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PREFACE

IN the preface to the first volume of The Bolshevik Revolution, 19I17—
1923, published in 1950, I expressed the intention of proceeding, on
the completion of this work, to * the second instalment of the whole
project ”’ under the title The Struggle for Power, 1923-1928. Further
consideration and fuller examination of the material have led me to
modify this plan in several respects. In the first place, the last months
of Lenin’s last illness and the first weeks after his death, the interval
from March 1923 to May 1924, appeared to constitute a sort of inter-
mediate period — a truce or interregnum in party and Soviet affairs
— when controversial decisions were, so far as possible, avoided or
held in suspense: in the new plan this period occupies a separate
volume, now published under the title The Interregnum, 1923-1924.
Next, it was found that the period from 1924 to 1928, while constitut-
ing in many respects a unity, could more conveniently be divided into
two sections. Finally, the title originally suggested for this period
seemed too trivial, and inadequate to the fundamental issues involved
in the struggle. According to my present plan, the third instalment of
my project will bear the title Socialism in One Country, 1924-1926, will
cover the period approximately from the summer of 1924 to the first
months of 1926, and will occupy two volumes. The proclamation of
‘“ socialism in one country >’ will provide the occasion for some re-
flexions, which I feel to be appropriate at this stage, on the relation
between the Bolshevik revolution and the material, political and
cultural legacy of the Russian past.

I have once more to acknowledge a continuing debt of gratitude
to many of those who helped me in the earlier stages of my task. The
most important sources of my material have again been the British
Museum and the libraries of the London School of Economics and of
the Royal Institute of International Affairs. I have also been able to
use the libraries of the School of Slavonic Studies of the University of
London and of the Institute of Agrarian Affairs of Oxford University,
the Bibliothéque de Documentation Internationale Contemporaine of
the University of Paris, and the libraries of the International Labour
Office at Geneva and of the Internationaal Instituut voor Sociale
Geschiedenis at Amsterdam. It was in the last-named institute that
1 found the typewritten copy of the hitherto unpublished ‘‘ platform
of the 46 ”’ from which I made the translation printed in the present
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volume. I wish to express my very warm thanks to the librarians of
all these institutions and their staffs for their invaluable assistance and
for the untiring patience with which they have received and satisfied
my exacting demands on them.

The present volume has suffered, in comparison with its prede-
cessors, from the fact that I have had no opportunity of visiting .the
United States while I have been engaged on it. But I have been deeply
indebted to Mrs. Olga Gankin of the Hoover Library and Institute at
Stanford for her unfailing kindness in answering my most pertinacious
enquiries and in supplying information from the rich and still partly
unexplored resources of the library. Few scholars appear so far to
have worked on the Trotsky archives in the Houghton Library of
Harvard University ; nor, so far as I know, has any systematic account
yet been published of what they contain. This is a most serious gap
in our knowledge of Soviet history.

My special thanks are due to Mr. Isaac Deutscher, the biographer
of Stalin and Trotsky, both for reading and criticizing a substantial
part of my manuscript and for putting at my disposal notes made by
him from the Trotsky archives during a visit in 1951; to Herr Heinrich
Brandler for giving me his personal recollections of the events of 1923;
to Mr. Maurice Dobb and Mr. H. C. Stevens for lending me books and
pamphlets which I should otherwise have missed; to Mrs. Degras for
once more volunteering to read the proofs, and to Dr. Ilya Neustadt
for compiling the index — two particularly onerous tasks, the discharge
of which places both the author and his readers very much in their debt.

The Bibliography is a continuatinn of the one which appeared at
the end of the third volume of The Bolshevik Revolution, 1917-1923,
and has the same limited scope. Some critics of that volume com-
plained that I had not supplied a complete bibliography, including
secondary sources. This is a counsel of perfection ; and I must with
regret leave the compilation of such a work to other hands. Secondary
sources which I have found useful are cited in the footnotes.

E. H. CARR
January s, 1954
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PART I
THE SCISSORS CRISIS






CHAPTER I

MARKING TIME

worthy revival was discernible in the Soviet economy — a

revival due partly to the natural process of recovery from the
long ordeal of war and civil war, partly to the excellent harvest
of 1922, and partly to the new policies which had been inaugurated
in March 1921. Production had risen steeply both in agriculture
and in rural and artisan industry, and less steeply in factory
industries producing consumer goods (and as yet hardly at all in
the heavy industries producing capital goods); while the peasant
was the principal beneficiary of NEP, the industrial worker had
been freed from labour conscription, and his miserable standard
of living had to some extent risen; both internal and foreign
trade were being developed; the foundation of a fiscal system
and a working state budget had been laid, and the first steps taken
towards the creation of a stable currency. On the other hand,
none of these aims was distinctively socialist. The structure
of the economy was capitalist or pre-capitalist except for the
nationalized industries; and these had been obliged to adapt
themselves to a quasi-capitalist environment through the obliga-
tion laid on them to conduct their business on commercial
principles. The successes of NEP had been achieved by resort
to capitalist methods and brought with them two incidental con-
sequences which Marxists had always regarded as characteristic
evils of capitalism — large-scale unemployment and violent price
fluctuations. The problem which had dogged the victorious
revolution since 1917, and was inherent in the attempt to effect
the transition to socialism in a predominantly peasant community,
was jts dependence on the support of the peasantry. In 1921 a
temporary solution seemed to have been found in the adoption
of NEP; the alliance with the peasantry had been so securely
welded that it would hold until the spread of the proletarian

3

IN the winter of 1922-1923, after two years of NEP, a note-
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revolution to Europe brought relief to the struggling Russian
proletariat. But, at the moment of Lenin’s final withdrawal from
the scene, this assumption was for the first time severely chal-
lenged. A revival of economic tension, primarily due to wild
fluctuations in market prices, opened a new rift between industry
and agriculture, between proletariat and peasantry, and called in
question the tenability of the NEP compromise.

Attention has already been drawn to certain inconsistencies in
the attitude to NEP revealed in the pronouncements of the party
and of Lenin himself, turning on the equivocal position of the
peasant as the necessary ally of the proletariat but the ultimate
obstacle to be overcome on the road to socialism.! Lenin had
been fully conscious at an early stage of NEP of the anomalies
inherent in it :

There are more contradictions in our economic reality than
there were before the new economic policy : partial, small im-
provements in the economic position among some strata of the
population, among a few; complete inability to make economic
resources square with indispensable needs among the rest,
among the many. These contradictions have grown greater.
And it is understandable that, so long as we are going t%'lrough
a sharp turn, it is impossible to escape from these contradictions
all at once.?

When, at the eleventh party congress in the spring of 1922, under
pressure from those who dwelt on the disastrous consequences of
NEDP for industry, Lenin announced the ending of the *‘ retreat **,3
it was a natural deduction that there would be no more concessions
to the peasant. Yet at the same congress he dwelt with the utmost
emphasis on the need to ‘‘ restore the link ”’, to come to the help of
“‘ the ruined, impoverished, miserably hungry *’ small peasant —
‘““ or he will send us to all the devils ’.4# In his speech at the
fourth congress of Comintern in November 1922 — his last public
speech but one — Lenin spoke both of the satisfaction that had
been given to the peasant and of the need for state subsidies for
heavy industry (‘‘ unless we find them, we are lost ’).5 A week

1 See The Bolshevik Revolution, 1917—~1923, Vol. 2, pp. 274-279.

2 Lenin, Sochineniya, xxvii, 71.

3 See The Bolshevik Revolution, 1917-1923, Vol. 2, p. 277.

4 Lenin, Sochineniya, xxvii, 231.
5 See The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 295, 316-317.
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later, in his last speech of all, he referred to the ‘‘ retreat >’ as

still in progress, and added frankly :

Where and how we must now re-form ourselves, adapt our-
selves, re-organize ourselves so that after the retreat we may
begin a stubborn move forward, we still do not know.*

In one of his last articles, written in January 1923, he described
the Soviet order as ““ founded on the collaboration of two classes,
the workers and the peasants ”’, and laid down what he regarded
as the major task of the party:

If serious class antagonisms arise between these two classes,
then a split will be unavoidable; but in our social order there
are no fixed and inevitable grounds for such a split, and the chief
task of our central committee and central control commission,
and of our party as a whole, is to watch attentively those cir-
cumstances out of which a split might arise and anticipate them,
since in the last resort the fate of our republic will depend on
whether the peasant mass goes with the working class and
remains faithful to its alliance with that class, or whether it
allows the ‘“ nepmen ”, i.e. the new bourgeoisie, to divide it
from the workers, to split it away from them.?

Thus, while Lenin had appeared in 1922 to voice the demand for a
resumption of the march towards socialism, his last injunction was
to keep the link with the peasantry in being at all costs. So long as
the compromise held, all was well. But, in any crisis which made
the existing compromise unworkable without further concessions
to one side or the other, any course of action could be supported
by appropriate quotations from the fountain-head.

The first signs of crisis began to appear when, in the winter
of 1922-1923, the terms of trade between agricultural and in-
dustrial goods, hitherto favourable to the former, began to move
slowly but steadily in favour of industry. NEP had given the
peasant the opportunity to recoup himself, after the privations
and terrors of war communism, by extracting from the town-
dwellers a high price for his products; the land law of May 1922,
confirmed by the new agrarian code at the end of the year, gave

1 ienin, Sochineniya, xxvii, 362.

2 Ibid. xxvii, 405; Lenin’s “ testament’’ also emphasized agreement

between workers and peasants as the fundamental basis on which the party
rested (see p. 258 below).
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him security of tenure;! and the steps taken to restore orthodox
finance and stabilize the currency promised protection to the
peasant against a currency inflation the cost of which had fallen
heavily on him. After the wonderful harvest of 1922, the peasant
was more prosperous than at any time since the revolution, and
was, as Lenin noted, well satisfied with his lot.2 It was true'that
the process of equalization of holdings and resources between
different categories of peasants which was set in motion after the
October revolution and intensified by the requisitions of war com-
munism had now been reversed. The inherent tendency of NEP
to encourage differentiation between different strata of the
peasantry continued unchecked. At one end of the scale more
poor peasants were sinking below the level of self-sufficiency and
had to hire out their land or their labour in order to live; at the
other end the kulaks were producing larger surpluses for disposal
on the market. The extension within the peasantry of the
practices of leasing land and hiring labour, which had been held
in check in the first vears of the revolution, was the symptom of
this differentiation.3 According to statistics compiled by Vserabot-
zemles, the agricultural workers’ trade union, at the end of 1923,
400,000 peasants (or 2 per cent of the total number) employed

! See The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 289, 296-297.

2 See tbid. Vol. 2, p. 295.

3 S. G. Strumilin, Na Khozyaistvennom Fronte (1925), pp. 230-261, contains
a careful statistical study of these processes originally published in April 1923.
A detailed analysis, which appeared in the trade union newspaper, Trud, of the
peasantry in one province of the Ukraine (Odessa) showed that out of 577,000
households 11,000 had no cultivated land at all, another 162,000 had no animal,
and could not grow enough to be self-supporting. A further 137,000 had one
animal ; their situation was precarious. Peasants who were not self-supporting
could not find employment in the towns (industrial unemployment was worse in
the Ukraine than elsewhere — see p. 50 below), or in the collective farms, which
were not in a flourishing condition, or in the Sovkhozy (see The Bolshevik
Revolution, 1917-1923, Vol. 2, pp. 155-156, 289-290), which were more or less
derelict, employing only 3000 workers in the whole province, and leasing most
of their land. There was therefore no option but to become batraks, i.e. hired
workers on the land of more prosperous peasants. In brief, ‘ a sharp division
exists between ‘ strong’ and ¢ weak ’ households >’ and * the ¢ weak ’ house-
holds perish, filling the ranks of the batraks ’ (Trud, September 26, 1923). A
year later, at the thirteenth party congress, Kamenev, apparently quoting from
a monograph issued by the central statistical administration, classifigd the
peasant population as follows : 63 per cent poor peasants, forming 74 per cent
of the total number of households, cultivating 40 per cent of the area under
crops, and owning 50 per cent of the animals; 23 per cent middle peasants,
forming 18 per cent of the households, cultivating 25 per cent of the area under
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600,000 hired workers.! Both figures certainly represent a serious
understatement. But the proportion of employed to employers
shows that the process had not yet gone very far. For the moment,
the picture of a prosperous and contented peasantry which had
left behind for ever the horrors of requlsmomng and war com-
munism represented a fair approximation to the truth; and the
arguments for letting well alone seemed still 1mpregnable.
Towards the end of 1922, after the excellent harvest of that
year, a small quantity of grain had been exported from Soviet
Russia for the first time since the revolution ; and a lively demand
was now heard for action to stem the progressive fall in grain
prices by promoting exports of grain. Narkomfin, the champion
at this time of peasant interests and now also concerned to
build up the foreign currency reserves of Gosbank, came out
strongly in favour of grain exports; and, on its instigation,
the tenth All-Russian Congress of Soviets in December 1922
came out with a recommendation to expand exports of grain and
raw materials.2 The distribution of seed to the peasants on an
unprecedented scale was announced in a decree of January 17,
1923, which described an increase of the areas under crops as
‘“ the foundation of the welfare not only of the peasant, but of
the whole state ”’; and another decree promised land ‘‘ in border
regions where land is abundant >’ to agricultural immigrants.3
Industry presented a more difficult problem than agriculture,
if only for the basic reason that, while agriculture, in the favourable
harvest of 1922, had attained some three-quarters of average pre-
war production over the same area, industry had at the same period

crops, and owning 25 per cent of the animals; and 14 per cent rich peasants
forming 8 per cent of the households, cultivating 34 per cent of the area under
crops and owning 25 per cent of the animals (Trinadtsatyi S’ezd Rossiiskoi
Kommunisticheskoi Partii (Bol’shevikov) (1924), pp. 408-409). Examples of the
way in which legal limitations on the right to hire labour were evaded by such
devices as fictitious mamages or adoptxon, or the rendering of labour in return
for advances of grain or seed, are given in L. Kritsman, KI Rassl v
Sovetskoi Derevne (1926), pp. 163-164.

¥ XTI Viserossiiskii S”exd Sovetov (1924), p. 47 ; the statistics also showed
100,000 workers on Soviet farms, 100,000 in forestry and 100,000 on specialized
forms of agricultural production (fruit, vegetables, etc.). For an account of
Vsersbotzemles see Trud, December 2, 1923 ; it was founded in 1920 for
workers on Soviet farms or in artels and communes (these being later excluded),
but it never became an effective organization.

2 S”exdy Sovetov RSFSR v Postanovileniyakh (1939), p. 268.

3 Sobranie Usakonenii, 1923, No. 4, art. 73 ; No. 10, art. 128.
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3 Sobranie Uzakonenii, 1923, No. 4, art. 73 ; No. 10, art. 128.
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reached little more than a quarter of its pre-war output.” What
had happened to agriculture under NEP, whether welcome or
not, was exactly what had been foreseen. What had happened to
industry was far more complex and baffling. Industry fell into
three categories. The first consisted of rural industry and small
artisan industry conducted mainly in the countryside. This had
shared in the impetus given by NEP to agriculture, and had
recovered since 1921 at a far more rapid rate than factory industry,
and to some extent at its expense.? But such a development merely
tended to make the rural community more self-supporting, to
strengthen the kulak element in the countryside, and to destroy
the * link ” between peasantry and proletariat, between country
and town, which NEP purported to establish. The second
category consisted of factory industry producing consumer goods
for the market : this had recovered in the summer of 1922, through
the formation of quasi-monopolistic syndicates, from the raz-
bazarovanie crisis of the previous winter,3 but was now on the
verge of a new crisis due to the inflation of prices inherent in this
process. The third category consisted of heavy industry producing
capital goods or supplies and services essential to the economy as a
whole, and not working primarily for a consumer market: the
metallurgical industry and the heavy engineering and chemical
industries, together with mining and transport, were the principal
items in this category. An important distinction between the
two categories of large-scale industry was in the method of their
financing. Since the revival of the banking system at the end of
1921,4 the consumer industries had been financed by Gosbank
and Prombank on commercial principles and in virtue of their
profit-earning capacity. Heavy industry and transport, operating
at a loss and unable to obtain bank credits, continued to be
financed by direct subventions from the state, out of which they
paid their wages bills or purchased raw materials and equipment.s

' Dvenadtsatyi S ezd Rossiiskoi K isticheskoi Partii (Bol’shevikov)
(1923), p. 25; for the figures of industrial production see Y. S. Rozenfeld,
Promyshlennaya Politika SSSR (1926), p. 515.

2 See The Bolshevik Revolution, 1917~-1923, Vol. 2, pp. 297-299, 310.

3 See ibid. Vol. 2, pp. 312-315.

4 See ibid. Vol. 2, pp. 356-357.

5 In the financial year 1922-1923 state subventions to heavy industry still

exceeded bank credits to the rest of industry : in subsequent years this relation
was reversed (Y. S. Rozenfeld, Promyshlennaya Politika SSSR (1926), p. 421).
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Without such subventions production and services essential to
the economy as a whole would have come to a standstill.

While, therefore, both categories of large-scale industry were
involved in the crisis of 1923, very different considerations affected
them. Since the autumn of 1921 the consumer industries had
been constantly adjured to apply the principles of kkozraschet and
warned that their efficiency would be measured by their capacity
to earn profits. Thanks to generous credit facilities, and to the
monopoly position established by the syndicates, they had driven
up prices and earned substantial profits. By the summer of 1923
they had increased their production, built up their stocks and
restored their working capital. Nor was it easy to blame them.
The formal decree defining and confirming the status of the
industrial trusts, which was issued only just before the twelfth
party congress, described them as enterprises operating ‘‘ with
the object of earning a profit .Y As late as July 1923 Vesenkha
issued an order which repeated and elaborated the prescriptions
of the decree and referred to profit-making as ‘‘ the guiding
principle of the activity of the trusts ’.2 It was, however, this
policy which led, or largely contributed, to the scissors crisis.

Heavy industry was in a far graver plight. In 1922 it had
recovered scarcely at all from the low level of the two preceding
years.3 It suffered in a higher degree than the consumer industries
from those basic weaknesses which were the direct result of war,
revolution and civil war : an obsolete and worn-out plant, shortage
of raw materials, dispersal of its always limited resources in skilled
labour, and swollen overhead costs.# No serious reorganization

1 See The Bolshevik Revolution, r917-1923, Vol. 2, p. 309.

2 Sbornik Dekretov, Postanovlenii, Rasporyazhcnii i Prikazov po Narodnomu
Khozyaistvu, No. 7 (10), ]uly 1923, pp. 37-38; it was read by Rykov at the
thlrteenth party conference in January 1924 (Trinadtsataya Konferentsiya Ros-

| K h i Partii (Bol’shemkav) (1924), pp. 9-10) as an example
of the erroneous polxcy prevailing in 1923. Its author was Pyatakov.

3 See The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 311, 315-316.

4+ At the Sormovo engineering works the number of workers directly engaged
on production fell between 1913 and 1922 from 6497 to 3708; subsidiary
workers increased in the same period from 4187 to 6121 and employees from
1230 jo 2188 ; the proportion of subsidiary workers and employees to workers
engaged on productmn rose from 83 per cent in 1913 to 224 per cent in 1922
(Trud, February 3, 1923). In all major industries, except the chemical industry
(where the increase was smaller), the proportion of employees to workers was
estimated to have doubled since 1913 (#bid. October 25, 1923).
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to take account of changed conditions had been possible so long
as the civil war lasted; and NEP in its initial stages had been
unfavourable to measures of centralization. At the outset, there-
fore, and even after the formation of the trusts, the picture pre-
sented by heavy industry was of a large number of factories each
working at a small fraction of its capacity.” None of the devices
which enabled the consumer industries, once the first shock was
over, to adapt themselves to commercial conditions, and to meet
some, at least, of the problems of reorganization and rationaliza-
tion on a rising market, was open to heavy industry producing
capital goods. The need for rationalization was here more urgent
than anywhere: the first step towards the salving of heavy
industry was to concentrate the contracted volume of production
in the least obsolete and least inefficient factories. But this
involved the wholesale dismissal of skilled workers who formed
the core of the class-conscious proletariat and the main bulwark
of Bolshevism in the working-class. The party leaders long
shrank from the application of the ruthless, but necessary, surgical
knife.2 In February 1923 Vesenkha set up a commission for the
concentration of industry.? But effective measures of concentra-
tion also required, on a short view, additional capital expenditure
and increased demands on the state budget. From these complex

t Figures for the first quarter of 1923 are given in Y. S. Rozenfeld, Promy-
shlennaya Politika SSSR (1926), pp. 222-223. Conditions were best in Moscow
where the factories of the engineering trust were working at 38 per cent of
capacity ; the corresponding figure for the Petrograd engineering trust was 11
per cent, and the Putilov works in Petrograd were working at only 4'3 per cent
of capacity. Conditions were better in the consumer industries, though accord-
ing to the figure given to the twelfth party congress, industry as a whole was only
working at 30 per cent of capacity (Dvenadtsatyi S’ exd Rosstiskoi Kommunisti-
cheskoi Partii (Bol'shevikov) (1923), p. 339). .

2 In January 1923 the decision was taken in the interests of rationalization
to close down the Putilov engineering works in Petrograd, one of the great
Bolshevik strongholds in 1917 ; Zinoviev appealed to the Politburo and secured
a reversal of the decision at the last moment (L. Trotsky, The Real Situation in
Russia (n.d. [1928], pp. 276-277). Six months later the organ of STO argued
that, in spite of the urgent need to reduce high costs, the rationalization of the
Petrograd engineering industry ‘‘ must not increase unemployment *’ (Ekonomi-
cheskaya Zhizn’, June 17, 1923). Shortly afterwards, the Petrograd engineering
trust was reported to be working at a loss, of which go per cent was ajtribu-
table to the Putilov factory (7rud, August 23, 1923); Rykov in a speech of
December 29, 1923, confirmed that both it and the Bryansk engineering works
had been kept open * for political reasons *’ (Pravda, January 3, 1924).

3 Y. S. Rozenfeld, Promyshlennaya Politika SSSR (1926), pp. 224-225.
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embarrassments there was no escape. The capital industries
could achieve no recovery in the backward Russian economy,
where accumulation of capital through voluntary savings could
not be expected, without state intervention and state credits, and
without a radical process of reorganization which in its immediate
results was bound to bear heavily on the industrial workers. On
any view the balance-sheet of NEP in respect of industry was
highly disquieting. It had stimulated those primitive and back-
ward local industries which tend to be superseded in any advanced
economy ; it had failed altogether to help the heavy industries,
the essential key to industrial progress; and it had enabled the
large consumer industries to survive only by measures of self-help
which bore hardly on the peasant and were bound in the long
run to destroy the balance between town and country which it
was the main purpose of NEP to promote.

The state of trade and distribution was no less disquieting
than that of industry. It was disquieting from two points of view.
In the first place, NEP brought into the open the mass of private
traders who had eked out an illegal existence in the penumbra of
war communism, and encouraged the appearance of many more,
so that the great bulk of retail trade was now conducted by private
traders, greater and lesser nepmen, whose energy and resource-
fulness, in conditions of free competition, drove the state trading
institutions and the cooperatives from a large part of the field.
Figures compiled early in 1924 showed that 83-4 per cent of
retail trade was in private hands, leaving 10 per cent to the co-
operatives and only 6:6 per cent to the state organs and institutions.?
Soviet trusts themselves often used nepmen as agents in trans-
actions with one another, and were known to offer larger discounts
to private traders than to state institutions; Gosbank was some-
times accused of favouring private traders in the allocation of
credits.2 A complaint was even heard that trusts and other Soviet
economic institutions protected their nepmen-agents against the

¥ Trinadtsatyi S’’exd Rosstiskoi K isticheskoi Partii (Bol’shevikov)
(1924), p. 404. On the other hand, the government held the commanding
positipn in wholesale trade : of the total volume of trade, Zinoviev said that
36 per cent was in government hands, leaving 64 per cent for private capital
(ibid. p. 93).

2 Z. V. Atlas, Ocherki po Istorii D, hnogo Obrashcheniya v SSSR (1917-
I925) (1940), p. 18s.
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tax-gatherers of Narkomfin by refusing, on the score of ‘‘ com-
mercial secrecy ’, to divulge payments made to them.! Such
phenomena, however anomalous at first sight, were only to be
expected. Once khozraschet and unfettered competition were the
order of the day, the trained and experienced merchant enjoyed
every advantage over the newly created and bureaucratically inspired
state trading institutions and even over the cooperatives, especially
since the efficiency and independence of the latter had been
sapped in the long struggle with the state authorities. It was
admitted that prices of commodities in the private market were
generally lower than in the state shops ; and Lezhava, the president
of the commission for internal trade (Komvnutorg), applied to the
private trader a well-known Russian proverb: “ Let him be a
cur for all I care, if he brings the goods .2

The second ground for disquiet was the high cost, and low
efficiency, of the distributive machine as a whole, whether in
public or in private hands. Inefficiency in distribution sprang
from the same causes as low productivity in industry: to make
good the destruction and disintegration wrought by the successive
ravages of war, revolution and civil war was, both in human and
in material terms, an uphill task. Indices of wholesale and retail
prices constructed on the basis of corresponding prices for 1913
showed that the margin between wholesale and retail prices had
widened by some 20 per cent since that time, and was widening
still further throughout 1923.2 While Narkomfin continued to
blame the trusts and syndicates for the high prices of industrial
goods, the middleman was the more popular scapegoat. The
press of 1923 was full of apparently well-grounded complaints
about the number of hands through which goods passed on their
way from the factory to the consumer and the profits and com-
missions exacted at each stage. Since a revival of trade was an
essential condition of NEP, it was not inappropriate that the first

! Vtoroi S’exzd Sovetov Soyuza Sovetskikh Sotsialisticheskikh Respublik
(1924), p. 158.

2 Trud, October 5, 1923 ; Ekonomicheskaya Zhizn’, October 15, 1923. For
Komvnutorg see The Bolshevik Revolution, 1917-1923, Vol. 2, p. 344.

3 See the table in L. N. Yurovsky, Na Putyakh k Denezhnoi Reforme,(2nd
ed., 1924), p. 75 (quoted on p. 33 below) ; a different calculation (ibid. p. 85)
shows an even wider margin. The English translation of this work under the
title Currency Problems and Policy of the Soviet Union (1924) is somewhat
abbreviated, but contains a supplementary chapter.
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serious crisis of the new economic policy should take the form of a
crisis of prices.

The criticism of current economic policy which, though still
largely inarticulate and unformulated, began to be heard more
and more insistently in the winter of 1922-1923 turned first and
foremost on the need to come to the aid of the heavy industrial
sector of the economy. The organ of STO, Ekonomicheskaya
Zhizn’, devoted a leading article on January 25, 1923, to a demand
for economies in the budget (in what sector of it was discreetly
left unstated) in order to release funds to help heavy industry.
A spokesman of industry protested in 7rud on March 10, 1923,
against talk of further state intervention in favour of the peasant
at the expense of industry: industry ‘ requires from the state
not a diminution of protection, but on the contrary an increase
of it . But such pleas, once they went beyond vague generalities,
quickly led to conclusions incompatible with the official party line,
since they could be satisfied only by increasing the budget deficit
and by swelling still further the volume of paper currency, or
by increasing the burden of taxation on the peasant. The year
1923 became a time of constant and bitter struggle between
Narkomfin, its course now firmly set for financial reform and a
balanced budget, and therefore determined at all costs to cut down
state subsidies to industry, and those who believed that the
restoration of heavy industry, through a simultaneous process of
concentration and expansion, both involving capital outlays, was
in the long run the only path to economic recovery and the
advance towards socialism. Since the restoration of heavy
industry was necessarily dependent on the development of
planning, the second view tended to find its most vocal advocates
in Gesplan, on which the hopes of Trotsky had also long centred.!
To the demands of Narkomfin for economies the spokesmen of
Gosplan retorted that only those economies were laudable which
did not result in ‘‘ stagnation in our economy and serious diffi-
culties in restoring it owing to the further deterioration of trans-
port and heavy industry ”, and that a sound policy of advances
to industry was being sacrificed to fiscal considerations.2 On the
other hand, the campaign to increase grain exports, which was

! See The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 379-381.
2 Ekonomicheskaya Zhizn’, April 24, 1923 (article by V. Smirnov), May 19, 1923.



14 THE SCISSORS LRISIS PT. I

strongly supported by Narkomfin for the double purpose of aiding
the peasant and of building up reserves of gold and foreign cur-
rency, encountered opposition in Gosplan, where the majority
of the presidium held its ground and remained firmly wedded
to the policy of cheap food and the planned development of
industry. Strumilin cogently stated the arguments against grain
exports. He conjured up the danger of restoring Russia to her
former status as ‘‘ an agricultural colony of the bourgeois west >’
with the consequences of the destruction of Russian industry and
the renewed dependence of Russia on the capitalist world. It
was pointed out that only the well-to-do peasants who had grain
to sell — not more than 15-20 per cent of the whole — would
benefit by a rise in prices; the great mass of the peasantry was
either barely self-supporting or a purchaser of grain. In any case
it was an ‘“ elementary truth ” that the healthy development of
agriculture was dependent on the expansion of industry.? But
these theoretically powerful arguments of a long-term character
carried little weight with political leaders faced with the urgent
need to provide the peasant with strong enough incentives to
produce the wherewithal to feed urban populations and prevent
the price-level turning further against him; increased facilities
for the export of grain seemed, under the conditions of NEP, the
convenient and most effective means of attaining this vital object.

Responsible party critics of economic policy in the first months
of 1923 fell into two groups. The first group was concerned
with the adverse effects of NEP on heavy industry, and sought
first and foremost to mitigate these effects through an extension
of state subsidies — if necessary, by curtailing the benefits which
NEP had conferred on the peasant or increasing the burdens on
him. Preobrazhensky, always keen to expose the shortcomings
and anomalies of NEP,2 who had criticized Lenin as early as
December 1921 for describing war communism as a mistake, and
argued that this mistaken terminology might lead later to mistakes
about the goal of the revolution,® was the outstanding theorist
of the group, Pyatakov, the vice-president of Vesenkha, its ablest

1 S. G. Strumilin, Na Khozyaistvennom Fronte (1925), pp. 215-217¢ the
article setting forth thése arguments was originally published in April 1923.

2 See The Bolshevik Revolution, 19171923, Vol. 2, pp. 291-293, 379.

3 Vserossiiskaya Konferentsiva RKP (Bol’shevikov), No. 2 (December 20,
1921), P. 22.
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representative in the economic administration. Trotsky stood
near to the position of this group, but did not share it to the full.
He had whole-heartedly accepted NEP; he had indeed been the
first to propose it.! But he insisted on the purpose of NEP as
‘“ the utilization by the workers’ state of the methods, procedures
and institutions of capitalist society in order to build, or to prepare
the way to build, a socialist economy *’ ; 2 and he was predisposed
to welcome any measure which signified the ending of the
‘“ retreat . 'This attitude was linked with his insistence on the
need for planning, since planning was the condition of a revival
of heavy industry and therefore of a renewed advance towards
socialism.3 It was no accident that Trotsky should have become
in the winter of 1922—1923 the spokesman of industry in the
Politburo, where he more than once pressed the demand for a
more generous credit policy.4 There was thus ample material
available to those who began in 1923 to charge Trotsky with
‘“ underestimating >’ the peasantry, though the charge was not
altogether justified in the form in which it was made, and later
assumed dimensions wholly disproportionate to the grain of truth
contained in it. A second group of which Krasin was the most
important party representative, but which probably enjoyed wide
support among officials and managers in industry,5 regarded the
extraction of further surpluses from the peasant as impracticable
or undesirable, and pursued the hope of foreign credits. This

' See The Bolshevik Revolution, 1917—1923, Vol. 2, p. 280.

2 Dvenadtsatyi S”exd Rosstiskoi K isticheskoi Partii (Bol’shevikov)
(1923), p. 282.

3 Trotsky said at the twelfth party congress : ‘° If we had not worked at an
economic plan, checking it, verifying it, modifying it in course of execution, our
transport, our heavy industry would have gone to the scrap-heap. Of course
heavy industry would have been resuscitated through the market in 10 or 20
years, but by that time in the form of private capitalist industry ** (ibid. p. 307).

4 Trotsky’s note to the Politburo, on this point, of February 13, 1923, is
in the Trotsky archives; support for industry was also implicit in Trotsky’s
insistence at this time on more comprehensive planning and greater power for
Gosplan (see The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 379-380).

5 It was compromising to Krasin in party circles that his views corresponded
so closely with those of a group of former bourgeois professors and economists,
who were still teaching in Soviet universities ; during 1922 this group issued
several numbers of a journal entitled Ekonomist, which was still tolerated as a
learndd publication, and the main theme of which was the impossibility of
restoring the Soviet economy without foreign aid based on a return to capitalist
principles. Krasin’s views seem at this time to have been regarded in the party
as useful for export, but were not otherwise taken very seriously.
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group not only accepted NEP to the full, but wished to carry it
to what seemed the logical conclusion of a more conciliatory
attitude towards the capitalist Powers. The weakness of this
proposal was that the experiences of the Genoa and Hague con-
ferences had demonstrated the stringency of the terms on which
foreign credits could be obtained, and that Lenin, by rejecting
the Urquhart agreement against Krasin’s advice,! appeared to have
turned away from this policy.

Such was the situation when, in the weeks following Lenin’s
second severe stroke of March 9, 1923, preparations were hastily
made for the twelfth party congress.?2 During the preliminary
discussions in the Politburo, Trotsky referred to his ‘‘ differences
on the economic questions >’ with the majority, but found the
other members unwilling to discuss them or even to admit their
existence.? The time was not ripe; the issues themselves were
not yet fully clear; and, so long as Lenin himself might yet
recover sufficiently to take a hand in party disputes, nobody
wanted to bring them to a head. In accordance with precedent
draft resolutions on major questions for submission to the con-
gress were prepared in the Politburo and carried its collective
authority. It was arranged that the principal report on the policy
of the central committee during the past year should be made by
Zinoviev, that Trotsky should submit a special resolution on
industry and Kamenev one on taxation of the peasant. The
agreed texts carried certain differences of nuance, but any open
clash of opinion was avoided. Basic economic issues were
ventilated at the congress by other members of the party and to
some extent even by the leaders. But the prior agreement in the
Politburo to refrain from radical and controversial decisions
limited the scope of the debate.

Notwithstanding this restraint, no pains were spared by the

t See The Bolshevik Revolution, 1917—1923, Vol. 3, p. 432.

2 For these preparations see pp. 272-273 below.

3 L. Trotsky, Moya Zhizn’ (Berlin, 1930), ii, 227-228; in L. Trotsky,
Stalin (1946), p. 366, they have become ‘‘ serious differences . Rykov g year
later referred to the argument as ‘‘ a little discussion which did not go beyond
the limit of the central committee *’ (Trinadtsataya Konferentsiya Rosssiskoi

Kommunisticheskoi Partii (Bol’shevikov) (1924), p. 6). For an account of relations
between the party leaders on the eve of the twelfth congress see pp. 270-272 below.
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party leadership to make the defence of the peasant, and of the
“link ”’ between proletariat and peasantry established by NEP,
the keynote of the congress. On the eve of the congress the
official economic organ proclaimed that the export of grain and
the need to temper the burden of taxation on the peasant were the
two most important issues confronting it.! By a symbolical
gesture 30 non-party peasants were given seats in the congress
hall.2 Zinoviev, as the chief spokesman of the party, made himself
their champion. He warmly rebutted the charge of a ‘‘ peasant
deviation *’; if the policy of the party central committee was a
deviation, Lenin himself, the progenitor of NEP, was the author
of it. The peasant was the key to everything. Taxation must not
fall too heavily on him; export of grain must be encouraged in
order to raise grain prices; the national question must be con-
sidered from the angle of the peasantry of the border regions;
the cost of the administrative apparatus must be reduced; even
anti-religious propaganda must be so conducted as ‘ not to
irritate the peasant ”’.3 In one passage he seemed to recognize
the vulnerability of NEP by making a half-jesting distinction
between ‘‘ the new economic policy ”’ and the word ‘“ NEP ”’,
which brought to the mind a picture of ‘ the nepman and his
unpleasant features . But the gist of the speech was a cautious
verdict in favour of the status quo.

The only important thing, comrades, is that we should
continue to look at NEP correctly, that we should clearly

1 Ekonomicheskaya Zhizn’, Aprxl 16 1923.

2 Dvenadtsatyi S’’ezd R K isticheskoi Partii (Bol’shevikov)
(1923), p. 416.

3 Two resolutions of the congress referred to the importance of not insulting
the religious feelings of believers (VKP(B) v Rezolyutsiyakh (1941), i, 514, 521).
An article in Pravda, May 8, 1923, referred to the deep roots of religion among
the peasant population and the need for ‘‘ great caution, great skill *’ in eradicat-
ing them : ‘‘ otherwise we shall achieve nothing but the creation of new legends *’.
A circular from the trade union central council requested trade unions *‘ to
behave with complete tolerance and tact to the religious convictions of their
members and not repel them from the unions by insulting their religious feeling
with thoughtless and tactless attacks >’ (7rud, June 9, 1923). The change of
policy in anti-religious propaganda may be connected with an incident mentioned
by Tgotsky which must have occurred late in 1922 ; according to L. Trotsky,
Moya Zhizn’ (Berlin, 1930), ii, 213, Stalin appointed Yaroslavsky as Trotsky’s
deputy in the department of anti-religious propaganda as a step to get it away
from Trotsky’s control, and Lenin, after his return to work, expressed dis-
approval of this appointment.
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recognize that it is a question of the link with the Eeasant, not
with the nepman, and that we should understand that we must
resist all those who see in this a so-called “ peasant deviation .t

The first resolution recognized that ‘‘ agriculture will long remain
the foundation of the economy of the Soviet land *’, and advocated
export of grain in order to raise grain prices and provide ‘““a
stimulus for the peasant to increase the area under the plough .
The importance of ‘‘ the link between the working class and the
peasantry >’ was once more stressed. Industry must put its own
house in order : * the specific weight of state industry in the whole
economy of the country can be increased only by degrees and only
through the organization of industry to raise its profitability, etc.”’ 2

At a later stage of the proceedings Kamenev reinforced the
same doctrine in introducing a separate resolution on the taxation
of the peasant. In a speech copiously interlarded with quotations
from Lenin, he explained that the question of ‘ mutual relations
between the proletariat and the peasantry in the Soviet land > was
“ the fundamental question of the dictatorship of the proletariat
in the present period ’’. The land decree of October 26/November
8, 1917, had been the first *“ treaty >’ between them ; the introduc-
tion of the tax in kind under NEP was the second. Lenin’s last
published article, and a report by Frunze from the province of
Ivanovo-Vosnesensk on ‘“ the serious discontent of the peasantry
with the policy of the Soviet power ”’, were quoted in support of
the proposition that the burden on the peasant must be alleviated.
The concrete proposals were to convert the tax in kind into
monetary terms, to unify it, and to raise grain prices by stimulating
exports of grain. This Kamenev described as ‘‘ the last battle
between capitalism and communism ’’ — to be fought not on the
battlefields of the civil war, but “ in the sphere of the peasant
economy .3 A briefer and more detailed speech from Sokolnikov
gave some figures. Taxes on the peasant in the current year were
estimated to bring in 390 million gold rubles; for the next year,
1923—-1924, it was proposed to raise the total to 400 millions; but,
since a 16-18 per cent increase in the area under crops was

! Dvenadtsatyi S’’ezd Rossiiskoi Kommunisticheskot Partii (Bol’she.vikov)
(1923), pp. 23-26, 32-39.

2 VKP(B) v Rezolyutsiyakh (1941), i, 472-473.

3 Dwvenadtsatyi S’ezd Rossiiskoi Kommunisticheskoi Partii (Bol’shevikov)
(1923), pp. 388-412.
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expected, this would mean a substantial reduction in the demand
on the individual peasant.? The resolution recorded the decision
to relieve the burden of taxation on the peasant by offering him
the alternative of payment in cash or in kind, by unifying all
existing taxes into a ‘‘ single agricultural tax ”’, and by taking
account of local and individual conditions in fixing the assessment.
Officials were particularly enjoined to explain the necessity and
purpose of the tax to the peasant in sympathetic terms.?

Between these impressive pronouncements by Zinoviev and
Kamenev on behalf of the peasant, which fell respectively at the
beginning and almost at the end of the congress, came the com-
plaints of the critics, who spoke in the debate on Zinoviev’s
report, and Trotsky’s report on industry. Larin, in a speech full
of personal recrimination which clearly put the congress against
him, proposed a 20 per cent increase in taxes on the peasant in
order to secure a correct distribution of resources between
agriculture and industry: this represented the case of industry
in its naked and extreme form. Krasin pleaded the cause of
industry from a different standpoint. In a recent article in
Pravda, which had attracted attention and resentment, he had
protested against too much state interference with industry and
demanded ‘““a maximum of production and a minimum of
control >3 In his speech at the congress he showed himself
sceptical of the possibility either of helping the peasant or of
developing industry out of native resources, and continued to pin
his faith on foreign loans and concessions: the weakness of his
case was that, while nobody contested the desirability of this
expedient, few believed it practicable on any terms which the
régime could conceivably accept.4 Preobrazhensky, whose views

! Ibid. p. 420.

2 VKP(B) v Rezolyutsiyakh (1941), i, 488-491.

3 Pravda, March 24, 1923 ; Martynov, a new convert from Menshevism,
replxed (ibid. April 4, 1923) that this plea had been heard ‘‘ in recent years ”’
from ‘“ managers of all colours and tendencies ”’, and that Krasin’s fundamental
error was a desire to replace political action by economic management before
class contradictions had been eradicated. In a further article Krasin sarcastically
enquired whether the ‘ link *’ with the peasantry could be achieved through
‘“ the gontinued ruin of our heavy mdustry (1b1d Apnl 15, 1923).

4 Dvenadtsatyi S”exd R koi K koi Partii (Bol’shevikov)
(1923), pp. 101-104, 116-119; Krasin reiterated his plea in a second speech

(¢bid. pp. 351-355) In an interview in Trud, April 17, 1923, he strongly
defended grain exports.
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of the relative weight of industry and agriculture in Bolshevik
policy were at the opposite pole to those propounded by Zino-
viev, confined himself to deploring the lack of any decision of
principle about the future of NEP, and then turned aside to
attack Krasin’s policy of surrender to foreign capitalism as the
greater danger.” The opposition to the economic policy laid
down by the Politburo and announced by Zinoviev had largely
fizzled out before Trotsky rose to deliver his report on industry.
Trotsky began by explaining that his report was designed not
to record the progress of industry during the past year, but to have
‘“ a directive character ”’. It proved, however, to be analytical
rather than ‘‘ directive . Trotsky was plainly inhibited by his
unwillingness to challenge the majority of the Politburo and by
his acceptance of a compromise which was not so much a com-
promise as an agreement not to bring differences into the open.
The conclusions which would have resulted from his analysis
were diametrically opposed to those of Zinoviev; but these con-
clusions he failed to draw — at any rate in any form which would
have made the opposition clear. The speech was none the less a
full and far-reaching analysis of Trotsky’s views at this time. The
essential purposes of NEP as he defined it were two : to increase
the productive forces of the country, and to organize these forces
in such a way as to propel the state along the socialist path.2 The
exchange of products between agriculture and industry which
NEP was designed to promote meant, however, on the industrial
side, the production of consumer goods. It had brought with it
a rapid increase of production in rural industries and in factory
industries (notably the textile industry) catering for the domestic
consumer. Heavy and medium industries had registered scarcely
any advance; nor was there any inducement for the investment of
private capital in them. It was the task of the succeeding period
to extend the revival brought about by NEP in light industry to
heavy industry, and to ‘‘ drain off into the mill of socialism as
large a part as possible of what we provisionally call the surplus
value created by the whole labouring population of our Union .3
Having reached this crucial point, Trotsky left it for a digression

1 Dvenadtsatyi S ezd Rossiiskoi K isticheskoi Partii (Bol’shevikov)
(1923), p. 130.
2 JIbid. pp. 282-283. 3 Ibid. pp. 285-291.




CH. I MARKING TIME 21

which made his speech famous when the rest of it was conveniently
forgotten. He exhibited a diagram showing the relations between
prices of agricultural products and prices of industrial products
since the previous summer. The two lines converged and inter-
sected in September 1922 (this being the point of parity as
measured by 1913 prices), and from that point gradually diverged
more and more widely, giving the diagram the aspect of an open
pair of scissors.! The scissors represented the rapid movement of
prices since the autumn of 1922 in favour of industry, counteracting
and revoking the movement of prices in favour of agriculture
which had set in after the introduction of NEP.2 According to
Trotsky’s diagram, industrial prices in March 1923 stood at
above 140 per cent of the 1913 level, while agricultural prices had
sunk below 8o per cent; 3 and the disparity continued to increase
by leaps and bounds. The nature of the crisis was masked for a
time by the still progressive currency inflation, since the pheno-
menal rise in all prices in terms of current rubles was more con-
spicuous than the smaller but more significant divergence between
the rate of increase in the prices of different commodities.
Trotsky’s speech and diagram brought home to many delegates
for the first time the nature of the crisis. The demonstration
enabled him to take as the starting-point for his practical con-
clusions the one point in the economic situation where the most
ardent supporters of the peasant were most sensitive to the need
for state intervention. The rise in industrial prices struck at the
roots of current economic policies by threatening to deprive the
peasant of the adequate return for his products which NEP had
sought to give him, and by demonstrating the fallacy of the sup-
position that safety could be found in giving free rein to the
processes of the market. These radical deductions were not yet

1 The dxagram, based on figures obtained by Trotsky from Komvnutorg. is
reproduced in Dvenadtsatyi S ezd Rossiiskoi K isticheskoi Partii (Bol’-
shevikov) (1923), p. 393. A similar diagram in M. H. Dobb, Russian Economic
Development since the Revolution (2nd ed. 1929), p. 222, based on the calculations
of Strumilin, the economist of Gosplan, introduces some refinements (and
incidentally puts the point of intersection in August instead of September 1922),
thus marring the simple outline of the *‘ scissors >’ ; but the broad conclusion
is the game.

2 See The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 311-315.

3 Strumiilin’s more carefully weighted figures made the disparity still
greater, giving percentages of 169 and 6o respectively for February 1923
(S. G. Strumilin, Na Khozyaistvennom Fronte (1925), p. 212).
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drawn — even by Trotsky himself. But it was not wholly in-
appropriate that the term * scissors crisis ”’ came to be applied to
the whole economic crisis of 1923, though violent price fluctuations
were only a part of its symptoms.

Trotsky now proceeded to his conclusions, which had been
agreed in advance in the Politburo and were embodied in the draft
resolution. The first, which was now virtually uncontested, was
to promote the export of grain. The second, which was every-
where accepted in principle, though its application was difficult
and controversial, was to increase the efficiency of industry by
measures of concentration and by cutting down overhead costs —
a process which was connected with the development of stricter
and more accurate accountancy. The problem of unemployment
was treated as secondary. Trotsky admitted that ‘ the necessity
of dismissing men and women workers ’> was a ‘‘ hard, very hard,
nut *’, but thought it a lesser evil than the ‘ concealed unemploy-
ment >’ of inefficient production. The question of wages raised
“ no difficulties of principle ”’, and was dismissed in a single
paragraph with a reference to a commission which had recently
sat under the presidency of Rykov and had removed incipient
‘ misunderstandings between the industrialists and the trade
unionists >’.! The only specific recommendation in this field was
to equalize wages between heavy and light industry, so that the
greater prosperity of the latter might benefit the working class
as a whole. More delicate was the acutely controversial question
of the financing of industry. The programme for industry was
set by Vesenkha under the authority of STO. The ‘ financial
pump  should therefore be in the hands of Vesenkha, and
credits should be granted by the Prombank, which was really a
special branch of the State Bank. This would ensure that credits
would be given to enterprises not from the standpoint of capacity
to earn immediate profits, but from the standpoint of prospects
over a number of years.?

! See pp. 74-75 below.

2 Dvenadtsatyi S’ezd Rossiiskoi Kommunisticheskoi Partii (Bol’shevikov)
(1923), PP. 294-304. For Prombank see The Bolshevik Revolution, 1917-1923,
Vol. 2, p. 357. Its first director, Krasnoshchekov, was arrested for fimancial
malpractices in September 1923 ; an account of his misdemeanours will be
found in Pravda, February 12, 1924. Shortly before his arrest, Krasnoshchekov
proposed that Gosbank should be deprived of its credit functions, and the
financing of industry entrusted exclusively to Prombank (Ekonomicheskaya
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Finally, Trotsky wound up his speech with a long exposition
of the principles of planning, which he himself perhaps regarded
as the essential part of his conclusions, but which others certainly
treated as a theoretical and utopian epilogue. He began by attempt-
ing to show how a planned economy grew inevitably out of current
needs and practice. The foundations of planning were already
laid by three factors which could not be brought under the
laws of the market — the Red Army (‘‘ the army is a planned
economy ”’), transport and heavy industry (‘** which with us works
either for transport, or for the army, or for other branches of
state industry ). In this field planning amounted to no more
than necessary foresight and coordination of requirements. Re-
calling the adoption by the ninth party congress in the far-off
days of war communism of the idea of ‘‘ a single economic plan ”’,!
he defined the three stages of the development of planning : first,
‘“ means of production to produce means of production ”’, then
“ means of production to produce objects of consumption ** and
finally “ objects of consumption . The function of planning was
ultimately to overcome NEP :

Our new economic policy was established seriously and for
a long time, but not for ever. We introduced the ‘‘ new ”
policy in order on its own foundation and to a large extent b
using its own methods to overcome it. . . . Ultimately we shall
extend this planning principle to the whole market, and in so
doing swallow and eliminate it. In other words our successes
on the basis of the new economic policy automatically bring us
nearer to its liquidation, to its replacement by the newest
economic policy, which will be a socialist policy.

But how was progress towards planning to be made? Trotsky
cited a remark from a report to the congress on the state industry

Zhizn’, September 7, 1923). Its first report, issued in the summer of 1923,
showed that between November 1922 and May 1923 it had been primarily
concerned to keep its capital intact, that its charges for advances had been
exorbitant, and that what advances it had made had been almost exclusively to
light industry (bid. August 23, 1923 (Supplement)). On the occasion of a
conference of managers and local representatives of Prombank in Moscow in
June 1923, a scheme was actually mooted to make Prombank a centre for the
financing of heavy industry (¢bid. June 22, 1923) ; but this can have had little
hope of success, since Prombank was wholly dependent on Gosbank, which was
closely leagued with Narkomfin.
' See The Bolshevik Revolution, 1917-1923, Vol. 2, p. 370.
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of the Moscow region : ‘‘ The working class, being in power, has
the possibility, when class interests require it, of giving industry a
credit at the expense of the worker’s wage . ‘‘ In other words,”
paraphrased Trotsky, ‘‘ there may be moments when the state
does not pay a full wage or pays only a half, and you, the worker,
give a credit to your state at the expense of your wages.”” Unless
the worker was prepared to earn surplus value for the workers’
state, there was no way forward to socialism. Having thus firmly
dissociated himself from the attack on the party leadership in
the name of the workers, Trotsky concluded with a postscript
on the inevitable hardships of a period of ‘‘ primitive socialist
accumulation .1

The speech had ranged far and wide, and the debate that
followed it was desultory. None of the other principal leaders
took part in it. None of the delegates who spoke did anything
to sharpen the issue except Chubar, a worker and an old Bolshevik,
who sourly observed that, while the workers and peasants might
‘“ give a credit to their state >’ by forgoing a part of their rewards,
many of the specialists employed under NEP merely wanted to
‘¢ grab something which will help them to get more firmly on to
their feet as property-owners ”’, and Lyadov, another old Bol-
shevik, who uncompromisingly pleaded the cause of heavy
industry and wanted to ‘‘ deliver” it from ‘‘the power of
NEP .2 The resolution, after some minor amendments in the
drafting committee, was unanimously adopted by the congress.
It began by asserting that ‘“ only the development of industry
can create an unshakable foundation for the dictatorship of
the proletariat >, but immediately added the safeguarding quali-

fication :

Agriculture, in spite of the fact that it is still at 4 low
technical level, has a primary significance for the whole economy
of Soviet Russia.3

1 Dvenadtsatyi S’ezd Rossiiskoi K isticheskoi Partii (Bol’shevikov)
(1923), pPp. 306-322 ; the passage on planning has already been quoted in The
Bolshevik Revolution, I917-1923, Vol z pP. 382

2 Dwvenadtsatyi S’ezd R icheskoi Partii (Bol’shevikov)
(1923), PP. 343, 359. *

3 This clause was added when the draft resolution as approved by the
Politburo was submitted to the party central committee on the eve of the con-
gress ; Trotsky opposed it on the ground that it was irrelevant to a resolution
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The duration of this state of affairs depended largely on *‘ the
course of events outside Russia, i.e. first and foremost the course
of the revolutions in west and east ’. But as regards the measures
to be adopted at home, which were cautiously said to have ‘“ a
gradual character ”, the resolution remained chiefly on the safe
ground of general principles. On the one hand, the revival of
state industry depended on agricultural development, since ‘‘ the
necessary working capital can be created only from agriculture
in the form of an excess of agricultural products over what is
consumed in the countryside ’. On the other hand, ‘‘ the creation
of surplus value in state industry is a matter of life and death for
the Soviet power, i.e. for the proletariat ”’; and the development
of industry is “ a condition of the development of our agriculture
in a socialist, and not a capitalist, direction ”’. A significant para-
graph touched on a basic problem of NEP without indicating the
solution :

Mutual relations between light and heavy industry cannot
be settled simply by the method of the market, since this would
in fact bring a threat of the ruin of heavy industry in the years
immediately to come, with the prospect of its subsequent restora-
tion through the spontaneous operation of the market, but then
on the basis of private property.

The conclusions of Trotsky’s speech on the export of grain, on
the rationalizing and financing of industry and on the principles
of planning were duly recorded — sometimes in slightly vaguer
terms than those which the speaker had used. Little encourage-
ment was given to those who preached the panacea of credits for
industry. “ Complaints of the insufficiency of working capital >
were a proof that the state had taken under its management more
industrial enterprises than could be profitably maintained in the
existing state of the economy ; the only solution lay in ‘‘ a radical
concentration of production in the technically best equipped and
geographically best situated enterprises ”’. An emphatic blessing
was given to the principle of one-man management.! Attention
on industry, but was outvoted (7rinadtsataya Konferentsiya Rossiiskoi Kom-
munisticheskoi Partii (Bol'shevikov) (1924), pp. 6-7). According to L. Trotsky,
Moya Zhizn’ (Berlin, 1930), ii, 229, the proposal came from Kamenev and was
the first move in the campaign to discredit Trotsky on the score of his alleged

neglect of the peasantry.
! For this section of the resolution see p. 46 below.

o}
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was drawn to the inadequacy of the machinery of trade and dis-
tribution, to the need to increase its efficiency and reduce its cost.
But nothing more radical was recommended than study by the
departments concerned. The resolution as a whole retained the
character of a declaration of principles rather than of a decision
on policy.!

The twelfth party congress represented an almost unqualified
victory for the supporters of the economic status quo. Trotsky
had analysed the difficulties of heavy industry, but stopped short
of radical solutions which would have been a direct challenge to
the majority of the Politburo. He had impressed the delegates
with the problem of the ¢ scissors *, but had not sought to depict
it as a major crisis or as a symptom of deep-seated disease. The
cloud on the horizon was not yet large or menacing enough to
shake the leaders out of their complacency. No call for urgent
action had come from the congress. When it was over, effect
was given to its principal concrete recommendations through the
governmental machine. The organization of the export of
agricultural products was entrusted to a limited liability company
set up for the purpose under the name Eksportkhleb, and working
under the control of Vneshtorg;? and 44 million puds of grain
were exported in the year ending September 30, 1923, of which
28 millions went to Germany.? A long decree of May 20, 1923,
provided for the institution of a ** single agricultural tax ” which
was to replace not only the taxes imposed under NEP, but also
the “ general citizens’ tax ”’ introduced in February 1922, what
was left of the compulsory labour service, and all local taxation
other than that levied by rural districts and villages. The tax was
to be computed, as before, in units of rye, but payment could be

I VKP(B) v Rezolyutsiyakh (1941), i, 476-488.

2 Sobranie Uzakonenii, 1923, No. 37, art. 394 ; Eksportkhleb acqmred four
months later a monopoly both for grain and for dairy products (ibid. No. 95,
art. 954).

3 Ekonomicheskaya Zhizn’, October 1-2, 1923 ; average annual exports of
grain between 1900 and 1914 amounted to more than 500 million pounds. An
agreement signed by the Soviet trade delegate in Berlin with a German financial
group for the purchase of gnun was ratxﬁed by Sovnarkom on July 17, 1923
(Sbornik Dekretov, Post henii i Prikazov po Nar'odnomu
Khozyaistvu, No. 7 (10), July 1923, p 49) ; other purchasers of grain were
Finland, Scandinavia and Great Britain (Dvenadtsatyi S'’esd Rossiiskoi Kom-
mumxuche:km Partii (Bol’shevikov) (1923), pp. 20-21).

4 For this tax see The Bolshevik Revolution, 1917-1923, Vol. 2, p. 354.
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made either in kind or in currency.! As regards industry, no
specific legislation was required to carry out the vague directives
of the congress ; and nothing seems to have been done.? Advantage
was taken of the reorganization of commissariats on the creation
of the USSR in the summer of 1923 to bring back Rykov to the
presidency of Vesenkha in place of the weak and ineffective
Bogdanov; 3 but Pyatakov, an able administrator and always
ready to press the claims of heavy industry, remained the dominant
personality in that institution.

In the first months of 1923 the Soviet economy under the
influence of NEP had begun to exhibit many of the familiar
features of the capitalist pattern. Each element in it was struggling
to act independently in the pursuit of its own interest, on the
assumption that the maximum prosperity of the whole economy
would result from this process; and the main unifying control
was exercised by the financial authorities through the medium of
monetary and credit policy. It was no accident that the only
field in which an active and forward-looking policy was being
pursued at this time was that of finance. The financial aspect of
NEP, which was the most remote from the original conception,
had become by 1923 its most constructive and least controversial
part. Once the dream of a withering away of money had faded
with the advent of NEP, nobody seriously contested the view
that the function of money could not be performed by a depreciat-
ing and almost worthless currency. Here some positive action
was plainly required. After a brief struggle between the ‘‘ goods
ruble ”’ and the “ gold ruble ’, during which some supporters of

1 Sobranie Uzakonenii, 1923, No. 42, art. 451 ; later in the year the pro-
portion of the tax that might be paid in kind was limited to 50 per cent or less,
according to the province concerned (ib#d. No. go, arts. 886, 887).

2 Trotsky complained nine months later that ‘ at the twelfth congress ques-
tions of the planned direction of the economy were discussed only formally *’
and that ‘ the ways and means indicated in the resolution of the twelfth con-
gress were until recently scarcely applied at all ” (L. Trotsky, Novyi Kurs
(!924). P 4)-

3 Bogdanov was strongly attacked by Trotsky at the congress for his
‘“ fatalism *’ and tendency towards ‘ a Buddhist philosophy ”’ (Dvenadtsatyi
S’exd Rossiisk: 1 koi Partii (Bol'shevikov) (1923), pp. 370-

372). )
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the former advocated the stabilization of the currency on the
basis of a price-index and not of gold,* the die had been cast for a
currency based on gold. This decision had been registered in
the resolutions of the party conference of December 1921 and of
the eleventh party congress in March 1922.2 The creation in
November 1922 of the chervonets, with its equivalent of ten gold
rubles and its backing in gold and foreign currency, had been
accepted as.a vital step forward, and the importance of financial
reform to establish a stable currency became an unassailable item
of party doctrine. The new mood was well expressed in a long
circular issued by STO to regional and provincial economic
authorities on the eve of the twelfth party congress. When Lenin
had dwelt on the importance under NEP of retaining control of
the “ commanding heights ”” the reference had been to the
nationalized industries — the core of the future socialist economy
and the bulwark behind which the assaults of capitalism could be
successfully defied. The STO circular took this familiar phrase
and gave it a broader interpretation :

Trading and financial institutions and agencies acquire
[under NEP] first-rate practical importance (cooperatives, state
shops, the State Bank etc.). If we do not seize the commanding
heights here, we shall not be able to keep the rudder of economic

life in our hands.3

The essential role which Lenin had assigned under NEP to ¢ the
commanding heights ”’ of heavy industry was extended to the
‘ commanding heights »’ of finance and commerce. The extension
can hardly have been other than deliberate, and was in any case
significant.

The issue of the chervonets at the end of 1922 had been the
first step towards currency stabilization, or rather towards the
creation of conditions in which the currency could be stabilized.
But to attain this result it would be necessary to concentrate

! The principal advocate of this project was Strumilin, the leading econo-
mist of Gosplan, who claimed that the pre-war Austrian currency had been
maintained on this basis (S. G. Strumilin, Na Khozyaistvennom Fronte (1925),
pp. 103-110). Such schemes were also advocated by some western economists,
notably by the American Irving Fisher, who was frequently quoted in Soviet
literature of the period.

3 See The Bolshevik Revolution, 1917~-1923, Vol. 2, pp. 352-354.

3 Sobranie Uzsakonenii, 1923, No. 22, art. 258, pp. 404-405.
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in the hands of Narkomfin and its agencies stronger powers than
they at present possessed. The establishment of a stable cur-
rency could not be achieved without wider measures of state
intervention than had been contemplated in the first period of
NEP, and demanded a reversal of some of the measures then
taken. In the process of relaxing controls which had been hailed
as the essence of NEP, the occasion had been taken during 1922
to legalize transactions in gold, precious metals and foreign cur-
rency, hitherto rigorously prohibited, though often practised
illegally ; 1 to permit state institutions and cooperatives to make
and receive payments in old Russian gold currency; 2 and to
establish Exchanges, which were open to state institutions, co-
operatives and private traders paying income tax in a high category,
and on which dealings were regularly conducted in chervonets
notes, foreign currencies or foreign bills of exchange, Soviet state
bonds, shares or documents of companies registered in Soviet
territory, and precious metals.3 The result of these measures was
the revival of a money market, a bullion market and a stock
exchange. It now became necessary, in order to create a monopoly
for the chervonets as a legal medium, to restrict some of the
freedom thus accorded. The first step was the creation by decree
of February 6, 1923, of what was called a ‘‘ special valuta com-
mission *’, consisting of representatives of Vneshtorg, Vesenkha,
Gosbank, Komvnutorg and Tsentrosoyuz under the presidency
of the representative of Narkomfin, with authority to grant
licences entitling institutions or persons to deal on the Exchanges,
as well as ad hoc licences, for institutions not so entitled, to acquire
foreign currency. The purpose of these arrangements was to
limit the use of foreign currency to foreign trade transactions and
to prevent it from becoming a medium of internal circulation.+
Then, on February 16, 1923, a general decree was issued “ On
Valuta Operations ”’. This categorically prohibited the use of old
Russian currency or (except for foreign transactions) of foreign
valuta as a means of payment. It confined transactions in foreign
valuta to the Exchanges, thus restricting them to institutions and
persgns licensed by the special valuta commission. Holdings of

1 Sobranie Uzakonenii, 1922, No. 28, art. 318.
2 Ibid. No. 48, art. 604. 3 Ibid. No. 65, art. 858.
4 Sobranie Uzakonenii, 1923, No. 11, art. 133.
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foreign valuta must be deposited on current account with Gosbank,
which had a prior option to purchase them before they could be
disposed of to any other institution or person.! These provisions,
which gave Gosbank complete control over all holdings of foreign
exchange and all foreign exchange transactions, were an example
of one of the paradoxical consequences of NEP. The sweeping
prohibitions which had been imposed under war communism in
the name of socialist principles, but never systematically enforced
because the means of enforcement were lacking, were replaced by
specific regulations dictated by practical requirements. But these,
though less onerous in form, were more rigorously applied, and
concentrated in the hands of the central authorities a far more
effective power than they had enjoyed in the earlier period. This
tendency of NEP to negate itself by creating conditions which
called imperatively for stronger centralized control first became
apparent in the field of finance.

During the first six months of 1923, while all Soviet economic
policy had marked time, no fresh ground was broken in the
direction of financial reform. In March even Sokolnikov had a
moment of hesitation. Writing in Pravda, he detected ‘‘ symptoms
of recovery ” in the Soviet ruble, deprecated current comparison
between it and the assignats of the French revolution, and declared
that * our industry and trade need a firm Soviet power more than a
firm valuta .2 Throughout the year a dual currency system was
effectively maintained, the chervonets gradually coming more and
more widely into circulation side by side with the Soviet ruble
(known familiarly, and now somewhat contemptuously, as the
Sovznak). The printing-press continued to work; and the
amount of Sovznaks in circulation increased regularly by a
quarter or a third each month. The total issue increased-.from
just under two milliards of rubles (1923 pattern) on January 1,
1923, to four-and-a-half milliards on April 1, and nine milliards
on July 1.3 Sums were readily exchanged from one currency to
the other at rates which reflected the progressive fall in value of the
Soviet ruble or Sovznak. The rate of exchange between the two
currencies was regularly quoted in the newspapers. Buj the

1 Sobrante Uzakonenii, 1923, No. 15, art. 189.
2 Pravda, March 10, 1923.
3 L. N. Yurovsky, Na Putyakh k Denezhnoi Reforme (2nd ed. 1924), p. 84.
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capacity of the printing-press to fill the gap in the exchequer was
now nearly exhausted.! The total value, in terms of chervontsy
and of purchasing power, of Sovznaks in circulation continued to
mount slowly from January to April 1923. Thereafter it fell into
a decline which the most feverish increases in the nominal amount
of the issue failed to arrest.2 While, however, there was general
agreement that the two currencies could not continue to exist side
by side, the method by which the old currency would eventually
be eliminated or geared to the chervonets was still a matter for
controversy. In December 1922 the tenth All-Russian Congress
of Soviets had optimistically instructed VTsIK “ in the very near
future >’ to set limits to the ruble note issue.3 Narkomfin was
ready with a plan to stop the issue of Soviet rubles, stabilize them
at their current rate in terms of chervontsy, and so establish a single
stable currency.+ Nobody, however, except the financial purists,
was prepared to face the consequences of the immediate abandon-
ment of the issue of Soviet rubles as a source of revenue ; and the
twelfth party congress, with no practical solution of this difficulty
in view, passed over the question in silence.

Notwithstanding this set-back, the forces set in motion in the
previous year continued to work, and progress was made. Once
the postulate of a gold-standard currency had been accepted, it
was necessary to accumulate reserves of gold or stable foreign
currency as security for it; for nowhere was the orthodox doctrine
of a gold reserve as the backing for currency more firmly believed
in than by those who directed the policy of Narkomfin. This
made Narkomfin a protagonist of the policy of an active trade
balance, which fitted in with the demand of the agriculturalists
to develop exports of grain; throughout this time Narkomfin
and Gosbank were strongly behind those who insisted on the

! Strumilin in an article in Ekonomicheskaya Zhizn’, March 22, 1923, accur-
ately predicted that in a few weeks * the net ‘ profit ’ from the note issue will
turn into a net loss not only for the economy and for the population as a whole,
but for the exchequer in particular ”’.

2 L. N. Yurovsky, Na Putyakh k Denexhnoi Reforme (2nd ed. 1924), p. 86;
the value of the total Sovznak issue in terms of chervontsy rose from 113
milliops on January 1, 1923, to 148 millions on April 1, and fell again to 118
millions on July 1 ; on January 1, 1924, it was 58 millions.

3 S”exdy Sovetov RSFSR v Postanovleniyakh (1939), p. 269.

4 Z. V. Atlas, Ocherki po Istorii Denezhnogo Obrashcheniya v SSSR (1917~

1925) (1940), p. 203.
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conciliation of the peasant as the keynote of economic policy. But
the most important achievement of these months was that the
chervonets became familiar, was accepted in those business and
financial institutions to which its circulation was at first confined
as a useful and necessary medium, and began to have a stable value
in terms of prices. The original purpose of the issue of the
chervonets, in the words of the decree of October 11, 1922,
authorizing it,’ had been to ‘‘ strengthen the revolving funds of
Gosbank for its commercial operations *. At first chervontsy were
treated primarily as a unit of value for the opening of credits by
Gosbank for industrial or commercial concerns, and were not
intended to be used in current transactions.? But this limitation
soon threatened to defeat the purpose for which the new unit
had been created. On January 25, 1923, Narkomfin authorized
the acceptance of chervontsy notes for tax payments at the current
rate of exchange, thus conferring on them the character, not yet
of a regular legal currency, but of tax certificates; and in the
following month Narkomfin sanctioned the making of payments
by Gosbank in chervontsy, though only with the consent of the
customer.? Under these conditions the chervonets issue, though
not yet enjoying the status of legal tender, steadily expanded
throughout the first months of 1923. On January'r notes to the
value of just over 1 million chervontsy had been * issued »’ (i.e.
transferred from the issue to the banking department of Gosbank),
of which only 350,000 chervontsy were in circulation. The issue
tripled in the next three months, and again in the three succeeding
months. On July 1 the total issue had risen to 9,600,000 cher-
vontsy, of which 7 millions were in circulation.+ Though its legal
status was unchanged, the chervonets had gradually become,
within the limits in which it circulated, a recognized and reliable
currency.

The basic function of the chervonets was to serve as a stable
unit of value. The original stipulation laid down to maintain
its stability was a 25 per cent cover in precious metals; and
throughout 1923 Gosbank made assurance doubly sure by holding

! See The Bolshevik Revolution, 1917-1923, Vol. 2, p. 358. «

2 As late as the autumn of 1923, 75 per cent of the chervontsy in circulation
were said to be held by the trusts (Ekonomicheskaya Zhizn’, October 1-2, 1923).

3 L. N. Yurovsky, Na Putyakh k Denexhnoi Reforme (2nd ed. 1924), pp.
72-73. 4 Ibid. p. 71.
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a cover of 50 per cent, or almost 50 per cent, in gold or in gold-
standard foreign currencies.! Thanks to this precaution and to the
publicity given to it, the chervonets maintained its parity through-
out the year, subject to minor fluctuations, with the pound and
the dollar. Less satisfactory was its failure to maintain its purchas-
ing power on the home market. This remained reasonably stable
till May 1923 and then declined steeply between May and October,
its value being substantially lower in terms of the retail price-index
than of the wholesale price-index.2 The fall was apparently due
to the development of a serious sales crisis, a contracting market
being no longer able to absorb the rapidly expanding chervonets
issue. The value of the chervonets thus lagged further and
further behind the value of the theoretical * goods ruble ” —a
factor which became important in the wages controversy.3 During
this period, therefore, internal prices rose in terms not only of the
constantly depreciating Sovznak, but also (though of course in a
far smaller degree) of the new and stable chervonets. This
phenomenon puzzled financiers and economists, and led to a dis-
pute reflecting the conflict of policy between Narkomfin and the
industrialists. The spokesmen of Narkomfin attributed it, not
without much show of reason, to the selfish policy of the trusts
and syndicates in driving up prices. The spokesmen of industry
laid the blame on the authorities of Narkomfin and Gosbank, who
had rashly increased the issue of chervontsy at a more rapid rate
than the state of the market justified.+ 'This argument later
received confirmation from the fact that, after October 1923,
when the issue of chervontsy was restricted (being increased
during the last quarter of the year by no more than 20 per cent),
chervonets pricesstabilized themselves and remained fairly constant
over a long period. But the argument proved of little help to those

' The figures are in L. N. Yurovsky, Na Putyakh k Denezhnoi Reforme
(1924), p. 74 ; as the issue increased, the holding of foreign currencies, and
their proportion in the total cover, increased also.

2 Ibid. p. 75 ; the disparity between the two indices reflected the fact that
the margin between wholesale and retail prices was considerably greater than
irlx) 1913, the year on the basis of which the indices were calculated (see p. 12
above).

3 See pp. 122-124 below.

4 This charge was repeated by Preobrazhensky at the thirteenth party con-
ference in January 1924 (Trinadtsataya Konferentsiya Rossiiskoi Kommunisti-
cheskoi Partii (Bol’shevikov) (1924), p. 37).
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who propounded it, since a restriction in the issue of chervontsy
automatically brought with it the curtailment of credits to industry.

To crown the policy inaugurated by the introduction of the
chervonets, however, it was necessary to overcome the system of the
dual currency either by withdrawing the Sovznak or by stabilizing
it in terms of the chervonets. This required in turn that the
dependence of the treasury on issues of paper currency should
cease, and that the budget should be balanced by reducing
expenditure and expanding revenue. Under the first head, the
reduction of staffs both in industry and in government departments
was an obvious way of lightening the load on the budget. An
instruction was issued in March 1923 to complete by May the
working out of a scheme ‘‘ tending towards the planned reduction
of the general establishment of departments by as much as 25 per
cent ”’.! But no such drastic measure was put into effect; and a
committee appointed by Sovnarkom to effect budget economies
was unable to do more than reduce a budget deficit of 294 million
rubles for the first half of the financial year 1922-1923 to 221
million rubles for the second half.2 While constant exhortations
to economy in public expenditure continued to be issued (The
Soviet Kopek will take care of the Soviet Ruble was the title of a
leading article in Ekonomicheskaya Zhizn’ on April 22, 1923), it
soon became clear that the curtailment of subsidies and credit
for industry, which must result either in reduced production or in
a lower level of real wages for the industrial worker, remained the
only potential source of substantial budgetary economies.3 On
the revenue side new rates were issued in January 1923 for the
tax on incomes introduced in the previous autumn, and showed
a sharp grading for high salaries : the recipient of an income of
over 5000 rubles (of the 1923 pattern) a month paid a tax of
1630 rubles on 5000 plus 8o per cent of the remainder. But
these rates evidently proved too high and were drastically reduced
in a further decree of May 1923.4 Taxation of industry which in

1 Sobranie Uzakonenii, 1923, No. 19, art. 237.

2 Ekonomicheskaya Zhizn’, June 30, 1923.

3 For the attempt to secure budgetary economies at the expense of industrial
wages see pp. 72-79 below.

4 Sobranie Uzakonenti, 1923, No. 4, art. 80; No. 43, art. 457; for the
original introduction of income-tax see The Bolshevik Revolution, 19171923,
Vol. 2, pp. 354-355. Sokolnikov in November 1923 described the tax as having
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1922 amounted to only 3-4 per cent of net production was
estimated to have risen in 1923 to 10-12 per cent.! But sources
of fresh revenue were limited so long as general policy precluded
any serious increase of the burden of taxation on the peasant.2
Nor did public borrowing provide the possibility of bridging the
gap between expenditure and revenue. In March 1923, following
the successful precedent of the previous year, a “ second internal
state grain loan > of 30 millions of rye was announced, to be
redeemed at the end of the year ; 3 but this was a device to facilitate

‘“ a perfectly precise class structure >’ (Tret’ya Sessiya Tsentral’nogo Ispolnitel’ -
nogo Komiteta Soyuza Sovetskikh Sotsialisticheskikh Respublik (1924), p. 87); at
that time it fell on incomes of %75 chervonets rubles a month and over — a
limit far above the wages of the industrial worker.

' S. G. Strumilin, Na Khozyaistvennom Fronte (1925), pp. 225-226.

2 A revenue-raising measure of this period which attracted more attention
than any other, or than its intrinsic importance warranted, was a decree of
January 1923 permitting the manufacture of potable spirit up to a strength of
20° in state factories and its sale in licensed shops and’establishments (Sobranie
Uzakonenii, 1923, No. 6, art. 100; the new vodka was affectionately dubbed
rykovka, whether because Rykov was concerned with the execution of the
decree or because he was credited with an addiction to alcohol). The abolition
of the state manufacture and sale of vodka after the outbreak of war in 1914
was a much publicized and widely approved measure of the T'sarist govern-
ment. For seven or eight years spirit almost disappeared from the countryside.
Then, after the civil war and the famine, with the excellent harvest of 1922,
the illicit distilling of home-made spirit (samogonka), largely from potatoes,
began on an extensive scale, both for consumption and for sale. (A graphic
description of the process from a district in the province of Tver is given in
A. M. Bolshakov, Sovetskaya Derevnya za 1917-1924 gg. (1924), pp. 84-90).
When it became clear that heavy penalties were not an effective deterrent, it
was natural that the financial authorities, in a desperate search for new sources
of revenue, should have sought to revive the old vodka monopoly and draw
revenue from a propensity which would otherwise be indulged illicitly and for
private gain. Sentiment was, however, strongly against such a step. Accord-
ing to an uncontradicted statement in Trotsky’s letter of October 8, 1923
(Sotsialisticheskii Vestnik (Berlin), No. 11 (81), May 28, 1924, p. 10), a majority
of the Politburo desired a full restoration of the spirit monopoly, but was de-
terred by strong opposition in the céntral committee and in the rank and file
of the party : the introduction of rykovka was a compromise. Some years later,
Stalin stated that ‘ the members of the central committee, including myself,
had at that time a conversation with Lenin who recognized that, if we did not
receive the indispensable loans from abroad, we should have to resort openly
and directly to the vodka monopoly as a temporary measure of an exceptional
character ’ ; this statement was made to foreign delegates and led up to the
conclugion that “ some share of responsibility for the vodka monopoly rests on
our western European friends >’ (Stalin, Sochineniya, x, 232-234). There is no
other evidence for Lenin’s personal participation in the decision.

3 Sobranie Uzakonenii, 1923, No. 24, art. 278 ; for the rye loan of 1922 see
The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 355-356.



36 THE SCISSORS, CRISIS PT. I

and anticipate the collection of revenue rather than to augment
it.!

In the summer of 1923 the expanding circulation and growing
popularity of the chervonets, and the improvement in the
budgetary situation, at length encouraged Narkomfin to embark on
its long-prepared campaign to bring the financial reform to a final
and logical conclusion. At the session of VTsIK in July 1923,
which ratified the constitution of the USSR,2? Sokolnikov drew
an optimistic picture of the national finances. ‘ Ordinary ™
expenditure to a total of 1050 million gold rubles in the current
budget year would be balanced by revenue from taxation and
from state undertakings. *‘ Extraordinary >’ expenditure to cover
the deficit on transport (140 millions) and on industry (120
millions) and the needs of agriculture, to a total of from 320 to
350 millions, had still to be covered by currency emission. But
on the assumption that the deficit on transport could be reduced
next year to 50 millions and that, with increased and more
efficient production, industry would be able to fend for itself, it
now seemed possible to look forward to the day when recourse to
the printing-press could be dispensed with. Relying on these
calculations, Sokolnikov boldly proposed to fix a legal maximum
for the issue of Sovznaks of 15 million rubles a month from August
1, 1923.2 Preobrazhensky expressed scepticism about the prospect,
and reiterated his familiar objection that currency stabilization
was impossible without effective economic planning.4 But there
was no real opposition ; and VTsIK adopted a resolution approv-
ing the efforts of Narkomfin *‘ for the curtailment of unproductive
expenditure and the reinforcement of economy in the expenditure
of public funds, for the limitation of the note issue and the
regularization of the fiscal system », and deciding that the. issue
of Soviet rubles should be restricted as from May 1 to the value
of 30 million gold rubles a month and from August 1 to the value
of 15 million rubles a month. The budget for the financial year

1 A. M. Bolshakov, Sovetskaya Derevnya za 1917-1924 gg. (1924), pp. 98-
100, describes the heavy peasant demand for the 1923 loan (the 1922 loan had
been taken up only by a few well-to-do peasants) ; the inducement was that the
certificates could be used for tax payments.

2 See The Bolshevik Revolution, 1917-1923, Vol. 1, p. 402.

3 Vitoraya Sessiya Vserossiiskogo Tsentral’'nogo Ispolnitel’'nogo Komiteta X
Sozyva (1923), pp. 107-118, 4 Ibid. pp. 161-162.
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beginning October 1, 1923, was to be drawn up with strict regard
to this limit. A significant passage in the resolution attempted
to reconcile the divergent principles of planning and of a market
economy, and to prove that the financial reform was equally in
the interest of both :

All these measures of a financial character should promote
the introduction into the national economy of the Union of
Soviet Socialist Republics of the indispensable elements of
coherent planned development, and can exert a particularly
powerful and prolonged influence on the extension of the trade
of the country and of the market capacity of agriculture.!

The die now appeared to have been cast, and the course firmly
set. These decisions were hailed in the official economic journal
as giving ‘‘ new strength to our financial department in the
struggle for a real budget and for the purification of our monetary
circulation .2 At the end of July further steps were taken
towards the establishment of the new currency. A decree was
issued which, while not yet making the chervonets sole legal tender,
made it possible not only to draw up contracts for major com-
mercial transactions in chervontsy, but to enforce payment in
chervontsy on such contracts. Bills of exchange containing no
specific provisions about the medium of payment could be dis-
charged either in chervontsy or in Soviet rubles at the option of
the debtor; but bills providing for payment in chervontsy could
be discharged only in chervontsy.? The budget for 1923-1924
was to be drawn up, no longer (like the budget for January-
September 1922) in pre-war rubles or (like the budget for 1922—
1923) in gold rubles, but in chervontsy. Parallel with this change,
decrees were issued by Vesenkha in August and September 1923
instructing all trusts, syndicates and other institutions under its
control to keep their accounts exclusively in chervontsy and to
make their financial year begin on October 1 to coincide with the

! Postanovleniya Vioroi Sessii Vserossiiskogo Tsentral’'nogo Ispolnitel’nogo
Komiteta X Sozyva (1923), pp. 16-18 ; the resolution was reprinted in the form
of twoedecrees in Sobranie Uzakonenii, 1923, No. 66, arts. 636, 637.

2 Ekonomicheskaya Zhizn’, July 5, 1923. A leading article, tbid. July 15,
1923, carried the heading: “ Is it not time for the transition to a single uni-
versally obligatory standard of value ? »’

3 Sobranie Uzakonenii, 1923, No. go, art. 88z.
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fiscal year.! For the moment it seemed as if the efforts of Nar-
komfin, thwarted in the spring, to drive the Soviet ruble from the
field and establish the chervonets as the sole and stable currency
unit were to be crowned with success. But at this point the
autumn crisis, itself due in part to the measures taken by Nar-
komfin, once more shattered these ambitions and brought a
further postponement in the return to financial orthodoxy.

1 Sbornik Dekretov, Postanovlenii, Rasporyazhenii i Prikazov po Narodnomu
Khozyaistvu, No. 8 (11), August 1923, pp. 21-24; No. 9 (12), September
1923, p. 33.



CHAPTER 2

THE PLIGHT OF LABOUR

of the lowered status which NEP conferred on him in the

Soviet economy. He had at the outset profited by the relaxa-
tion of tension and the general economic recovery which NEP
had initiated. He had been freed from the bogy of labour
conscription ; his wages rose steadily throughout the greater part
of 1922; and his standard of living, though wretched enough
even when compared with that of 1914, had risen well above the
starvation level of war communism. The adoption of NEP had
been a concession to the peasant. But it still seemed a needless
indiscretion to enquire at whose expense the concession had been
made; assurances that what benefited the peasant ipso facto
benefited the whole economy were still plausible enough “to be
believed. It was only in the winter of 1922-1923, when the
scissors crisis loomed on the horizon, when a balanced budget
and a stable currency became the lodestars of financial policy,
and concern for the peasant became the keynote of every official
speech of the principal leaders, that the industrial worker became
slowly conscious of his changed position. Everywhere acclaimed
under war communism as the eponymous hero of the dictatorship
of the proletariat, he was now in danger of becoming the step-
child of NEP. In the economic crisis of 1923 neither the defenders
of the official policy nor those who contested it in the name of the
development of industry found it necessary to treat the grievances
or the interests of the industrial worker as a matter of major
concern. The peasant had replaced him as the first preoccupation
of official policy. The eclipse of the industrial worker could in
the last analysis be traced back to the catastrophic decline in
mdustry and to the flight of the workers from city and factory
in the years of famine and civil war — the process of “ the dis-
integration of the proletariat ”’ whose first symptoms Bukharin had

39

I T was only gradually that the industrial worker became conscious
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detected as early as March 1918. But in the period of economic
revival which followed the introduction of NEP two specific
causes had more directly contributed to weaken the position of
the industrial worker : the increase in the authority and influence
of the industrial managers, and the growth of widespread un-
employment.

That the interests of the industrial worker should have been in
a certain sense subordinated by NEP to those of the peasant was
inevitable; this was inherent in the nature and purpose of the
new policy. What could not have been so easily foreseen was
that NEP would weaken the position of the industrial worker,
not only in relation to the peasant, but in relation to the directors
and managers of industry; indeed this seemed all the more
anomalous since large-scale factory industry, which employed a
high percentage of all industrial workers, suffered no change of
status under NEP and remained in public ownership and adminis-
tration. Under war communism many of the old factory owners
or managers had already reappeared in the guise of * specialists >
and managers of nationalized industry.? But at that time bourgeois
specialists were still regarded as a necessary evil and an unwelcome
anomaly; posts of formal responsibility and power were commonly
reserved for unimpeachable proletarians, or at any rate for party
members — a category to which the bourgeois specialist was at that
time rarely admitted. With the coming of NEP this picture
changed, gradually but fundamentally. Statistics collected from
the major trusts and syndicates in the latter part of 1923 showed
that, whereas in 1922 65 per cent of the managing personnel
were officially classified as ‘ workers >’ and 35 per cent as * non-
workers >’ (only one in seven of these being party members), a
year later these proportions had been almost exactly reversed,
only 36 per cent being ‘ workers” and 64 per cent ‘ non-
workers ”’, of whom nearly one-half were now party members.3

' See The Bolshevik Revolution, 1917~-1923, Vol. 2, pp. 193-195.

2 See #bid. Vol. 2, pp. 182-186.

3 The figures are quoted in an arucle by Larin in Trud, December 30, 1923,
from Torgovo-Pr wya G December 2, 1923 ; an obvious misprint

in the tables has been corrected The article luded with a d d for trade
union control over the app of s. Another set of figures for 88
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Two significant processes were thus at work : the management
of industry was passing back into the hands of former bourgeois
managers and specialists, and a higher proportion of these were
acquiring the dignity and security of party membership.

The rise in status and influence had its natural counterpart in
rising rates of remuneration. So long as the specialists in the
early days of war communism were subjected to a suspicion which
kept their influence within narrow bounds, their rates of remunera-
tion, though they soared far above those of the ordinary worker
or employee, were also jealously watched and circumscribed.
Under NEP these limitations gradually disappeared. The intro-
duction of NEP in industry encouraged a return to capitalist
modes of organization and ways of thought. By stressing the
need for independence and decentralization, and by substituting
trusts for glavki as the major units of organization, it helped to
transform those who managed and directed important industrial
concerns from bureaucrats into captains of industry. Khozraschet
was the order of the day; and those who knew how to make
profits, emerging from the cloud of suspicion hitherto resting on
them, were once more held in honour.

The scandal of high salaries began to attract attention. In
August 1922, with the expressed purpose of preventing  ex-
travagance in the use of public funds *’ and also of bringing about
‘“ a closer correspondence in the matter of remuneration between
those engaged in intellectual and in physical work ”’, a decree
was issued providing that maximum salaries should be fixed for all
those employed in state institutions or enterprises or enterprises
in receipt of state subventions; but the payment of bonuses on
profits (tantiémes) above the maximum was not excluded.! There-
after .decrees were regularly issued fixing a monthly maximum
rate for salaries; 2 and throughout 1923 the limit was raised

large trusts showed that on January 1, 1924, of presidents of boards of directors
of industry, 91 per cent were party members and §1 per cent were workers,
but that of all directors of industry only 48 per cent were party members and
35 per cent workers (Trud, June 27, 1924); the pressure to reserve posts for
party members and for workers was strongest at the top.

1 Qobranie Uzakonenii, 1922, No. 49, art. 617.

2 The maximum for January 1923 was 1500 rubles (1923 pattern) a month
(Sobranie Uzakonenii, 1923, No. 3, art. 41) ; the legal minimum monthly wage
for January 1923 vaned from 44 to 22 rubles accordmg to region and grade
(Sbornik Dekretov, P , Rasporyazhenii, 1 Prik po Narod

D
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month by month to take account of the falling value of the cur-
rency.! But these restrictions did not affect “ personal »’ salaries
sanctioned by STO, which were enjoyed by the highest specialists
and about which detailed information was not disclosed.2 Many
stories were current of the extravagant pretensions of managers
and specialists — the industrial counterpart of the nepmen in
commerce.! Much difficulty was experienced in inducing
specialists to take up posts in remote places,* and a decree of
July 1923 offered special inducements to specialists taking up
such posts.s

Already in the autumn of 1922 these processes had led to
the emergence of a new feature in the NEP landscape — a loosely
organized but influential group which came to be known as the
‘“ Red managers > or “ Red industrialists . In spite of their
predominantly bourgeois origins and affiliations, they were now
recognized members of the Soviet hierarchy; they had their
modest place in the party; and they exercised an increasingly
powerful voice not merely in industrial administration, but in
Khozyaistvu, No. 1 (4), January 1923, pp. 86-87). The effective wages of all
skilled, and most unskilled, workers at this time far ded the legal mi

(see p. 61, note 5 below) ; but the discrepancy between wages and salaries was
none the less striking.

1 See, for example, Sobranie Uzakonenii, 1923, No. 12, art. 164 ; No. 23,
art. 271 ; No. 31, art. 350. In June 1923 the limit was fixed in goods rubles at
150 a month (Shornik Dekretov, Postanovlenti, Rasporyazhenii i Prikazov po

Narod) Khozyai: No. 6 (9), June 1923, p. 104) ; at that time 10 goods
rubles was reckoned as the * standard >’ monthly wage of the worker (see p. 70
below).

2 Jbid. No. 4 (7), April 1923, p. 107. Party members, being limited by the
party maximum, were not supposed to receive these personal salaries ; but the
rule apparently broke down, since an attempt was made to re-enforce it in July
1924 (ibid. No. 10, July 1924, pp. 86-87).

3 Mikoyan told the thirteenth party conference in January 1924 of a special-
ist who, on bemg offered a posxt.lon in a factory in Kuban, had demanded,
in addition to various fi 1 bc in of the maximum salary, an
apartment of four rooms fully furnished, with heating, lighting and a bath; a
horse and carriage for himself and his family ; two months’ leave a year and a
two-room summer lodging on the Black Sea for his family ; and permission to
keep a-cow in the factory grounds. The cooperative which was running the
factory agreed to these terms — but too late ; for the specialist had in the mean-
while received a more attractive offer in Moscow. Such expenencea were saxd
to be quite normal (Trinadtsataya Konferentsiya Rossiisk 2]
Partis (Bol’shevikov) (1924), p. 79).

4 This was a subject of complaint in an article by Lomov in Ekonomsi-
cheskaya Zhiznw’, April 20, 1923.

3 Sobranie Uzakonenii, 1923, No. 69, art. 673.




CH. Il THE PLIGHT OF LABOUR 43

decisions of industrial policy, the success of which depended
largely on their efforts. The formation of the syndicates in the
spring of 1922 * had been the first reaction of the * industrialists ”
to market conditions unfavourable to industry; it was from the
structure of trusts and syndicates built up by NEP that the new
group derived its authority and prestige. Separate industries had
recently revived the practice of holding congresses for the dis-
cussion of their problems and desiderata. In September 1922 a
‘“ temporary bureau > was set up, consisting of representatives of
different industries, for the purpose of creating a common standing
organ for industry as a whole — a *‘ council of congresses >. The
project had the blessing of Vesenkha, and it was decided to
hold a conference before the end of the year to bring the *“ council
of congresses ”’ into being.? The end in view was described by
Trud as being ‘‘ the coordination of simultaneous political action
by the Red industrialists and a more consistent attention to labour
questions . One of the functions of the new organization was
apparently to present to the authorities the views of the in-
dustrialists on the labour code then in course of preparation.3 It
soon acquired sufficient authority to be able to denounce in-
dustrialists who failed to follow policies prescribed by it for ““ a
breach of the front of industrial solidarity .4

At this point the trade unions began to take alarm. Even
in the days of war communism, the employment of bourgeois
specialists had aroused constant suspicion in trade union circles ;
and Lenin had had to use all his influence to impose the principle
of “ one-man management ”’ in industry in the teeth of fierce
opposition from the unions.5 The improvement in the status of
managers and specialists under NEP could only intensify this
hostility. In August 1922 Trud opened a strong attack on the
new ‘‘ united front’’ of managers, which it accused of aiming
at ‘“‘ a diminution in the réle of the unions ”, especially in the

! See The Bolshevik Revolution, r1917—1923, Vol. 2, pp. 314-315.

2 Trud, September 13, 1922. Krasnoshchekov addressed the meeting as
delegate of Vesenkha : it must have been one of his last public appearances.

3 Jbid. September 29, 1922. For the labour code see The Bolshevik Revolu-
tion, 1917—1923, Vol. 2, pp. 330-331 ; among its noteworthy provisions was the
wide power given to employers and managers to dismiss unsatisfactory workers.

4 Ekonomicheskaya Zhizn’, October 15, 1922.

8 See The Bolshevik Revolution, 1917—1923, Vol. 2, pp. 187-191.
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engagement and dismissal of workers, and of wanting * ¢ free trade’
in matters of hiring and firing . The article ended with a

rhetorical question :

Have our managers so far entered into the rdle of “‘ the
masters ’ that they prefer unorganized workers to organized
and disciplined members of trade unions ?

A few days later another article diagnosed a reversion among the
new managers to the traditional attitudes of employers towards
their workers : ‘‘ our managers, even the best of them, have been
wonderfully quick in adopting the manners and tastes of our
former capitalist owners *>.* The trade unions were caught in a
dilemma. To contest the authority of specialists and managers
was to fly in the face of party policy. To take sides with them was
to ignore the interests, and flout the prejudices, of the mass of
the workers. At first the tendency was to choose the second
alternative. Trud complained of *“ too much ‘ growing together ’
at the top , which led to ‘“ a divorce of the unions from the
masses >, and even noted “ a special obstinacy ” in resisting
workers’ demands on the part of ‘‘ managers who have recently
come from trade union work ’.2 The new developments in
managerial organization, coming at a moment when the unions
were for the first time threatened with the onset of mass unemploy-
ment, could not be allowed to pass without resistance. When the
industrialists held their conference in December 1922 to create the
standing ‘‘ council of congresses ”’, the central council of trade
unions was also in session. Tomsky referred to a draft said to
have been drawn up by Mezhlauk for the conference of in-
dustrialists which declared #nter alia that industry was ‘ passing
through a grave crisis because it faces an offensive along the wages
line ”’, and that it was for this reason necessary to build up * an
industrial front ”’ and ‘‘ a corporate organization of industrialists >.
Tomsky angrily threatened ‘“ a trade union front against the Red
industrialists ”’, and reminded them that under the dictatorship
of the proletariat, not they, but the workers, were the factory
owners. Thus primed, the trade union council protested in
advance against any attempt ‘‘ to change established formis of
mutual relations between the economic organs and the trade

* Trud, August 15, 17, 1922. 2 Ibid. August 25, September 13, 1922.
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unions in the direction of limiting the rights of the latter *’; and
it passed a specific resolution on the proposed council of con-
gresses :

“The trade union central council does not object to the creation
under the presidium of Vesenkha of a council of congresses of
industry, enjoying consultative functions, to prepare for in-
dustrial congresses.

But it categorically rejects the idea of creating a per-
manently functioning council of congresses of industry, trade
and transport, opposing itself as a “ social-corporative organiza-
tion ”’, on the one hand, to the organs of state administration
and of the control of industry (Vesenkha, Narkomput’), and,
on the other hand, to the trade unions, and thus basing its
programme and tactics on fundamentally unsound principles.?

These emphatic protests seem to have produced little effect.
The *“ council of congresses of industry, trade and transport *’ was
duly created.? The character of its activities may be judged from
a complaint which appeared in the official economic journal a
month later that ‘‘ a lot of our Red industrialists are more inclined
to follow the line of least resistance, seeking to lower taxation or
reduce wages, than to undertake the meticulous and onerous work
of reorganizing the whole process of production ’.3 The trade
union journal reiterated the time-honoured doctrine that in *‘ the
transitional period from capitalism to communism *’— while classes
still existed and class conflicts occurred — it was the duty of the
party, of the trade unions and of the Soviet state to espouse the
cause of the workers in their struggle against other classes. It
even published a cartoon depicting a Red industrialist, with a cigar
in his mouth and all the attributes commonly ascribed by Soviet
art to the capitalist, sitting in a cart drawn by a worker and
complaining that * labour legislation >’ stood in the way of a
revival of industry.+ But the needs of industry were too im-
perative. The authority of the Red industrialists was confirmed
by the decree of April 10, 1923, on the organization of the trusts,

1 Ibid. December 26, 1922.

2 An account of the foundation of the council and its early history is con-
tained in an article by Smilga in Ekonomicheskaya Zhizn’, August 2, 1923 ;
during 1923 it published several numbers of a journal entitled Predpriyatie
(The Enterprise), which is quoted in Trud, January 3, 1924.

3 Ekonomicheskaya Zhizn’, January 25, 1923.
4 Trud, March 29, 1923.
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which not only emphasized their independence, but made
specific provision for the payment of bonuses calculated as a
percentage of profits (tamtiémes).* A few days later the report
on industry submitted by Trotsky to the twelfth party congress
and unanimously approved by it, in a passage endorsing one-man
management in industry, defined the functions and duties of the
managers : they must be careful not to set the workers against
them by putting their demands too high, but also not to *‘ take
the line of least resistance in questions of the productivity of
labour, wages, etc.” The workers must be helped to understand
that ‘ the director who strives to earn profits is serving the
interests of the working class in the same degree as the trade
union worker who strives to raise the standard of living of the
worker and to protect his health””. The director who * proves him-
self by the positive results of his work ** should be able to count on
the unqualified ““ protection and support ”’ of party organs.? In a
resolution which paid scant attention to the demands of the workers
or of the trade unions the distribution of emphasis was significant.

One incidental change of the summer of 1923 provided evidence
of the rising status of the ‘ Red industrialists . When the USSR
was constituted in July, and Narkomtrud was reorganized as one
of the ‘“unified” commissariats, the opportunity was taken to
reconstitute the collegium of Narkomtrud by * the introduction
of new members, chiefly representatives of industry »: this, ex-
plained Shmidt, was calculated to improve the relations between
the commissariat and the industrialists. One of the new repre-
sentatives of industry was put in charge of the section of the
commissariat dealing with the labour market and the organization
of labour.3 :

The other and more decisive cause of the weakened position of
the industrial worker was the growth of widespread unemploy-
ment ; for the labour policy of NEP resembled that of a capitalist
economy in the way in which, consciously or unconsciously, it
made use of unemployment as an instrument for the discipline
and direction of labour. The causes of the spread of unemploy-
ment under NEP were manifold. Demobilization after the civil

I See The Bolshevik Revolution, 1917~1923, Vol. 2, p. 309.
2 VKP (B) v Resolyutsiyakh (1941), i, 484-486. 3 Trud, July 13, 1923.



cH. I THE PLIGHT OF LABOUR 47

war brought a general dislocation of the structure of industry at a
moment when insistence on kkhozraschet and on the necessity of
earning profits, and the demand for governmental economies and
a balanced budget, set up everywhere strong pressures for the
dismissal of redundant workers.! Heavy industry had scarcely
recovered at all from the condition of collapse and disintegration
in which it had been left at the end of the civil war, and seemed
to have little prospect under NEP of the large-scale state support
which was indispensable to revive it. Consumer industries
suffered in the razbazarovanie crisis of 1921-1922, recovered under
the lead of the syndicates in the following year, but were again
overwhelmed by the ‘‘ sales crisis *’ of the summer of 1923. From
the summer of 1922 onwards mass unemployment became endemic
in the Soviet economy. The far-reaching measures of state inter-
vention which would have been necessary to remedy it would
have been difficult to reconcile with the spirit and policies of NEP
as they were at this time conceived; and even less was done to
mitigate its hardships than in the western capitalist countries
which were facing a similar problem at the same period. Thanks
to the gravity of the unemployment crisis, the publication of labour
statistics was resumed at the end of 1922 ; and, though complete
figures are not available, the dimensions and course of the crisis
can be estimated with reasonable accuracy.? According to what
were afterwards accepted as the official statistics, the total of un-
employed workers rose steadily from half a million in September
1922 to a million and a quarter at the end of 1923, and in 1924

! A calculation made in January 1924 showed dismissal through redundancy
as the cause of 47 per cent of all cases of unemployment (Statistika Truda,
No. 5, 1924, p. 6).

2 Shmidt, when he first drew attention to the problem of unemployment at
the fifth trade union congress in September 1922, admitted that he had no com-
plete figures (Stenograficheskii Otchet Pyatogo Vserossiiskogo S”’ ezda Professional’-
nykh Soyuzov (1922), p. 84). The (slightly irregular) monthly journal Sta-
tistika Truda, which had suspended publication at the end of 1919, reappeared
in December 1922 as the organ of * the bureau of labour statistics of the central
council of trade unions, the central statistical administration and Narkomtrud ”’ ;
its unemployment figures for 1922 and 1923 were based on reports from 52
provincial capitals (including Moscow and Petrograd) and later from 70 labour
exchanges. More complete figures were published subsequently and accepted
as official : these were conveniently collected in Voprosy Truda v Tsifrakh i
Diagrammakh, 1922—-1926 gg. (1927). All statistics are based on the records of

the labour exchanges which were at this time ill-organized and unreliable.
Complaints were frequently made that the registers contained the names of
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was higher still.? The figures available at the time were appreci-
ably lower, and the Soviet leaders throughout 1923 were slow to
realize the magnitude of the problem. Rykov, who was president
of Vesenkha, confessed in January 1924 that he had just learned
to his surprise that there were ‘‘ about a million unemployed *’;
and Shmidt, the People’s Commissar for Labour, repeated the
same estimate a few days later.?

One reason — or excuse — which at first encouraged the
Soviet leaders to watch the growth of unemployment without
undue concern was that it fell most heavily on two categories
which enjoyed little sympathy in official and trade union circles.
Of 540,000 unemployed registered at the labour exchanges on
December 1, 1922, 166,000 or one-third of the whole were * Soviet
workers ”’ (i.e. clerical workers or other employees dismissed
from Soviet institutions), and 104,000 were unskilled manual
workers, male and female, representing largely the influx of

many persons who had never worked in the cities, or worked there only casually
(including former bourgeois temporarily employed in Soviet departments). On
the other hand, it is only too likely that the frequent attempts to purge the lists
of these * fictitious ’ entries sometimes resulted in the exclusion of bona fide
unemployed workers, and some unemployed appear not to have registered at
all. (An article in Trud, January 13, 1923, complained that, while the registers
of the labour exchanges were full of * fictitious unemployed *’, unemployed
skilled workers applied direct to employers and managers for jobs and avoided
the labour exchanges.) The final figures may still underestimate the facts, but
sufficiently indicate the gravity of the crisis.
! The quarterly totals for the period were :

September 1922 503,000 September 1923 1,060,000
December 1922 641,000 December 1923 1,240,000
March 1923 824,000 March 1924 1,369,000
June 1923 1,050,000 June 1924 1,341,000

(Voprosy Truda v Tsifrakh i Diagrammakh, 1922—1926 8g. (1927)). The slowing
up in the increase between June and September 1923 is explained by the usual
exodus of workers from the cities to the country durmg the harvest.

2 Trinadtsataya Konferentsiya R heskoi Partii (Bol’-
shevikov) (1924), p. 13 ; XI Vserossiiskii S”ezd Sovetov (1924), p. 103. More
detailed figures for January published in June 1924 still showed only 111,000

ployed registered in M W, 134,000 in Petrograd, and 780,000 in the
other labour exchanges from which information had been supplied (Statistika
Truda, No. 5 (14), 1924, p. 5). This fell well short of the total later admitted
of one and a quarter million. On the other hand, Ekonomzche:kaya ?hun N
November 22, 1923, already put the number of ployed on S
1923, * according to the most cautious calculati ’, at a million ; nnd on the
day on which Rykov made his speech Trud reported the number of unemployed
as having reached 1,200,000 on December 1, 1923.
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casual peasant labour into the cities in the famine of 1921-1922.!
Among skilled industrial workers and regular factory workers in
general the incidence of unemployment was still comparatively
small2 The seriousness of the problem was for a long time
minimized with the argument that the unemployed were chiefly
petty bourgeois elements who had never, or only for short periods,
held jobs as industrial workers.? The argument was supported
by the fact that, in spite of the growth of unemployment, the
total number of workers in industry declined only very slightly
throughout 1923, and even increased in most of the major in-
dustries.# But this was not wholly convincing. In a society
where mobility between factory and countryside was far greater
than in the more developed and stratified capitalist economies,
and labour far less organized, rationalization and changes in the
industrial structure easily produced a situation in which new
recruits were drawn into industry from without while hitherto
employed workers were being laid off. The process was in part
a reversal of the flight from the cities and factories — the *“ dis-
integration of the proletariat *’ — which had marked the hungry
days of war communism.5 The former urban worker, lured by
the easier conditions of NEP and the rise in industrial wages
throughout 1922, flowed back to the towns and added to the
congestion of a now inelastic labour market.6

t Voprosy Truda, No. 2, 1923, p. 24 ; according to Statisttka Truda, No. 1,
December 1922, p. 2, 30 per cent of the unemployed in Moscow on November
1, 1922, were ‘‘ Soviet workers ’’ and more than 20 per cent unskilled workers ;
of the male unemployed 35 per cent were ‘“ Soviet workers ”’.

2 On the basis of figures said to cover go per cent of trade union member-
ship, the total of unemployed trade unionists was returned as late as July 1,
1923, as 381,000 (Statistika Truda, No. 9, 1923, p. 16); the total number of
unemployed at that time already exceeded a million.

3 "Fhis argument was constantly repeated in official publications of the
period, e.g. Trud, July 4, 1023, where it was alleged that a substantial number
of the registered unemployed were ‘‘ typical non-worker elements, engaged in
trade and speculation, who besieged the labour exchanges in order to obtain a
legalization of their position as workers > ; see also Shmidt’s statement quoted
on pp. s0-51 below.

. 4 Statistika Truda, No. 1 (10), pp. 1-4; even so, the number of workers in
industry was only just over half the total of 1914 (b¢d. No. 6, 1923, p. 3).

5 §ee The Bolshevik Revolution, 1917-1923, Vol. 2, pp. 193-195.

6 “The influx from the village into the town >’ was one of the explanations
of the unemployment crisis given by Rykov to the fifth congress of Comintern

in ]une“ 1924 (Protokoll : Funfter Kongress der Kommunistischen Internationale
(n.d.), ii, 538-539).
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Throughout the first half of 1923 the crisis grew slowly in
intensity. Even if the skilled industrial worker seemed largely
immune, the unskilled casual worker still constituted so high a
proportion of the total Russian labour force that his fate could not
be wholly ignored. A contemporary press account of a typical
scene at a labour exchange in the industrial suburbs of Moscow,
where a vast mob of unemployed, men and women, fought and
struggled for admission when the doors were thrown open, since
only those first inside could hope for the few available jobs, reveals
the crude dimensions of the misery of urban unemployment in the
spring of 1923.7 As the wave of prosperity in consumer industries
which followed the creation of the trusts and syndicates in 1922
exhausted itself and gave way to the ‘‘ sales crisis >’ of the summer
of 1923, while no progress was made in the revival of heavy
industry, large-scale unemployment spread rapidly to the factory
worker. Trotsky’s report on industry to the twelfth party congress
in April and the resolution of the congress had admitted — the
former explicitly, the latter by implication — that the rationaliza-
tion of industry would entail extensive dismissals of redundant
workers.? In June 1923 the trade union central council reported
‘“ a relative growth in unemployment among men as compared
with women and an increase of unemployed skilled workers .3
A few weeks later the principal representative of Narkomtrud in
the Ukraine wrote that *‘ the increase of unemployment is falling
on the industrial workers *’ and was likely to be intensified by the
‘‘ unavoidable reorganization >’ of some of the trusts. The report
continued :

Unemployment is becoming chronic; its character is bound
up with the condition of our economy, and it is unavoidable so
long as we are unable to stimulate sufficiently the development
of our industry.+

At the session of the trade union central council in September,
Shmidt once more asserted that 62 per cent of the unemployed
were either ‘‘ bourgeois elements *’ or unskilled workers, and that
women were in a majority in both categories: he repeated the
allegation that the lists of the unemployed were swollen with
‘ fictitious ”’ claimants — *‘ traders from the Sukharevka >’ and

! Trud, May 9, 1923. 2 See pp. 22, 25 above.
3 Trud, June 26, 1923. 4 Ibid. July 20, 1923.
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daily workers. But he admitted that the remaining 38 per cent
formed * the real cadre of the unemployed, to which we must
address all our attention .7 After the summer of 1923 the gravity
of the unemployment problem might be minimized, but could no
longer be ignored.

To deal with a crisis of this character the Soviet administrative
machine of the NEP period was totally unequipped. Some con-
ventional gestures were made. On December 135, 1922, Sovnarkom
allocated 500 million rubles (1922 pattern) for public works to
relieve unemployment.2 A report covering the first quarter of
1923 recorded that 14 million puds of rye and 1,600,000 rubles
(1923 pattern, which divided the nominal value of the 1922 ruble
by one thousand) had been allocated to the promotion of public
works, and claimed that from 4 to 5 per cent of the total number of
unemployed had been occupied on them.3 But even this modest
claim was apparently exaggerated, since the proportion of un-
employed so occupied in Moscow and Petrograd in May 1923
was less than 1 per cent.# In Yaroslav the special commission on
public works attached to the labour exchange was ‘‘ temporarily
unable to proceed owing to lack of funds . In Petrograd it was
said that an average of 1000 workers a day was employed on
public works during the first half of 1923, but that in July the
number had fallen owing to organizational difficulties to 666.5
Nor were the rates paid such as to encourage the view that public
works were anything but a makeshift form of outdoor relief.
Taking the ‘“ standard *’ monthly wage of ten goods rubles as the
basis, an instruction of Narkomtrud limited the wage of unskilled
workers employed on public works to 40 per cent of this figure,

* Ibid, September 28, 1923 ; for a further attempt by Shmidt to distinguish
between the different categories of unemployed see Voprosy Truda, No. 10-11,
1923, p. 19. In January 1924 he gave the figures as 38 per cent Soviet workers,
26 per cent unskilled workers from the country and only 24 per cent skilled
workers (XI Vserossiiskii S”’exd Sovetov (1924), pp. 103-104) ; but one of these
percentages — probably the last — is evidently wrong.

2 Voprosy Truda, No. 2, 1923, p. 28; the decree does not appear in the official
collection — generally a symptom that no major importance was attached to it.

3 Trud, May 13, 1923. The rye was not intended for direct relief or for
paymeat in kind : it was sold for 1,300,000 gold rubles, which were credited to
the fund. These advances were treated not as grants, but as revolving credits
to the economic organs concerned, due for repayment after periods ranging
from six to eighteen months (ibid. October 24, 1923).

4 Ibid. May 23, 1923. 8 Ibid. March 9, July 15, 1923.
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Throughout the first half of 1923 the crisis grew slowly in
intensity. Even if the skilled industrial worker seemed largely
immune, the unskilled casual worker still constituted so high a
proportion of the total Russian labour force that his fate could not
be wholly ignored. A contemporary press account of a typical
scene at a labour exchange in the industrial suburbs of Moscow,
where a vast mob of unemployed, men and women, fought and
struggled for admission when the doors were thrown open, since
only those first inside could hope for the few available jobs, reveals
the crude dimensions of the misery of urban unemployment in the
spring of 1923.7 As the wave of prosperity in consumer industries
which followed the creation of the trusts and syndicates in 1922
exhausted itself and gave way to the *‘ sales crisis *’ of the summer
of 1923, while no progress was made in the revival of heavy
industry, large-scale unemployment spread rapidly to the factory
worker. Trotsky’s report on industry to the twelfth party congress
in April and the resolution of the congress had admitted — the
former explicitly, the latter by implication — that the rationaliza-
tion of industry would entail extensive dismissals of redundant
workers.2 In June 1923 the trade union central council reported
‘“ a relative growth in unemployment among men as compared
with women and an increase of unemployed skilled workers .3
A few weeks later the principal representative of Narkomtrud in
the Ukraine wrote that “ the increase of unemployment is falling
on the industrial workers >’ and was likely to be intensified by the
““ unavoidable reorganization *’ of some of the trusts. The report
continued :

Unemployment is becoming chronic ; its character is bound
up with the condition of our economy, and it is unavoidable so
long as we are unable to stimulate sufficiently the development
of our industry.4

At the session of the trade union central council in September,
Shmidt once more asserted that 62 per cent of the unemployed
were either “ bourgeois elements *’ or unskilled workers, and that
women were in a majority in both categories: he repeated the
allegation that the lists of the unemployed were swollerr with
“ fictitious ”’ claimants — ‘‘ traders from the Sukharevka ”’ and

' Trud, May 9, 1923. 2 See pp. 22, 25 above.
3 Trud, June 26, 1923. 4 Ibid. July 20, 1923.
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daily workers. But he admitted that the remaining 38 per cent
formed “ the real cadre of the unemployed, to which we must
address all our attention ”.! After the summer of 1923 the gravity
of the unemployment problem might be minimized, but could no
longer be ignored.

To deal with a crisis of this character the Soviet administrative
machine of the NEP period was totally unequipped. Some con-
ventional gestures were made. On December 15, 1922, Sovnarkom
allocated 500 million rubles (1922 pattern) for public works to
relieve unemployment.2 A report covering the first quarter of
1923 recorded that 14 million puds of rye and 1,600,000 rubles
(1923 pattern, which divided the nominal value of the 1922 ruble
by one thousand) had been allocated to the promotion of public
works, and claimed that from 4 to 5 per cent of the total number of
unemployed had been occupied on them.3 But even this modest
claim was apparently exaggerated, since the proportion of un-
employed so occupied in Moscow and Petrograd in May 1923
was less than 1 per cent.4 In Yaroslav the special commission on
public works attached to the labour exchange was ‘‘ temporarily
unable to proceed owing to lack of funds . In Petrograd it was
said that an average of 1000 workers a day was employed on
public works during the first half of 1923, but that in July the
number had fallen owing to organizational difficulties to 666.5
Nor were the rates paid such as to encourage the view that public
works were anything but a makeshift form of outdoor relief.
Taking the “ standard ”’ monthly wage of ten goods rubles as the
basis, an instruction of Narkomtrud limited the wage of unskilled
workers employed on public works to 40 per cent of this figure,

¥ Ibid. September 28, 1923 ; for a further attempt by Shmidt to distinguish
betweeh the different categories of unemployed see Voprosy Truda, No. 10-11,
1923, p. 19. In January 1924 he gave the figures as 38 per cent Soviet workers,
26 per cent unskilled workers from the country and only 24 per cent skilled
workers (XI Vserossiiskii S”’exd Sovetov (1924), pp. 103-104) ; but one of these
percentages — probably the last — is evidently wrong.

2 Voprosy Truda, No. 2, 1923, p. 28; the decree does not appear in the official
collection — generally a symptom that no major importance was attached to it.

3 Trud, May 13, 1923. The rye was not intended for direct relief or for
payment in kind : it was sold for 1,300,000 gold rubles, which were credited to
the fund. These advances were treated not as grants, but as revolving credits
to the economic organs concerned, due for repayment after periods ranging
from six to eighteen months (ibid. October 24, 1923).

4 Ibid. May 23, 1923. 8 Ibid. March g, July 15, 1923.
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of skilled workers to 60 per cent and of workers with special skills
to 8o per cent.! As early as May 1923 the trade union newspaper
admitted that not much could be hoped for from public works
and advocated an organized mobilization of the unemployed for
the harvest.? Finally, in September 1923, at the central council
of trade unions, Shmidt, the People’s Commissar for Labour,
who claimed that 44 million gold rubles had been spent on public
works to absorb 5 or 6 per cent of the total of unemployed, wrote
off the whole scheme in unusually emphatic terms :

It is impossible to do much about this owing to the grievous
financial position of the state. . . . It is more practical to use
the huge sums which the organization of public works demands
for the support of industry. . . .

We cannot organize public works of any kind, with the
exception of communal works in Moscow and Petrograd, and
it is therefore inappropriate to make public works into a system
and take note of them in a resolution of the plenum of the trade
union central council. We are not rich enougg to carry them out.3

Rather more promising at the outset was the attempt to give
support to artels or cooperatives of unemployed workers, since
the artel had long been a characteristic feature of Russian economic
life and seemed to represent a genuine measure of self-help. A
report of October 1923, which distinguished between ‘‘ pro-
ductive >’ artels engaged in various forms of small industry and
*“ workers’ >’ artels hiring out the labour of their members, col-
lected records from 42 cities of 116 * productive >’ artels employing
12,000 workers and 173 ‘‘ workers’ >’ artels employing 18,000
workers. But, far from solving the unemployment problem, these
organizations themselves ‘‘ flourish in time of economic prosperity
and are subject to crises in time of depression >.# What success
was enjoyed by the artels was achieved by undercutting the
miserable wage rates of regularly employed workers. In July 1923
the president of the central committee of the builders’ trade
union protested energetically against workers’ artels which, though
fostered by the labour exchanges, represented *‘ the crudest and
most ruthless exploitation of the workers ”, who enjoyed. the
protection neither of collective agreements nor of labour législa-

¥ Tr.ud, September 8, 1923 ; for the standard see p. 70 below.
2 Ibid. May 23, 1923. 3 Ibid. September 28, 1923.
4 Ibid. October 24, 1923.






