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Abstract

Since the break-up of the Soviet Union, the Russian economy has been declining rapidly. Western analyses interpret this economic decline as the more or less inevitable initial phase of a process of radical economic restructuring. The aim of the present paper is to show that the causes of economic decline in Russia should not be regarded as of a legal or technical nature, but that they should be located in the very structure of the economy, as it was shaped in the era of "actually existing socialism". The system’s collapse, from an economic viewpoint, can be regarded as the victory of (Soviet) enterprises over the so-called "socialist" state power. The economic decline ever since, might then be interpreted as the collapsed system’s "revenge" on the social forces which decisively contributed to its downfall.

Introduction

"Socialism creates a productivity of social labour superior to that  of  capitalism. Steadily increasing productivity of  labour  constitutes  a law of economic development in socialist society..." (USSR  Academy  of Sciences, 1954, pp. 561 and 728).

The promise of economic development, as a ruling ideological form legitimising political power in Russia, remained intact even when former Soviet officials changed sides, declaring that "free-market economies" develop at higher rates than societies of "actually existing socialism". However, the transition of Russia, like all other former "socialist" societies, from a centrally planned to a Western type capitalist economy was marked by a rapid decline in nearly all macro-economic indices. It was the first time since the end of World War II that East European Countries and the Former Soviet Union (FSU) faced such an economic deterioration. In most former "socialist" countries of Eastern Europe, however, economic decline seems to have reached an end, as rates of change of GDP or of industrial output have been reversed from negative to positive values since 1994. This is, though, not the case  in Russia and in most FSU countries, as output rates still remain negative.


In the present paper I try to formulate an explanation of Russia’s economic performance in relation with the character of social change since Perestroika and the break-up of the Soviet Union. Despite obvious similarities, the case of the Central-Eastern European countries shall be distinguished from that of the FSU (and most particularly Russia), as Central-Eastern European economies diverged from the Soviet "model" in many crucial aspects (Kerekgyarto 1995, Milios 1990). In section 1, some macro-economic data are presented, which illustrates the structural change and the economic deterioration of  the Russian economy since 1990. In section 2, some approaches to the Russian transition process are discussed, in an effort to confine the questions that have not yet been answered, and to posit new questions, on the basis of recent developments that have refuted some early given answers. In section 3, the transition process in Russia is investigated, in an effort to define the social forces, the power relations and the social conflicts that function as its "motive force". For this purpose, a retrospect into the character of the Soviet system is also undertaken. In section 4, the concluding remarks of the whole analysis are presented.

1. The Russian Transition: Structural Change and Economic Decline

The transition process of Russia from a centrally planned economy (the so called "actually existing socialism") to a Western type of capitalism, which was initiated in the 1980s (Gorbatchev’s Perestroika), attained a new momentum and apparently reached the point of no return after 1991 and the break-up of the Soviet Union. The decentralisation of enterprise decision-making and accountability, price liberalisation and finally enterprise privatisation were the key elements of economic reform. In 1988 the state control (branch ministries) over enterprises was removed and a process of "spontaneous" privatisation by  managers of more than 2.000 enterprises took place. In 1991, small-scale enterprises were transferred to municipalities, to be privatised by them for cash and vouchers
. In January 1992, most prices, covering at least 70% of the GDP, were freed from state control. In summer 1992, a mass privatisation process was initiated. More than 100.000 enterprises were privatised until September 1994, concentrating at least 60% of all industrial assets and 83% of total employment. Only enterprises belonging to defence and other "strategic" branches were excepted from the privatisation process. In March 1995, the share of commodities whose prices are regulated was further reduced to 15% of GDP.   


The first apparent results of this transition process is a dramatic output decline and very high inflation rates: As it is illustrated in Table 1, the Russian GDP declined in the time period 1990-1995 by more than 50% of its 1989 value. The decline of industrial output is even greater, while investment practically collapsed (OECD 1995, pp. 3 ff.).  

Table 1

Main Economic Indicators of the Russian Federation
	Year
	1990
	1991
	1992
	1993
	1994
	1995

	GDP [% change]
	-2,1
	-12,9
	-18,5
	-12
	-15
	-4

	Gross Industrial Output [% change]
	
	
	-18
	-14,1
	-20,9
	-3

	Consumer prices [% change]
	5
	92,6
	1354
	915
	320
	200

	Exports, Goods [$ billion]
	48,8
	53,2
	42,4
	43,7
	51,6
	

	Imports, Goods [$ billion]
	50,2
	44,5
	35
	34,1
	36,8
	

	Trade Balance [$ billion]
	1,4
	8,7
	7,4
	9,6
	13,9
	

	Current Balance [$ billion]
	
	
	4,2
	6,2
	4,8
	10,4*

	Exch. Rate [Rb/$]
	16
	30
	220
	930
	2200
	5057**

	Debt [$ billion]
	59,8
	67,5
	78,7
	83,1
	90
	


* Jan. - Sept.,  ** May 1995

(Sources: IMF 1994, p. 66, OECD 1995, p. 21, United Nations 1996, Express 1996)


Actual output decreases may be smaller than the figures given by official Statistics, on the one hand because estimates of Russian GDP and industrial production were, according to all indications, overestimated before 1991(Gorbachev 1986, pp. 47, 55), and on the other hand because newly established private enterprises in the light industry and the services hide a considerable part of their activities and output, to escape taxation. Nevertheless, aggregate output reduction in Russia in the time period 1990-1996 is certainly higher than the cumulative fall in European and US GNP (approx. 31%) during the Great Depression of the 1930s (OECD 1995, p. 8).


The aggregate output decline was not uniformly distributed in the Russian economy, resulting, in a significant sectoral restructuring which benefited services at the expense of industry, as shown in Table 2. In the industrial sector, Electric energy and Metallurgy achieved the highest share increases, whereas Light industry and Machine building were the most negatively influenced branches (OECD 1995, p. 4).

 Table 2

Net Material Product and Employment by Sector
[% of total]

	
	1991
	1991
	1994
	1994

	
	      Net M. Product
	     Employment
	    Net M. Product
	   Employment

	Industry
	42,9
	30,3
	36,7
	27,7

	Construction
	10,7
	12
	11,1
	10,2

	Agriculture
	13,9
	12,9
	8,2
	14,9

	Transp. & Communication
	5
	7,7
	15
	7,6

	Other Services
	27,5
	37,1
	29
	39,6

	Total
	100
	100
	100
	100


(Source: OECD 1995, pp. 5 & 6)


Despite the dramatic decline of GDP and aggregate industrial output, the open unemployment rate in Russia remains comparatively low. It increased from 5% 1992 to 6% in 1994-95, a puzzle which has also to be interpreted. The fact that official figures underestimate real unemployment rates, or that early retirement of the elderly
 as well as a decline in women’s participation rates in total employment help holding inflation rates down, is not enough to explain why production collapse did not result in a rapidly increasing unemployment. In the West, "restructuring" means an increasing output along with decreasing employment (increasing unemployment rates), as it seems to happen, in the Russian case, only in the sector of Transport and Communication (Table 2).  


The low unemployment rate did not avert the substantial decline of the living standards of the Russian population, along with a rapidly increasing income dispersion and social inequality (IMF 1994, p. 84, OECD 1995, p. 124-125, 128-29). The deterioration of the living conditions of the majority of Russian people is a result, on the one hand of real wage decreases (especially in 1991 and 1994), and on the other hand of a fall in social benefits as a share in monthly per capita income of households (OECD 1995, p. 128). Since 1993, an accumulation of arrears in pension payments as well as in wages took place, which further deteriorated the living conditions of the vulnerable majority of the population. 


We have, therefore, to interpret a puzzle, which I will call the "Russian paradox": A reform which has advanced in the name of economic development and modernisation leads the country to economic and technological retrogression. With the words of Kagarlitsky (1995, p. 88): "What is unusual about the capitalist reforms in Russia is that for the first time in history, the ‘old’ structures are on the technological and organisational level far higher than the ‘new’".

3. Approaches to the Problem of Economic Decline in Russia
The decline of aggregate output of former centrally planned economies became a riddle for Western economists, since the Perestroika era: “The radical decentralisation of the economy in the Soviet Union, Hungary and Yugoslavia have not yet been rewarded by the prosperity which autonomy of enterprises and price and profit mechanisms are expected to bring” (Hopkinson 1990, p. 6). 

The first approaches to the economic crisis of East European countries and the FSU argued that the cause was primarily “external” to the liberalised national economy, i.e. output decreases were due to the deterioration of the antagonistic position of former planned economies in the world market. The dissolution of the COMECON and of the rouble-zone, and the shift toward world market, with the necessary adoption of world market prices, was supposed to have deteriorated the terms of trade of the FSU. Simultaneously, stiffer international competition was supposed to have created, or was expected to create, large external trade deficits (Krugman/Obstfeld 1991, Ch. 24, Hopkinson 1990, p. 5, OECD 1995, p. 6).

The data presented in Table 1 fully refute these approaches. Readjustment of external trade prices benefited the Russian terms of trade, and (along with income decreases) boosted the country’s exports of fuels and  raw materials to the OECD countries, as Russia was in the past exporting these products mainly to COMECON countries, at prices considerably lower than the respective world market level. The shift toward world market prices improved, therefore, the Russian trade and current balance, despite the appreciation of the rouble, in real-terms, since mid-1993 (see Table 1 and OECD 1995, p. 15). However, Western analysts continued to interpret economic collapse in the FSU as an outcome mainly of external trading rearrangements: “The dismantling of internal and external trading arrangements, severe terms of trade shocks, and large-scale industrial restructuring have caused a collapse in output” (IMF 1994, p. 75). 


Except this world market explanation, no other coherent approach to the problem of prolonged economic decline in Russia was, though, given. After more than five years of output decrease, most analyses gave up any serious effort to determine the causes of economic retrogression. They rather sum up different aspects of the crisis, or aspects of the society’s "socialist" past, without any cohesion, often confusing the secondary inadequacies with the causes of economic deterioration.  


Lack of "proper management" (OECD 1995, p.7), the inability of "authorities" to "achieve stabilisation" (OECD 1995, p. 7), shortage of experts and entrepreneurs, low modernity of capital assets, environmental uncertainty, insufficient pressure on managers, meagre prospective rewards, (OECD 1991, p. 45 ff.) are some of the reasons cited to explain why restructuring is difficult. These reasons (many of which can be also traced, for example, in most developing countries) are not adequate, however, to explain the dramatic aggregate output fall, or why Russia and most FSU countries continue to decline economically, after six years of transition.


High military expenditure and the lack of an entrepreneurial tradition are the two legacies of the past which are supposed to have aggravated economic decline:


On the one hand, the significant cut of military expenditure after 1990, is considered as a reason of crisis not only of the defence industries, but of the whole economy, due to the high share of defence equipment in industrial output and the close connections of the defence branch with nearly every branch of heavy industry (OECD 1995, p. 134). However, it is the Russian light industry that faces the largest output declines (OECD 1995, p. 3-4). 


On the other hand, it is assumed that a market economy confronts with the fact that “the very idea of a market economy is, at best, only a faint and distant memory” (OECD 1991, p. 253). However, after the privatisation of state enterprises, i.e. in a very short time period, Russia became the country with the largest number of share holders in the world (OECD 1995, p. 83).


The "Russian paradox" makes some other analysts to conclude that it is impossible for capitalism to prevail in Russia. So argues Kagarlitsky that "after weakening and undermining the old state economy and system of administration, the new capital in Russia was unable to create its own substitute for them (...) The attempts (...) to construct liberal capitalism in a country where there is neither a normal bourgeoisie, nor a market infrastructure, were a case of ‘hammering a bolt’" (Kagarlitsky 1995, p. 171 & 1).


Such approaches cannot explain, however, why specifically in Russia private capital is, if it is, unable to create its own regime in the place of planned economy, and how "normal" a bourgeoisie must be, in order to avoid a constant output and investment crisis. I will attempt to answer these questions, i.e. to interpret the "Russian paradox", in the next section of the paper.

4. Decoding the Transition: From ‘state-monopolistic capitalism’ to monopolistic   

    capitalism
In order to be able interpret the "Russian paradox" we must gain an insight into the very structure of the Russian economy before the collapse of "actually existing socialism", as well as of the actual power relation which have opened the way to the old system’s fall and to the changes which have taken place ever since. In this way, the main characteristics of the economy which emerged from the Soviet system’s collapse will be traced.

4.1 The basic features of the Soviet economy: Planning, enterprises and monopolistic 

      regulation of markets

The  basic  element  of  economic  planning  in  "actually  existing socialism" was  a  specific  kind  of  economic  control  exercised  over enterprises by the state (in the form of the state planning  agencies). This control derives from two sources: (a) the plan itself  (which  has the status of law), that is to say the articulation  by  the  state  of economic goals which the enterprises were obliged  to  accomplish, and (b) the appropriation by the state  of  the  greater  part  of  the economic surplus produced by the enterprises. To a  large  extent  this surplus was redistributed to the enterprises by the state  in accordance with the plan, for  the  implementation  of  the  investment programme. These two types of control together shaped the structures and the operational guidelines of enterprises in such a way as to promote a typically monopolistic structuring of the economy. Intrasectoral competition between related enterprises was thus suppressed at the outset (or at the very least drastically curbed) while competition between different sectors assumed new, less  dynamic, forms. In the following pages an attempt will be  made to analyse in greater detail these basic functional characteristics of the Soviet economic system (Milios 1990).


The five-year economic plans were drawn up by the State Planning Commission of the Council of Ministers of  the  USSR (GOSPLAN). The economic (branch) ministries were  oriented  towards  drawing  up and   controlling   the implementation of planning objectives at the level of each specific branch of  the  economy (Abalkin et al, 1983, p. 384 ff.).


The basic method of establishing the plan (or  the  various  sectoral plans)   derives  from  the  compilation  of  "balance  sheets" of productive activity. This balance sheet procedure couldn’t of  course be extended to all goods produced by Soviet enterprises. In the 1980s, the total number of balances drawn up by the country's programming organisations was in the  vicinity  of  60,000,  while  the total number of different types of products in circulation in the  USSR during the same period is estimated at ten to fifteen million  (Rutland 1985, p.116).

The limits of planning, afford a  certain  measure of economic independence to the productive units. The productive units were administered by a director  appointed  to  his  position  by  state authority. The director was responsible to the state for the  fulfilment of the goals of  the  plan  by  his  enterprise, through methods and initiatives which he himself chose, however (assignment of personnel, organisation of work procedures, introduction of  innovations  and  new technology, contracting of loans from the state banks, negotiation of agreements with other enterprises for provision, sale  or  purchase  of products, marketing of consumption goods, etc.), despite the  fact  that for certain of his choices he required approval from superior  planning organs (e.g. for provision of capital goods and raw materials from other enterprises the approval of the State Supply Commission - GOSSNAH - was needed).

 
The relative independence of enterprises and the power position of managers can be also concluded by the fact that it was quite normal for the goals of the plan to  remain unfulfilled, with the result not  that  the  prescribed  sanctions  were imposed on the enterprises, but that the goals of the plan  were  revised and adapted to  enterprises’  actual  performance (quality of products, non-fulfilment of production deadlines and delivery dates to  other  state  enterprises, etc.). The state economic administration and planning services remained, however, the dominant pole in the Soviet economic system in respect to productive  units and managers.


The most significant type of state control of the productive activity of enterprises took the form of the appropriation by the state (in the state budget) of the greater part of the economic surplus  produced  by enterprises. This appropriation of  enterprises'  economic  surplus  was effected through two mechanisms:


a)  Transfer  to  the  state of  a proportion of the overall earnings  of  enterprises  (profit-making  or otherwise) from the sale of their products on the market. This  amounted to a kind of "circulation tax" (Academy...1954, p. 606).


b) Transfer to the state budget of a part  of  the  income  of  state enterprises,  i.e.  of  their  profits  after  the  deduction of  the "circulation tax". The portion of the total surplus of state enterprises which finds its way through these two mechanisms into state coffers was called the "concentrated gross income of the state", with the  remaining  part  of the surplus in the hands of the enterprise  characterised as the "gross income of the enterprise".


It is important to note that the concentrated  gross  income  of  the state was "overwhelmingly greater" (Academy..., 1954, p. 671)  than  the gross income of enterprises. A large part  of  the  "concentrated gross income of the state" returned to enterprises in the form  of investment finance for the implementation of the plan. The  economic  surplus was  redistributed between the enterprises and the different branches of  the  economy  on the basis of criteria which, to a greater or lesser extent, had to  do with the state’s economic policy and goals (Abalkin et al 1983, p. 386).


One of the results (and also the prerequisites for its  stabilisation and  reproduction)  of  state  control  over enterprises was a downgrading of  the  element of competition, in the first instance within each branch  of the "people's economy". What this amounts to in essence is monopolistic regulation by the state of the productive activity of  each  branch  of the  economy,  accomplished  through a dual mechanism: 


a)  The concentration  of  capital  in  ever  larger  productive  units; the subsequent reduction of the number of enterprises  in  each  branch  of production.
 Concentration  was  effected largely through the so called "combination of production" that is to say administrative mergers into "combinats" or production "unions" of companies manufacturing similar products (Academy ... 1954, p. 485, Bettelheim 1971, chapter 2.4). The often enormous size of Soviet enterprises, along with their monopolistic position in the market stabilised and in many cases increased the power position of managers in the Soviet society, and increased their ability to negotiate the plan objectives with central authorities.


b) The segmentation of the market, through "collaboration" by enterprises in the same branch and the (geographic or otherwise) dividing up or parcelling out of  the  market between them (Academy ... 1954, p. 595 & 486).


A principal method of achieving market segmentation was an attempted precise adjustment of production to anticipated expected demand, avoiding "surpluses" in the supply of products (Academy 1954, p. 518, Abalkin et al 1983, p. 297) which might have provoked competitive tensions, through the spontaneous tendency of commodities manufactured  by enterprises with  higher  labour productivity  (higher  quality  commodities) to penetrate sections of the market "planned" to be serviced  by  lower productivity enterprises.


The  problem was particularly pertinent for sectors producing consumption goods  because here demand could not be pre-calculated, at least to a degree similar to demand  for investment goods by state enterprises. The only method to avoid "surpluses" was the  notorious  queues  and empty shelves in shops selling consumer goods that were an endemic phenomenon even in periods of conspicuous idle capacity for industries producing consumption goods (Gorbachev 1986).


The problems arising for the economy of "existing socialism" out of the monopolistic regulation of the productive procedure and the absence of intra-sectoral competition have to  do  with  the  lack  of  powerful incentives for increasing  labour  productivity  (incentives  which  in Western capitalism are created by competition as such, which sees to it that less productive enterprises are excluded from the market) and with impediments to the generalisation of the  most  productive  techniques. The plan was supposed to be able to tackle this problem, setting itself the goal of technological modernisation and an increase in labour productivity in the individual enterprise. Besides, the state possessed two  further mechanisms: a) the institutionalisation of a system of material  rewards (incentives) for overrated performance, on the one hand and b) on the other setting  commodity  prices  in such a relatively low level as to encourage  modernisation of average- and low-productivity enterprises.


In essence the management of the enterprise determined  the quantitative content of its planning goals and  the  central  planning authority,  through  institution  of  a  system   of   incentives   and disincentives, acted like a lever exerting pressure to increase enterprise efficiency (enterprise acceptance of more ambitious planning goals). In other  words  (in  the conditions of monopolistic regulation that characterised the Soviet economy), it functioned as a "substitute for capitalist competition" (Milios 1990). 


Despite the remarkable development of the Russian economy in the 1930s, as well as in the first decade after world war 2, what emerged afterwards, since the late 1950s, was clearly  anything  but  positive: the economic system of "existing socialism" did not succeed in resolving the contradictions, which obstructed both, a) the process of increasing  labour  productivity (with rates comparable to the corresponding performance of Western capitalist countries), and  b) regulating  of  the sectoral and subsectoral structuring of  the "people’s  economy", in order to counteract the system’s inherent  tendency  towards increase in "accumulation  reserves", i.e. production of  means of production (disposal of which was guaranteed in advance through the agreements negotiated between  the state enterprises). (Rutland 1985, p. 100 ff.; Gorbachev 1986 p. 29 ff.; Aganbegyan 1987, Schroeder 1988).

4.2 Unsuccessful Reform Attempts and the Final Triumph of Enterprise ‘Insiders’
The problems of the Soviet economy had attracted the attention of the country’s leadership as  early  as  the  mid-50s. The first requirement  for  the  Soviet leadership was, thus, increase in the productivity of labour at a higher rate  than  that  of the increase in accumulated fixed capital. This in turn was seen as a means of dealing also with the problem of sectoral and subsectoral disequilibrium (Abalkin et al, 1983, p. 365 ff.).


The economic reform plans underwent continual modifications during the entire 1965-84 period (Khrushchev’s reforms of the early  60s,  the  Kosygin reforms  of  the  latter half  of  the  same  decade ...) but were unable to check the tendency towards stagnation in the Soviet economy, a tendency outlined with great eloquence in the second half of the 1980s by the Soviet political  leadership under Gorbachev.


The economic stagnation of the SU in the post-war period was not a result of a technical inefficiency of planning in general, but, as I have tried to illustrate in the past, an outcome of the social relations of power which were established since the 1930s, under the political and social regime of "Stalinism", along with the social conflicts and contradictions of the post-war period (Milios 1990).

The key issue for the interpretation of Soviet economic performance is to comprehend the social (class) character of this specific form of society and, consequently, the character of the social conflicts and antagonisms that emerged. As Charles Bettelheim has argued, the class struggle on the level of production (which determines social relations both on the level of the specific enterprise, and on the level of the whole economy) in socialist societies, i.e. during the historical period of transition from capitalism to communism, is a struggle of control of the means of production and of the output of production; it is therefore a struggle for the substantial ownership of the means of production between the working and the bourgeois class. "State ownership" over the means of production, while under certain circumstances, it is possible for it to constitute the initial precondition which gives the working class the possibility of control over the means of production, does not insure, in itself, however, that control: It may constitute a legal form on the basis of which the politically mobilised and politically dominant proletariat intervenes to economically control the means of production, but this may as well not be the case: 

"The real importance of state ownership depends upon the actual relations which exist between the masses of workers and the state apparatus. (...) If the workers do not determine the state apparatus, if it is dominated by a body of employees and managers and escapes the control and the direction of the working masses, then that body of employees and managers becomes the actual owner (with the sense of a relation of production) of the means of production. In this sense this body forms a social class (a state bourgeois class), due to the relation which exists, between it and the means of production, on the one hand, and the workers, on the other. This situation does not, of course, mean that this class consumes personally the entire surplus product, but that it disposes it according to rules that are class rules, in fact obligated at the same time to allow the market and the 'productivity criteria' to play the dominant role" (Bettelheim 1970, pp. 143-144).

The defeat of the Russian working class in the period that followed the October 1917 revolution resulted in the formation of a state-bourgeois class power (Bettelheim 1974, 1977). The SU became thus a state-capitalist society. In all (private or state) capitalist societies the ruling class has the economic ownership of the means of production (the appropriation and control of the surplus-product), as well as the direct possession of them, i.e. the power to put them to work (to manage enterprises). In the SU and the other East European societies, surplus labour was (not privately -as in the West- but) collectively appropriated and controlled by the ruling class (which was organised in the so-called "socialist state"), whereas the direct possession of the means of production was assigned by the state to the individual enterprise directors (under the presupposition that they belonged to high party cadres).

 
Thus, the state-capitalist societies obviously differed from societies of Western capitalism, which means that it wrong to speak generally about a "restoration of capitalism" in these societies, as if we had to do with (the recursion to) the pre-revolutionary form of capitalism. However, the particular difference between the regimes of "existing socialism" and those of the countries of Western capitalism, was not that of labour (in place of capitalist) class power, the social and  political institutions of worker democracy and of people's power, nor that of socialist economic relations of production. It was the collective ownership of the means of production by the state-capitalist class, based on the "monopolist regulation" of the economy, which was called "socialist planning". In this economic system, despite the limits of activity of the individual enterprise, the separation of the workers from the means of production and of the produced output continued to be reproduced in conditions similar to those of classical capitalism (subjection to the manager’s imperative and the factory’s despotism). (See also Resnick & Wolff 1994a, 1994b).

The SU was thus a form of (capitalist) class society whose ruling class consisted of two fractions: the "state bourgeoisie" of high state and Communist Party officials -who manned both the political apparatus and the administration apparatus of the "planned economy"- on the one hand, and on the other the managers of the state-owned enterprises (who hold dominion over the direct possession of the means of production). As argued above, the relations between the two fractions were often antagonistic: the high state administrators consisted in the dominant fraction of the ruling class, pursuing an even effectiver control over enterprises, whereas managers struggled for a higher degree of enterprise autonomy, as a means to acquire also (aspects of) the economic ownership of the means of production.


The labouring class, subjected to the exploitation relations of the Soviet economy and confronted with the strict political dictatorship of the one-party regime, had not the opportunity for a legal open opposition to the Soviet ruling class of state administrators and managers. The ruling class could partially relax social tensions and social distress, and elaborate a consensus with the ruled labouring class on the basis of a social protection system based on three pillars: a) full employment, entailing a series of benefits administered by enterprises; b) free education and social care (health care, pensions, etc.); c) a system of subsidies which ensured low prices of necessities, such as housing, food, public transportation etc.


The intervention of the labouring class attained from the beginning a hidden and underground form, attempting to enlarge the worker’s legal rights (system of benefits etc.) on the one hand, and on the other to reduce the exploitation rate of the labour force, by faking plan fulfilment. The workers’ objective, not to allow full transparency of enterprises’ performance to the central state administration, coincided with the managers’ objective to ensure a higher degree of enterprise autonomy from "central planning". A social coalition between enterprise managers and workers was then formed, attempting at a higher enterprise autarchy and power (Milios 1990). 


To minimise administrative regulation by the state authorities, the managers always tried to accumulate surplus material resources and industrial equipment so as to enable themselves to  function more independently (Rutland 1985, pp. 128-133). Besides, the enterprises concentrated within themselves all those facilities for repair and maintenance  etc. of  the  means  of  production,  but also for manufacture of some semi-finished products as well as necessary tools, thereby dispensing with the time-consuming business of ordering from other enterprises, getting orders approved by the planning authorities, etc.  (Liberman 1974, p. 141).


The central authorities considered the low  level  of  enterprise  specialisation, emerging from the tendency to hoard raw materials and other goods, as a major cause of economic stagnation, correlated with inadequate utilisation of productive capacity (Liberman 1974, p. 21, Aganbegyan   1987). So in the 1970s more stringent checking procedures were introduced (along with a piecemeal provisioning system of materials supplies to enterprises), while at the same time regulations were introduced to impose restrictions on the provision of state  investment funding, limiting eligibility to enterprises which overfulfilled the plan. 


However, the enterprises’ "insiders" (the coalition of managers with the workers’ representatives) were able to resist to all checking procedures introduced by the central state authorities. As the tendency towards stagnation continued to predominate in the economy of the USSR, the post-1985  leadership decided to carry the reform plans much further than in the past (even if this might mean weakening of planning control over enterprises), by questioning one of the basic operating  principles of the economic system of "really existing socialism"; monopolistic regulation  of the economy. "Conditions must be created for enterprises such that economic competition is  encouraged  in  the  interests  of   maximum satisfaction of consumer requirements (...) When we have acquired the necessary experience, we shall put state orders on a competitive basis (...)" (Gorbachev 1987, pp. 146 and 155).


What must be borne in mind here is that while the Gorbachev reforms were promoted  initially by the Soviet leadership as measures for modification of the economic system of "existing  socialism",  in  the event they turned out to be the point of departure  for  triggering  the process  of  overthrowing  that  system.   


The ruling Soviet ideology (the so called Soviet Marxism: "productivism",  perception of social power relations in technical and legalistic terms, etc., Milios 1995), along with the constantly increasing power of production units and combinats, led the Soviet leaders to believe that  the  "forces of enterprise", (managers, engineers, senior cadres, etc. on the  one  hand, but also  employees  on  the  other),  could  be  mobilised  to  increase enterprise efficiency when state sovereignty ceased to deprive  them  of those incentives to profit-making  which  are  usually, (under  Western capitalism) connected with private control of the means of production. The granting of "powers" to enterprises proceeded as never before in the past and the system was thus led to a situation of unstable  equilibrium where any development (return to the "norms" of "existing socialism" or the leap to the "free market economy") was equally likely.  The  outcome of the political antagonisms of this  period  (the  1991  coup  and  its failure, the removal of Gorbachev, secession by  a  series  of  formerly federated republics etc.) finally tipped the scales in the direction of the transition to multi-partyism and the market economy. The collapse of "existing socialism" was, thus, not a "historical indispensability", but one of the possible outcomes of the class struggle. 


On the economic level, the overthrow of "existing socialism" led to a graduated abolition of the mechanism  of "economic planning", i.e. freed enterprises from control  by  state  administration  and  the processes of appropriation and redistribution of  the  surplus.  At  the same time it set in train the process of privatisation of enterprises  and brought to the surface  the  country’s  hidden  semi-legal  "second"  or informal economy. The managers finally attained also the economic ownership of the means of production, becoming thus the ruling class in a classical (Western) capitalist sense. The state bourgeoisie was disintegrated, as it was deprived of the collective ownership of the means of production. As the transition to private capitalism had begun, parts of the former state-bourgeoisie attained a new role, namely, they constitute in the political representatives of the new private-capitalist social order. The multi-party political apparatus that emerged, was manned by former state- and CP-officials.


The privatisation process was nothing more than a transfer of enterprise ownership from the central planning authorities to managers and senior cadres. "Enterprises were virtually given free to their employees" (OECD 1995, p. 78), i.e. to managers and senior cadres supported by workers, as in almost all cases "employees give the voting proxies to management representatives" (OECD 1995, p. 80). All efforts of the Russian government to weaken the control of enterprises by "insiders" failed. "The April 1994 Presidential Decree mandating that insiders’ representatives account for no more than a third of the board of directors was largely ignored (...) foreign investors would account for less than 1 per cent of shareholding" (OECD 1995, p. 80). Some signs of increasing ownership percentages held by enterprise outsiders were recently recorded, without, though, changing the overall picture of insiders’ predomination in the privatised enterprises.


Enterprise structures remained unchanged, whereas market segmentation and monopolisation was further deepened. The antimonopoly law of 1991, defining monopoly as an enterprise with a 35 per cent or more of the sales in the market still lacks effective enforcement. In May 1995, a law on the regulation of natural monopolies was approved by the Duma but was vetoed by the President (OECD 1995, p. 27 ff.). Small enterprises still constitute an extremely small share in the total number of Russian enterprises, when compared with Western statistics. A considerable number of newly created small scale enterprises appeared almost exclusively in the services sector. The regulatory role of branch ministries, concerning market segmentation, did not give way to market competition, but was undertaken by major enterprises themselves, which formed trade Associations and "Financial-Industrial Groups" (FIGs) in every industrial branch. "In practice, FIGs may once again put together profitable and loss-making enterprises (...) The programme promoting FIGs approved by the government on 16 January 1995 failed to address decisively issues of anti-competitive cartel agreements" (OECD 1995, p. 95).
 In their effort to exclude all outsides from their activities, enterprises do not borrow from banks on a long term basis. They rather create their own "wildcat" banks or they "lend to each other by the simple expedient of delays in the payment for goods shipped" (OECD 1995, p. 103). A problem of inter-enterprise arrears then emerges. Arrears reach between 10 and 15 per cent of the Russian GDP, but an arrears crisis occurred in 1992, as inter-enterprise arrears exceeded 30 per cent of the GDP (OECD 1995, p. 39, IMF 1994, pp. 76-77).


What emerged from the fall of "actually existing socialism" was a sui generis form of Western capitalist economy, i.e. the economy of the Soviet monopolies, without the state control. In other words, "state-monopolistic capitalism" was replaced by monopolistic capitalism. It was  the triumph of enterprises’ insiders (managers and senior cadres, supported by employees) over the state. 


The support granted to managers by the labouring class can be attributed to the fact that enterprises attained certain cardinal aspects of their traditional social protection role, concerning employment, housing, family benefits, child-care etc. Low unemployment can be interpreted in the context of this preservation of monopolistic structures and social consensus between managers and workers. However, the severe deterioration of the workers’ living standards may jeopardise this consensus in the long run. The stability of  the  whole  transition process was also until now very largely attributable to the popular support it secured, since it was promoted in parallel with the promise for democratisation of the country's political and  social life. However, the democratisation process seems to have reached an end.


The collapse of "actually existing socialism" followed the disintegration of state planning, which shaped the until then predominant fraction of the Soviet ruling class; thus, collective economic ownership of the means of production by the former state-bourgeoisie gave way to private economic ownership by enterprise managers, who kept, naturally, also their traditional role of direct possession of the means of production. State capitalism was replaced by private capitalism. What  didn’t  change, however, within the period that had intervened since the  initiation  of  transition, was  the functioning of the country’s basic  industrial  and enterprise forms, which are related to the specific characteristics of the direct possession relations. The Soviet type of gigantic, undiversified, tendentially monopolistic enterprise still characterises the  Russian economy,  intensifying, in the new economic  environment,  the  tendencies  towards economic decline. 


The "Russian paradox" can be thus interpreted as the outcome of the social relations of power that have prevailed in the FSU: 


Price liberalisation enabled monopolistic enterprises to adopt high prices, in an effort to increase their profit margins and to cope with demand curtailment, caused by the drastic cut in  "planned" state orders. However, this price explosion caused a further dramatic fall in demand. A vicious cycle of rising prices and decreasing demand sunk thus the Russian economy into continuous output decreases and economic deterioration.  


Given the monopolistic structure of the economy, the old system was bound to an inherent type of rationality, by redistributing income, creating incentives, setting "production norms" and "plan objectives", and pursuing a moderate growth, along with the relative equalisation of the purchasing power of the majority of citizens. The monopolistic capitalism which emerged from the state’s withdrawal, is deprived not only of the "panned" state markets but also of all traditional incentives, without being able to create new ones. Economic recovery cannot be expected to prevail as long as monopolistic structures continue to predominate in the Russian economy. Economic decline appears as the collapsed system’s "revenge" on the social forces which decisively contributed to its downfall.

Concluding Remarks
The collapse of the Soviet state-monopolistic economy left unchanged the economic structures of enterprises, as well as the market segmentation and monopolisation which was shaped during the Soviet era. What emerged was a monopolistic private-capitalist economy, freed from state control, but also deprived from the rationality and the incentives of the past.


Monopolistic capitalism is, though, inherently unstable. It is being eroded by stagnation and the intrusion of newly created competitive enterprises. The transition process is going to be hard, as economic decline will continue to coexist with monopolistic capitalism, whereas competitive market structures and enterprise restructuring will entail a long lasting process of economic and social rearrangements, which might impair the already shaken support of the labouring class to enterprise management. Contrary to the arguments of some authors (Krugman/Obstfeld 1994,  Kagarlitsky 1995), the return to the old central planning system is, however, not possible, since the social forces that could lead such a project have been practically dissolved. The only alternatives -if social consensus between capitalist managers and workers finally breaks up- are either an open political dictatorship (with or even without a parliamentary veil), or a social revolution. Given the lack of an autonomous political strategy  of the labouring class, the first alternative is far more possible.
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�  In 1992, the Russian government distributed 150 million fully tradable for cash vouchers, for a small fee each, to all Russian citizens. Large packets were soon formed, held by companies or individuals who were in a position to buy them. 


�  The ratio of pensioners to employed (dependency ratio) increased from 47% in 1991 to 52% in 1993 (IMF 1994, p. 85).





� "In 1950, manufacturing companies with a staff of over a thousand employed 62 percent of the total workforce and accounted for 70 percent of the country's industrial production, while in the United States, according to the first  post-war  census  (1947), enterprises employing more than a thousand people absorbed  32  percent of the working  population  and  accounted  for  34  percent  of  total industrial production" (Academy... 1954, p. 485).


� "If the anti-monopoly laws were observed, it would be impossible to privatize even a single large plant" (Kagarlitsky 1995, p. 86).
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