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TO MICHAEL POLANYI



Foreword


Why has the collapse of communism in the Soviet Union and Eastern Europe come upon us so unexpectedly? Why did our scholars and pundits and politicians not have the slightest inkling that anything so drastic and dramatic could occur? Why, if we understood according to our own capitalist precepts that command economies could not engage in sustained economic growth over time, did we so readily accept claims to the contrary?

Anxious not to underestimate their opponents, conservatives did not wish to play down Soviet and Soviet-satellite success. They would rather give the benefit of the doubt to greater growth lest they be in for nasty surprises. Liberals like to think of the Soviet economy as a poor cousin; it might not produce as much individual wealth or consumer satisfaction as ours but it could do well enough to demonstrate that there was a different, more collectivist mode of operation that could not be discounted. Belief in communist economic success was consistent with the liberals’ belief in an expanding role for government in our own economy, so liberals gave the benefit of the doubt to the Soviets as well. In addition, there was the scholarly desire to be fair, not to put down another system because one disliked it or it was at odds with one’s own country. Whether it was to aid defense budgets or to suggest there was no point in trying to out-compete the Soviet Union in armament, or just to demonstrate impartiality, the command economy was perceived to be a lot stronger than it was.

Each of these rationales drew strength from the fact that Soviet and Soviet-style economies did in fact grow. How could this be? The answer, scholars now know, is that a series of special factors lasting for some thirty years—a huge influx of workers (especially women) into the labor force, better technology than that of the 1930s, a huge increase in material inputs, and, in the 1970s, large foreign borrowings—caused temporary economic growth. Those few who adhered to fundamental principles of economics, like Roberts, saw that an economy based on production without profit could not succeed indefinitely.

It was readily assumed that the command economy had strengths of its own. In order to argue otherwise, one would have needed a great deal of confidence in fundamental principles. Such people are often called ideologues because they have pronounced views derived from adherence to fundamental theory. But pronounced views and fundamental principles are not necessarily wrong; they may be but they don’t have to be wrong. Here, in Paul Craig Roberts’s seminal book, we have perhaps the only scholarly effort to understand the relationship between Marxist theory and the Soviet economy that came out with a correct conclusion.

Who today would say that the Soviet Union or other communist nations have a centrally planned economy? No one plans to lose gross national product; no one plans to have worse health this year than the year before; no one intends to use two to three times more material or energy inputs than the capitalist economies, thereby becoming, in a swath through Eastern Europe, the most polluted nations on earth. Each and every communist country plans (or planned) to sacrifice current generations to its insatiable production fetish—more, more, more production is always better than less. But their belief was that their state would be better off in the future, however distant. They never meant inexorably to drive down the size of their economy so that the more they saved and invested the less their people would have; yet that is exactly what they did.

Before one can answer a question it must be posed accurately; specification of the phenomenon to be studied is essential to clear thinking. Yet Paul Craig Roberts had to struggle as late as 1971, when his Alienation and the Soviet Economy was published, to maintain this self-evident proposition.

Perhaps, it might be thought, a better formulation would be that the Soviet model is intended to mobilize resources for rapid industrialization, but not to manage the economy once developed. Not so. To his great credit, Roberts, a better student of Marx than many of Marx’s followers, rescues the real meaning Marx gave to central planning. By showing what a political economy would have to be like to be centrally planned, Roberts reveals the immense distance between the communist economy as envisioned by Marx and the ersatz imitation of capitalism that Lenin introduced when he discovered that central planning was economically irrational. Trying to mimic capitalistic markets is not the same as abolishing them.

What gives Roberts the right to the book’s title, and why does he feel it necessary to stress Marx’s esoteric concept of “alienation” in a discussion of economics? Roberts gives the same answer Marx did, namely, that the alienation of man from work, from goods, from his mind and body, and from his social relations is caused by the market method of organizing production. The great thing Marx promised was not material wealth, for that he ascribed to capitalism. Indeed, Marx warned against attempting communism until capitalism, for all of its evils, had solved the problem of production so that there was abundance for all. Then and only then would communism, by abolishing market exchange, end alienation.

It would be hard to exaggerate Marx’s anger over the way in which money and private property, in his opinion, hide the causes of alienation so that individuals are not merely exploited (given less than their economic due), but condemned to live with the false idea that enriching others at their expense is good for them. By making manifest the power relations in society and by granting power to the proletariat, by which Marx generally meant almost everyone except a few capitalists, alienation would be eliminated. It was not rapid industrialization, or military power, or any such material goal that Marx offered his followers. Roberts argues persuasively that “originally the purpose of central planning was to achieve the goal of a socialist society, that is, the abolition of the ills of capitalism by the elimination of commodity production.” Since it was producing for exchange with money mediating relations among people that caused alienation, mankind would, as Californians say today, get in touch with their own feelings, i.e., end alienation by abolishing production for exchange.

A major reason why this Marxian thesis has been insufficiently recognized is that what Marx meant by socialism or communism acquired the name “war communism” after it failed and was abandoned. The special historical circumstances surrounding the civil war after the Bolshevik Revolution of 1917 encouraged the facile notion that war communism was a temporary expedient. Instead, Roberts reveals it to be the essence of socialism-communism, the real thing and not the fake that was substituted for it. That neither the fake nor the substitute work does not gainsay the fact that the real thing was tried because it was what Lenin and his associates believed was worth trying and not only because capitalists fled and other conditions made it convenient. By denying ourselves the knowledge of what Marx and Lenin really wanted, even if Lenin later decided it was better to give up that part of his ideals rather than risk the revolution on a failed economy, we in the Western democracies also denied ourselves the opportunity to understand Soviet-style systems as vulgar capitalism (that is, as capitalism without the things that make it work—markets, prices, profits, property) rather than as centrally planned. Thus the opportunity opened by Roberts and, before him, Michael Polanyi, to foresee the course of the Soviet economy, was lost. Surprise comes when we lack adequate theory. We have recently been surprised by the collapse of communist economies, because we rejected the intellectual path that would have brought us the necessary enlightenment.

The essence of war communism was for the government to seize food supplies from farmers in order to distribute them in kind to workers. (My father, who owned a dry goods store in Poltava in the Ukraine, experienced the other side of surplus appropriation when everything he had was taken away down to one chair to sit on.) The war, with its infamous “iron detachments,” brutalized this confiscation but in essence it was exactly what Marx and Lenin wanted in that central authority replaced production of commodities for markets with governmentally organized production for direct use. The crux of Roberts’s explanation is that

Whatever the intention might be, in effect the primary function of the planning bureaucracy is to act as supply agents for enterprises in order to avoid free price formation and exchange on the market so that productive inputs will not have the appearance of commodities. This satisfies the ideology underlying the whole effort at the expense of notorious failures in supply.

The communist political economy is alienating in precisely Marx’s sense in that it pretends to avoid the market while actually trying to embrace it without saying so, but succeeds in neither purpose. Who is living in a false mental world now?

In order to have genuine central planning, one would have to perform certain tasks for which central cognition is inappropriate. F. A. Hayek has publicized the inability of non-market economies to perform simultaneous calculations of supply and demand, or to make use of local knowledge producing adaptations to innumerable local conditions. Other inherent difficulties of central planning, which Roberts brings out, are equally applicable and perhaps more devastating. In an activity such as a national economy characterized by immense interdependencies, the effort of central planners to determine hierarchies of importance is hopeless. The whole point is that there isn’t any one thing that is most important for everyone in every situation and under every condition. Efforts to provide substitutes for profit as a criterion of choice are, in Roberts’s view, bound to fail. Now nearly two decades after he wrote, it is possible to locate eleven communist political economies in the world (China, North Korea, Vietnam, Cuba, the Soviet Union, East Germany, Bulgaria, Czechoslovakia, Poland, Rumania, Hungary). When people spend over forty years looking for something in many countries and do not find it, there is a good chance it is not there. Their preferred alternative is production, largely for its own sake. Other scholars have written volumes about the communist phenomenon of simultaneous shortages and surpluses, which Roberts disposes of in a throwaway clause: “Eventually there will be a shortage of storage space for production unrelated to wants.”

So what do so-called central planners do in communist political economies? They wait and see what was done in the last few years and then add increments, usually up. Then they send down messages telling the actual producers to do more. But forecasts are presumably not plans. The incentive in Soviet-style systems is provided by the “success indicator,” which says something about how many items are produced but nothing about their economic value. Would that most economists had understood earlier and better Roberts’s view that “the major difference between the Soviet economy and the market economy lies in the rationality of the signals for managerial interpretation.”

More than any other scholar of whom I am aware, including the major scholars of Marx’s corpus, Paul Craig Roberts understood earlier and with greater intellectual power the nature of a Communist command economy whose commands cannot be obeyed. Looking at the Soviet economic system from the standpoint of his own model, he writes that “the economic reforms are not, as is generally believed, a matter of radical organizational change, but a matter of replacing signals that are less rational with signals that are more rational from the standpoint of economic efficiency.” The truth of this, however, does not solve the cultural problem of a regime moving from bad economics to good economics when it has to shut itself down in the process. Many institutions and aspects of Soviet life, including de facto property rights, are dependent on the inefficient gross-output system of production.

Roberts could have made his path breaking book totally predictive if he had followed his logic to its full conclusion and concluded that communist economies cannot grow because they select the worst economic projects to subsidize the most, thereby violating the essential principle of economics. This is the best book to read on communist political economy for those who think they already know it all.

Aaron Wildavsky

Professor of Political Science and Public Policy

University of California, Berkeley



Preface


The purpose of this book is to explain the operation of the Soviet economy in terms of its organizational principles and Marxian aspirations. I offer a conceptual framework that permits the Soviet economy to be understood as not centrally planned. And I show the impact on the operation of the Soviet economy of the original aspirations of Marxian socialism. This analysis is indebted to Michael Polanyi’s seminal insights, which sovietologists have conscientiously ignored.

Sovietologists have been unanimous in classifying the Soviet economic system as centrally planned. With few exceptions, moreover, Alexander Gerschenkron’s conclusion “that hardly anything in the momentous story of Soviet economic policies needs, or suffers, explanations in terms of its derivation from Karl Marx’s economic theories”1 is representative of prevailing opinion.

The analysis in this book supports the opposite classification and the opposite conclusion. It does not claim to be based primarily on new facts that I have discovered about the Soviet economy. I accept the main body of facts assembled by sovietologists and look at them through a different “window.” The result is a systematic general treatment that is in itself both logically and historically consistent as well as consistent with the facts set forth by sovietologists. Instead of developing an ex post rationalization of these facts, this book traces the development and unfolding of a germinal idea as it moves from an abstract category into the consciousness of men and culminates in history.

1 Quoted from his Richard T. Ely Lecture at the 81st annual meeting of the American Economic Association, Chicago, 1968, published in the American Economic Review, Papers and Proceedings, May 1969, p. 16.



Acknowledgments


Few parts of this book are free of Michael Polanyi’s influence. The thesis that the operation of the Soviet economy can be understood only as the outcome of the original Marxian aspirations is original with Polanyi and is asserted in “The Foolishness of History,” Encounter (November 1957), and in “Towards a Theory of Conspicuous Production,” Soviet Survey (October-December 1960). The analysis of organizational systems in terms of polycentricity is also original with Polanyi and is found in The Logic of Liberty (University of Chicago Press, 1951). At a time when scholarly judgment was distorted by a milieu of great hopes for planning, Polanyi saw the heart of the matter.

I am indebted to Matthew A. Stephenson who saw the significance and interest of my ideas connecting Marxian alienation to commodity production as soon as I mentioned them to him. He shares with me the responsibility for their development. Chapter 1 and the Appendix are based on the following papers by Roberts and Stephenson: “Alienation and Central Planning in Marx,” Slavic Review (September 1968), “A Note on Marxian Alienation,” Oxford Economic Papers (November 1970), and “The Concept of Alienation in Marx’s Capital” (unpublished manuscript). Professor John Plamenatz read drafts of some of these papers, and a discussion we had influenced the form of Chapter 1.

My study of “war communism” was supported by the Relm Foundation and the American Philosophical Society and was first published in Slavic Review (June 1970). I am indebted to Dr. George Katkov for valuable discussions and aid in interpreting sources.

Many parts of this book have been either published in professional journals, presented at professional meetings, or tried on various faculties. The parts can be assessed independently, but each part is strengthened by its relationship to each of the others. They are brought together in this book because together they offer a general reformulation.

I am grateful to the editors of Slavic Review, The Journal of Law and Economics, Oxford Economic Papers, Soviet Studies, and Public Choice for permission to make use in this book of articles that I published in their pages. I am grateful to the Journal of Political Economy and the University of Chicago Press for permission to reprint part of my article, “Oskar Lange’s Theory of Socialist Planning,” © 1971 by the University of Chicago. Some of my arguments in Chapters 4 and 5 were first published in translation in Eastern Europe. Responses of Oxford dons and post-graduates to my Special University Lecture, January 20,1969, were helpful.

I am indebted to Warren Nutter, my dissertation chairman at the University of Virginia, for his open-mindedness in allowing me to pursue my ideas. At another university at which I first expressed interest in the ideas developed in this book, I was confronted with a wall of dogmatism.

Various parts of this book have benefited at some stage in their formulation from comments by Warren Nutter, James M. Buchanan, Armen Alchian, R. H. Coase, Gordon Tullock, Edwin G. Dolan, and scholars who remain anonymous.



Introduction to the Revised Edition


I welcome the Independent Institute’s initiative in sponsoring this new edition of Alienation and the Soviet Economy. The publication of this book two decades ago offered a new perspective on the Soviet economy. It is a perspective that scholars have found challenging, because it refutes both their explanation of Soviet economic history and their classification of the Soviet economy as planned. Following E. H. Carr and Maurice Dobb, scholars have denied that Marxism has been a force in Soviet economic history. Consequently, they have taken the concept of central economic planning out of its historical context and obscured its meaning. When Western scholars describe the Soviet economy as centrally planned, they do not mean the same thing as when Marx, Lenin, and Stalin used this term. To these revolutionaries, planning did not mean, as it generally means to modern writers, planning through markets or planning for industrialization. It meant the abolition of the market system.

This book treats Marxism seriously as a system of thought, and it explains Soviet economic history as a product of the interaction of Marxian intentions with a refractory reality. In my account, economic and historical necessities must make room for speculative excess as a force in history.

By 1971 when this book was first published, it was apparent to this author that reality had triumphed in the struggle with Marxism. But it was not until 1989 that Soviet leader Mikhail Gorbachev and glasnost, his policy permitting free expression, made this generally clear to the entire world.

To the West the collapse of communism was sudden and unexpected. It is disappearing before scholars ever understood its manifestations, and humankind is in danger of losing valuable lessons of its experience. Now that communist countries no longer exist, scholars no longer have to prove their objectivity by defending communism, and the republication of this book may help to save the lessons of a costly social experiment from oblivion.

In 1917 Lenin startled the Marxist world when he seized power in Russia in the name of a socialist proletariat. In the minds of most Marxists, Russia had not gone through the proper stages to be ripe for socialism, and so began debate and denunciation that to this day clutters up the field of Soviet studies.

To Marxists, Lenin appeared as an opportunist whose action flew in the face of the doctrine of historical materialism. According to this doctrine, the institutions and consciousness of men (ideology in the classical Marxian sense) in any historical period are determined by the economic organization of society. In Marx’s words: “The mode of production of material life conditions the general process of social, political and intellectual life. It is not the consciousness of men that determines their existence, but their social existence that determines their consciousness.”1

Lenin felt pressure to legitimize his seizure of power, and the doctrinal position that he took has been misinterpreted as an affirmation of the primacy of politics over economics—the reverse of historical materialism. Scholars concluded that in 1917 Lenin chose power over Marxian principle, and out of this mistaken interpretation of Lenin have come mistaken explanations of Soviet experience. The cumulative effect has been to downplay and deny the role of Marxian ideology. This denial had the effect of exonerating Marxism from any responsibility for the tyranny and brutalization of life in the Soviet Union, and this was, no doubt, an important unconscious motive of various authors.

It is clear from Lenin’s Collected Works that at the time he seized power he did not consider this to be a disavowal of historical materialism. He accepted that man’s consciousness—excepting a revolutionary vanguard as carrier of the program—is determined by the mode of production. Lenin thought that the Bolsheviks must change the mode of production into a socialist one if they were to remain in power. Otherwise, the Party would lose its grip due to the incompatibility of socialist rule with a bourgeois mode of production.

What did Lenin understand the bourgeois and socialist modes of production to be? He understood perfectly, as did Bukharin, Trotsky, and everyone else involved, Marx’s writings about commodity production. They all understood that capitalism was a system of commodity production or production for exchange in the market. Producers are mutually independent, and production is separated from use by exchange. From these organizational characteristics follow capital, wage labor, the separation of value from price, economic crises, and alienation. Although each firm plans its own production, capitalist production as a whole is unplanned. The result is that man is pushed around by the forces of the market—forces of his own making. This, and not an emotional disaffection for work felt by laborers, is the meaning of Marxian alienation.2

Similarly, Marx’s notion of freedom has nothing to do with the autonomy of the individual. “Freedom” is a term applied by Marx to a socialist society where conscious control has been established over social production and man is no longer subject to the blind forces of the market. Planned social production, as understood by Marx and Lenin, abolishes exchange altogether and establishes a direct unity of production with use.

In a Marxian planned economy there is no exchange between individual producers or between producers and consumers, no money, no private property, no economic crises, and no alienation. Planning of production for direct use, or what Stalin called products-exchange between town and country, emerges as the single defining organizational characteristic of Marxian socialism.

Having decided on the seizure of power, Lenin was committed to a transition to socialism. At first he seems to have had the idea of a transitional period based on the seizure of the banking system, but when nothing came of this he undertook a direct transition. This also failed, and Lenin was confronted with the requirements of theory and reality contradicting each other. By 1921 Lenin realized that his attempt to stamp out commodity production and establish socialist planning was a serious threat to the political survival of the Bolsheviks. Yet, he also believed that commodity production was itself a serious threat to the political survival of the Bolsheviks. Lenin frankly acknowledged the failure of his effort to establish socialist economic organization and the dilemma presented by the failure. He understood failure to be a consequence of insufficient socialist consciousness among the population (particularly the peasants) and insufficient manufactured goods for distribution in kind to peasants in return for agricultural products.
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