.

2 Presumably because it acquired a premium equivalent to the saving of losses
from depreciation of holding wealth in the form of old paper roubles as a result
of changing the latter into the new chervontsi.

3 According to the Gosplan Wholesale Index Number its purchasing power on
January 1st was equal to that of 11-08 pre-war gold roubles, by October 1st only 7:47.

The latter was no lower than the existing value of the gold in 10 pre-war roubles
(owing to the fall in the world value of gold in terms of goods). But in terms of
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phenomenon are not very obscure. But at the time the pheno-
menon came as a surprise ; and it is hardly to be wondered at that
the explanation should at first have seemed difficult. At any rate,
it afforded the principal discussion among economists in the late
summer and autumn of the year; and almost daily for several
weeks the Ecomomicheskaia Zhizn published the views on the
matter of some economic or financial expert or of some leader in

retail prices, the purchasing power of the chervonetz was nearly 20 per cent. lower
than this (owing to a widened gap between wholesale and retail prices since the
war). (Cf. Yurovsky, op. cit., 94-6.)
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the trading and industrial sphere. Not until late in the discussion
did the specific problem of the * scissors” secure any appreciable
amount of attention ; and even when Economicheskaia Zhizn had
pointed to the significance of this problem by running a symposium
under the title of “ Why Industrial Prices are Rising ’, many of
the contributors to the discussion. failed to disentangle this issue
from the more general monetary question.

In analysing the problem of the movement in the general price
level two main tendencies of interpretation appeared. The first,
represented principally by Professor Falkner, assigned chief impor-
tance to monetary factors as causes of the price phenomena of 1923,
and the second placed emphasis on changes in the goods turnover.
Professor Falkner expressed the view that the unexpectedly rapid
rise of prices during the second quarter of the year, when usually
there was a seasonal slackening of this rise due to the accumulation
of money funds in anticipation of grain purchase after the harvest,
was too large to be explained in anything but monetary terms. The
rise between January and July was correlated fairly closely with an
increase of currency in circulation: an increase due to a more
liberal financing of trade and industry in order to supplement
inadequate turnover capital. Since this had enabled industry to
hold larger stocks of finished goods, it had exerted the larger
influence on the prices of industrial products.?

Monetary factors were certainly the main part of the explana-
tion of the rapid rise of general prices in 1923 ; but it scarcely
sufficed to explain the rise of prices in terms of chervontsi roubles
as well, and still less to explain the * scissors > rise of industrial
prices at a more rapid rate than agricultural. It is clear that the
initial effect of introducing the chervonetz was to depress the value
of the old paper rouble still further, since by affording a new hoard-
ing medium it tended to cause existing rouble balances to be dis-
posed of rapidly in order to acquire the new currency, and from
thenceforth the old depreciated rouble was only likely to be held
for the minimum interval of time necessary to effect an exchange
transaction. To this extent Gresham’s Law was reversed, and
good money drove out bad. This was no doubt an important
cause of the enhanced rate of depreciation of the paper rouble after
April. But its effect on the chervonetz should have been (as we
have already seen) to raise rather than to lower its value. Possibly

1 Econ. Zhizn, 1923, 179, 181, 182; also Sots. Khoz., Nov.-Dec., 1923, 33-52.
Tamarin, of the Salt Syndicate, expressed a similar view in Econ. Zhizn, Sept. 15,
1923 ; and Groman in Nar. Khoz., 1922-3, referred to the price rise in the summer
as revealing ‘‘ the effect of credit inflation >’ (xxxviii).
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by the summer chervontsi had been issued in sufficient quantities
to satiate the hoarding-demand for stable currency ; and so far as
this was the case, one might have expected the special premium
placed upon it (compared with its pre-war equivalent) in the early
months of the year to disappear. By August chervontsi constituted
one half of the real money values in circulation, and there actually
developed in that month a small-change famine and a minor ten-
dency to exchange chervontsi holdings for old paper roubles (which
formed the smaller denominations). But if this is to be taken as a
sign that the demand for the new currency unit was strictly limited
(owing to its large denominations) and was not extending as fast
as its supply, the situation at any rate could hardly have been more
than a temporary one. The new unit was only just beginning to
penetrate into the countryside, and its use was still expanding
quite rapidly. It is true that in June and July there was an in-
creased rate of issue, consequent upon an abnormally liberal credit-
ing of industry. But this was quickly checked, and the issue, even
in these two months, can only be regarded as excessive in relation
to a goods turnover which had meanwhile declined unexpectedly.!

The rival interpretation placed the main emphasis, accordingly,
on changes in the goods turnover as an explanation of the novel and
peculiar features of the price situation in 1923. Among those who
inclined towards this view some placed emphasis on the rise of raw
material costs, due to the growing raw material shortage, especially
as the reason for the rise in price of industrial goods.? The most
forceful exponent of this view was Professor Kondratiev who,
while stating that price movements throughout the year were a
joint result of an ‘‘ unfavourable conjunction of changes in money
circulation, in the level of goods turnover and in the speed of
circulation of money ’, contended that the principal cause of the
changed rate of rouble-depreciation since April was due to a
decline in the supply of goods coming on to the market for exchange
against money. Prior to March this turnover had been growing.
In March the turnover on the Moscow Goods Exchange reached 172
million gold roubles and the turnover of Moscow trusts reached
287 million. By April these figures had fallen to 106 and 140
million respectively—in the latter case a fall of as much as 50 per
cent. A similar fall was reflected in the volume of railway loadings.
In June there was some recovery, which was correlated with a

1 Cf. N. D. Kondratiev in Econ. Zhizn, Sept. 26, 1923, and Scheinman, ibid.,

Sept. 9, 1923. )
2 L.g. Birbraer in Econ. Zhizn, Sept. 6, 1923 ; Prof. Kalinikov, ibid., Sept. 18,
1923 ; N. Kutler, 7bid., Sept. 12, 1923 ; Prof. Dolgov, ibid., Sept. 14, 1923.
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slackened rate of rouble depreciation in that month; but in July
and August a fall in the goods turnover again occurred. Accord-
ingly, a rate of issue of chervontsi which would not have been
excessive if the goods turnover of the early months of the year had
persisted caused a depreciation in their value in face of a goods
turnover which, on the contrary to showing the expansion that
could have been reasonably expected, suffered an abrupt shrinkage.
The depreciation once started tended to cause industrial and trading
institutions to reduce their holdings of chervontsi, which further
aggravated the depreciation.?

The reason for this foreshortened goods turnover which was
advanced by Professor Kondratiev directed attention to the problem
of the ““ scissors ”’.  ““ The basic cause of the depression of the goods
turnover ”’ lay in the fall of agricultural prices and the consequent
narrowing of the village market. In the spring peasant purchasing
power normally. declined. This year, in view of the low prices of
grain which had ruled since the previous October, it had fallen more
than usual. The remedy which he accordingly advocated was a
raising of agricultural prices and a reduction of industrial costs.

The position was that the existence of terms of trade favourable
to the village in 1922 had induced the peasant to expand his sowings
and to increase his offers of grain ; and this had had the further re-
sult of expanding the market for industrial goods. But in 1923 the
terms of trade had swung violently back in favour of the town and
against the village ; and this, combined with the usual seasonal
influences in the spring, had begun from April onwards, not only
to narrow the market for industrial goods in the village, but also to
reduce the peasant’s willingness to bring his produce to market. If
the situation continued, it might lead the peasant to restrict his
sowings once again for lack of adequate incentive, or at any rate
to refrain from further effort to extend and intensify his cultivation.
This prospect, indeed, seemed very likely ; since the terms of
exchange between town and village were coming to be as bad as
they had been during War Communism. Retail prices for indus-
trial goods in the village often showed a much greater rise than
retail prices in the towns. The exchange value of salt and of
textile goods had risen more than four times over 1913, but in the
villages by much more, sometimes by as much as ten times.2 A
peasant often had to give ‘‘ nearly the whole harvest of seven or
eight dessiatines to buy a pair of boots ”’, while ““ a pood of salt

1 Ibid., Sept. 26, 1923 ; also Sept. 13, 1923.
? Kondratiev, loc. cit., Sept. 26, 1923.
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costs as much as a pood of meat”.! Moreover, it was probably
the peasantry (at least the more well-to-do among them) who bore
the main burden of inflation, owing to the fact that after selling
their crop they tended to hold the proceeds in money form, for a
considerably longer period at least than the town worker or an indus-
trial or trading institution. By the autumn of 1923 there were signs
that the peasantry were fully aware of this fact; and in October
cotton-growers in Turkestan were refusing to part with their crop
except against the new chervontsi notes.?

There is, however, a difficulty attaching to Professor Kon-
dratiev’s diagnosis, so far as this explained the situation exclusively
or mainly in terms of a contraction of village demand. If this
factor had operated alone, one might have expected the initial
check to the transactions between town and village to have brought
its own remedy fairly quickly. One might have expected that
trading organs, faced with a slackened market and accumulating
stocks of unsold goods, would have reduced their prices, and agri-
cultural prices have shown a recovery (or at least have ceased
their fall) as soon as offers of agricultural produce on the market
began to be affected by the unfavourable price ratio. A slight
break in the ‘‘scissors’ movement actually did show itself in
wholesale prices in May and June, but did not appear at all in retail
prices ; and after July the * scissors >’ (both wholesale and retail)
continued to widen at an accelerated speed. The curious feature
in the situation that calls for explanation is the continued steep
rise of industrial prices in face of what, according to Professor
Kondratiev’s explanation, was a decline in demand owing to defi-
cient peasant purchasing power. Actually it was after the harvest,
when village purchasing power normally showed a seasonal re-
covery, that signs of a decline in peasant buying were most in
evidence. In September, which was nearly the climax of the
““ scissors ”’, industrial prices had advanced so far as to cause a
general “sales crisis ”’ in industry, bearing many of the signs of
crises of over-production so familiar to the capitalist world. Cries
were then heard from all sides—and in most cases heard then for
the first time—of insufficiency of markets, and of goods accumulat-
ing in store unsold and unsaleable. In Baku there was talk of
closing down oil refineries because of accumulated reserves suffi-
cient to exhaust the tankage accommodation.? In the Ukraine,

! Editorial in Econ. Zhizn, Sept. 20, 1923. 2 Yurovsky, op. cit., 91.
3 Econ. Zhizn, Sept. 20, 1923. In August these reserves had already reached
double the pre-war amount.
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Chemugol and Yugosol (salt) were experiencing a depression of sales,
and were complaining of * tightness” of credits; while the
Ukrainian Agricultural Machinery Trust reported stocks in the
warehouses to the value of 3 million roubles.? Sales difficulties
were also reported in the case of tobacco; and Centrosoyus on
October 1st had both a large debit balance and undisposable stocks
of goods to the amount of three and a half million chervontsi
roubles.? For large-scale industry in general Dzherzhinsky esti-
mated the total unsold stocks in October to have amounted to some
400 million roubles, or 40 per cent. of annual industrial pro-
duction.?

The principal cause, both of the decline in goods turnover in
April, which had been mainly responsible for the summer deprecia-
tion of the chervonetz, and also of the extreme spread between
industrial and agricultural prices in the summer of 1923, was
undoubtedly the monopoly position in the market which State
industry now occupied, since the growth of the syndicates, and the
extent to which that monopoly power was being used in an attempt
to repair their deficiency of working capital which had been so
much accentuated during the rasbazarivania period in the prevoius
year. In the first twelve to eighteen months of NEP competition
had been fairly free. The monopoly given to the co-operatives as
purchasers of agricultural produce had broken down in practice
and in October, 1921, had been abolished. The trusts in their new-
found independence seem in the majority of cases to have refused
to deal through Centrosoyus, despite the preference clause in their
charters, and to have preferred to purchase their supplies from
private merchants or through their own agents; and in 1923
Centrosoyus relegated dealings in agricultural produce to the back-
ground. Of the total sales of State industry in 1922-3 the co-
operatives handled only 16 per cent., and of its total commercial
turnover only g per cent.4 At the end of 1921 Vesenkha had set up
a central commercial department to act as a wholesale intermediary
between various State organs; and this went into the market as
purchaser of supplies for industry. Provincial governments pro-
ceeded to set up trading companies ; and various central govern-
ment departments, such as Narcomprod and the Commissariats of

1 Econ. Zhizn, Sept. 21, 1923.

2 Ibid., Sept. 19, 1923 ; 1.L.O., Co-operative Movement in S.R., 169.

3 Promishlennost S.S.S.R., 13~14.

4 LL.O,, op. cit., 153, 157, 163, 167, 255. Of the supply of manufactured
ggods to the peasantry the rural co-operatives in 1922—3 supplied no more than
16 per cent,
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Health and of Agriculture instituted their own buying departments.
These various bodies tended to compete with one another on the
market, at the same time as each of them clamoured for monopoly
rights in its own particular sphere ; while in the rasbazarivania
period industrial trusts launched out on the market on their own.
But already by the summer of 1922 this situation was beginning to
change. Measures had begun to be taken to limit competition
between industrial organs and to give State industry a greater
degree of control over the market. Although the new syndicates
seldom had a complete monopoly, and were subject to the competi-
tion of trusts which remained outside the syndicates or of private
bodies, they generally controlled a sufficient proportion of the
transaction on the market to exercise a large measure of control
over price. In the matter of grain and raw material purchases, a
conference on the regulation of grain prices in September, 1922,
had discussed measures for co-ordinating the work of the various
purchasing organisations, and certain tentative agreements were
reached which had the effect of limiting competition between them.

As a result, by the beginning of 1923 State industry was in a
position to face the peasant buyer and the peasant seller across the
market as more or less of a monopolist, and hence to turn the
terms of exchange with the village in its favour. 'This, however, it
could only do to any large extent by restricting its own sales on the
village market : like any monopolist it could secure more favour-
able terms of exchange by restricting the supplies which it offered
for sale. The result was apparent in the slackened flow of industrial
goods on to the market after April, and in the resulting increase
both of the general price index in terms of chervontsi and of the
spread between industtial and agricultural prices—the ‘“ scissors .
To the resulting accumulation of stocks the trusts and syndicates
were not particularly averse : many of them welcomed an oppor-
tunity of replenishing stocks that had been so sorely depleted a year
ago. They anticipated that there would be larger village sales after
the harvest ; and they were provided with the means of holding
larger stocks by the fairly generous crediting of industry in the
spring to meet those insistent complaints from industry of deficient
working capital, which had been voiced particularly at the roth
Soviet Congress in the previous December.! But this accumulation
of stocks necessarily had an upper limit ; and when, partly in alarm
at the depreciation of the chervonetz and partly because of the

1 E.g. in the Report on Industry by P. Bogdanov, who prophesicd a repetition
of the 1922 spring crisis unless credit advances to industry were expanded,
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seasonal need to transfer credit into the channels of grain purchase,
credits to industry began to be restricted again in August,! loud
complaints of acute financial difficulties came from industry. It
then began to be realised that at existing prices current sales did
not suffice to cover current production, let alone to clear accumu-
lated stocks. ‘‘ Portfolios of undiscountable bills ”’ and warehouses
full to overflowing became the general order of the day. That the
root of the matter lay in the use by industry of its monopoly power
to turn the terms of trade with the village to its own advantage is
indicated by the profit situation of industry at the time. The
Odessa Leather Trust, for example, was reported to have made a
profit of nearly 30 per cent. on its turnover for 1922-3, and the
Moscow Silk Trust the enormous figure of 175 per cent. on its
capital.? Tor the first time industry during this year showed a
profit instead of a deficit ; net industrial profits growing from 52
million roubles (gold) in the first quarter of 1922—3 to 100 million
in the second quarter and to 110 and 116 million in the third and
fourth quarters of the year.

As soon as this explanation of the crisis was advanced,® the
representatives of industry began to defend the maintenance of the
existing level of industrial prices; and opinion soon began to be
grouped around the two camps of those who favoured a strengthen-
ing of the position of industry and of thosc who advocated that the
monopoly of industry over the market should be curbed and the
gap between industrial and agricultural prices narrowed by direct
State intervention. The advocates of industry claimed that the level
of industrial prices was no higher than was warranted by the existing
level of costs :4 a claim that was hard to square with the figures
of industrial profits which have been cited above. Professor
Strumilin of Gosplan strongly attacked Kondratiev’s proposal to
raise grain prices on the ground that the relation between agri-

"Allthough credits to industry were restricted, there was no general credit
restriction at this time ; discounts by the State Bank actually rising from 83 to
103 rx;:lllon chervontsi roubles between August and October. (£con. Zhizn, Jan. 8,
1924.

2 Chubar in Econ. Zhizn, Sept. 11, 1923 ; and report in Econ. Zhizn, Sept. 2,

1923.

‘$’Several of the contributors to the discussion had previously stressed this
point, but few had given it the prominence it deserved. Prof. Kondratiev had
mentioned it among several causes of the relative depression of agricultural prices
(ibid., Sept. 26, 1923), and Prof. Weinstein of Narcomfin had referred to the use
of their monopoly power by the syndicates to replenish their turnover capital from
the proceeds of higher prices (ibid., Sept. 12, 1923). A representative of Narcomfin
at an Economic Conference of the Ukraine in September had also blamed the trusts
for holding back goods and raising prices unduly (this was in answer to complaints
of credit shortage : ibid., Sept. 21, 1923). Cf. also Vladimirov, ibid., Sept. 13,
1923. 4 E.g. Prof. Kalinikov of Gosplan in Econ. Zhizn, Sept. 15, 1923.
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cultural and industrial prices corresponded to the existing relation
between the productivity of labour in agriculture and industry.?
Nogin of the Textile Syndicate actually denied that a real sales
crisis existed, and attributed the financial difficulties of the trusts
entirely to the sudden restriction of credit by the State Bank.2
Criticisms of the State Bank and of Narcomfin for their restrictive
policy with regard both to credit and to State expenditure became
numerous ; and there was an influential body of opinion which
urged that the needs of industry would be better served if the
Industrial Bank (Prombank), which had been established in October
1922, were strengthened so as to become the leading institution for
long- and short-term credits to industry, in place of the State
Bank.? Connected with this issue was the question of currency
stabilisation ; many of the representatives of the *‘industrial
tendency ” regarding this policy as premature, and as being the
root of the credit stringency which was weakening the financial
position of industry.

Iv

The policy which was finally adopted by the Government to
meet the autumn crisis of 1923 showed little sympathy for the view
that the weakness of industry was the root of present difficulties.
On the contrary, the monopoly position of State industry in the
market was singled out as the principal cause of the trouble. The
medicine prescribed, designed to exert pressure on industrial
organs to reduce prices, could hardly fail to be unpalatable to the
heads of trusts and syndicates; and there was a certain amount
of opposition to the policy among industrialists. In addition to
measures designed to reduce industrial prices, efforts were made
to raise agricultural prices from their existing low level, partly by
an altered price policy in grain purchase and by more liberal
credits to grain-purchasing organs, and partly by a development of
grain export. By a direct attack on the problem from both sides it
was hoped that the blades of the “ scissors ”” could gradually be
closed. If industrial prices were reduced while at the same time
village purchasing power was increased, the sales crisis in industry

1 0p. cit., 208-9. 2 Econ. Zhizn, Sept. 29, 1923.

3 The.major parts of the capital of Prombank had been subséribed by trusts
and syndicates and by Vesenkha, and accordingly industrial interests had pre-
dominant control over it. The State Bank had subscribed a small part, but no
more t)han a small part, of its share capital. (Cf. Levin in Econ. Oboz., Nov., 1925,
142-3.
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would inevitably be abated and the trade turnover between industry
and agriculture be extended.

The pressure on trusts and syndicates to secure a lowering of
their prices was exerted in three ways. First, and probably the
most important, was a drastic rationing of credit to industry by the
State Bank. This forced industrial and trading organs to unload
their stocks on the market, in order to realise the working capital
in money form which they could no longer secure by borrowing.
Secondly, regulative measures were taken in the form of maximum
selling prices through a newly instituted Committee for Internal
Trade (Comvnutorg). Thirdly, in a few special cases, as a tem-
porary expedient, the policy, known as ‘“goods intervention ”’, of
importing manufactured goods at the lower world prices and using
them to undercut the prices of industrial syndicates was adopted.
But this was confined to a few stubborn cases, and was not adopted
as a general policy. The possibility of importing finished goods und
so extending this policy of “ goods intervention ” was limited for
two reasons : firstly, by the need to curtail imports and create a
favourable trade balance in the interests of currency stabilisation,
and secondly by the need to import machinery and essential raw
materials, such as cotton, on a considerable scale. There were,
indeed, some among those who regarded the under-development
of industry as the main cause of the ‘‘ scissors”’ who advocated
that * goods intervention ”’ should be adopted on a much larger
scale to meet the shortage of manufactured goods; and they brought
the further accusation against the policy of currency stabilisation
that it made any large-scale import impossible.?

Although in many cases large profits had been made by indus-
try in the preceding months, it was true that in some cases price
reductions could not be carried very far without turning profit
into loss ; and on the face of it this seemed to be a vindication of
those who saw the root of the trouble in the under-development of
industry and not in its monopoly position in the market. But closer
examination was to show that the level of industrial costs was
abnormally high ; and one result of the policy of lowering industrial
prices was to force industry to pay attention to the possibilities of
cost-reduction. In some cases an increase in labour costs over pre-
war (amounting to 60 per cent. in textiles and to as much as 200 per
cent. in the case of iron) was a major factor ; and in one or two
cases an increase in fuel costs. But the largest and most general

1 E.g. Ossinsky in a resolution submitted to a meeting of Party Groups of the
Moscow District, Dec. 29, 1923.
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rise was in ‘‘ general ’ and administrative expenses.! Part of this
rise in overhead expenses was due to inefficiencies in the administra-
tive apparatus. But the larger part was due to the fact that industry
was still operating at a small proportion of its full capacity, so that
fixed costs of administration, etc., represented a heavier burden per
unit of the reduced output. The remedy for this was to expand
output ; and until the bottlenecks in the supply of fuel and materials
which retarded this had been overcome, to concentrate production
on the more efficient plants. By contrast, a monopoly policy of
high prices for industry, by restricting the volume of output which
could find a market, was calculated to augment the burden of over-
head costs measured per unit of output.

Already in the spring of 1923 the need for concentration of
production had been stressed at the Twelfth Party Congress, and a
Commission for the Concentration of Industry had been set up
(which was later transformed into a Commission for the Revision
of Trusts). After the autumn sales-crisis the policy was pushed
forward with fresh vigour ; and the policy of concentrating output
on the more efficient plants and economising in administrative
expenses was the principal motive behind the reorganisation of
trusts and the reduction in their number. At the beginning of the
year the production ‘“load ” in the Leningrad Machinery Trust
was as low as 12 per cent., in the Gomza only 20 per cent. In the
Ukrainian Agricultural Machinery Trust it was actually only 6 per
cent. and at the Putilov works in Leningrad under 5 per cent.
These were extreme cases; and heavy industry was in a worse
position in this respect than light industry. But although the
textile industry showed a nearer approach to full capacity working,
