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THERUDUCE O

Communism can be conveniently divided into two main parts.
The first part consists of a theory of human soclely, a theory of
knowledge (philosophy) and a theory of economics. These theoriles
were essentially worked out by Karl Marx, with the collaboration
of Friedrich bngels,

The second part of communlsm consists of a theory about

the seizure and use of oower, and about the rewolding of sociely
£ K] D

in accordance with the Marxist ldeals. This part was basically the

work of Viaedimar Lenin. Although Len wrote extensively on the

subject of party organization, my focus here is on the communist

rge
economic system thus evolved in the Soviet Unlon.
Certainly, the two parts are closely related. The communist
governuent owes 1ts legitimacy to the Marxist theories. Therefore,
,

in the paper, I will first discuss Marxism and then analyze the

UL S,

command economy of

Throughout the paver, 1T will try to argue pro and con on

the subject. To be sure, I want to be as lmpartial as possible,
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To be sure, neither Karl Marx nor Vliadimar Lenin originated
the Communist idea. The very concept of a communal life, in which
sharing and Jjoint property ownership are valued over free-wheeling
individualism and the active acgquisition of private property, canb
be found in the earliest institutions and writings of civilized
men throughout the world.

In Greece, Plato (427? - 347B.C.) wrote about his ideal
society in the Republic as early as 370 B.C.. Certainly, this book
igs one of the earliest examples of Western literature that advocat-
ed the sharing of property and families.

Later, in the Judeo~Christian tradition a form of Communism

has been important. Ior instance, the lissenes an ascetic Jewish

]5
sect practising before Christ, observed 'communistic' practices,
let alone the various monastic orders of the Middle Ages which
adopted many ‘'communistic' ways that were thought to be able to
allow the believers to serve God more effectively. *

Since then, in the course of western history, a number of
prominent individuals, partly inspired by the teachings of Jesus
Christ as recorded in the New Testament, have added their own
voices to those preceding them in support of the 'communistic'
way of life, Among the more well-knovn of the anticipators of
modern Communism we must include Sir Thomas More's Utopia (1516),
Tommaso Campanella's City of the Sun (1623), and Gabriel Bonnet

1 They are most famous for thelr Dead Sca Scrolls.

The Anabaptists during the Reformation in Germany (of the
16th century) were also 'communistic.'




de Mably's Qun.legislation (1776).

In the wake of the Industrial Revolution, the social and
cconomic herdships and injustices finally reached thelr helghts in
the 19th denturyO Thege conditions when coincided with the philosophl-
cal romanticism prevalent at that time prompted a cohort of writers
and/or revolutionaries to express their views on Soclalism and

)

Communism. Francois Noel Babeuf, (1760-1797), Henri de Salnt-5i Lo,
[
(1760~1825), Charles “onJ@rq (1772-18%7), Ltienne Cabet. (1788-1856),
o
Louils Auguste oixnouif (1805-16881), Louls Hlang? (1811-1862),

William Godwing (1756-1836), and Robert Oweng (1/71-1858) are some
a M

of the more vocal advocates. Thus, 1t must be understood that when

2 ) . . A .
Babeuf was the forerunner of the revolutionary brand of
Communism; He was guilllotined in 1797,

Saint-Simon is well-nigh synonymous with the dldea of
evolutionary organlsis.

1

b pourier advocated the establishment of phalanstery, which
was o kind of a small cooperative agricultural community.

2 becu wrote Voyage. epn Zearie (1840), He made several
(‘ )

unsu aful communistic settlements in North America.

/-
O

iy of Blangui's views were later adopted by Vliadiwar Lenin,
the leader of the Russlan Revolution in 9120

7

Blanc wrote Organization.of labor.

(\’-))

Godwin wrote An HNOHIPV Concerning Political Justice, which
ig about political and philosophical anarchis

9 . . : . ;
7 Owen tnought thalt cooperative socleties are belter than
traditional famillies.




Marx began to expound hils ideas‘on the subject, he had already a
long and established tradition before him.

While Marx did not exactly blaze a brand-new traill in the
pursuit of an ideal society, he is, in retrospect, quite different
from other run-of-the-mill prOponénﬁg of Communism.For others
probably lost heart to see that their utopian dreams fade with
the passage of time, Marx was convinced that his 'scientific!
approach has proved that Communism would eventually and inevitably
triumph over Capitalism. It's Marx's conviction that history is a
well-determined carpet rolling inexorably in the direction of
collectivism., According to Marx, mankind has come through five
types of society ™ primitive communlsm, Asiatic soclety,
ancient slave-holding society, feudalism, and caplitalism. The
expected imminent breakdown of capitalism, which has long been
suffering from inner contradictions, will set the stage for a
proletarian revolution and the consolidation of a classless no-
private-property communist socilety with the 'withering away' of
the state as the final objectiV@,

hy is he so confident about the success of communism
and the disintegration of capitalism? Before explaining the
reasons, l'd first like to take a look at his soclal theory and
philosophy.

(SUULAL THBORY)  Marx's theory of soclety, coined by Friedrich
Engels as 'historical materialism', attaches fundamental signifi-

cance to the economic aspect of life. In Marx's view, the 'iorces




the technological conditions of producing

of production'
and exchanging goods, along with the 'relations of production’
et e system of property ownership, determine the basic divi-
sion of society into two classes and the baslc nature of government,
religion, and culture in any given epoch. In a word, Marxism is a
form of economic determinism; Economic circumstances are thought
as the 'base'of the social syatem. Political, legal, and ruligious
institutions are only the 'superstructure'! with its nature
substantially shaped by the form of this base.
its own 'ideology.' To be arduously defined, it's a set of official
beliefs or religious creeds justifying the power of the ruling
class and legitimizing exploitation. As such, it's contemptuously
referred to by Marx as 'false consclousness.'

Furthermore, all societies following the hypothetical
stage of primitive communism have been split into two principal

classes, the property-owning exploiters and the propertyless class

of much-exploited workers. Social change from one system to another

arises principally from changes in the economic base. Bvery time a
new ruling class, riding on the crest of a revolution, selzes
power, it would invariably cause 1ts own idedlogy to prevail.
However, the two opposing classes never sit well with one another,

In the Commupnist Mapifesto, Karl Marx wrote:-

'"The history of al hitherto existing
soclety is the history of class
struggles. Freeman and slave, patrician




and plebelan, lord and serf, guild-
master and journeyman, in a word,
oppressor and oppressed, stood in
constant opposition to one another,
carried on an uninterrupted, now
hidden, now open fight, a fight that
each time ended, either in a revolu-
tionary reconstitution of soclety at

large, or in the common
contending ¢classesS.. ...

ruin of the
{ ¢ o

ERAND S /s 4

the modern bourgeols soc¢

iety that

has sprouted from the ruins of
feudal socliety has not done away

with class antagonisms,

established new classes,

ions of oppression, new

It has bhut
new condit-~
forms of

struggle in place of the old ones.

Qur epoch, the epoch of

the bourgeo-

isie, possesses, however, tinls

distinctive feature; It

has simplified

the class antagonisms. Soclety as a
whole is more and more splitting up
into two great hostile camps, into
two great classes directly facing

each other: Bourgeolsie
Proletariat.',,
letariat.tyq
In keeping with his 'historical
took the English Revolution of 1642 and
1789 as part of the ongoing struggle on

bourgeoisie to achieve political power.

and

materialism,' Karl Marx
the French Revolution of
the part of the rising

Thereafter, the so-called

'laissez~faire'! liberalism, characterized by a parliamentary

government that denied the vote to the common workers and an

ostensibly hands-off non-interventionist policy, manifested the

ideology and the superstructure typical in the capltalist soclety.

10 communist Manifesto,

£

pp. 9-21, written around 1848.




(rnliUsuRnY ) Marx's philosophy has often been termed
tdialectical materialism’ by his followers. It is 'dialectical'
pecause the Harxist philosophy borrows Megel'gl] philosophy of
the dilalectic as its model to explaln the process of change
both in the human society and in the natural physical world.

In this view, a given situation (the 'thesis') will
always engender a set of opposing forces (the 'antithesis').

The conflict between the two will finally result in the break-

down of the original situation, and a new one (the 'synthesis')

will surface from the ruins. This 'syntoesis' then becomes the

"thesis' for the next stage of development; The cycle continues.
{

On théother hand, the Marxist dialectic is 'materialist'
because, in céntragt to Hegel's philosophy, it deals not with
the the world of abstract ideas as the primary reality, but with
the down-to-earth material world. Marxism 1s materialist in two
senses: first, in rejecting any religious or metaphysically
'idealist' view of the universe and, second, in asserting tne

‘primacy of material (economic) factors instead of ddeas in human
history.

There are three rules that are applicable to this

12
dialectical process.

T mhe philosophy of Georg Wilhelm Friedrich Hegel (1770~
15%1) was also developed by some into right-wing political
theories in support of nationalism and unification of Germany
in the later decades.

Ty

] 12 Julius Smulkstys, Karl Marx(iew York: Twayne Publishers,
1970, 0. 16=-17.




First, the law of the union of opposites explalns the

temporary coexistence of uneasy, hostile, opposing elements. Thus
it's not surprising that in a capitalist society, the bourgeoisie
and the proletariat would coexist and cooperate as well as
struggle with each other. In mathematics, the expression ~a2 is
the product of a and -a. A unity of opposites has a lot of
precedents in history. Nevertheless, change is inevitable

because even the most apparently stable social and economic forms
are actually fragile coalitions of disparate elements.

Second, the law of the negation of negation summarizes
the change mechanism. All hitherto historical victories (with
the exception of the forthcoming comaunist triumph) have been
temporary and incomplete. Capitalism only negated feudalism.
Capitalism, like the vanquished feudalism, 1in its heyday seems
indesturtible and eternal, but its span is actually brief and
ephemeral.

Third, a quantitative change can lead to a gualitative
transformation, To use Engels's example, when water in a kettle
is continuously heated, the water inglde becomes hotter and
hotter, until at 100 degree Celsius, a gualitative change would
occur, then water would be transformed into steam. In a similar
vein, when the capitalists increase their oppression of the
proletariat, the early effect is only increased migsery suffered
by the workers as a downtrodden class. However, there's a point

when the ultimate effect is revolt, a qualitative shift in human




relations. This signals the threshold of a new socilety.

v Now equipped with an understanding of
Marx's soclal theory and philosophy, we are ready to move on to

the Marxist theory of kconomics.

Definitely, his theory is bullt around an analysis (or
critique) of capitalism, using Lngland in his own time as a
latter-day model of the alling bourgeols regime.

In his writings, Marx combined a moral and an economicl3
attack on capitalism with his theory of exploitation and surplus
value, and he also argued dialectically that the insurmountable
inner contradictions of capitalism would spell its dooi.

In agreement with the 'classical'

Labor Uneory ol W

i

economists, such as Adam Smith and David Ricardo, MHarx believed
that the 'exchange' value of goods i1s measured by lthe amount of

1 1

labor embodied in them, In a world free of expropriators, the

workers will get all the fruilts of their labor, leading a comfort-

able lifewlq |

lus VYalue However, when the owners of

capital (factories, machinery, stockpiles of materials and food,

and working capital) enter the scene as is commonplace 1n the

-

bourgeois world before the communist takeover, the situation is
[&) 9

Z
[ Marx's concept of surplus value amounts only to a moral
attack on capitalism. It does not prove the inner contradiction
of capitalism. If it pretends to do so, it, as will be discussed
later, is a logical non sequitur.

Th s .
" See Appendix LI-A
Also refer to Appendix I for the family tree of economics
thoughts.




| drastically. The workers are then only entitled to a fract-

changed

ion of thelr actual value of product produced by thelr labor, with
the difference belng pocketed by the capltalists as profit or
surplus Valuew5

Normally, the fraction of total product received by the
workers is Jjust enough to pay for the costs of thelr upkee pe—
lousy food, tattered clothing, and a shabby shelter for themselves
and their families.

What's more, with every new invention or technological
breakthrough in prdduction techniques, this surplus of its dally
product over its daily cost of subsistence increases. lThe capital-
ists utilizing the innovation will become even richer, while the
workers still have to live in grinding poverty. But who cares?
There's no shortage of labor to speak of. The capitalists can
readily tap the inexhaustible 'reserve army' of the unemployed.

Nevertheless, this moral indictment of capitallsm does
not bring about the demise of this economic system., lronically,
it's its own inborn inner incongruences that seal its fate.

Lew of Accunulintion Relentless competition forces capital-
ists to invest their profits in order to éut labor costs and
raise production. Marx never belleved that the capitalists plow
back their earnings to build more plants and equipment because

they don't know what else to do with them. Actually, more and

3
12 See Appendix II
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investments are needed because of the naturally agressive

nore

instincts of capltalists.

After all, the more enterprising capitalists can reap
sizable profits by installing the latest labor-saving machinery.
Therefore, every owner wants to be a step ahead of the rest of
his competitors.

However, it won't take long for the pressures of competit-
ion to force everyone else to adopt the same new equipment. Now,
all the operating enterprises are on the same competitive footing,
except that there are less of them (those lost out in the competit-
ion) as compared to what had been prevously; what's more, more
workers have now been displaced by the machines.

Hence, by obeying his inborn impulse to accumulate, and
trying to steal a march on or just staying abreast of his competit-
ors, he is actually cutting down on the payrolls. But remeumber, the
capitalists derive their profits from the workers' labor. So,by
narrowing the base out of which he gleans his profits, a capitalist
is killing the goose that lays the golden egg. In another sense,
it's a kind of Greek tragedy when men march willy-nilly to thelr

inevitable fate. The capitalists have a flaw in thelr character.

1

The s Rate of Profit and the Concentration
ot C As the proportion of capital to labor in the

productive process increases, the sole source of steady profit

the exploitable labor is being squeezed out. In a
last~ditch effort to restore the rate of profit to prior levels,

the capitalists eagerly enter into cartels or monopolies of




sorts to restrict output and raise prices, The mammoth

various

Finance Capital, characterized by credit-controlling big banks
and other ingtitutions, will at the same time increasingly man-
ipulate mass production for purely financial ends. In yet another
development, each national capitalist group, unable to find in
its own national market for its constantly expanding output,
would be driven beyond their vorders in the perennial search for
foreign wmarkels and sources of raw materials. This is the imper-
ialistic phase of Capltallsm, fraught with fierce international
competition and costly wars. Nevertheless, the suffering endured
by the working class is the same in every country. Thus, there's
a brotherly feeling among all of them, regardless of national
origin. Simultaneously, allenation is universally felt by the
workers towards their oppressive bosses. No doubt, class solldar-

ity can be found on both the national and international levels.

As the labor-saving machinery digplaces workers and
increases the ranks of the unemployed, the general level of Wagses
takes a turther tallspin. Since the majority of people already live
in abject poverty, who are going to buy all the goods that the
monopolies produce? Indeed this paves the way lor tne periodic

cycle of recesslons.

Thoory ol bae
Depressions are the times when the sum total of cemand

for consumer goods and investment goous do not equal or fall short
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of the total amount produced@16

According to Marx, recessions serve two purposes. First,ﬁhey
throw still larger number of workers into the unemployed pool,
further accentuating the loss of purchasing power of the general

public,

Second, each depression would put the weakest firms
through the wringer of bankruptcy and merger. The ex~caplitalists
would join the ever-expanding working class or end up unemployed.
It also goes without saying that all the firms'assets will be
pobbled up by the larger, stronger, still surviving firms.

The Darwinian principle of the survival of the strongest
will accelerate the tendency toward accumulation, as described
earlier in relation to the falling rate of profit.

Definitely, Karl Marx concluded that business cycles are
not just isolated sguiggles on a graph of national income records
over the years. They are part of the tell-tale signs of the imminent
death of caplitalism. Maybe, one depression is not sutficient to
bring down the entire economic system. But, as the tempo and
intensity of cyclical downturns increase, the flash point for
revolution would be easily reached. In an advanced country, the
revolution would usually be violent., However, in places where the

workers have already had the vote, as in Britain and the United

16 This is very similar to John Maynard Keynes' idea about
the cause of recessions.
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gtates in Marx's time, 1t can be concelvably accomplished in a

peaceful waj.

In common with other broad theories of

society, Marxism has been, over the years, subject to many criti-
cisms. However, its significance should be taken as a contribution
to the development of economics, modern politics and soclal
thought rather than a set of dogma that must be condemned oOr
embraced as implicit faith. It's only with this thought in mind
then we can put Marxism in perspective and contemplate about its
possible place in the history of ldeas.

Certainly, Marxism is full of inconsistenclies and amblguit-
ies, All those unsettled matters have sparked recurring controversy
among his followers from time to time. For example, the disputes
over the necessity of violence versus the feasibllity of democratic
methods in the proletarian revolution, or the requirement of an
advanced capitalist stage and proletarian revolution for all nations
versus the possibility of separate lines of development in diffenent
countries, or the active political leadership ana ideological
inspiration versus the vessivity dnherent in the belilel of a fore-
ordained future, Most probably, the future of Marxism would still

be characterized by the same lively, 1f not more deadly, dissension.
On the other hand, Marxism 1s definitely an oversimplifi-
cation when it comes to the analysis of class antaponism. The

picture of a ruling class exploiting a propertyless class is too

simple for any given period of history. There are countless instances




kpolitical changes that do not happen solely because of soclal

for one thing, nationalism in the last

nd economic upheavalse.

well as the powerful revival of religious

e centuries as

cannot be explained by the class

~fundam@ntalism in recent years

struggle scenario.

Moreover, there's an inner logical error in Marxisu;

that is, why the dialectic process should stop once Capltalism

has been overthrown? How about the very probable situation of a

new ruling class oppressing the masses on some new basils Just as

the Bourgeoisie had purportedly exploited the Proletariat in the

pre-revolutionary capitalist era?]7

Relating to his prognosis about capitallsm, neither

“rance, Germany nor hngland have been besieged by proletarian

revolutions either during Marx's own lifetime or anytime there-

after. In stark contrast, the usual candidates for communist

takeover are invariably the less developed countries, like tsarist

Russia in 1917, China in 1949, and possibly the Philippines in
]985‘18

For the more advanced countries in the capitalist camp,

the rate of profit has not followed the law of the falling rate

1 Cf. Leon Trotsky's The Revolution Belrayed,or George
Orwell's Animal Farm, and most recently, David K. Willis, Klass
(St. Martin's Press, 1985).

18 Though the Philippines is 'capitalist' in outlook, it is
also a country plagued by cronyism on the top and rampant
corruption. For more detalls about that country's ills, Cf., Harry
Anderson, "The Philippines: Another Tran?", Newsweek, (lovember L,
1985), 30-38. T




it seems to dance and wander from year 1o

of profit.y 9 Rather,

 year without any particular strong trend to speak of., Nor has
‘;bapital been increasingly concentrated in the hands of a few
monopolists? It is true that from time to time there appears to

be an upsurge of monopolies in the advanced countries. However,
being bigger also means belng more consplcuous, and an easler
target of antitrust legislation and other regulation measures,

not to mention the various congumerilst groups. The oreakup of

AT & T is a good example, Definitely, there's no indication that
there's more concentration in 1985 than in 1955. What's more, his
law of the increasing immiserization of the proletariat has also
not been borne out, Real wages in the western countries have been
on the rise almost most of the time, On statistical examinations,
one can only find the growing midale class instead of‘the herald-
ed class polarization. Besides, the workers in the present-day
developed communist countries suffer no less allenation than
their counterparts in the allegedly exploitative capitalist world.
Brushing aside propaganda, one has to admit that it's wore related
to the division of labor inherent in modern production processes

than anything else.

19 Out of the 3%.66L2 dollars of GNP in 1984 (in trillions),
Personal consumption expenditures account for 64%, government
purchases 20%, and PTLVJLO investment 17%.7

Out of the 2.9619 trillion dollars of national ilncome in
the same year, 10% was earned as corporate profits, V3% as wages,
10% as net interest, 5% as proprietors's income, and 2% as rental
income, Source: Department of Commerce, Bureau of

Bceconomic Analysis
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Tn addition, a careful study of the logic of Marx's

hinkin% will reveal that his purported law of motion of capitalism

‘f@ward communism is not 'cogently derivable from Marx's own concep-

‘tual schema7azo of the surplus value and the impliedly lowered

real wage. Although Marx's concept of the surplus value was

characterized by kngels as the most important economic discovery

of all time, it only serves as a moral attack on the capitalists.

To be sure, the concept of the surplus value 1is only an allegation,

and darx never believed there's an ascertainable minlmum-subsistence

wage to begin with. Yo shore up his case, he haa to use the argument

of a 'reserve arumy of the un@mployed'a1 and the displacement of

workers by labor-saving machines, which are quite separate from

the matnematical concept of surplus value, to prove the inevitable

demise of capitelism. Thus, 1t 1s safe to say that the Marxist

concept of surplus value does not flow directly to his thesis, and

this is in effect a loglcal non sequitur.besldes, 1t's interesting

to note that he could possibly argue the case of increasing

immiserization equally well using the neoclassical distribution

model,aa which is the philosophical anatnema of the Marzist econouwics.
20 . i , . . . . . e TR o

Paul Samuelson, Lconowmics (London: McGraw-Hill, 1980), p. 606,

Marx did not supply any theory to vetermine its size or
calculate its incidence (effect) on the real wage level,
.
22 See Appendix I1-B
» Neoclassical as well as mainstream economics are based Lo a
large extent on the subjective or utility theory of value, which
was developed by Jevons, Menger and Walras separately around 1870.
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Lastly in wy critique, [L'd like Lo aad an observation.

‘ oughout history, mnanly people have tended to think of the world

if develoving through discrete sltages well on the way towards
and clalm

an eventual millenlume. 23 Horeover, they often go on
 that nistorical facts are on thelr side.
Hevertheless, probably because of innate human subjectiv,
ity, facts, though not intentionally altered by the beholder, can
be s0 gleaned anc compiled as to lend themselves reaully to a
variety of schools of thoughts, which may sometimes turn out to
be diametrically at odds with one another., Blissfully blessed with
these deeply-believed, 1f not greatly garbled, accounts of past
nistory, each and every one of them woulu try to play the role of
srophet and make predicting the bigpest pastime.

In my view, Karl Marx may well be one of those indivicuals.
To be sure, recurrent depressions and recessions have always
battered capitalism, and tne Great Depression (1929-33%) was
probably the most traumatic of all. However, the capitalist socleties
have changed a lot of their ways since then. The subsequently
growing acceptance of Keyneslan economics and the concomitant
fiscal as well as monetary policies have generally moderated the
Severity of business cycles, and made chronic slumps unlikely.
Though the dyed-in-the-wool Marxists wmay say that the so-called
tixed economy is only capitalism hospitalized in an oxygen tent,

s o . ) L
< Or final cecline, for that matter, as believed by Oswald

Spengler, in The Decline of the VWest, trans. Charles Ifrancis
I N N - . ) ) L ] . . oL
Atkinson, ed. Arthur Helps (Londen: George Allen and Unwin Ltd,
1961) .
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nistory of cconomic development is still a one-way street
towar collectivism, the continued resilience of the market
Lowa >

:@conomy betrays no sign of an incurable illness.

Furthermore, there are other economic developments in the
world that also defy expectations. For example, the spectacular
Mexico and Brazil, and the relative stagnation of Argentina, Chile,
Uruguay, the Philippines and Australia must have ralsed many an
eyebrow.aq

A1l in all, we must be forever skeptical whenever we hear
apout any allegedly, scientifically proved theories on the uni-
airectional development of history.

Anyhnow, tne miscarriage of Harxist predictions shoulu not
be overly exaggerated, After all, his writings were based on
observations made well over a century ago. No one, however ilnsight-
ful, could ever anticipate all the twislts and turns ol mouern

aevelopment down the years.

Furthermore, despite the logical non sequitur 1 mentioned
earlier, warx's concept of product value calculation?B did make

one solid analytical contribution to what we now call tne von

5
fals T . - e i3 2 A R IV ORI R S
' Jor the last two decades, the Paciflc-rim countries or

§it“~gtates have had the best track record of economic growth
in the world. On the other hand, Australia, which had one of the
hi&hest standara of 1liviung when the Second World War ended, have
fad dismal economic growth to the surprise of many economists.

’»)[:‘ e e
“7 See Appendix II-A
Pay particular attention to the mathematics involved,
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‘ mta e dnout-output growth models, o, which are widels
umann-Leontiel input-ourput gro 3 06 y

4n the planning process by both the communist and non-

amunist nations.

sht on tne process of socilal

Also, his theory sheds new 11

ange and soclal problems, not to mention the interrelatedness
8o B " - -

of the apparently different aspects of society political,
economic, social, and cultural. roreover, in asserting the lmport-
ance of economic forces and interests, he has really piven them
their rightful, if not exaggerated, place in human soclelbty. Karl
darx has changed our ways of looking at things in other areas too.
iis concept of 'ddeology' and the notion of relativism in the
interpretation of history are two fine examples.

in conclusion, notwithstanding his fallacy about the motion
of capitalism, Karl Marx 1ls worth his place in history, and his
impact will continue to be felt. Though many communists have made
Marxism thelr own oplate, we must not go to the other extreme by
lgnoring Marxism altogether. After all, Marxlsm 1s too valuable
to be left to thne communists alone, In the words of Paul Samuelson,
"It provides a critical prism through woilch mainstream econouists

Can e

to their own benellt-—————pass thelr analysis for

Usparing audit.'.

29

26 o . -
Samuelson, p. 707,
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Samuelson, p. 611




As discussed earlier in the paper, caepitalism's proclivity
iord monopoLy, and the boom-and-bust fluctuation of The business
PR A

ycle spells its ultimate deowm. Sooner or later there must be a

crisls severe enough to bring the working class to power. However,
“ﬁarx never drew up a detalled blueprint for the revolution and the
ensuing sociallst society. Indeed Marx stressed that he did not
intend to write 'recipes for the cookshops of the future@'ag He
only sketched out some rough conceptions for the post~caplitalist
millenium,

According to Marx, the revolution must be the work of the
oroletariat dltself, stemming naturally from the trend toward
greaber organization and class consclousness fomented among the
Lhe proletariat by the wretched conditions of capitalism.

After the revolution, the workers' opening gamblt would be
the destruction of the o0ld bureaucratic government and its replace-
ment by a 'dictatorship of tie proletarist'. This workers' state,
based on direct democracy, would expropriate the wmonopoly capital-
ists and bring tue whole working class into the management of
industry,29

With the eradication of class differences as a result of
revolution, the state——hitherto all exfsting principally to

would

enltance the exploitation of the propertyless class

begin to wither away.

rootnote pending

Management is supposed to be a pushover, requilring no
skills or so few that the 'liberated' workers can learn
away .




gociety would gradually progress through the 'first phase
‘ 5 Communism'5o in which people still would be pald for their work
: in monetary terms, into the '"final phase of communism' in which
the state would disappear. Whal's more, national differences
petween nations would diminish, and the entire system of monetary
rewards and market mech&nigm, along with other vestiges of capital-~
iem retained in the transitional first phase, would be scrapped.
By that time, as Karl Marx wrote, 'Society can inscribe upon its
panners, from each according to his ability, to each accorcing to
ris needs,' There's no exploitation of any kind, and it's going to
pe an age of plenty.

Undeniably, these are only the fond hopes of Karl Marx,
unmet in his lifetime and offering few guidelines for the start-up

Bolsheviks in 1917, No doubt, Marx is just the ideologue and

theorist of modern communism., The development of communism called

for some well-defined strategies and clear-cut tactics supplied

nelther in the Copmunist Manifesto nor the three volumes of Das

'

Kapital... The Soviet Union, as the first Marxist nation on tne

51
face of earth and the major instigator of the marxist wovement

E

i Y The terms, socilalism and communism, are used by HMarx
interchangeably. However, following the Bolshevik revolution in
1917, Socialism means the 'first phase'! and Communism the 'second
Phagse! of the willenium,

N = The Communist. idanifesto was published in 1848. However, when
Yarx died in 1883, the last two volumes of Das Hapllal were uniin-
lshed, Friedrich then edited the uncompleted notes and manuscripts,
though his health was Tailing at that time.




ver since, thus has a lasting impact on what we now come to

egocliate with communism. In particular, Vladimar L@ﬂlﬂﬁa, in
ressing the importance of the party both during the communist

revolution and the subsequent process of 'buillding socialisu', has
ipfluenced communism to such an extent as to give it an alternate
name of Varyisn-Leninism, Moreover, the Soviet Union has now clawed
its way to the superpower status. Logically, to explore about the
future of Communism as an economic system, we have Lo pay special
attention to the "Rusaian model.’

Now, let's take a guick look at how the present Soviet
economlic Syst@m.came into being and the ways 1t differs irow otner
cconomic systeuws.

To be sure, the country that the communists took over in
1917 after the Bolshevik revolution was a backward one; moreover,
it also faced a hostile environment that threatened its survival.
Partly in an effort to stave off the external threat and lLupress
other non-believers about the alleged superiority of Communisu, the
Soviets were fleet-footed to adopl many growlh policles as soon as
they consolidated their grip on the nation,

They needed high rates of saving anc lnvestuwent. Hence they
deliberately held back consumption, They also necded an efflclent
fiechanism Lo mobiiize any resource to be used to acihleve tine

netional purpose.',, In a word, economic plannlng was required.

52

52 o . . ; . o . :
) Z¢ Leninism is largely omitted here. Since this paper is
basically avout Bconomics, L don't want to digress. However, its

ilmportance to the subseguent development of Communism must be reallzed.

In o nation characterized by the councentration of power
in a few hands, 'national purpose' is as wool as can be.
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over, alacrily in economic development was of utmost import-
rg 2y 5 P LA ke d B
The economy had to be driven forward as quick as possible.

L4

refore, the planning had to be tight.

Of course, the Soviet leaders also preferred planning for
pure ideological reasons. Their soclalilst orientation and Marxist
doetrines meant total rejection of capitalist ins thutlonu/l The
market system, believed to be the source of all evils, must be
replaced by central planning. With a highly centralized decision-
waking structur@35, there naturally cawe the planned mechenism for

information flow and coordination. In addition, and in keeping with

da

the Marxist doctrines, the Bolsheviks enforced the state ownership
of property with a vengeance. At The same time, they advocated
material, but dlnereasingly, moral incentives for work with a view
that the use of money would be eliminated later in the second

phase of Socialism (or Communism)56m

Z

Oh The NEP (New Economic Policy) in the 1920's, which re-featured
private enterprise in the economy, is generally viewed as a tﬁmooraryg
strategic retreat to head off economic disasters in the country. It
was followed by the Stalinist filve-year plans of r@pid, forced
industrialization and collectivization, Of course, Stalin, the new
despot, carried out his plans with rigor and gre w horrors,

Z 13

22 To compare the difference between planned soclalism, and
Narket socialism along with capitalism, see Appendix 11IL,

s

I Originally, the Russians planned to enter the second phase
of Oniaixom around 1980, Five years have passed, the Russians are
thll in the first phase. Lately, the yet~to-be~ qufjllod plipe
dream has come under gerutiny, and Chrushehev's pledge that 'the
present generation of Soviet people shall live in communism' has
been drompod, Cf. Serge Schmemann, '"Moscow offers More Modest Plan
For Aunlev¢a5 True Communism (second Fhase)" New York Times, 26
October 1985, p.l.




Undeniably, this kind of command economy enjoys certaln

because of its coumplete control over tne means of

@auctlop and 2ll macroecomowic processes, a planned soclalilsm

an be an effective system for developmental take-ofl, and keeplng
iva economy on track for sustalned growlth.
_the ecc J &

!

Second, unlike Capitalism, a command economy 1s not

usceptible to over-production and cyclical fluctuations because

of its bullt-in capacity for making plannec adjustments. As a

result, the level of eumployment is guite stableﬁ8, There's no
ession-caused, lost production to speak of,

Third, under Communiswm, the perfectly Visible Hand is in
control. The proauction processes are no longer deteramined by a
whimsical market mechanism of supply and cemand; Rather, tney are
controlled by an economic plan, which is ultimately an expression
of the larger soclely.

fourth, the distribution of National Income ls more
equitable, particularly when compared with Capitalism in the rawest
form.,

Fifth, it's free from certain forms of waste ch aracteristic
of Capitalism, like planned product oosoie;c@npo, fancy but
unneeded procuct differentiation, excessively large sales promotion
budget, untruthful advertising and consplcuous consump ytion.

R

%9

e ‘
57 For the common performance criteria of an econowlc systen,
See Appendix IV.

7K
29 The problem of underemployment is not consider ed here.
39

us CUH&UMULIOH was coined by Tnorstein Veblen.
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Of course, drawling on the Marxist theory, one can also add
“ih@ dignity of labor is given its due place under Communism ,
16 the West ig in the ever-burning inferno of anti-soclal
Hyidualism, drugs abuse, moral decadence, and the like.

go mueh of advantages, how about the weaknesses?

First, the special problems of communication between the
,ﬁlamner and the planned are going to haunt the system as long as
it exists. Centralized planning calls for an aggregation of
information from the ground up for the bemefit of decislon-making
on the top, and a disaggregation of information to the different
units of the economy so that orders can be dutifully complied on
the ground., This process of aggregatlion and disaggregation, though
necessary, can result in a lot of diatortionsﬁqw For one thing,
even though the planners in Moscow may have all the aggregates
right, the components may not, and the final plan would still be
thrown out of balance and fall flat. In a word, although aggregat-
ion gives the planner an overview of the economy, and disaggregal-
ion assures him of unquestioning obedience, the unigue capabllities
and characteristics of each sector are also blurred as a result,.
For another, the middle-tier bureaucracy, which is required to
facilitate the aggregatidn and disaggregation of information, is

Of course a big problem in itself, Aside from distorting information,

5
) oh The Marxist emphasis on macro-econoumic issues will also
lead to a neglect of the microeconomic analyses, and thus won't
help things either.
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also a byword for inflexibility. What's worse, the already
oth bureaucracy seems to be getting bigger and blgger and more
more unwieldy as time goes DY .

gecond, 1f the planners on the top make a mistake, the error
11d set off a whole chain reaction with magnifying effects. There's
guick automatic error-corrective system as in Capitalism. No doubt,
e rool of the problem 1s too much power in too few hands. This

péint can be illustrated by a recent exauple in Romania35@

On October 17th, dMr Nicolae Ceausescu declared a state of
3

emergency in Romania's power plants and sent military officers to
run the biggest of them, This 'militarised system of work' is
gertainly an admission of cr151556 at the heart of the economy.
Admittedly, droughtﬁy, the gas-guzzling industry and poor
maintenance in the power plants contribute to the problem. However,
the real culprit is bad planning.
The planners in Romania, expecting oil output to increase,

has unwisely raised its refinery capacity from 16m tong in wmid-1970s

to ¥m tons now. while its output, largest in Eastern Lurope outslde
’ 1% 3 & k

7L . N . N .
22 wihe Sick Man of Communism," The Economist,Oct 26, 1985, p.15.

Z [
, 29 The latest energy crisis begins even before the winter secason
beging., The readers ought to be reminded that in the exceptionally
cold winter months at the beginning of this year, the energy crisis
Was s0 bad that there was no gas for private cars, barely any lighting
in the streets, and even less heat and electricity for homes.

Z,
5 Because of the drought, wany hydroelectric-power plants are
adversely affected.




2 has declined from 14.7m tons in 1976 to 11.5 tons in 1984,
The planners in Bucharest also got thelr sums wrong for

. Their production target in 1985 was scaled down from the

inal 86m tons to 6hm tons earlier this year. But given the dismal
uetion of Lhm tons last year, 1t's expeclted to do little better
L5 yealzge All in all, because of some planning mistakes, the
omanians are in for a colder winter this yearBQ@

Third, initiative and innovation at the workplace lewvel will
pe dampened under this economic system. Since the success indicators
‘are nelther clear nor detailedqo? managers are prone to produce what
is easler t0o produce than what is really wanted by the consumers.,
Moreover, because private enterprise is banned, there's not much
nope of accumulating wealth even when one has an idea and 1ls willin

to work hard on it. The adventurous and the capable, who in other

societies would have been daring, innovative entrepreneurs, find

limited scope and incentive to advance thelr career. Instead, they

38 "Cold Comfort," The Bconomist, October 26, 1985, pp. 51-5.

2
29 it e SR 4 s e

- On account of Ceausescu's effort to wipe out his country's
hard~currency debt, the energy crisis would possibly worsen., Right
now, the 'austerilty measures' have resulted in a shortage of consumer
goods,

. 40 In communist nations, people don't use profit as a success
lndicator. In case they do, it's defined and used in a sense
Alfferent from that in the West. For more details on that subject,
read J. Wilczynski's The Economics of Soclalisn (Chicago: Aldine
Publishing, 1970).




e being lumped together with the indifferent and
jcient ones. At the same time, each industrial ministryqlg
n effort to secure materials supplies, is often tempted
ut its individual, self-contained 'empire', carrying out
orts of wasteful backward integration and self-~enrichment at
expense of the economy as a whole.

Fourth, no rational and workable pricing system has so far

~en devised by any communist economy. Although money is still in

Nl o]
e, prices do not perform the allocative function as 1s the case
ger Capitalisw. This, when combined with arbitrary decision-

ing, insulation frow market prices and world trade based on

(o)

international division of labor, make optimal utilization of

resources a distinct ilmpossibility.

ol In the case of the Soviet Union, there are 51 such economic
ministries.,
he This point can be illustrated by an example in China. Ior
instance, the government charges induslries only one-fourth the
world price for coal. State-sold grain costs urban-dwellers about
half of what the government bought it from either the Chinese or
U.5. farmers. All these distorted prices entall a lot of government
subsidies, but never result in optimal utilization of resources
as under a market mechanism of supply and demand.
Incidentally, those 'artificially low prices' also pose as
the biggest problem for the urban price reforms now under way in
China, Because prices for certain comwodities have been kept low
for so long that any change to the market mechanism would recessarlly
mean higher prices. It goes without saying that 1t rekindles a
lot of fear about inflation in that country.
Source of Data: James Sterba and Amanck Bennett, "Deng's
Eune: Peking Veers Down Capitalist Road In New Urban Plan,' Wall
slreet Journal, 25 October 1984, p.1, p.29.
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. pifth, there is the ideological and political dominance of
7idlist cconomic scene. Because of its political structure

o constant need Lo bow to 'Marxist! thinking, many decisilons

actually 80 against economic sense. Furthermore, the few party
éers who hold supreme power, more often than not, are ideologues
ﬂﬂ‘econgmistg, Yet, their decislon will impinge on every aspect

Of their people's economic life.

Tn consideration of all those factors, what's the future of
planned soclalism as an economic system? Do the strengths outwelgh

the weaknesses or vice versa?

Although in the foregoing analysis, 1 seemed to have spent
barely more than one page on the merits of a command econowy, no
one can deny the importance of stable ewployment and the absence
of inflation, Morover, in view of the semi-feudal country the
Soviets inherited, the absence of exploitable overseas colonies,
the widespread war-time destruction, virtually no aid from the
capitalist world thereafter, not to mention the commercial and
strategic boycotts during the Cold War, the Rusgslans! post-war
climb up to the superpower status has been spectacular indeed,

On the other hand, I also did not mention the horrendous
costs that the Russian people have had to bear in order to achieve
that gtatus. The first few years of the revolution were marked by

famines and destructive wars; Joseph Stalin's drives for rapid




Qrializati@n and collectivization were brutal, and his

enl purges bloody; what's more, all the Soviel leaders

.11y choose caplital formation and nuclear buildup to the

¢t of current consumption. Thelr people's standard of living
jch lower than that in the Weatqa, Begides, they also deny
citizens political freedom. The 'withering away' of the

e is as remote as ever., Un the contrary, the ordinary man in

e street may feel dincreasingly estranged from the ublguitous

d monolithic state that does not take kindly to dissidence.
doubtedly, this kind of alienation may not be what Karl Marx had

mind when he wrote the Communist Manifesto and Dag Kapiltal.

In addition, those heady days of rapid economic growth that
prompted Nikita S. Khrushchev to declare "We'll bury you. Your
grandchildren will be communists.' were a thing of the pastqq.

Not only had the Soviet Union falled to catch up with the U.5. in
industrial output and labor productivity by 1980459 the gap between

the two seems to be widening in economic terms,

43 The Soviet Union has approximately 260 million people,
exceeding that of the United Stated by as many as 55 millions. Yetl
1ts GNP is only about two-thirds of that of the States. Moreover,
1t spends 14% (U.S. 9%) of the GNP on defence. So there isn't a
lot to go around for the Russian people.

) " Phe Soviet Union had higher economic growth rate in the 50s
and 60s, but not now. See Appendix V,
= West by 1980.

Khrushchev declared his ambltlon to overtake the
The Russians now

In retrospect, his country must have failed him., T
abandon prediction of that sort,

m ~ Sarge Schmemann, "Moscow Offers More qugst Plan for Achieving
‘rue Communism," New York Tlues, 26 October 1985, p.l.
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ed, the Soviet economy is now in dire straits.
uetivity is sagging; It has a technologically backward
ock dating back to the Stalin era; There are serious

o between production capacities and raw materials

liﬁy; The existing infrastructure is ilnadequate When it
supporting the productive capacities; The nigh-cost,
faining agricultural sector is grossly inefficilent; and, of
, the consumer secltor never seems to be able to quench the

a4l desires of its citizens. Last but not least, growth of

v supplies 1s declining, and increasingly costly.46

As a matter of fact, the Soviel economy has been sliding

a decade or 80, What is worse, the Soviet Unlon is also lagging
hind in technology. If the present trend continues, it's doubtful
lether they can hold on to their hard-won superpower status even
~hough they continue to keep the people’'s well-being at the bottom
of the priority list in the future.

True, 1985 may not be a good year for Soviet-style Marxism-—
Leniniswm. China is further down the capitalist road. And as described

earlier, the Soviet Union seems to be "in a desperate situation®

L7

economically., What actually goes wrong with the economic system

1n the final analysis?




N
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Although previously I did describe some weaknesses of central-
ing, there are & couple of additional points I want to highlight
in this concluding part of the paper.

First, 1n particular reference to the problem of sagging
ctivity common in all communist countries, I would say that Karl
~ might have mis-read human nature. He didn't understand what
skes a man tick.

FVor Marx, the conditions in Victorian London were so horrible
1at the pursuit of self-interest in private enterprise would only
ad to exploitation of the proletariatl and violent class struggles.
went on to dream about people living as equals in the post-
pitalistic era. Although he did say something about this ildeal
society, he did not have anything for us on the subject of incentives
énd productivity. In fact, he foresaw no problem after the riddance
of capitalism. Bverything would be plain-sailing. Ultimately, the
state would wither away. In other words, we do not need any economle
system in the 'second phase of Communism'.

However, the communist experiments in Russia, China and
many other countries prove that incentives and productivity, or the
lack of them, are indeed a problem for the system. True, Marx would
say that people like me, brought up under laissez~falre capltalisn,
would be go socially Conditionéd that we will never realize the
exploitation inherent in the bourgeols way of life. We, as the theory
goes, are only motivated by money and would not learn to be altruistic
right away. That is precisely why money is still in use and material

incentives kept in the time period right after the revolution or in




j
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of comnunisn.
us take a look at the various communist countries.
Russian man born in 1917 would be 68 years old this
inly, this man has not been subject to any capitalist
;ﬂation (or ideology) in his lifetime. Yet can you say that

y qsore motivated and altrulstic than we are?

There is a Jjoke in Moscow these days: A worker sald to his
‘~”We've got a perfect economic system. We pretend to work, and
tend to pay uS'“q8 In a way, this says something about the

n. Frankly, 1 never believe that awarding people with a plague,
1ding some political sessions will help productivity. Maybe

first two plaques can be a motivating factor. But people will

L blase some time later, particularly when the material and other
isumer goods are in chronic short supply or of poor quality. Slogans

d promises are hollow.

The second point I want to bring up is about technologY.

The Soviel experience decisively shows that centrally planned socialism
;~;n,its orthodox form is at a comparative disadvantage in generating
and promoting t@chnological‘adVancement.

The Soviets have always .said that much of the economy in

the West is in a mess. Or Capltalism may still be strong and dangerous,
L8

) Source: "Cover Story: Gorbachev's Russia' Business Weelk,
11 Novewber 85, p.9h.
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the West has always becn leading on the technologlcal

was never in better shape than what 1l 1s now.

the Russians, the computer revolution is

erican one. The breakthroughs in computer work have not

Strategic Defence Initiative (SDI) a possibility but

the Amevican domestilic industries a new look not
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the Russians have over the years done many research

astonishment of the world,

er, few of the research findings ever leave the lab

ications in the commercial field because of the economilc

Soviet-style Marxism-Leninism, private enterprise is

w Offers More Modest Plan For Achieving True Communilsm.'

superpower World,' The I Nov 2-8, 1985,




aged. In the wake of a scientific discovery in a research

-, you will not find people scurrying arvound the place thinking

b &
the possible applications. Had Steve Jobs been born in Moscow,
suld only have been the privileged son of a well-off couplei]
. communist party membership or Just the buddy of Stephen
ing com b J | £
‘ak who happens to know all the technical details about small
uterss.
But in real life, Jobs and Wozniak joined forces to fill

] J .
o piche that both Hewlett-Packard and IBM had dignored. In the
2 L ©

ocess and in that case, the whole concept of desk-top versonal

}: ? A £ i

mputers came into being. Ironically, some of the repercussions of

his development are only beginning to be felt in the Soviet Union

Thoueh the Soviet Union may be determined to play computler
g ¥ E
_catch-up, the Soviel system of central planning, and controlled

mechenism for iniormation flow and coordination are all incompatible

with the ongoing technological revolution spearheaded by couputers,

[
) 2 Jobs, whose father is a lawyer, founded Apple Computer along
with Wozniak. Jobs, however, left Apple several months ago after
John Sculley, the CEO, consolidated his power. (Wozniak quit even
earlier after a disagreement with Jobs over company policies.)

[ vy

e

Gorbachev now gives a lot of pep talks and desperately calls

for a speedup of growth in the use of computers. IHe stresses that

it is "the task of paramount political, social, and econowic lmportance,’
o Source: Georgie Annie Geyer, "The Paradox of Soviet Power,!

IThe Charlotie Qbserver, 21 November, 1985, p.19A.




‘QpﬁiQS, and the like. Tn the early post-war period,
60s, the Soviet systewm of tight central planning

1y well in building the now-obsolete smokestack

those days, technology was stable and less complex.

Rusgslans were willing to.sacrifice standard of living

they could at least close in the gap with the West by

lding factorles across the land,

iow, things are different, as aptly summarized,by‘the

Mhe Revolution That's Leaving The Soviets Behind' on the

ber 1985 issue of DBusiness We@k55:

The new high-tech industries, on

the other hand, are characterized

by short 1life cycles of both
products and production technologies,
constant innovation, and gquick
response time. They regulre decentral-
ized sources of capltal that can be
guickly mobilized to take advantage
of emerging opportunities. HMoreover,
they work best when they are tied
together in a communications systen
that maximizes the free exchange of
LDiOfmathﬂ5qo

"Beonomic Diary! Section, p.2i.

s Some people think that the Russians can never get the computer
”Ehlﬂg of f the ground, because the communist soclety does not allow
free exchange of information. Come to think of it, every console is

& potential printing press. The social and political consequences

OF 'going modern' are too great for any communist soclety that
traditionally puts the copler machine under lock and key.

o ~ Also cf. Meg Greenfield, '"Gorbachev vs. The Computer Age™

Ihe Washineton Post, 29 October 1985, A21.




5 recent Harvard Russian Research Center, MIT professor

ham exposed the Soviet debility eloquently55.

The Sowviet economy 1is based on
the principles of economic
organization from the beginning
of the century; they are now
obsolescenteseessol'm referring
to the assembly-line production
first lntrodugou by Henry Iord
in 1913 at his Highland plant.
Lenin combined the assembly line
and guantitative output with
Bolshevik orinciples., But craft
and gqualitative decislons were
not emphasized. In effect, they
hyperbolized or OA?&’@F}ted
&mori‘an principles(of almost

5 250, )

The core of the Soviet economic problem today is that the
lets need to switch from assembly-line production to the quality
duction of a variety of short-life-cycle products. But with
fheir straitjacket of rigid central planning, they become the super
aisfit in this modern mode of production. To be sure, even the
United States has been off to a slow start when compared with those
:aVant garde countries, like Javan, in adjusting to the new industries
~and tec hnologies of tomorrow: management and information systeus,
Computerized manufacturing and process control, simultaneous

€hgineering, and guality control,...etc,

- 22 Georglie Annie Geyer, "The Paradox Of Soviet Power,
dhe Chariotie Qbserver, 21 November 1985, p.19A.
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Eaﬁlier in the critique of Marxism, I said that predictions
are on the way ‘out.' However, I do think that the Soviet-style
central planning may have exhausted all its possibilities. If
they want to solve the persistent problem of sagging productivity
and lagging technology, economlc reforms are necessary.

Already, Gorbachev has cracked down on alcoholism (thus
cutting absenteeism), cut the power of Gosplan56, the State
Planning Committee, approved the wmore frequent use of incentives,
and allowed more independence for his country's factories and
farmers,5? Certainly, no one is sure about the chance of success
for his reforms. For one thing, the political implications are too
big. For another, Khrushchev and others also announced economic
reforms in the 60s, which are in essence very simllar to the reforms
just unveiled by Gorbachev. But in the end, Khrushchev was ousted,

g

and nothing manged.58 In my ovinion, the Russians would probably

56 Nicolail Balbako, chief of Gosplan for two decades, was
replaced recently. This replacement is widely seen as a move Lo
cut the power of Gosplan.

Cf. "Planning Head Out In Moscow Shakeup', The Fayetlewille
Times, 15 October 1985, p.5B.

Pty

o't Cf, Mark D'Anastasio, "Gorbachev's Russia: Will Shock
Treatment Bring The Economy Back To Life?" Business Week, 11
November 1985, pp. 92-95.

e

09 Incidentally, in 1966, the then Prime Minister, Aleksel
Kosygin also planned to grant greated autonomy to the industrial
enterprised. The plan failed. Of course, the wmost recent reforumer,
Yuri Andropov, died before his crackdown on drunkenness made any
real progress.
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muddle through their reforms, or settle with plecemeal ONeSy e
Elsewhere, the prestige of Communigm as a viable economic
system in the future seems to have nit an all-time low. Hungary

changed its ways and prospered in relation to its Bastern Buropean

iy

neighbors. What was most dramatic, China loosened its control of
farmers, and de-collectivized the countrys ide in 1978. Agricultural
production has scared ever since. Moreover, the People's Dally, the
tongue of the Chinese Communist Party, once went so far as to say
that we should not expect Marxism to solve all of today's problems,
and Mr. Deng changed Mr. Marx's two famed sentences to "From each
according to his ability, to each according to his work." Work
incentives, a market cleared by price, new technology and private
enterprise have now been widely uugdaf] As if not enough, the
Chinese Prime Minister, Zhao Ziyang, is already talking of greater
reliance on interest rates, tax rates, exchange rate and other
tindirect'! but definitely non-communist instruments of economic
policies()aw Although both Hungary and China always reiterate that

their objective of 'building Soci ialism! is the same, their detour

.

60 Unlike China, Russia in recent decaodes suffered no equivalent
of the Cultural Revolution in China. The Cultural syolutlion was SO
LPAUMJLJL that people were disillusioned about Communﬁgm, and thus
| 's followers encountered m&Li@quhaﬂmxX“OCt@d opposition in
implementing the new economlc poi¢cxo . But in the Soviet Union, the
Communist uartf ig intact, and is characterized by inertia. That 1s
one reason why I am pCbblmioLlC about the Soviet reforms.

Cf. Pico Iyer, "Cover Story: China Moving Away from Marx,"
Time, 2% September 1985, pp. 42-56.

62 - . s y 1 i . L —~ E

= nDeng XiaoPing Measures his Step,' lhe aconomlst, 26 October

1985, pe?7.
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from the othodox Marxism-Leniniswm path does show the inadequacy of
the command economy. |

In thé meantime, other developments have also hurt the
communist movement,

The solidarity between communist nations, or the one-big-
happy-family theory, has been proved to be false first by the
Sino-Soviet rift (followed by border shootouts), and then by the
Sino-Vietnamese border conflict. China and Vietnam were once describ-
by themselves as brothers and were as close as 'lips and teeth,’

Now they are more like two dogs at each other's throat. Proletarian
countries were not supposed by Marx to wage wars agalnst one another,
were they?

Moreover, Vietnam, expected by some to flourish after the
Vietnam War, has become an economlc basket case under communist
rule. Externally, it invades Cambodia, and colonizes Laos, not to
mention flooding other nearby nations' shores with the 'Boat People.!
The 'Marxist Paradise' has driven their own people to the secas.

Talking of Cambodia, people need not be reminded about the
Pol Pot regime. Pol Pot thought that he had found a short cut to
pure communiswm, and finally, as many as 2 million neople perished
or got killed during his three~year rule before being displaced by
the invading Vietnamese in 1979,

While all these developments were happening for the world,
particularly the less developed part of it, Lo see, China has also

undergone a big transformation as mentioned earlier. In this process
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of change, the wyths about its past communization drive are
exploded one after another. In fact, and in contrast to the
Maoist era, China is no longer selling 1ts dogma abroad nor
trying to export proletarian revolution to the Third World,
With such a dismal economic record, can she sell it any more?
Tt is true that not many countries in the world still
think of Communism as a cure-all of their problems. Instead,

now more interested in

,..,
b
o~
(4

countries, from bngland Lo China,

o

o

unleashing the full productive forces of thelr resourcesgsz.

1

As Tndonesian Foreign Minister Mochtar put 1t in Bandung earlier

this year, in commemoration of the 30th anniversary of the

Bandung Conference, which could be thousht of as the coming-out
D J Lo D

party of the Third World back in 1955 when it was first held.

The age of 'ISME' is over
seeeaeslne new challenge
sseeseels fOr dev 1op1n
nations to struggl
themselves for economic
gfowthe6M

L7
24 The privatization campalgn in gland, that is turning

over formerly public-owned bvt ineffi ciemt companies to private
hands, can be thought of as vart of the effort to unshackle the
full yﬂOduCT”V@ resources.,

Also cf. Richard Reeves, ”burooowwm>tyﬁo (We Cr
Marxilsm May idV@ Died Peacefully,' The News and Obowvu9
1)85 . 15A,

ol “’ov Lew & Outlook: Revolution in Bandung' fall Strecl Journal
2L April 1985, p.30. 1 o , i )
Also cf. James P. Sterba, "Bandung Anniversary opurs Some
to Suggest Communism Is Losing Appeal in Third World,"
Wall queOL Journal, 2% April 1985, Section 2, p.il.




To conclude, the notion that the Marxist theories are infallible

1

simply does not hold water. Meanwhile, the communist economic sysltemn,

purportedly as the best mesns to achieve the commu st dldeals envisioned
by Karl Marx, is plagued with economic stagnation., What is most alarming,
the future does not look bright at all. To be sure, a few more pragmatic

l

communist states have made some policy changes, sowme drastic indeed.
Though these self-styled nations always say that they are just taking

different roads to true communism, one wondae without the

3P's (Proletariat, Public Property Ownership, and Planning) can still
be called communism or 10L)be However, there are many other countries
in the communist camp that hold fast to the orthodox dinterpretation of

rxisu-~Leninism, Bither way, and regardless of the kinds of econoulc

f

system, the harsh econowlc realily is the same: Technological revolutions

have a way ol weedl out the wesker brethren. How well all of us adapt
o £

to the nigh~tech industries will determine who will be the nimble

survivors and who the stranded dinosaurs of the next century.

L

and

‘)!‘(‘OJ( tion

o

F . )
05 A< carly as 1961, b(@ulm were saying that
communisn were converging., ‘oroon* do not

‘ gcope of

of that ort Besides, 1t 1s
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In Bconomics, the determination of (1) rents of land and
other natural resources, (2) salaries and wages of different kinds
of labor, (3) interest rates on capital assets, and (L) profit, is
collectively known as the problem of Tdistribution.’

By this term, economists do not mean the narketing of goods
or the carrying of goods to the final consumers. Rather, distribut-
ion deals with the problem of For. Whom goods are to be produced. It

deals with the pricing of factors of production. In this regard, 1t

is closely related to the problem of [ow soclety produces
communistic or capitalistic.

Tn this appendix, the marxist, neoclassical, and macroeconomic
versions of distribution are discussed. Although the inadequacies
of the Marxist version had been explained in the paper, it must be
pointed out that the neoclassical and macroeconomic schools of
Feonomics are not without their own critics. However, because of
limited space, the critiques of malnstrean economics'! theory of
distribution will be skipped.

Tt is to be noted that no one ever kunows how close does cach
of the following distribution theories approximate reality. However,
a serious economist should always remember that it ds still an

unsettled issue. S0 remember this when you read through the pages.




Marxist Version of Distribution

In a society using the undiluted Labor Theory of Value, all
goods have competitive values e@ual to thelr socially necessary
total labor contents (direct plus indirect).

Thus, 1f it takes 3 hours of a 12-hour working day to pro-
duce 1 coal, and 1 corm requires 1 coal as raw materials (or fert-
ilizers) in addition to % hours of direct labor, then the exchange

ratio can be reckoned as bhelow.

Labor Valuecorn Direct (live) Labor + Indirect (dead) Labor

Labor Vall,ueCO&-‘l Direct (live) Labor + Indirect (dead) Labor
T

52+ 0

capital', v, and indirect labor costs as 'constant capital', c.
There 1s no exploitation of any kind in this 'paradise' of
the Labor theory of value. Labor gels all the product, There is no

profit, no interest, no rent, no markup over the labor costs.

For Karl Marx, he'd rather call direct labor costs as 'variable

A typical worker brings home (12 hr of the day)/(6é hr cost of corn)

= 2 corn per day
Now let's forget aboul thnis proletarian paradise for a while
and take a look at the capitalistic soclety.
To be sure, workers need corn for survival as well as repro-
duction. Howewer, they just can't afford to walt till harvest to

get the food they eat now if they are to be engaged in any productive




activity. Moreover, they also can't produce corn unless some others
have provided them with the needed coal.

Tn a nutshell, a small group of thrifty or plain lucky
capitalists, who happens to own 'capital' (either as last season's
corn to advance to farmers as food or stockplles of coal), may now

be in the enviable position of leisurely standing outgide the corn
£ O

fields and yet be able to extract a surplus a profit, an
interest rate, or in Marx's own terminology, a surplus value.,
Because human labor is the measure of all things to him,

Marx suggests that the surplus, s, 1s on direct labor only.

Therefore, if the rate of surplus value is 200%, s = mv
= 2V

i
o]

P
o

4+
=
o

The wvalue of 1 coal =

The value of corn = C. h V. 4+t Wy,
value of 1 > > o

= 18

The corn value is still double the coal value:-

Valuecorn/valuegoal = 18/9 =

i
~
[l

However, each worker only gets in real wage:-

(12 hr of the day)/(18 hr cost of corn) = 2/5 corn
per day
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Previously, in the paradise of the Theory of Labor Value,
the prevailing wage 1s 2 corn per day. Now, therefore, the down-
trodden workers have to toil & long bours for the explolting

capitalist and only L wmeager hours for thelr own subsistence.
(12 hrs/2 corn) * (2/3% corn) = L hrs

Indeed, if 2/% corn per day is enough to recruit a job-
hungry laborer from the 'reserve army of the unemployed', the
ruthless capitalist would stick with that surplus value rate of 200%.

1

Nevertheless, it should be pointed out that, in the fore-
mentioned analysis, the rate of surplus value 1s the same in all
industries,

Although both the corn and coal industries have the same
outlays on direct labvor, the corn profits are too low when they
they are related to the much larger outlay of (62 + va)e On the
other hand, the coal profits are comparatively high vis~a-vis the
smaller base of (Cl v, =0 v, = v1)4

In the long run, the rates of surplus value in the two
industries should differ, because caplitalistic competition would
tend to even out the profit rate.

Mathematically, it is as follows:-

T = profit rate = S]/(% + Vl) = 82/<C2 K VE))

In a word, Marx's erroneous equalized surplus value rate
renders his well-depicted exploitation scenarlo untenable,

Did Karl Marx come up with another formulation to uphold
his hypothesis? The answer is positive. IL subsequently came to

be known as the 'Prices' formulation in contrast to the "Values'

formulation.
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The 'Prices' alternative in Vulume 111 of Das Kaplital goes

'~

along like this, Since is earned on the base of (¢ + v), which
is larger than v alone, the profit rate ought to be smaller than
the 200% level of surplus value we used earlier,

Our example will try to derive the same subsistence wage
of 2/3 corn each 12-hour working day. We use the 100% profit rate,

7= 1.00 in this bourgeols regime.

+
[¢5]

The value of 1 coal

i

‘(cl + V)

pusd C +
(C, + V)

ﬁ.
N
2
s
+

Vl)ﬂ

The wvalue of 1 corn

EH
N
]
Mo
-+
=2
)
~—
.
>
Ll

= (6 +3)

TN
o
ol

WA

= 18 hr cost

Now, the workers are still gelting the degsplcable subslstence

wage of (12 hr of the day)/(18 hr cost of corn) = 2/% corn per day.
Tt's to be noted that the price ratio between corn snd coal

igs now 18/6 = %, Previously in the '"Values' example, 1t was 2. 3 1s

more realistic because in corn's more time-intensive production,

more interest and profit are tied up with 1it,
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The marginal-product concept can be used to solve the
distribution problem of allocatingvamong two (or more) cooperative
factors the total product that they Jointly produce.

Indeed, John Bates Clark, a distinguished Columbla University
economist, provided a simplified distribution theory around 1900.
Uging the case of a landowner and five workers, the scenario is

Like this:

As can be observed in the table, marginal-physical-product
is decling because of the Law of Diminishing Returns. The first
laborer will bring about an increase of total product from O to
2,000, Yet for the fifth one, he can only achleve an ilncrease of

100 units on output,
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Graphically,

As vegards the problem of the distribution of incowe, the
landowner will tackle it as follows,

The marginal-product of the last worker employed will
determine the wage level of all WO”LPNS@ Therefore, 1f only three

etical case, each

workers are hired by the

of the three workers would an equivalent of 500 marginal-
physical-product, irrvespective of the 2,000 MPP of the [irst worker
and 1,000 of the second,

Graghically, 1t can be compared to the graph below,

The downward-sloping demand
curve DD 1s equated, only with

slight modificatlons, as the

marginal-physical-product curve,

V‘?-b% - . . - »
D The labor supply curve is

supposed to be fixed., It's the

oy
7
Quantity of Labor

vertical strailght line of 83,




(Note: the labor supply curve can elther be a straight line or
upward-sloping. In either case, the following ahalysis will yileld
the same result.)

The intersection voint (B) between the sur and demand
LB

curves determines the prevailing wage rate. Since each worker is
paild the same rate as the last person employed, the total wages pald
by the landowner = wage rate * quantity of labor employed.

In the gragh, the total wages pald by the landowner are
represented by the shaded rectangle.

On the other hand, the excess of MPP produced by the first

worker and all the earlier workers up to the very last stays with

the landowner. Using the example we used before, the 2,000 - 500 =
1,500 for the first worker plus the 1,000 - 500 = 500 are the profits
reaped by the landlord., In the graph, it's the area of the triangular
‘rent,!

Though in a capitalistic socliety, each landowner is but one

of thousands (each has lands roughly equal in guality those of others

and he has to compete with other landowner for workers), & case
& 3

03

an be built for the exploitation of labor by Just looking at the
size of the rent triangle with respect to the wages rectangle.
Indeed, a new invention that is extraordinarily 'labor-
saving'! can conceivably steepen the old DD curve and twist it
inward near (&), the equilibrium point of supply and demand. The
result is that the rent triangle can swallow up more than half the

total GNP (Gross National Product), at the expense of labor. But
i

‘ In this case, GNP is the sum of rent and wages. Graghically,
it's the trlaﬂ”ULdT rent plus the wages reclangle,
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let me remind the readers here that just because there's the word
"exploitation' in the dictionary doesn't mean then there will be

exploitation everywhere, For one thing, the Marxist theorists in
communist countries still complain about capitalist exploltation
of workers even though the real wage in the West is much higher

than that in the Communist Bloc. For another, how much the entre-
preneur is entitled to is really controversial. It involves a lot
of value judgment. It's better leave this matter to the reader to

decide,




o P i . N ey 7 o er ety e A [T L
LLeG & Fgeroecconomic Version of Digl

Recently, professor Robingon, along with Kalecki and Kaldor,
have come up with a possible alternative to the marginal productivity
approach.

If we suppose labor growlth per period is a compound rate of
e and 7 the fraction of profit dncome saved while all of wages
are being consumed, then the profit rate L in any long-run balanced-

growth equilibrium should be as lollows:

For example, when labor grows at a 3% rate and one-fifth of
profit is saved, T = 3%/0.2 = 15%
Once 7 is known, the real wage in any industry can be worked
3 [w

out from the profit-wage factor-price tradeoff,.

% o . . — -
Cf. Samuelson, hoonomicgs, Chapter 37, 679-693.




Aside from centralized planning, the Sovielt economic

&

system, or more appropriately the planned socialism, also differs

from the other economic systems, namely capitalism and market

soclalism, in the areas of mechanisms for information and

coordination, property rights and incentives.

The differences are best analyzed in the following table

form.

Primarily

decentralized

Primarily

market

2 ly Primarily

private

ownership

Primarily

material

Primarily
decentralized

Primarily

market

State and/or
collective

ownership

Material and

woral

Primarily
centralized

Primarily

planned

Primarily
state

ownership

Material

and moral

Source: Paul Gregory; Robert Stuart, Comparative Fcopnomic Systems

Bogton: Houghton Mifflin,

1985), p.23.




According to this classification method, the Soviet model
falls under the category of planned socialism. (Throughout tne
paper, the terms, planned soclalism and command eCONOWY, would be
used interchangeably.)

Market socialism, on the other hand, describes the economic
system predominant in western Lurope, especially in the Scandinavian
countries,

In countries or city-states like the U.S. and Hong Kong, the

state even has a wmore limited role, then they would fitl beltter under
the capitalism column.,

The distinctions and demarcation lines are sometimes unclear.
Yet, it's indeed safe to say that the command economy and the free-

enterprise econowy are poles apart.
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Usually, there are six indicators that we can use to evaluate

an economic system.

(1) Beonomic growth - the abllity to increase GNP (or total

output per caplta) over time is ilmportant.

(2) Bfficiency - available resources, which are always scarce by
definition, must be utilized with the greatest
posgsible effectiveness elther at a given point
of time or through a period of time.

(3) Income distribution - how the econoumic ple is distributed
and shared among the people living
under the system. Lopsided dncome
ilstribution will breed unrest in the
soclety.

(4) Stability ~ stable economic growth, absence of inflation

and low unemployment coanstitute stability.
(if there is unemployment, it should preferably
be only due to frictional and secasonal rather

than cyclical and structural factors.)

(5) Development of objectives - we should not put excessive welght
to that criterion because soclalist
countries would score high marks
here while sacrificing human
freedom and holding off consumption

forever,

(6) Continuation of national existence - it means strong defence,
for example.,
It's to be noted that those are only criteria to be taken
into account in comparing different economic systems. A system winning

L of the 6 doesn'l necessarily mean it's superior to another whose

score is % out of 6. ALl readers ought to be reminded of this.

.
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