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EDITOR'S INTRODUCTION 

THE Russian Revolution startled a war-diseased world 
and ushered in the most daring political and economic 
experiment of the 1:Wentieth century. Considering the 
vast territory affected,. the radical changes inaugurated. 
and the influence which hal been and still is being 
exerted on international relations, there is probably no 
greater event in modern history. whether for ,good or 
evil. Most Americans forget that a ~de' has already 
passed since Lenin and his Communistic followers 
assumed the power. The period of rapid revolutionary 
change has gone. Russia is painstakingly, -step by 
step, building something different, something unique, 
something whose final destination is unpredictable. 

America has been a land of discovery from its foun-. 
dation. Not only in the realm of scientific invention, 
but in first attaining the coveted North Pole and in 
exploring other unknown areas of the world, Americans 
have given generously of life and treasure. Today we 
are uninformed about a great nation covering one-sixth 
of the land surface of the world. Russia is cut off by 
an Atlantic Ocean of prejudice, misunderstanding, and 
propaganda. We still maintain a rigid official quaran­
tine about the Soviet Government. The result is _ 
ignorance frankly admitted by one "of the highest 
authorities in our Government," who declares this 
inevitable Uin the absence of diplomatic relations." 
Judge Gary corroborates this verdict, "Like many other 
Americans, I am ignorant in regard to many of the 
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viii EDITOR'S INTRODUCTION 

conditions which exist in Russia at the present time."" 
Every scientist realizes that ignorance is one of the. 

most dangerous forces in the world today. No matter' 
how good or how bad the Soviet system. we should 
know all about: it. Instead, we have been ruled by prop­
aganda and hearsay. 

The fact is that for the past ten years the Bolshevik 
government' has been operated on, dissected, and laid 
in its coffin amidst loud applause and rejoicing by 
distinguished orators in all parts of the world; yet 
today it is stronger, more suble, than ever before in 
its lristory and its leaders have been longer'in power 
than any other ruling cabinet in the world. It is high 
time that we appraise tIris government as scientifically 
and impartia1ly as possible, without indulging in violent 

. epithets or' questionable and controversial dogmas. 
.. Surely the world is not so abysmally ignorant that after 
,~ years of the rule of the Soviet we cannot discover 
. a common core of truth about Russia. 

Whether the Communists are thought to be "dan­
gerous enemies of society" or the "saviors of human­
ity," the facts should be known before judgment is 
pronounced. No matter what our conviction, we have 
to admit that the Bolsheviki are hammering out a 
startling new mechanism in the field of political con­
trol. . Their experiment deserves scientific study, not 
hostile armies; intelligent criticism. not damning 
epithets. 

In the past, America has been Hooded with propa­
ganda of all shades. Dr. Eo A. Ross dedicates Iris last 
volume on Russia "To my fellow-Americans who ru;ve 
become weary of being fed lies and propaganda about 
Russia." In his chapter on the "Poison Gas Attack" 



EDITOR'S INTIlODUcnON 

he lists fony-nine stories broadcast throughout Amer­
ica which have been proved totally false. Other 
writers have pointed out similar facts. Walter Lipp­
man, Editor-in-Chief of The Nt'!!!. .York World, in his 
illuminating study of all Russian news which appeared 
in The New York. Times in the early period of the 
Revolution; has proved the stupidity, inaccuracy, and 
falsehood of the "facts and fabrications'~ which have. 
passed as news. Even those articles and books which 
have tried to deal honestly with the subject have 
usually been inadequate. They have either been too 
general Ilr they have been specific but too brief to be 
of more than passing value. In all too many cases 
they ate based on only a, few weeks of observation in 
Russia by someone who did not know the native 
language. , " 

The present series is designed to meet the need for 
reliable, accurate information on the major aspects of 
present-day Russia. We have tried to make it 'as 
scientifically, accurate 'as is possible in the treatment of 
contemporary phenomena. It has been our aim in 
selecting each author to choose someone who because of 
previous experience and training was peculiarly well 
qualliied as an authority on the particular subject to 
which he was assigned. In every case we have chosen. 
those who either have made a prolonged stay in Russia, 
actually writing their volumes while in the country, or 
those who have made a special trip to Russia to secure 
the facts about which they write. We have tried to 
make the series inclusive, covering the more important 
aspects of the many-sided developments in Russia. 
Each volume is devoted to one major subject alone. 
People want detailed, accurate facts in readable form. 
Here they can be found. ranging all the way from an 
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analysis of the governmental machinery to the school 
system. Within this series some repetition has been 

. inevitable. The editor believes that· this is distinctly 
desirable since each author expounds his subject in his 
own way, with an tmphasis original to him and in the 
light of his own data. No effort has been made to 
eliminate contradictions, yet they are surprisingly few. 
Where the testimony of all is unanimous, the conclu­
sions reached are overwhelmingly strong. Where 

.. differences exist, they should stimulate the reader to 
weigh the evidence even more carefully. 

It is probably too much to hope that propaganda 
organizations will not endeavor to discredit any such 
genuine effort to arrive at the truth. Perhaps it is 
suBicient to say in refutation that no similar attempt 
to secure the facts about Russia from trained experts 
has yet been made in America or elsewhere, so far as 
the writer is aware. There is scant ground for intelli­
gent criticism unless similar scientific studies have been 
made with conflicting results; even then time alone 
can proclaim the final truth. No sincere and unprej­
udiced scientist will deplore an effort to study and 
describe what has happened in the first experiment the 
world has ever seen in applied communism. even if 
mistakes have been made in the analysis. 

These volumes on the whole not ouly contain the 
most valuable data so far av'ailable, but they will 
probably remain of permanent worth. In the future 
no real historian endeavoring to master the facts about 
the great political upheaval in Russi. will care to ignore 
them. Is Russia the most tyrannical dictatorship of 
bloody despots that the world has ever seen? Is R.ussia 
the' first step in the building of a new world order 
whose keynote will be industrial democracy? We do 
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not pretend to give here the iinaI judgment of history, 
but we do claim ,to have made a sincere effort to por­
tray the facts. 

Thanks are due to the authors,who have so pains­
takingly sought to present the truth as they found 
it, to the publishers for their assistance in making this 
a notable and usable series, and to all those whose labor, 
whether by hand or brain, has helped t'o give these 
volumes to the American public. 

JEROME DAVIS, 

Yale U niverntJ. 



AUTHORS' PREFACE 

;THE authors have tried in this volume to furnish de­
scriptive and statistical data which will answer the 
questions: How do the Russians earn their living under 
the Soviet system? How is the Soviet economic machin­
ery owned? Is there private capital in the Soviet Union, 
and if so, how much? What are the relations between 
employer and worker? Are the workers organized? 
How? Is the Soviet economic system speeding up or 
s1owif{g down? Is the Soviet Union moving toward 
socialism or capitalism? Several topics, such as technical 
education and Trade Unionism under the Soviets, which 
are to be the subjects of special Vanguard Press studies, 
have been passed over briefly in this book. Otherwise 
the economic situation in the Soviet Union has been 
treated in some detail. 

The authors have compiled the data which is pre­
sented in this volume from sources available in this 
country and from others available only in the Soviet 
Union. Both of the authors have visited the Soviet 
Union recently: one during the latter part of 19"5 and 
the early months of I926; the other during the late 
months of I926 and early in I927. Both, therefore, 
have not only made a study of materials available here, 
but have also had the opportunity to observe the work­
ings of the Soviet social and economic system at first 
hand. . 

Within the Soviet Union the authors had the oppor­
tunity to speak with many of the leaders of the Soviet 

xiii 
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economic administration, and 1:0 visit factories, mines, 
government institutions, workers' homes and clubs, 
trade union headquarters and meetings, .factory and 
other schools, etc. When interpreters were required 
they were in many cases able to utilize friends. In other 
cases they hired the services of persons who were able 
1:0 help them ask their questions and compile their data. 
In visiting individuals and institutions, they sometimes 
went by pre-arranged appointment. At other times 
they went unannounced, made known the purpose of 
their visit to those in charge and, as the case might be, 
asked if they might have access 1:0 Certain data or 
whether they might visit the factory or other institu­
tion. In no case were their requests refused. 

Acknowledgments are due to a number of persons, 
both in this country and in the Soviet Union, who have 
generously aided the authors in the compilation of data 
and in the preparation of this volume The members 
of the staff of the Economics Division of the New York 
Public Library have been most generous in making 
available the facilities of their department and in locat­
ing the material available in this country. In the 
Soviet Union, Dr. L. Nimen, director of the department 
for foreigners of the Sociery for Cultural. RelationS 
with Foreign Countries, arranged for Jack Ilardy many 
interviews with leaders of the economic administration 
with whom he wished to confer. A. Ginsberg, head of 
the Department of Economic Management of the 
Supreme Economic Council, inst~cted members of his 
staff to make available much statistical data which we 
desired. J. U1izky, director of the Conjecture (Indus­
trial Forecasting) Bureau of the Supreme Economic 
Council, gave many hours of his time in making clear 
the organization and the work of the Supreme Economi~ 
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Council. Alexander Kogan, member of the presidium of 
the State Eq>nomic Planning Commission, also gave a 
considerable amount of time to describe the history and. 
the work of his department. 

The Agrarian Institute of Moscow, through its assist­
ant director, Mr. Dubro£sky, also made available a 
considerable amount of statistical data upon Russian 
agriculture. E. Variach. a director of Centrosoyus. 
the Central Federation of Consumers' Cooperatives, also 
facilitated the compilation of a considerable amount 
of material upon the cooperative movement. Thanks 
are also due to S. Chernov, delegate for foreign affairs 
of thS Commissariat for Ways and Communications, and 
to a number of other directors, consultants and other 
persons employed in the Commissariat for Trade. the 
State Bank, the trade union movement and other depart­
ments of the Soviet Economic administration. No one 
of the persons whom we have acknowledged is in any 
way responsible for any mistakes which have been made 
or for opinions which have been expressed. 

The authors wish to thank Miss Ann Coles, who pre­
pared the three charts which are contained in the book 

.upon the "Indices of Indusrrializatiop," "Trade in the 
Soviet UMbn," and "Dynamics of Real Wages and 
Productivity." They also wish to thank Mr. Fred 
Ellis, who prepared the chart upon "Soviet Foreign 
Trade;" Miss Barbara Gail, who typed the original 
draft of the manuscript and who helped to prepare the 
index; and Miss Ruth Byrne, who typed the final draft. 

The structure and function of the Soviet economic 
machinery is new and is serving a form of society whicli 
has never before existed. It has, therefore, no precedent 
by which it can be guided and it is continually changing, 
in detail, as experience teaches which features are work-
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able. which need to be discarded and what innovations 
are necessary. It is, therefore, inevitable that this book 
will contain some inaccuracies, as the economic machin­
ery, ~ minor details, is changing even while it is being 
written about. 

New Y"{k City. 
April S. 19"7. 

Scott Nearing. 
Jack Hardy. 



INTRODUCTION 

THE fundamental principles underlying Soviet economic 
organization are: 

I. The socialization of all basic productive forces 
such as land, mines, railroads, factories. 

2. The organization and direction of productive 
forces on a unified, scientific plan. 

l. The elimination of private profit and the social: 
us; of all economic surplus. 

+ Universal obligation on all able-bodied adults 
to render some productive or useful service 
••• "He shall not eat who does not work." 
(Article 18, Soviet Constitution.) 

5- Active participation, by the workers, in the 
direction of economic life. 

6. The widest possible provision, among all who 
render productive and useful service,. of: 
<a) Food, clothing, shelter, health service. 
(b) Education, recreation, cultural opportun­
ity . 

. 7. "The abolition of exploitation of men by men, 
the entire abolition of the division of the people 
into classes, the suppression of exploiters, the 
establishment of a Socialist society and the vic­
tory of socialism in all lands." (Article 3, 
Soviet Constitution.) 

Surrounded by a hostile world, and desolated by war, 
revolution, counter-revolution, blockade, anned inter­
vention and famine, the workers and peasants of the 

xvii 



xviii INTRODUCTION 

Soviet Union have not yet been able to put all of thesE! 
principles fully into practice. Until 19"0-21 the Sovie1l 
State was nghting for its life •. It is only during tha 
succeeding years that peaceful economic construction 
has been possible 

During the entire period since the Revolution; how~ 
ever, the Soviet authorities have been able to keep tho: 
reins of the State fumly in their own hands· and to 
maintain the Soviet form of government. They have 
established a State built upon economic rather than 
upon geographical lines. The Soviets are designed to 
represent directly the productive umts of the country, 
-the factory, the mine, the office, etc. Profiteers are 
in. harsh disfavor, and are excluded by law from elec­
toral privlleges. 
. With this foundation of economic principle and 
political organization, Soviet Russia has been able, in 
the past seven years, to create an economic organization 
that is without parallel anywhere else in the world. The 
nature of that organization and the character of its 
activities will be describe.) in the following pages. 

A;ty person visitins.l\ussia in I9Z7 cannot fall to 
be impressed by the rapid forward movement that.is; 
taking place in her economic life. One titled English­
.man, Sir Thomas ~len, revisiting the Soviet Republic 
, in I9Z6 after having seen it in I9U, gave his impres. 
sions thus:· "Change, change, everywhere; and for the 
becter. BetteI' rallway stock, with sleeping and refresh. 
ment car accoinmodation, and improved stations. Hotel 
accommodation restored to normality and completely 
wantiog on our. last visit: [four years ago.] A brisker 
and brighter movement among the people. Thousands 
of shops, formerly empty, now animated with business 
lif.. People with apparent purchasing poweI: waiting 
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in queues for'textiles. which they are eager to secure. 
State, cooperative and private business rivalling each 
other for the customers' trade. The motor bus, motor 
car, the electric passenger car-practically all new. The 
people better clothed, and to all visible appearances more 
prosperous. A general impression of life and move­
ment."1 

During the latter months of .1926, a non-communist 
technical advjser employed by the Soviet Government 
attempted to account for the unprecedented strides 
being made by the Russian economic system, and stated 
that Russian industry contained within itself hidden 
potential possibilities. To this explanation V. V. Kuiby­
shelf, Pfesident of the Supreme Economic Council" 
countered by stating that Russian economic progress 
:was due, not to "hidden possibilities" but to th'e fact 
that, in the Russian system, "economic life proceeded 
according to a plan." • ' 

Just here is to be found the explanation for what­
ever success the Soviets have achieved-Soviet economy 
is founded upon a carefully considered and closely 
watched plan. Instead of allowing the competitive 
chaos so prevalent in modern capitalist countries, the 
Soviets have almost completely abolished competition 
and have placed the direction of economic life under., 
a special commission of "planned economics." This,' 
body plans minutely and elaborately for every branch 
of the country's industrial life, and publishes programs 
in advance for one and often as many as five yea",. 
Industry, agriculture, :finance, transport, shipbuilding, 
etc., are each made to dovetail with the needs and capaci-
ties of each other and of the population. . • 

Industrial production is dependeot upon raw mate­
rials and machinery; imports a'Ce regulated by export 
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possibilities, which in rum depend in large part upon 
agricultural production. By unified planning for every 
field of economic life, the Soviet Union has, within the 
brief period of six years, produced economic results that 
have astounded the western world. 

Two or three of these results ~hould be briefly noted: 
I. The budget was balanced and the currency sta­

bilized without external loans or credits. No 
such record has been made by any of the other 
major European belligerents. The Soviet Union 
accomplished this result in 192.'10 before it was 
achieved in Britain. Germany, France, Italy, or 
Belgjtu1l. • 

2. The vol tulle of production has increased each 
year since 1921. No other principal nation can 
show an equally steady gain in productivity. 

3. The material well-being of Soviet workers has 
been improving steadily since 192.1. No other 
European country can make a similar showing. 

In a world recovering from the shocks of war, revo­
lution. and famine; such achievements are sufficiently, 
noteworthy to justify a careful inquiry into the eco­
nomic organization of the Soviet Union. 
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THE ECONOMIC BACKGROUND 



THE 
ECONOMIC ORGANIZATION 

OF THE SOVIET UNION 

CHAPTER I 

THE ECONOMIC MACHINE INHERITED BY 
THE BOLSHEVIKS 

THE cycle of social revolution is marked by three clearly 
differentiated stages: ([) the period of propaganda and 
prepar.,.tiou; ( .. ) the seizure and consolidation of polit­
ical power; and (3) the reorganization of social relation­
ships upon the basis of a new economic foundation. The 
Soviet Union is now in the third stage. wbich Lenin 
characterized as "the most difficult. but also the most 
promising problem. for only its solution will give us 
Socialism." 1 T h. economic organization of the Soviet 
U n;on, the final but in many respects most complex 
phase of the social revolutionary cycle. is now engross­
ing the energy and attention of the Soviet Union. 

"In every Socialist Revolution." Lenin wrote not long 
after the seizure of power by the Soviets, "the main 
task ••• consists in the positive and constrdctive work 
of establishing an extremely complex and delicate net 
of newly organized relationships covering the system­
,atic production and distribution of products. ••• With 
the creation of a new-the Sovie~-type of nate, offer­
ingto the oppressed toiling masses the opportunity to 

3 
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participate actively in the free construction· of a new 
society, we have solved only a small part of the diffi­
cult task. The main difficulty is in the economic 
domain; to raise the productivity of labor, to establish 
strict attd uniform state accounting and control of pro­
duction and distribution, and actually to socialize pro­
duction." It is only after the accomplishment of these 
ends that "we shall ~ able to say that Russia has become 
not only a Soviet, but a Socialist republic."· 

"There are historical periods," added the leader of 
the Bolshevik revolution, "when it is most important 
for the success of the revolution to pile up as many 
fragments as possible--dtat is, to blow up as many old 
institutions as possible. But there are periods when 
enough has been blown up, and it becomes necessary . 
to turn to 'prosaic' (for a petty bourgeois revolutionist's 
'uninteresting') work of clearing the ground •••• One 
must be able to find at any moment the patticular ring 
in the chain which must be grasped with all our 
strengtha" & 

What was there in Russia which the Bolsheviks 
could "grasp with all their strength"? What kind of 
an economic machine was taken- over by the Soviets? 
The answer to these questions may be found in an . 
examination of the economics of pre-revolutionary' 
R~ . 

While the industrial revolution was approaching 
maturity in all of the western nations, the economy of 
Czarist Russia still bore the imprint of feudalism. As. 
lately as 1885. the industrial activity of the country 
was largely confined to the casual home industries 
engaged in ~! the peasantry during the winter months 
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when agricultural labor was not' ,possible. This home 
production satisfied the needs of the peasants. The 
manufactured products needed by the nobility were 
imported from abroad. There were very few factories;­
their production was insignificant; their methols were 
of the most primitive. 

Iron and steel production are recognized as the back­
bone of the industrial system. Russia's industrial posi­
tion, in the closing years of the nineteenth century, can 
be gauged by the fact that in 1887 her total production 
of cast iron amounted to 194,000 tons; iron-362,ooo 

, tons; and steel in ready products tor 57,000 tons. ,In 
r893 th;re were only 51 new·companies, with a total 
capital stock of 56.6 million roubles, chartered during 
the year in the entire domain of the Czar. Russians were 
obviously not "going into business" at any great rate. 

Capitalism, howewr, which began to invade the 
country about 1890, expanded rapidly in the next two 

'decades. British, German, French and other business­
men built factories and opened mines. By 1914 there 
was a sprinkling of industrial establishments across 
Russia. Between the Dnieper and the Don were to be 
found coal mines. In Polish Domborva, the Donea 
Basin. the Moscow district and the Ural district. metal­
lurgy Was developing. In the region of the Caspian 
Sea, and the valleys of Terek and Kuban the produc­
tion of oil was expanding. The textile industry was 
entrenching itself in the provinces of Moscow, Vladi­
mir, Kostroma, Yaroslavl and Lodz, Poland. In south­
west and central Russia there were extensive sugar­
beet plantations and numerous refineries. Lesser indus­
trial centers were to be found in other sections of the 
Empire. 

In 19 r 0 there were about fifteen thOllS:\hd factories, 
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mills and foundries in Russia, with a total annual pro­
ductio" exceeding' rlrree billion roubles. Two years 
later (19IZ) there were over seventeen thousand estab­
lishments employing more than 2 million workers, with 
an annUal product valued at 4;707 million roubles. 
About one quarter of the total number of workers was 
engaged in the textile industry, the value of the product 
of which was about one third of that of the total indus­
trial production of the country. In 1910 there were 
145,000 flour mills in the empire; in 1914, 297 sugar 

. refineries; in 1913 there were about 2,500 metallurgical . 
mills and foundries, 'turriing out a product valued at 
about 600 million roublc!'s a year. • 

These figures, however, which seem large in terms of 
absolute values, were insignificant in proportion to the 
needs of a country covering a sixth of the land area of 
the globe, with a population exceeding 178 million 
people. The United States, with two thirds of the area 
and population, had 275,791 manufacturing establish­
ments alone in 1914 with 7,ol6,247 wage' earners and 
an annual production of $%4,%46,000,000. The total 
capital invested in all of the commercial and industrial 
stock companies in Russia (exclusive of railroads and 
banks) was less than two billion dollar9-about one­
ninth of the amount invested in the stocks, bon~, etc., 
of the railroads of the United States and" just a little 
more than the stock and bond capital of a single Amer­
ican concern-the United States Steel Corporation.' ". 

The average per capita production and consumption '. 
. of cast iron and coal may serve as further indices of 

Russia's pre-war industrial development. In 1910 the 
anoual per capita consumption average for cast iron 
was I y. poods." In the same year it was 14 poods per 

~ I pood = 35 pound •• 
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head in the United States, II Poods in England, and 10 

poods in Germany" The per capita production of coal 
prior to the World War was one of the small~ in the 
world. It was 0.:1. metric tons, as compared with 6.0 tons 
in England. s.x tons in the United States and 3.8 tons in 
Germany. 

These unfavorable comparisons held true for other 
products. In 1909 the per capita production for all 
industrial products barely reached $160. In the United 
States, the same year, it was approximately $:1.,280. In~ 
dustrial methods were primitive; production was low; 
imports satisfied the industriai' requirements of the pop­
ulation. The Russian Empire iras in .the process of in~ 
dusttial growth, but still in the period of its infancy. 

One of the greatest shortcomings of the country was 
its inadequate system of railways. The mileage, 46.6 
thousand miles, was only one-sixth that of the United 
States and.not much more than that of Canada-whose 
population was less than on~twentieth as gteat. If, on 
the other hand, the comparative land areas of Russia and 
the United States be taken as a basis of comparison, 
Russian railway mileage was only one-twelfth that of 
this country. Large stretches of arable land, particularly 
in Siberia and Turkestan, were compelled to lie idle 
because of the scant attention given by the Czarist gov­
ernment to the provision of transport facilities. 

The same backwardness held for the rolling stock on 
the roads. Russia's freight cars, 470.9 thousands in 
nUmber in 19U, were old, dilapidated and much in 
need of repair. The carrying capacity of Canadian 
freight cars, which were only about 39 percent as 
numerous and which served a population less than 4 Yz 
percent as large, was about equal to those of Russia at 
the beginning of the war! 
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Canals and inland waterways were in' the same inade­
quate state of development. Her strikingly long inland 
waterways, reaching 200,000 miles, would have served 
Russia valuably as a means of transportation, if properly 
developed and connected by short canals. The govern­
ment, howeve~, feared that canal and river transporta­
tion would compete dangerously with me railways, 
:which were in large part State-ownedl The result was 

, that it did next to nothing for the improvement of 
, :water transportation, and such provision as it did make 

:was insuflicient even ,to keep existing canals in repair 
and in good working condition. The entire length of 
me canals in pre-war ·RuSsia.,reached only about 550 
miles.' The immense water power possib!lities of the 
country's swift streams and rapids were also allowed to 

I' fall into practically total neglect •. 
'The Russian merchant marine occupied 'the same in­

significant position that was held by her ocl.er transpor­
tation facilities. Her merchant marine of '~Oo,ooo tons 
in 19 u was outrivalled in size by even such small 
countries as Spain, Italy, Sweden"Austria-l;Iungarrand 
Holland. In the speed, quality and.size of ner ships she 
compared even less favorably. In 1913 only 7.5 percent 
of the freight coming into and leaving Russia by water 
routes was carried in Russian bottoms;· 

Russian agriculture showed favorable signs of progress 
in the decade preceding the World War. The participa­
tion of the country in the world market for most agri­
cultural products, particularly grains, was of relatively 
high importance. Between the years 1)107 and 19U she 
averaged "9.6 percent of the world's production of 
wheat, "S percent of the world'. production of corn, 
'IS percent of the ~ts, 13.9 percent of the rye and 9.7 
percent of barley. Her export of the the nve principal 
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grain products was 28 percent of the exports for these 
prodl.lCts of all of the countries in the world. 

These large :ligures, however, were due almost entirely 
to natural conditions, and to a plentiful supply of agri­
cultural labor. rather than to modem productive meth­
ods. In spite of the fact that she had the <richest soil in 
Europe, the production per acre was twice as great in 
Austria and France, three times greater in England and 
Germany and four times larger in Denmark. All of her 
competitors in the world market had far greater average 
yields per acre than did Russia. Prior to the war, the 
per capita value of agricultural products in the United 
States Was about $200 per year. In Russia it was $30. 

This was due to a variety of causes. The use of agri­
cultural machinery, which had been taken up rapidly 
by her competitors, 'was very limited in the Russian 
Empire. The country made practically no use of arti­
:licial fertilizers. Her live stock was not only poor in 
quality and size, but almost negligible in number. She 
had' only 390 head of cattle per 1,000 inhabitants, which 
was .one-fou~teenth the average of _ Argentina, one­
twelfVt thacof Australia and less than half that of the 
United States. If the inferior quality of her stock he 
taken into consideration, the significance of these com­
parisons becomes even more striking .. 

In all of Russia, including Siberia, only 5 percent of 
the i,nd area Was under cqltivation in 19 I 2. To make 
the remainder adaptable to cultivation, the govern­
ment did almost nothing by way of reclamation, irriga­
tion, systematic colonization, railroad construction, etc. 

Had all of the latent resources of the Russian Empire 
and an of her productive forces been allowed entire 
freedom to develop, Russia might have been a rival of 
the more advanced industrial powers. The prime barrier 
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• 'to this development was the decrepit bureaucracy, which 

was entrenched in the State and which placed innumer­
able obstacles in the way of the free investment of 
capital and hampered the growth of business in all 
directions. ~ , 

According to the general census of 1897, which did not 
list all of the categories of bureaucrats, .th~re was one 
bureaucrat in Russia to every 89 adu1, _~"Ie members of 
the population! Throughout the follow ihg decade and 
a half, the proportions were not much diminished. All 
of the higher members of this bureaucracy were recruited 
from the landowning nobility, and the complexion of 
'the State power was therefore decidedly feudal. 

This feudal ruling group was bent solely upon acJ.. 
vancing its own personal and class interest. It absorbed 
large portinns of the budget for its own unproductive 
ends. Between 1907 and 19 14. for example, while 
appropriations of one rouble per head were being made 
each year for educational purposes and a hatf a rouble a 
person for agriculture, the "costs of administration" 
rose from ah million roubles to 480 million roubles. 
In 1914. a,ooo million roubles--four-sevenths of the 
total budget-were appropriated for unproductive pur­
poses.'. To witness the rise of a powerful Russian busi-' 
ness class, which would inevitably challenge the feudal, 
templexion of the State administration. was a wish 
furthest from the minds of the feudal bureaucrats .who 
were ruling the Russian Empire. 

As a result of this retarded economic development,' 
Russia became dependent upon inIports from abroad 
for her requirements in the way of raw materials, manu­
factured products and machinery. On the other hand, 
in the internal capitalistic development of the country, 
foreign capital played a dominating role. "Some 
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branches of Russian industry," wrote an ex-deputy of 
the Duma in 1913, "exist very largely by means of 
foreign capital." 11 

Russia's imports consisted primarily of cotton, wool, 
machines, spare parts, tools, metals and metal products, 
coal, etc., etc. In all, Russia used to get from abroad 
about 13 million tons of goods and materials yearly, the 
annual average v:uue of which, between 1909-1913, 
amounted to 1,139.6 million roubles. Deficient in her 
own productive forces, these imports became indispens­
able to the maintenance of the economic life of the 
country. __ 

To pay for these imports, Russia had nothing but her 
agriculuturai surplU$. - In the five year period preceding 
the war, her export items averaged 1,501.4 million 
roubles per year. This gave to her, over the five year 
period, an average annual foreign trade surplus of 361.$ 
million roubles. 
. This, ho"';ever, is only a partial view of the picture. 
"Invisible items" were driving the country toward eco­
nomic paralysis and bankruptcy. 

Without any industrial surplus to apply to home con­
struction, Russia had become a borrowing nation, de­
pendent not only upon imports of machinery and raw 
materials but also upon imports of capital. When rail­
roads were built, foreign capital was borrowed for the 
purpose. Municipalities borrowed abroad to develop 
their public utilities. Private industrial enterprises sold 
their securities on the foreign market. Large items of 
imports represented investments by foreign Concerns 
within Russia upon which interest had to be paid to 
foreign creditors. About 100 millions roubles annually 
Was being paid to foreign shippers for handling Russian 
seaborne trade. 
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On January I, 1914, Russia's foreign debt amounted 
to 4,%:19 million roubles, and her domestic debt to an 
additional 4,5h million roubles." It is a matter of 
significance that about 59 percent of the foreign debt 
was contracted during the twenty years preceding the 
:war. The net increase of the domestic debt during the 
same period was only 13 percent. Russia, before the 
outbreak of the World War, had a foreign indebtedoess 
greater than any other country in the world. 

For the decade preceding the outbreak of the war, 
Russia's foreign expendirure for "invisible itemsn was 
upward of 400 million roubles annually." This was in 
excess of the favorable trade balance which was her only 
source of income for payments abroad. The country 
was, therefore, not only importing capital for current 
expenses and for her economic development, but it was 
also meeting interest and amortization charges by new 
borrowings. This is another way of saying that she 
was facing bankruptcy when the World War started 
in 19'4. 

The gears of the Russian economic machine could not 
continue to mesh without regular supplies from abroad 
of machines, tools, spare parts and raw materials. The 
war played havoc with this economic relationship. 

In the five years preceding the war about 44 percent 
of all Russian imports were from Germany. These 
German items were among the most essential ones which 
came into the country, consisting in large part of ores, 
meWs and machinery. Russian industry was equipped 
with German machines which depended for spare and 
repair parts upon supplies from the original manufac­
rurers. It was probably no exaggeration when it was 
said that "Germany's relation to Russia may be ex­
pressed by saying that she was the Organizer of Russia's 
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industry; the Source of her raw and partly manufac­
tured supplies; was her Banker and Intermediary in 
foreign trade." " 

All of the necessities with which Germany supplied 
Russia ceased coming into the country when the two 
powers took up arms. Moreover, intercourse with for-. 
eign markets was almost entirely interrupted when 
Russia was blockaded. Aside from items destined for 
purposes of prosecuting the war, goods imported during 
the war years were negligible in amount. 

Had the war ended quickly, Russia might have stood 
. the strain. But the So years of diplomacy which had 

created a "balance of power" pitted two giants against 
each other who were not easily felled. The war dragged 
on too long for imperial Russia. War and blockade de­
livered blow after blow at the still undeveloped Russian 
economic system. Gradually it disintegrated--and then, 
suddenly, it collapsed. 

As a result of the blockade, one observer wrote that 
, "during the first three years of the war the total tonnage 

of .ships which arrived at the open portS of Russia was 
not much more than the tonnage which now arrives at 
the portS of the United Kingdom during two weeks 
only."" Industry, transport and agriculture were all 
strangled by me cessation of foreign trade. 

Fifteen million men, in all, were taken out of me 
ranks of Russian industry and mobilized into military 
service, where they consumed much but produced 
nothing. The military reverses in Galicia, me retreat 
through Poland and other defeats on the field of batde 
were also severe economic disasters. They took away 
from Russia many of her chief industrial, mining and 
grain centers. 

Agriculture was the first to suffer. Ten out of 18 
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million adult male agricultural workers had been taken 
away from the fields and placed in the army. The 
average areas under cereal cultivation fell by over 7 per-i 
cent in 1916-in some provinces by as much as 30 
percent. Many of the implements, tools and accessories' 
which the peasant llSed in his work were imported 
articles. In September, 1917, two months before the 
seizure of power by the Bolsheviks, 5 million scythes: 
were urgently needed. Home industries could supply' 
only ao,ooo. Production consequently fell away and the 
food situation became critical. 

The effects of the food shortage were accentuated by 
an almost complete disorganization of transportation .. 
Materials for repair work were not available, and the 
railroad shops could not meet the demands of wear and 
tear. The roads also suffered from fuel-hunger, and the 
fuel situation grew very critical by 19 I 6, after British 
and Silesian imports of coal ceased entitely and the 
Dombrow district was occupied by the enemy. )'he 
facilities of this crippled transport system were over­
taxed by purely military demands, and could not dis­
tribute even food and fuel for civilian needs. 

Industry suffered even more. Forty percent of its 
workers were at the front, while the imports of material 
and machinery, without which it could not survive, 
were cut off entirely. Production fell in many fields to 
a S percent of pre-war levels, and over half of this re­
duced production was diverted to the army. Even 
shops which were working upon military orders were so 
short of fuel and materials that they were compelled 
either to shut down for longer or shorter periods or to 
limit their production. Public services, tramways, elec­
tric power stations, etc., were affected similarly. 

By 1917 the population of Russia was starving. 
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'Women and children in the cities stood in long queues 
'for hours, with the thermometer far below zero, in the 
hope of being able to purchase a pound of bread or a 
pint of milk. For months it was impossible to secure as 
much as an ounce of sugar. 

At the beginning of 1916. 20.130 railway cars were 
under repair. By January, 1917. the number had risen 
to ~5,8to but the shops were helpless in the matter. By 
May. 1916. 3.387 locomotives out of a total of 19,951 
were under repair and in May. 1917. H percent of the 
locomotives on many of the principal lines had broken 
down. In the repair shops production was nearly par-
alyzed.'· . . 

The tRtile industry was able to allocate only 2 S per­
cent of its pre-war output to the needs of the civilian 
population. By September. 1917. the production of coal 
in the Donetz Basin fen to % S percent of what it had 
been a year earlier. Production of pig iron in the same 
district fen from a monthly average of 14.7 million 
poods in 1916 (already considerably below pre-war) to 

9 million poods in October. 1917.17 Necessities became 
almost unobtainable. A month's earnings would not 
buy a pair of shoes. Hardware. tools, etc., passed out of 
sight. 

Such was the economic situation in Russia before the 
Bolsheviks seized the reins of power in November, 1917. 
Agricultural production was seriously restricted. Manu­
facturing, mining and cransport had shrunken to a 
small fraction of their pre-war volumes. Military de­
feats and bureaucratic inefficiency made the situation 
worse. From the outset of a four years war the Russian 
economic system was doomed to collapse. 



CHAPTERn 

ESTABUSHING A PROLETARIAN STATE 

·ON November 7,1917, the &lsheviks seized control of 
. the Russian State. They promised "Power to the So­
"viets," "Peace to the People," and "The Land for the 
:Workers." 

On the same day that the Wmter Palace was cap­
tured, the Second All-Russian Congress of Soviets set 
out to ful1ill these revolutionary aims and to lay the 
structure of the Soviet society. The means of produc­
tion and distribution were socialized;· seizure of the land 
was authorized; the war was repudiated and a peace 
appeal was broadcast to all of the belligerent nations. 

Bya decree of November 14> 1917, "Workers' Con­
trol" was inaugurated over factories and transportation 
units. The government did not yet feel fitted to cope 
with the problems of industrial management and did 
not immediately assume the burden. Transport was 
taken over by the State, but the owners and managers 
of factories were left in temporary charge of their 
plants. Strict control, however, was vested in work­
ers' committees who were to see t.liat the establishments 
were kept running and that the owners, managers and 
experts did not practice sabotage against the prolerariao 
State. These committees were to have access to all boais-, 
aa::ounts, etc., and were empowered to supervise pro­
duction, ascertain costs and enforce stringent laws for 
the protection of labor. 

·16 
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This system did not prove ve~ successful . The 
owners and their managers generally refused to accept 
labor control and were, therefore, expropriated com­
pletely by the Soviet officials. The metallurgical arid 
coal industries were among the very fust to be entirely 
nationalized. 

The Soviet Government also immediately pro­
claimed the confiscation, without compensation, of the 
estates of the landed prop4etors and the crown lands, 
together with all of their moVable and immovable prop­
erty. This was in turn transferred to agrarian commit-' 
tees, or district Soviets, which were made responsible for 
its distribution and administration. The amount of land 
assigned. to each, individual was made dependent upon 
the particular conditions prevalent in each locality. 

Each peasant ..... ' given the right to till his land indi­
vidually, but the l< title to it remained with the State 
and the land could not, therefore, be sold, leased or 
mortgaged. Hired labor was not permitted, and no 
person was allowed to hold more land than he and his 
family could cultivate. 

Individual fanning-small scale, individualistic pro­
duction-was looked upon askance by the government~ 
Plans were therefore made for communizing agriculture 
and establishing large-scale "Soviet Farms" as fast as 

. possible •. A decree issued in February, 1918, declared 
that "it is necessary to pass from the individualistic 
forms of land exploitation to collective farms. Large 

. soviet estates, rural communes, group agricultore, and 
all othet forms of colI.ective use of land are the best 
means for achieving this object, and therefore all forms 
of the individual use of the land should be regarded as 
merely temporary and doomed to destruction." By 
I9U, 4,39' "Soviet Estates" with a total area of a.1%4 

i 
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million dessiatmes" had been established, while agricul­
t.ural "communes," "artels," and "public tilling organi­
zations" together numbered 15,In with a combined 
area of 1.293 million dessiatines! 

The decree concerning peace announced that thL 
Government of Workers and Peasants had issued by 
wireless a proposal to all of the belligerents for an armis-, 
tice upon all fronts as a preliminary to a general peace. 
The allied powers refused to recogoize the authority of, 
the new regime and made no official reply. The German 
Government responded, an armistice was negotiated 
and, on December %2, 1917, peace' negotiations were 
begun at Brest-Litovsk. , 

After considerable maneuvering on the part of both, 
sides, a rupture of negotiations and another advance of 
the German armies into Russian territory, the Russian 
delegation sigoed the Treaty of Brest-Litom on March, 
3, 1918, with the statement to the Russian workers that 
"It is a peace which is being dictated at the point of a 
gun. It is a peace which the Revolutionary Russia is 
compelled to accept with its teeth clenched." Lenin' 
said, when the treaty was being ratified two weeks later 
by the Fourth All-Russian Congress of Soviets, "an, 
imperialistic brigand knocked us down. ••• We were' 
compelled to sigo a Tilsit peace." 

The most valuable frontier regions of western Russia 
passed out of her sovereigoty as a result of the peace of 
Brest-Litovsk. In all, she lost 3'1,000 square miles of 
territory; 56 million inhabitants, or 32 percent of the 
entire population of the country: 13,)50 miles of raiI-' 
ways. one-third of Russia's total mileage; 73 percent 
of the total iron production; 89 percent of the total --• I dessiatino;::. 3.7 acre&. 
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coal production; and 5,)10 factories, mills, breweries, 
etc." 

But even after the disaster of Brest-Litovsk, Russia 
possessed a stupendously large material basis for indus­
trial development, and for the production of fuel, iron, 
machinery, chemicals, etc. She retained the Urals with 
their stores of ore; Siberia with its tremendous resources 
of fuel; the petroleum supplies in Caucasia and the 
southeast; turf in Central Russia; and many regions 
possessing vast resources of lumber, water power and 
raw materials for industry. "Thanks to the peace ob­
tained," wrote Lenin, uin spite of its oppressiveness and 
its insecurity-the Russian Soviet Republic is enabled 
for a certain -time to concentrate its efforts on the most 
important and most diJlicult side of the Socialist revolu­
tion, the problem of organization.'" 

A not very long experience, however, sufliced to dem­
onstrate that the opportunity for peaceful economic 
construction had not arrived. In 1918 the real war 
danger began and until the end of 1920 the Soviet Re­
public was engaged in a series of wars against intemal 
and external foes to determine its very right to exis. 
tenee. 

In a first attempt to strangle the Soviet Republic 
through economic pressure, the entente allies drew the 
s~called c(JTaon SAnitaire about her. Ships were denied 
clearance papers if headed either to or from Bolshevik 
ports. Post and telegraph facilities were also cut off. 
The blockade became so air.tight that even a shipfnl of 
medical supplies headed for Russia from a Scandina:vian 
port early in 1919 ~as seized by the British naval forces. 

Civil War broke out under the leadership of reaction" 
ary noblemen and desperate oJlicers who were frequently 
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equipped with arms and supplies from the entente 
allies. Strikes and sabotage were resorted to and military 
attacks were sponsored under the command of Alexeiev, 
Kornilov, KaIedin, and others. 

So long as it had merely to deal with domestic foes, 
the Soviet Government had little difficulty in maintain­
ing its position. External attacks were more serious. 

The first to attack were the Cucho-Slovaks. These 
were deserters and war prisoners. Arrangements· had 

, been made that they were to leave Russia via Vladivo­
stok. Under French instigation they began the attack 
upon the Russians at Tcheliabinsk on May :1.6, 1918. 
They were able to occupy a large stretch of the T rans­
Siberian Railroad and a number of towns in eastern 
Russia and Siberia including Penza, Samara, Novo­
Nicholaevsk, Omsk and other cities. They deposed the 
Soviets wherever they went and set up counter-revolu­
tionary governments. 
. Very quickly it became apparent that the allies were 
out to '''break'' the Soviets. Under the pretext of "res­
cuing" the Czecho-Slovaks, one inter-allied force, com­
prising largely Americans and Japanese, seized Vladi­
vostok; another, in which British and American troops 
predominated, occupied Archangle. The Germans also 
enlisted themselves in the cause of exterminating the 
"Reds" and attacked the Ukraine. They pushed on 
past the Duieper and the Don and, leaving a Hetman, 
Skoropadsky, to govern tlie country, continued to 
Odessa and the northern shores of the Black Sea. Simol­
taneously, their allies, the Turks, attacked in the Cau­
casus. When Germany collapsed on the western front, 
French troops were sent into the Ukraine to replace the 
;retiring Germans. 

The cessation of the European conflict brought no 
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relief to the Russians, but rather it was followed by the 
attacks of Kolchak, who penetrated almost to the Volga 
before he was repulsed; of Deniken, who, pushing 
northward from the Caucasus, overran the Ukraine and 
occupied Kiev, Kursk, Kharkov and Ore!; while at the 
same time Yudenitch led an unsuccessful drive against 
Petrograd. In the spring of 1920 a final attempt was 
made to overthrow the Soviets through the Poles. The 
peace between Poland and Russia was not signed until 
March, 19ZI. 

Then, to add to her other troubles, severe drought 
overtook considerable sections of eastern Russia and the 
entire southeast. The famine of 19.1I was more severe 
and extended over a larger area than any other on record. 
Famine conditions affected the Volga provinces as well 
as the provinces of Zaporozhye, Yekaterinoslav, Niko­
layev. Certain districts in the provinces of Odessa and 
the Donetz as well as in the Crimea and in the southeast 
were similarly affected. The result was disorganization 
of agriculture over all of this area. 

The Russian economic machine had all but collapsed 
from war pressure before it was seized by the Bolsheviks. 
It was only by a super-human effort that any remnants 
were saved from the ruins after the weakened economic 
structure Was hit by successive waves of the blockade, 
sabotage, counter-revolution, intervention and. famine. 

The country's meager supply of skilled workers was 
still fnrther depleted whenothe man-power of the nation 
was returned to the military fronts. The unorganized 
revolutionary masses had, of course, no trained military 
leadership. Those who were most competent in the in­
dustrial field were taken from their posts and sent to 
the battlefields. :Mechanics left shops which could ill 
spare them; engine drivers were compelled to abandon 
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their cabs; factory managers were called to head leader­
I ... regiments of the Red Army. 

The regions fought over by the contending armieS 
were desolated. Cities were sacked, industrial equipment 
and farm Ihachinery was destroyed. mines were flooded, 
cattle were carried off, bridges were blown up, build~ 

_ ,~gs were destroyed, railways damaged, etc. Only a 
very limited area in Central Russia and in the north 
escaped from the ravages of the Civil War and inter~ 
vention. 

All of the industrial and food sections of the country 
fell into the hands of the enemy for longer or shorter 
periods of time. The operations of Denekin in 19 19 aod 
of Wrangel in 19zo, either in or about the Donetz basin. 
ruined Russia's coal producing center and shut the 
entire country off from its supply of fuel. The granariell 
of the Ukraine, the North Caucasus and Siberia also feU 

,into the hands of the enemy. Supplies of food, iIS well 
as fuel, were cut off. Moreover, troop and military sup­
ply trains had first call upon the inadequate transporta­
tion system' and scarcely any facilities were left for the 
handling of civilian needs. 

<: National economic unity, under these circumstanCeil. 
was almost entirely destroyed. Each district could d •• 
pend only upon itself. The Ukraine,the Don, the 
Caucasus, the Volga districts and Siberi~ all became a 
number of "little Russias." Factories could not get the 
supplies which they required from other parts of the 
country. The textile and metal factories of Moscow and 
Petrograd could get neither cotton from Turkestan nOl 
fuel, iron or minerals from the Urals or the DonetZ. 
And, of course, the blockade effectively prevented a0J' , 
purchases from being made abroad. 

Faced with this desperate si1>Uation, the country was 
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forced to apply military methods to industry and agri­
culture. The revival of industry must of necessity await 
the return of peace. The military campaigns became a 
first: call upon the resources of the country. With all 
nonnal economic relations disrupted, mobilization of 
every ounce of available resources was resorted to as the 
only possible means of supporting the war fronts, f...,d" 
ing and equipping the army, and supplying the imme. 
diate necessities of the civilian population. Economic 
life was therefore organized upon the basis of "Wat 
Communism." 

Industry was militarized and rigidly centralized. 
Gradual ..... tionalization was prescribed and extended 
first to all of the more important units and eventually 
(in 1920) to all enterprises employing over five workers 
with machinery or ten without. 

Ownership of all of the nationalized enterprises was 
vested in the State, which controlled thern through the 

-Supreme Council of National Economy. In the Supreme 
Council were 59 administrative units, or "Head Cen­
ters," each charged with the administration of a sep­
arate branch of industry, as the Central Administration_ 
of the Leather Industry, Paper Industry, etc. 

The free exchange of commodities ceased. Each in­
dustry turned its entire output into the hands of the 
State. Military requirements were supplied first. Wages 
were paid in kind and available necessities apportioned 
to the civilian population by means of ration cards. 
There was not very much to distribute in this way, 
.however, and starvation was prevalent in all of the 
towns and cities. Available supplies of fuel and raw 
materials were also distributed among the various in­
dustries by the State. Not only was big industry con­
scripted in this fashion, but the surplus stocks of grain 
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were confiscated from the pe"';"'try as well as the raw 
materials and manufactured products of the domestic:­
workers and artisans. 
. The peasants were allowed to keep only as much o£ 
their produce as was needed by Utemse!ves and thei! 
families. The remainder was requisitioned by the State, 
~ch undertook, in return, to supply the peasantry 
with the manufactured products which they needed­
such as clothing, foot-gear, implements. etc. However, 
the army swallowed up practically Ute entire output of 
the factories and very little was left for distribution 
CHIlong. the peasants. They therefore received almost 
nothing for their product save worthless paper money_ 
The food requisition system amounted to virtual con­
fiscation. 

Throughout the entire period of military communism, 
production showed a marked tendency downward. The 
scanty food supply received by the workers rendered 
them physically incapable of performing a regular 
day's work. They were often compelled to "baodoD. 
work for full days at a time in order to search for foodJ 
The condition of industrial equipment, moreover, aod 
Ute supplies of raw material and fuel were such tha~ 
production would have fallen steadily, even had a full 
labor supply been available. Production of coal fell to 
35 percent of pre-war by 1930. Ore fell to 314 percent 
of pre-war I engines and ploughs to about 14 percent; 
chemicals to between 5 and IS percent; etc. 

In 1930 Ute external situation began to clear. One 
by one Russia was able to repulse her military foes, 
while on the international diplomatic field the degree 
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of respect which she fostered seemed to be directly 
proportional to the prowess which she demonstrated 
upon the field of battle. Even proud England, who 
hitherto had met all propositions to treat with the 
Socialist Republic with the reply "No dealings with 
thieves and murderers," sat at the treaty table with the 
diplomats from Moscow. • 

On January 16, 19,to, a resolution of the Supreme 
Council at Paris raised the blockade against Russia. In 

i the spring, peace treaties were signed with Esthonia and 
. Latvia. Sweden signed a trade agreement and resumed 
commercial relations in May. A Russian delegation 
headed by Krassin arrived at London and was received 
at Dowrung Street. 

In July it seemed likely that a trade agreement was 
about to be signed between England and Russia. At just 
that time, however, the Red Army was being defeated 
by the Poles at Warsaw and the British Government. 
became more haughty and broke off negotiations. By 
November both the Poles and Wrangel had been severe­
ly drubbed and once again Downing Street climbed 
down. On March 16, 19ZI, the English representative, 
Sir Robert Horne, finally affixed his signature to the 
Anglo-Russian Trade Agreement. In May the British 
High Court of Appeal handed down the ruling that the 
conclusion of the Trade Agreement constituted a recog­
nition of the de fllcto government of Russia. 

Other trade treaties followed quickly. In April, 19U, 
the Treaty of Rnpallo with Germany was signed. Nor­
way, Lithuania, Flniand, Czechoslovakia and Poland 
were the other nations which entered into relations with. 
the Soviets between 19 .. 0 and 1912.. 

The Soviet Republic underwent one additional im-
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portant change before its economic relations were or 
ganized upon their present basis. This was the adoption, 
in I9Zl, of the New Economic Policy. 

The return of peace in 19:<0 and I9H brought th~ 
country face to face with the problems of economic con­
struction. Bases had to be laid for industrial rehabilita­
tion, for trade with foreign countries, and for the 
receipt of railway equipment, bridges, and other fOrmll 
of goods and capital from abroad. 

When the Soviets seized control of Russia in Novem­
ber, 1917. nationalization was not general. "Work= 
Control" had been declared almost immediately after 
the November Revolution, but the owners had. in man}! 
cases, been left in charge of their plants and the com­
plete militarization of industry was resorted to only as 
a war measure--firs1: against internal sabotage and late~ 
as a result of the armed intervention. As Leo Kamenev, 
President of the Moscow ~viet, observed. "Purely eco­
nomic reasons, which shonld have given to the national­
ization policy a systematic character, received secondary 
consideration. Political considerations compelled us to 
place in the hands of the proletarian government a 
greater number of enterprises than we could administer 
in the interests of the national economy as a whole." 
Lenin pointed out that "'Military Communism' was 
made necessary by the war and the state of ruin. It 
did not and could not meet the problems of proletaria.tl 
poucy. It was a temporary measure." • 

As long as the Civil War continued, with the possi~ 
bility of the return of the landlordS; the industrial bour­
geoisie and the bureaucracy if the Whites succeeded, th. 
peasants, however grudgingly, submitted to the requisi­
tion of their surplus foodstuffs and the workers shoul~ 
dered their share of the burden. With the return of. 
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peace, however, the peaSants, in particular, began to 
demand relief from the system of requisitions. In 19aI 
various alarming symptoms warned the government that 
the time for change was at hand. Peasant riots in 
Tombov, and the Kronstadt revolt in March finally de­
termined the government to reorganize its economic 
policy. 

As a starting point, the All-Russian Central Executive 
Committee in March, 19aI, issued a decree for the aboli­
tion of the grain levy. In its place a definite tax, 
amounting to about 10 percent of the crop (which the 
peasant, at his discretion; could pay in kind) was sub­
stituted and free trade with the remainder of the crop 
was legalized. The cooperatives, hitherto under State 
control, were restored to a self-goveminng basis. They 
were fostered and encouraged as the best instruments 
through which to teach the peasants methods of 'Co­
operative work, supply1:hem with their needs and get 
their surplus products upon the market. 

Decrees of May lj'th and July 7. 19U, restored free­
dom of trade to industries employing under ao persons. 
The larger establisbments were organized, under the 
jurisdiction of the Supreme Economic Council, into 
State Trusts and Syndicates which were to operate on a 
self-governing and commercial basis. The Supreme 
Economic Council was also authorized to lease to indi­
viduals or associations idle factories which it could not 
itself put into operation. For the development of natu­
ral resources, the government announced its willingness 
to grant to foreign capitalists large-scale concessions 
which were to run for periods of time definitely stipu­
lated in each concession contract. 

Foreign trade remained unaffected by the New Ec0-
nomic Policy. It continued to be a government monop-
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oly. Limited freedom of internal trade was allowed 
subject to prices fixed by the Commissariat for Domestic 
l'rade. 

The reestablishment of economic relations upon a 
commercial basis necessitated the resumption of finan­
cial operations. The State Bank was therefore reopened 

-.. and authorized to perform credit and deposit functions. 
The gradual reestablishment of commerce also necessi­
tated the restoration of money as a medium of exchange. 
The State Bank was, therefore, also made a bank of issue 
and money once again entered into circulation. 

. 'under the New Economic Policy the State retains 
control of the basic and large-scale industries, finance, 
credit, transport and foreign trade. Private capitial is 
allowed to function in fields in which the State does 
notat Pl;"<sent possess the resources to operate. However, 
the State aims to drive out private economic enterprise 
gradually, eventually taking possession of the entire 
economic strncture and directing the course of events 
toward the establishment of a complete Socialist society. 

In some minor respects the economic structure of the 
Soviet Union is undergoing continual change. In 
general, however, it remains upon the same basis as that 
upon which it was established in 19'" and 1921. 



PART II 

ECONOMIC FUNCTIONS AND RELATIONSHIPS 
IN THE SOVIET UNION 

j 



CHAPTER III 

NATURAL RESOURCES OF THE SOVIET UNION 
I 

OLDER industrial countries of the West are already 
feeling the pinch of diminished natural resources. Not 
so in the Soviet Union. On the contrary, the Soviets 
control a vast and practically untapped warehouse.'co~ 
taWing stores of natural wealth as yet unmeasured- in 
extent;nd barely scratched by industrial development. 

'rhe Soviet Union occupies a continuous domain cov­
ering a land area of 8,~oo,ooo square miles. 'rhis area, 
nearly three times the extent of continental United 
States, makes up one-sixth of the world's land area. 'rhe 
Soviet Union is the largest unified geographic area under 
one political jurisdiction. 

The natural boundaries of the Soviet Union are the 
Arctic Ocean on the north, the Pacific on the east and 
the mountainous Asiatic ranges on the southeast. At 
Leningrad the Soviet Uninn borders for a very short 
stretch upon the Gulf of Fiuland and at the south­
west upon the Black Sea. Neither of these bodies of 
water, however, connects directly with the Ocean, while 
the shores of both the Pacific and the Arctic Oceans are 
frozen for the greater part of the year. These factors 
render the Soviet Uninn a landlocked and essentially 
continental counrry--factors. having a very important 
bearing upon its economic relations. Owing to transfers 
of territory to Poland, and other border states upon the 
termination of the World War, the present territory of 

31 
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the Soviet Union is .about 93 percent of that ruled over 
by the former Czar. 

Scientific investigation of Soviet resources has not 
proceeded far enough, in most fields, to produce ade­
quate summaries. Coal and iron are the backbone of 
modern industry. The reserves and the annual produc­
tion of coal and iron are a first-rate index to economic 
i>osition. Although lagging in their productivity, the 
Soviet Union has ample stores of both these substances. 

Surveys made by the government of the late Czar 
placed the coal reserves of the Empire at 46 S billion 
metric tons. Estimates published early in 19:<7, how­
ever, indicated 4~8 billion metric tons to be the known 
coal reserves. In many parts of Siberia coal is available 
almost on the surface and in the Kuznetz Basin in the 
Alcia district of Asiatic Russia the estimated reserves 
have been placed as ~ 50 billion tons. 

European Russia also has an abundance of coal. The 
International Geological Congress estimated the reserves 
of anthracite in the Donetz basin as the largest in the 
world-<>ver three times those of Great Britain and twice 
those of the United States. In the Caucasus, there are 
widely located deposits of bituminous, cokiog coal of 
good quality. The Moscow basin contains approxi­
mately 8,000 million tons. There are many lesser, 
though important, areas where there exist, particularly 
in the mountainous regions, large coal deposits which 
hitherto have remained untouched, and many areas are 
wholly unexplored. . . 

Although it is being worked in only a comparatively 
few distriCts, rich deposits of iron ore abound in many 
regions of the Soviet Union. South and Central Russia, 
the Urals, the Caucasus and Siberia are the principal sec­
tions thus far exploited. In the Urals there are whole 
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mountains of iron ore, The reserves in one region alone 
are estimated at 500 million tons. Russian iron ore 
reserves, 1,647,9 million tons in the regions thus far 
investigated, are sufficient to supply the country with 
iron for several hundreds of years. Investigations now 
being conducted are expected to reveal reserves far in 
excess of those already indicated. One expedition, late. 
in r926, found new deposits in the Kursk region. These 
newly discovered deposits exist over an area aoo miles 
long and to a depth of nearly 500 feet. The iron 
content of the ore is 50 percent, which maltes the real 
iron deposit about 40,000 million tons; and in no case 
can it lie under 20,000 to 30,000 million tons. All 
known European deposits total only 13,000 million 
tons.1 .. 

Although the Soviet Government is now engaged in 
making oll surveys, her petroleum reserves are by no 
means fully known. Enough oll has already been 10-
c.ted, however, to place the country's reserves of this 
fuel far ahead of those of any other nation in the world. 
Indeed, experts estimate that the Soviet Union possesses 
2,874 million tons, or 35.1 percent of the oil reserves 
of the world! The B.k u fields, extending over an area 
of 2,700 acres, are already world famous and their oil 
content has been variously estimated at from 300 to 
900 million tons. The Grozny and the Emba-Ural fields 
are also beginning to be worked with notable success. 
The other chief sections thus far explored are the Mai­
kop district, located in the westerly end of the Caucasus; 
the Ferghana fields of Turkestan; Tcheleken Island in 
the Caspian Sea and the Sakholin Island in the Pacific 
Ocean. Other oil fields are known to exist in Nom 
Russia and in East Siberia. 

Russia has awakened to the importance of her tremen-
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cOUS supply of "white coal"-the potential water power 
of her river currents and waterfalls. Estimates put the 
energy resources of these waterpovrer agencies at over 
6) million horsepower. Compared with other parts of 
the world-the United States has 37 million horsepower 
years of water power; India :17 million; Canada n.s 
million; China .10 million;-the Soviet Union has 16 

million horsepower years.' 
Heavy rainfalls in the northern part of the country, 

which are fairly regular throughout the entire year, 
. have preserved for Russia the greatest forest areas in 
the world. These forests extend from the Baltic across 
to the Pacific. Their area, which has not yet been defi­
nitely ascertained, has been variously computed by 
cifferent authorities at from 1,300 million acres upwards. 
The wooded belts of the United States and Canada 
together contain about an equal amount of forest area. 

The Soviet Republic has. consequendy, an immense 
wealth of timber resources which may in time become 
the chief article of Russian export. They are so vast 
that with the proper regulation and reforestation, which 
.will be put into force by the Soviets, their exhaustion is 
a remote contingency. This timber is of the most val­
uable varieties, including beech, cedar, fir, oak, pine, 
spruce, ash, maple. etc. Comprehensive plans are noW 
under consideration for the development and exporta­
tion of these products. 

The Soviet Union also contains the world's most im­
portant deposits of manganese, an essential for the pro­
duction of steel, chemicals. glass and electrical products. 
In the district of Chiaturi, extending over the central 
portion of the basin of the K vita River, are the richest 
mines, containing manganese deposits estimated by geol­
ogists at .1S0 million tons. At Nikopol. in Ekaterinoslav, . 
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are located the next largest deposits, and the ore is also to 
be found at Krivoi Rog, the Crimea, the Ural region and 
Maikop. The possession of this manganese ore is particu­
larly advantageous for the Soviet Union. Since the 
world demand for the product far exceeds the supply, 
it forms a very saleable export. 

Copper ore containing a high percentage of copper is . 
found in the Urals, the Caucasus, the Kirghiz steppes 
and at several points in Siberia. Researches conducted in 
connection with the main deposits in the Urals have 
shown reserves exceeding 37 million tons, while the 
copper content of the entire Urals is estimated at J! r 
million tons. 

Gold and platinum are found within the Soviet bor­
ders in their pure state. The deposits of the former 
metal are chiefly located along the Lena River in Siberia, 
and in other sections in the east, west and central areas 
of Asiatic Russia, the Urals and the Caucasus. None of 
these fields has been worked extensively. The gold­
bearing fields of the Aldan area alone cover 1,000 

square miles. Regions now being developed contain not 
less than 9.900,000 pounds of mineral gold reserves. 

Platinum, one of the rarer metals, is found in the 
Urals. Before the war, Russia commanded practically a 
world monopoly upon its production. Recently wholly 
unsuspected deposits of potash of first class collU'llercial 
value were discovered along the River Kama, one of the 
tributaries of the Volga. The development of these 
potash deposits will prove a great boon to Soviet agri­
culture. Besides these more important minerals and fuels, 
the resources of the Soviet Union include vast deposits, 
particularly in Siberia, of silver, precious stones, lead, 
zinc. nickel, mercury. asbestos, chromium, magnesite, 
phosphates, salts, etc. 
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The Soviet Union is awake w the possibility of her 
latent wealth, and is determined to take advantage of 
the resources so long neglected by the government of 
the Czar. Geological expeditions are being kept in the 
field and reports of new findings are reaching the gov": 
emment rcgnlarly. Early in 1927, for example, an ex~ 
pedition sent out under the direction of Professor ~ 
brovsky located hitherto unknown deposits of nickel in 
the Maikop region of the North Caucasus. These 
deposits, particularly valuable because of their proximity 
to large deposits of iron and coal, cover an area of more 
than 2,000 sqUare kilometers" and compare favorably 
with the largest deposits in the world in Canada an~ 
New Caledonia. Another expedition, sent out late in 
1926 by the Moscow Institute of Applied Mineralogy~ 
has located large deposits of mica in the BoIaibinsk 
region. It is the opinion of the expedition that these 
deposits are the richest in the world. Tests conducted 
upon specimens from the deposits indicate that it is of 
higlzer quality evett than that found in India which, 
until now, has been considered the best in the world. 
New radium deposits have been found very recendy 
near Karabasher in Central Asia. Reports of other min· 
eral discoveries are not infrequent. 

Metals, fuels and water power comprise only one 
division of Soviet Union .resources. The Soviet Union 
has 1,414,700,000 acres of productive land, as com­
pared with 878,800,000 acres in the United States; 537,-
800,000 acres in Argentine, and 465,700,000 acres in 
India. In cultivated land, the United States stands first 
with 293,800,000 acres; Russia second with 279,400,000' 
acres, and India third with 264,900,000 acres. Most of 

• I kilometer = .62137 mile. 
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the Soviet Union's land, particularly that in the Ukraine 
and the North Caucasus, is exceedingly fertile. 

The area under wheat in ,the Soviet Union is I7'S 
percent of the total world area under this crop. More­
over, she has 60 percent of the world area under rye, 
over .10 percent of the world area under barley and 
about 10 percent of the world area under oats. The 
livestock on her farms numbers 17 percent of the 
llorses in the world, 10.6 percent of big horned cattle. 
u.6 percent of sheep, and 9'S percent of pigs. 

Moreover, the country contains inlmd navigable 
rivers, the length of which are very striking. Together, 
they measure about 100,000 miles. By connecting some 
of these by relatively short canals, an inland water-way 
'will exist from the extreme west to the extreme east of 
the country, including Siberia. 

This incomplete, birds-eye description will give some 
lidea of what a vast and almost virgin treasure-house the 
:Soviet Union really is. Hers is ~e' of the very few 
tplaces in the world which are almost self-su1li.cient. This 
will be very strikingly true after her latent wealth has 
been more fully develo~ 



CHAPTER IV 

\ THE CENTRAL ECONOMIC PLAN 

SoVIET economy as distinguished from Western econ­
omy is characterized by the general elimination of com­
petition and the substitution of a central economic plan 
for the hit-and-miss methods of conducting private 
capitalism. "Planned economics," revolving about a 
central economic plan drawn up in advance, has been 
one of the chief departures from traditional practice 
which have come into being as a result of the social rev­
olution in Russia of November, 1917, 

The objective which the Soviet economic system sets 
for itself is, in the language of the Bolsheviks, "to put 
an end to autocracy iii the sphere of economics in the 
same way as it had been abolished in politics," and to 
organize the industry and agriculture of the whole 
country in accordance with a single, general, extensive 
economic plan. In this manner every link of die system 
is supposed to dovetail with the others. Thereby the, 
Russians seek· to unify their general economic life; to 
coordinate the whole of agriculture, industry, transport 
and trade; to drive out private enterprise as fast as it 
assumes dangerous proportions; and to build up, upon a 
solid economic foundation, a social order in which the 
maximum well-being of the entire community becomes 
the keynote. 

Such a program is new to the Western world, which. 
thinks of politics as "public" business and of economics 

)8 
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(mining, manufacturing, transport, merchandising) as 
"private" business. - The Soviet Union was therefore 
compelled to set up a wholly new system of public ma­
chinery to handle mining, manufacturing, transport, 
merchandizing, etc., on a public basis. There were no 
precedents. The Soviets were the pionee .... 

Under such circumstances it is easy to realize that 
mistakes would occur and that numerous changes would 
be made as experience showed which methods would 
succeed and which would fail. The most important eco­
notnic changes were introduced into Soviet economy 
when tge New Economic Policy was adoptOO in 19%1. 

Lesser; but vital changes, are being made constantly. 
The main features of Soviet economy can be described, 
however, since they have survived and probably will 
continue to survive minor changes. 

First, a word must be said as to the relation between 
the economic machinery and the whole Soviet govern­
mental system. 

The Soviet Union Congres" composed of I.500 del-
. egates who meet once a year for ten to twelve days, is 
the supreme organ of authority within the Soviet Union. 
Its functions are both legislative and administrative. 
This Congress alone can amend or modify the Soviet 
Constitution. 

As a role, however, this Congress of Soviets does not 
perform the actual work of fratning laws. It merely 
lays down the basic principles of econotnic, as well as 
political and other, policy by which the national life of 

. the Soviet Union is to be guided. 
The actual work of legislation and adtninistration is 

carried on by the Central Executive Comtnittee, which is 
responsible u> the Congress of the Union, which vestS it 
with authority between Congressional meetings. This 
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'Executive Committee in tum elects a presidium of 2. ~ 
• j members which enacts all_£urreItt .legislation and con­

ducts a large portion of the administrative business. Ii 
is at all times responsible To the larger body, the Central 
Executive Committee, which elects it. 

Each of the economic departments of the Soviet StaU 
is presided over by a People's Commissar appointed by 

,. the Central Executive Committee. These Commissars, 
together with the commissars of the other, non-economic 
departments (as war, education, health;' etc.), form a 
cabinet known as the "Council of People's c.mmis­
iars."The Commissars presiding over the economic de­
partments of the State are the People's Commissars for 
Labor, for Finance, for Workers' and Peasants' Inspec­
tion, for Home and Foreign Trade, for Ways and Com­
munications, for Posts and Telegraphs, for Agriculture, 
and the Supreme Economic Council. . 

. The entire economic; department of the State organi­
zation is under the direction of the "Council of Labor 

, ' and Defense"-a committee of the Council of People's 
Commissars. The Council of Labor and Defense issues 
and regulates the general economic program, and 
applies, through the respective .60mmissariats, the aIl~ 
Union plans for production, distribution,' and ex~ 
change. It is, therefore, the central economic authority 
which coordinates the work of the various commissariatS 
whose activities effect the economic well-being of the 
nation.' ~ 

The Council of Lahor and Defense was formed ;,j 
Aprll, 192.0. as the result of the reorganization of ari 
earlier body, the Council of Defense, which had been 
formed late in I9I8 fOJ: purely military purposes. Thll 
reorganization decree entrusted the new body with the 
all-important task of "the closest possible unification oj 
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all forces on the labor front." 1 However, the Polish War 
of 1920 and the attacks of Wrangel in the Crimea tem­
porarily prevented the fullillment of this purpose. Not 
until the end of the Ciw War (1921) was the newly 
created body able to take up the task of general eco­
nomic unification and reconstruction. 

When the period of armed conflict finally came to an 
end, the eighth All-Russian Congress of Soviets defined 

. the work and the duties of the Council of Labor and 
Defense as follows: 

.(1. , 

"The C. L. D. coordinates and develops the ac­
..tivity of all departments of State in the interests 
of the defense of the country and of economic re­
construction. 

"To carry out the task imposed upon it, the C. 
1. D. publishes its decisions, regulations, and in- ' 
structions~ and takes all the measures necessary to 
ensure their accurate and rapid execution; in par­
ticular it aefermitles the single economic plan • •• 
submits it for ratification by the A. R. C. E. C. 
[All-Russian Central Executive Committee], di­
rects the work of tile economic People's Commis­
sariats in accordance with this plan, supervises its 
application, and decides in cases of necessity on any 
modifications of 1$6 provisions." 2 

The Chairman of the Council of People's Commissars 
assumes also the chairmanship of the Council of Labor 
and Defense. The additional permanent members are 
the People's Commissars for War, the Supreme Eco­
nomi<; Council, Labor, Ways· and Communications, 
Agriculture, Home and Foreign Trade, Workers' and 
Peasants' Inspection, and, in addition, a representative 
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from the All-Russian Council of Trade Unions. lh~ 
head of the Central Statistical Department is present at 

the sessions, but only in an advisory capacity. When 
affairs of a financial nature are upon the agenda, the 
People's Commissar for Finance attends with the right 
to vote upon financial quesrions. 

Decisions of the Council of Labor aad Defense are 
authoritative,,and compliance with them is obligatorr 
upon all central and local organizations. Its decisionS 
can be overruled only by the Central Executive Co~ 
mittee of the Union. Thus the c..uncil has very large 
powers looking to the coordination of every branch of 
Soviet economy. The Council supervises and gives final 
approval for all productive plans, and it is able to regu~ 
late trade, prices, etc. 

It is a matter of importance. however, that while the 
decisions of the cO~ci1 of Labor and Defense are thUs 
binding in all spheres of economic life, the Council does 
not have any machinery of its own for carrying out 
these decisions. Instead they are communicated to the 
commissariats affected, whose duty it becomes to see to 
their execurion. 

But 'while it has nO' administrative apparatus of its 
own, the council of Labor and Defense has a very intri· 
cate and energetic machinery which furnishes to' it the 
data on the basis of which it arrives at its special COD­

clusions •. It sets up whole series of inter-depanm ... ta1, 
specialized commissions and committees which investh 
gate and report back to it upon such problems ., 
economic planning, labnr conditions, electrification, agri. 
culture, etc., etc. Further, it has u its disposal reportl 
from a well-linked up system nf "regional.economi.;; 
conferences" and Uarea economic conferences" set up' 
by local Soviets to study and report upon conditiaJ!~ 
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and requirements in smaller geographic areas. Even 
villages have "agricultural committees" and some of the 
factories hold factory "economic conferences." Through 
reports from all of these sectors the Council of Labor 
and Defense keeps its hand upon the pulse of the eco­
nomic life of the entire Soviet Union, and at the same 
~ brings great numbers of men and women into 
di~ontact not only with problems of local interest 
but those the entire economic structure as well. The 
nation is k informed of the activities of the eco­
nomic apparat through a special journal, Econamiches­
kaya Zhizn (E zamie Life,) published daily by the 
Council of Labo~d Defense. 

The chief of th ' ubsidiary, but very important, com­
missions set up un er the direction of the Council of 
Labor and Defense, and by far the most potent force 
in the country for coordinating the economy of the 
Union into a single economic plan, is the ttState Eco­
nomic Planning Commission" (Russian abbreviation: 
Gosplan.) Gosplan grew out of a conference of eco­
nomic specialistS .called by Lenin in 1920 for the pur­
pose of drawing i1p a plan for the reconstruction of 
industry, based ilPoi>.. electrification. It now prepares 
one-year and five-)rear\programs, in advance, for every 
aspect of Russian \econ~mic life and submits the pro­
grams to the Counfil of tabor and Defense, where they 
are discussed, mOOilied if\ necessary, and approved. 

At the head of! Gospl\n is a presidium of experts, 
selected because oA their' ractical experience. Subor­
dinate to this boot is a . es of special sections, deal­
ing with Industry,: Agric ture, Fuel, Trade; Electrifi­
cation, Finance, BUdget, d so forth. Each of these 
specialized sections compi! d~a-:ihd draws up plans 
for that sphere of the i)lhaI ecqnomy which falls , 
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within its particular scope. Reports from the sectio~s 
go to the presidium of Gosplan, which examines their 
findings and modifies or sanctions them before they 
are submitted to the Council of Labor and Defense. 

Gosplan is neither an executive nor an administrative 
body. h can give no orders to the Commissariats and 
may issue no decrees. Its sole right is to deihand statis. 
tical data and reports from any and every .t\conomicc 
organization, and such information none are permitted 
to refuse it.· Thus, through its various sections, it 
gathers daily, weekly and monthly data. It knows the 
productive capacity and the requirements of every unit; 
the resources on hand, and what is, or is likely to be; 
available for export; what will have to be and can be 
imported; the market conditions at home and abroad; 
financial conditions; where the profits of iq.dustry are 
most needed; etc. These and other elements it dis; 
cusses and weighs, and upon this basis it draws up, in 
advance, a program for every phase of economic activity. 
These estimates are then turned over to the Council 
of Labor and Defense which may either approve, dis­
approve, or revise them. Through the respective com" 
missars the plans are then put into execution. . 

By means of the Gosplan, the Council of Labor and 
Defense has a scientific basis by which it can keep the 
economic policy of the nation subordinated to certain 

. general principles and through wltich it can shape, 
'within given limits, the direction· of economic f~rces 
It can also initiate schemes for national construction, 
for the elimination of waste and overhead charges, and, 
above alI, Gosplan knows at alI times exacdy what is 
happening within the economic structure of the UniOIL 

The commissariat in charge of industry is known 
under the tide of the "Supreme Economic Council," 
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The People's Commissar at the head of this industrial 
apparatus, the Chairman of the Supreme Economic: 
Council, is a member of both the Council of People's 
Commissars and the Council of Labor and Defense. It 
is the task of this department to regulate, supervise, 
administer, and manage the industry of the Union­
subject. however, like any other economic commi ... riat, 

- to the direction of the Council of Labor and Defense. 
The activity of the Supreme Economic Council ex­

tends to every branch of the industry of the Soviet 
Union. Industries are divided into three categories: 
(I) those belonging to the Union (the largest enter­
ptises) ; (2) those belonging to the individual repub­
lics of the Union (medium-sized enterptises); and (3) 
local industries belonging to the municipal governments 
(small enterptises.) The large enterprises are admin­
istered directly by the Supreme £conomic Council of 
the Union. For the medium-sized industries Supreme 
Economic Councils are set up in the individual repub­
lics. The smallest industries are under municipal 
administration. 

The Supreme Economic Council "cts through two 
boards, the lint of which, TS1tg1!'om, is its direct admin­
istrative arm and performs the function of manage­
ment. The other body, Geu, regulates industrial 
activity, giving to it its direction. At: the head of the 
:first of these groups is a board of directors, each mem­
ber of which is responsible for a particular branch of 
the indusrrial machine. Only those factories producing 
:war materials are excluded from this genera! scheme. 
A special branch of the Supreme Economic Council, the 
Chief Administration of War Industries (GlavvQ<'n­
prom,) is in charge of theii management and direction. 

The Supreme Economic Council also has a special 
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industrial planning Council (Prom pun) which has at 
its command various factors which cannot possibly be 
known to the individual works. In this manner the 
programs of production in all fields are brought into 
conformity with each other, and each unit produces at 
exactly the correct tempo. _ 

The economic system of the Soviet Union is based on 
a unified plan of action. Throughout the entire struc­
ture, scientific planning for the working of this unit 
economic plan is undoubtedly the chief factor which 
has made it possible for the Soviet U mon to restore the 
pre-war economic levels of production. 



CHAPTER V 

AGRICUL TORE 

;I' HE SovIet Union is predominantly agricultural. More 
than 80 percent of her population live upon the land. 

,Before the war Russia ranked first among .11 of the 
nations of the world in quantity production and ex­
port nf wheat and was second only to the United States 
in the total production of cere.ls,-being first here, 
also, if maize is left out of account.l She held the record 
of exporting 28 percent of the total world's export of 
the nve principal graio products; 2I percent of the 
export of butter; 34 percent of the export of eggs; 
almost 100 percent of the world's flax export, etc. 
Over 75 percent of Russia's pre-war export trade Was 

in the form of agricultural products. 
Despite the extent of Russian agriculture, little 

machinery was employed before the Revolution. Meth­
ods were primitive. Low yields were followed by crop 
failures and famines. There was an almost total lack 
of artificial fertilizers. Animal breeding was undevel­
oped and a poor quality of stock was the general mIe. 
The ignorance in which the peasants were kept ren­
dered any considerable improvements unlikely or im­
possible. These factors, plus the continual production 
of one kind of grain, made for rapid exhaustion of the 
soil. Pre-Revolutionary Russia never reaped the bene­
fits of her tremendous agricultural possibilities. 

Agriculture holds a key position in Soviet Economy. 
47 
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Successful mdustrialization binges on the importation 
of manufactures and machinery. These, however, 
must be paid for m mereased exportS, for unless the 
Soviet Union is m a position to sell, she cannot buy~ 
Since the bulk of Soviet exports consists of agricultural 
products the success of agriculture is the foundation 
for mdustrialization. 

Profit on her agricultural exportS is one of the 'most 
important items m the Soviet Union's annual balance 
sheet. The value of the Soviet Union agricultural out­
put m the economic year 1!125-26" was over II.3 bil.­
lion roubles. This constituted more than 61 percent 
of the total value for all forms of economic produc~ 
tivity m the Union for the year! Since the farm prod~ 
ucts are the chief items m the Soviet Union that must 
exchange on the markets of the world for machinery 
and other equipment which are essential to the mdus­
trial expansion of the nation, the Soviet farmer occu­
pies a key position. U pan his effortS depends the, 
expansion of its mdustrial economy. To provide Soviet 
farmers with the technical means of mcreasing agri­
cul,turaI productivity, and at the same time to supply 
them with sufficient manufactured goods m exchange 
for their agricultural products accordingly becomes a 

, problem of paramount importance. Soviet agriculture. 
as well as Soviet industry, must be speedily raised to 
a higher level of efficiency. 

, Even before the Revolution, the war years, 1914-17. 
, had' wrought havoc m Russian' agricultural life. BY' 

1916 die area under cultivation had decreased by about 
7 pe~ cent.· The villages had been stripped of large 
numbers of their able-bodied men. The stocks 'Of cattle 
were allowed to run down. The country was shut off 

.. Tho Soviet economio J'C8t b eompute4 from October 1 to September J(' 
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from replacements of agricultural machinery, practic­
ally all of which had been imported,. while the supply 
of artificial fertilizers had all but ceased. Years of 
blockade had dammed up Russian grain exports. By 
the time of the 19I7 Revolution Russian farmers had 
reached a point at which they were glad 1:0 be able to 
supply themselves with food and clothing. It did not 
pay 1:0 produce any surplus. 

The Revolution of 1917 shattered the last vestiges 
of Russian serfdom and broke up the large estares of 
the State, the Church, and the nobles into sma1l peasant 
holdings. Confiscation was declared immediately upon 
the seizure of power by the Soviets. On February 14, 
1915, an act was passed which defined the holdings of 
the peasantry. The principle of private property in 
land was abolished; the holdings in various sections of 
the country were fixed and standardized; and rent and 
hired labor were both made illegal. All of the land 
:was in the hands of the peasantry save about" percent 
;which remained under the direct control of the Soviets. 

The land was literally in the hands of the peasants. 
The legal title was vested in the State, but the task of 
land distribution, under the general provisions of the 
Land Law, was left to the village Soviets. Two prin­
ciples were to be observed in the distribution of the 
land by the local Soviets: ( I) Each cultivator was to 
have as much land as he could use; (l) provided that 
he had a fair share of the land in the hands of the vil­
lage. In the more densely settled regions, this meant 
only eight or ten acres; in more sparsely settled districts, 
more than double that amount. 

Americans often think of Russian provinces in terms 
of American life. There are vast differences, however. 
,The American farmer lives and works on his farm. The 
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Russian farmer lives in the village, and goes out to work 
his part of the village land. Sometimes he must travel 
as much as "0 miles to the "far" land. In such casei 
he takes a tent and camps out on the land until seeding 
or harvesting is ended. Then he goes back to the 
village. ! 

The extremely isolated life of the American farmer 
is therefore practically unknown in Russia where th~ 
social life of the village is a constant factor. Unde~ 
the Soviet system the village Soviet is the arbiter of the 
economic as well as the social interests of the village~ 

Soviet efforts at agricultural reconstruction were 
speedily thwarted by the intervention of foreign coun~ 
tries in 1,18 and 1,1, and by the Civil War which 
followed. Counter-revolutionary campaigns laid waste 
some of the most productive regions in the coUntryi 
The able-bodied population was compelled to take up 
arms and neglect production. To cap the climax came 
the disastrous crop failure of I9U, which plunged the 
Soviet Republic into one of the worst famines in mod, 
ern history. ' 

Agricultural production fell off. Its decline was 
hastened by the government's policy of requisition and 
compulsory grain levies. Russia was an armed camp 
fighting for existence. Feeding the anny was a firs~ 
call upon the resources of the nation. The governmen~ 
therefore adopted the policy of forcibly taking from 
the peasantry supplies of grain for military and civiliaa 
use. Peasants respond~d by still further cuttiog down 
their production to the point where they were providing 
only for their own needs and therefore reducing the 
supplies liable to requisition. ' 

The ruin caused by Civil War and famine, plus the 
deliberate curtailment of production by the peasantry, 

, 
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soon brought the agricultural situation to a crisis. All 
of its branches deteriorated. The area under cultiva­
tion declined---alike for wheat and special crops. The 
number of farm animals also decreased. The total area 
under cultivation, which had been 81. 5 million des­
siatines in 1916, fell by 1911 to 49 million dessiatines. ~ 
The production of wheat, which, during the years 
1909-13 had averaged 758,941,000 bushels was only 
171,684,000 bushels in 1911.' Cotton production fell 
from 347,000 tons in 1913, to 11,000 tons in i9U.· 
All other products were more or less similarly affected. 

Livestock suffered in a similar manner. Between 
19I6-u the number of horses in the Union declined 
about 40 percent; large cattle dropped in numbers 
during the same period more than 34 percent; small 
cattle nearly 51 percent; and hogs about 50 percent. 
ne Soviet Union was face to face with starvation. 

Upon the victorious conclusion of the Civil War, 
Lenin, appraising the situation, recogni1ed the neces­
sity of placating the peasantry. "It is clear," he said 
in his speech upon the Agricultural Tax, "that in a 
petry peasant environment nothing but petty bour­
geois ideas can prevail. • • • ne peasant: 'poor' (pro­
letariat and semi-proletarians) in large numbers have 
become converted into middle-class peasants [ and] 
out of this the small petty bourgeois and private own­
ership movements have increased. • • • For the im­
provement of the position of the workers it is necessary 
to have bread and fuel. '.' • There is no other means 
of increasing productivity, of increasing the stocks of 
corn and fuel, except by improving the position of the 
peasantry and increasing its productivity •••• This is· 

. impomble without StTiotlSly <lUNing our footl policy; 
: and the substitution of the food requisition by an agri-
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cultural tax, connected with at least Free Local Trade 
. after the tax has been paid. • • .... . 

Accordingly, after 191.1, a definite tax was laid upon 
the peasantry in place o£ the previous system of requi­
sitioning his surplus products. On May 10, 19"3. the 
taxes levied upon the peasantry by federal and local 
authorities were in tum amalgamated into a single taL 
Once this is paid the peasant is freed from additional 
taxes of any kind. Ninety-thzee percent of the revenue 
from agriculture goes to the State; 7 percent goes to the 
local authorities. The peasant is now permitted to 
freely trade in all that he produces beyond the require­
ments of this tax. Moreover, he now has definite ten­
ure of his land as long as he keeps it under cultivation, 
and, within well regulated limits, he may hire labor 
to aid him in its cultivation. Small peasant household 
industry, formerly frowned upon by the government, 
is now encouraged to develop and is directed, whenever 
possible, into cooperative channels. 

Within the Soviet Union at the present time agri­
cultural production is predominandy private, small-scale 
production. For the year 1915-16, 11.4 percent of 
the total value of agricultural products was State pro- . 
duced; 0.8 percent was cooperative and 87.8 ~ 
was private. In' the estimates for the economic year 
I~p6-a7 the absolute totals for all three categories are· 
increased, but their proportions remain practically. 
identical.' 

Under the present sysrem: the tide to all land in the 
Soviet U man rests in the hands of the State, which 
holds it as a trust for the entire people. The law on 
"Land Tenure for Farm Work," adopted by the AlI­
Russian Central Executive Committee on May n, 1911. 
made it unmistakably clear that there may be no pri-
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which the Soviet leaders tried to communalize. On 
Novembex 14, 1917, "Workers' Co.ntrol" was decreed 
and nationalization of all the factories declared. The 
Government shouldered complete responsibility for the 
provisioning of the population, for the creation of a 
harmonious relation between city and country, and for 
a mutual exchange of the industrial product of the 
proletariat for the food raised by the peasantry. 

Soon the march of events compelled the Soviet Gov­
ernment to abandon the industrial policy which it had 
hoped to pursue. Between the early months of I 9 I 8 
and the latter part of 19;>0 the successive periods of 
interVention and civil war made it necessary for the 
Government to concentrate upon military defense. 
Industry was militarized, centralized, and directed pri­
marily toward the production of war materials. This 
period was described by the Soviet leaders as the stage 
of "Military Communism." It was the only economic 
means of successfully prosecuting the war operations. 

Under the Military Communism the larger industrial 
undertakings were nationalized by the Soviet authori­
ties. By November, 1920, -1>547 industrial undertak­
ings, about 65 percent of the whole number, had been 
nationallzed. The smaller establishments remained in 
the hands of their former owners. 

Under the regime of Military Communism all indus­
try was controlled by the Supreme Economic Council 
which was charged with the task of adapting industry 
to war-time needs. Subordinate to the Council were 
fifty-nine Central Administrations or "Head Centers," 
each administering a separate branch of industry and 
in tum uniting the various branches of industry. Thus 
there were head centers of the chemical industries, paper 
industry, coal industry, leather industry, and so on. 
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(3) Encouraging technical production in the villages 
and increasing commodity traffic among the peasantry; 
(.~) Increased use of mechanical agricultural imple­
ments; (5) Introduction of agronomical methods, and, 
(6) The use of cooperative and collective methods. 

Among the outstanding advances which the Soviet 
government has made in the work of reorganizing agri­
culture is the introduction of modem farm machinery, 
There were less than 500 tractors in the entire Russian' 
Empire before the war, and these were exclusively in 
the hands of the large landowners. By the end of I 9~ 5 
there were 12,500 tractors in use and plans called for 
the addition of u,ooo more during the fiscal year 
19~5-26.· The Commissariat for Agriculture announced 
that in 1921-%4 agricultural machinerY and implements 
to the value of 4,872,000 roubles were imported into 
the Soviet Union. During the following years the 
imports of machinery jumped to U,1%4,000 roubles in 
19%4-~5, and in I9%5-~6 to ~6,065,579 roubles '°-more 
than five times the figure for 192 1-~4. 

Demand for machinery is so great that; with its lack 
of basic capital, the government cannot even begin 
to meet it. Most of the machines go to the agricultural 
cooperatives. Groups of peasants organize into coopera­
tives, purchase a tractor from the government upon 
credit, and then plow the soil communally. It has been 
estimated that it costs the peasant 5 roubles per des­
siatine to plow by tractor, whereas horse plowing costs 
80 roubles for the same area. Moreover, the yield from 
tractor-plowed land is 15 poods per dessiatine greater 
than from horse-plowed land." This is easy to under­
stand since much of the horse-plowing is done with one 
horse. Thus, machine development saves money and 
labor to the peasant; increases his productiviry; and, 
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ac the same time, it ceaches him habits of cooperation. 
Agricultural cooperation, under governmental stimu­

lation, is making considerable headway. There are now 
more than 50,000 agricultural cooperatives in the Soviet 
Union, with a membership of over 7,000,000 peasant 
households. This is equivalent to about 30 percent of 
the total number of peasant farms in the country. In 

'certain specialized regions, such as the tobacco and 
: dairy sections, membership in the cooperative runs as 

high as 60 and even 80 percent of the total peasant 
population!' 

The network of agronomic stations for advice to the 
agricultural population, as well as the number of agri­
cultural experiment and model institutions, greatly 
exceeds the pre-revolutionary standards. In 19 I 3 there 
were 1,740 such stations in the 40 former Zemstvo 
provinces of Russia. On October t, 19Z5. there were 
z.SI 5 stations in the same area. Estimates for 1916 

indicated that there would be 3,147 stations by the end 
of that year. The State also maintains Soviet farms 
which serve as models for the peasantry. These Soviet 
farms also serve as distributing centers for pedigree 
cattle and selected seed. 

The radio is being used extensively in this scientific 
agricultural work. Loud speakers are being installed 
in the villages and special agricultural programs are 
broadcast by agronomists and by practical farmers from 
the agricultural institutions. 

Rural elecrrification is also proceeding rapidly. In 
the pre-war period the threshing of grain, the making 
of butter or even lighting by electricity were hardly 
koown in the villages. The Soviets, however, had elec­
trified, by May 19"6, approximately 100,000 rural 
enterprises. In 1 ~J.> J> alone, electricity was introduced 
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into ~ f ,000 of these concerns. The sites for central 
stations are selected in the more populous districts, 
where handicraft workers are numerous, or where there 
are fiour mills, creameries, etc., thereby encouraging 
snWl industries. 

The Central Government has hitherto been too bur­
dened financially to participate actively in the work 
of agricultural electrification and was forced to leave 
it to local organizations and such societies as the Electro­
bank. In the budget for 192.6, however, ~,77S,OOO 
roubles were set aside for rural electrmcation as well as 
an additional 2.,175,000 roubles which were levied on 
the prOOts of the Economic Reconstruction Loan." In 
the two years 192.+-2.5 and 1925-2.6, Flectroslroy, a lim­
ited liability company working upon the task of elec­
trifying the countryside, built seventy-eight electric 
power stations in the agricultural sections of the coun­
try. Forty-six of these supplied rural regions exclu­
sively. ne remainder served both urban and rural 
districts. 

The government is also able to give encouragement 
and direction to agricultural enterprises through its 
powers of taxation. Thus, in 192.6-27, six million 
farms are altogether exempted from taxation while 40 
to So percent of all peasants will pay less taxes than in 
1925-26. The. extra tax burden has been shifted to 
the KulQk group of wen-to-do farmers. It is the 
government's policy to improve the situation of the 
poor and middle peasant groups, and with this in view 
they are granted special taxation privileges. Moreover. 
there is tax exemption for those engaged in cultural 
work in the villages as :wen as for land held by public 
organization. 14. 

The force of all conditious, i.e., the termination of 



the period of Civil War, the practically permanent 
tenure of the peasint's land for as long a period as he 
keeps it under cultivation, the Single Agricultural Tax 
and the revival of trade among peasants and small crafts­
men, together with the energetic and active help which. 
the government is giving to the peasantry, have all 
made for a steady recovery in agricultural conditions 
since 19"3. In many branches the pre-war standards 
of production have already been attained while in others. 
particularly in some of the so-called "technical" crops, 
pre-war standards have been exceeded. The areas under 
cultivation in 1926 totalled about 95 percent of the pre­
war aIH, while the numbers of cattle reached more 
than 95 percent of the 1913 figure. The exact extent 
of the agricultural recovery can be gauged from the 
following figutes: 15 

AGRICUL TURAI. PRODUCTION 
(m million pood.) 

Bl'tmcb I.t,! 192-)-2-4 1'14-2,- 192.$-.1' 19,,6-2.7 
(f(},~clfJl) 

Grain ..........•............• 10<1-4$·7 3,}'4-% ).067.6 4A-oo.o 4.800.0 
Potl.toeI .... " .............. I~I,16.o 2,d .... ? :Z~122.o 2,7'3.0 ],01.0.0 

Grain :Bi-Productl" •... 8>40+8 'f,Ul·S 40441.0 6.)S .... ",67·2-
Fruit and V..-bla 1.6lJ·o 1.2.86.6 l,n7·1 1,6!) .• 1.788.1 
Hay and SownGna ... a}9·) 3.nz•6 ,.J6,. .... ....240.0 4~744-0 
Raw Cotton .............. .. S·T H :u.6 3-!.J S ... 
Fla:r. Fibre .................. 27·7 1.4.6 18·7 23·Z .0-9 
Hemp Fibrt!! ." ........... .... %0.& J •• 8 .... )0.0 

Buner s..ds ., ..... ~ ... IH·' IJ%., 140 .1 :2.13·· %.9%.0 
Sugar Becu ................ 66z., %1"" J,8>4 , ..... S°4-° 

During 19"4-25 the value of the entire production 
of agriculture, in pre-war prices, was 9,000 million 
roubles, 7S percent of that of 191~. In 19"$-:06 this 
amount had grown to II,)OO million roubles, 94." per­
cent of that of 1913- The area under cultivation, and 
~e value of the crop, will exceed pre-war during the 
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current year.to The area under cultivation has grown 
since 1922 as follows: 1T 

Yeu Million tlessiatines 
1913 (present territory) 
1922 ............................................... . 
192 3 ............................................... . 
192 4 ............................................... . 
192 5 .............................................. .. 
1926 .......................................... ; .... . 

98•2 

64'5 
74·7 
81.0 
87.2 

9303 

The condition of cattle breeding, which occupies 
second place among agriculrural activities, has similarly 
improved and has either passed or is approaching the 
1913 level:" 

LIVE STOCK 
(millioa head) 

%,13 
Hor.a .......................................... ]0., 

Bis HOJ'lled Catt1c .. " .. , ....•.•..•... ~ 4,.1 
Sheep aDd GOIlU.......................... 81.J 
Pip ................................... _........ II., 

I,U '192.) l'.%<4~.%S 19~5-2.6 

19·5 .14-0 %J·7 
n 31•0 JO.~ S I., 

7SIl-) 81., 
7 1.0 16.4 IS,' 

Soviet agricultural production has been steadily im­
proving for the past four years. With the active assist­
ance which the authorities are giving the peasants, there 
is every reason to expect that these improvements will 
continue. Each year the demand becomes more pm­
nounced from the rural regions for more tractors and 
other mechanical implements, for scientific agriculture 
specialists and for agricultur3l literature. The govern­
ment is encouraging all such movements for economic' 
and cultur3l progress and is meeting the calls made upon 
it just as fast as budgetary considerations will permit. 



CHAPTER VI 

INDUSTRY 

THE Soviet Union has not yet reached the point of in­
. dustrial development at which it may be characterized 
. as an "industrial" nation. As late as the economic year 
! 19Z5-z6 the value of industrial production was only 
i 37·9 percent of the total value of the output of indus­
! try and ~griculture combined. 

The country is, therefore, still chiefly agricultural. 
,Industrially it ranks among the "backward" nations. 
'There is a consequent disparity between the price levels 
t of agricultural and of manufactured products. 

There are two economic answers to this lack of adjust­
nment between farm and factory. One is to increase 
rlthe efficiency of farm production, thus decreasing pro­
; duction costs. The other answer is to employ mass 
~production methods, decrease costs and decrease prices 
!lof manufactured goods. r An increase in the production of State industry, at 
rreduced costs, is and will long continue to be a prime 
l.Eaetcr in the creation of proper relations between urban 
.and rural Soviet life, Ind it also constitutes one of the 
. prime factors in the task of socialist construction. It 

laS therefore become a basic task of the new social order 
• .0 the Soviet U ruon to improve industrial methods and 
<0 increase OUtpUL While tremendous efforts are 
)xpended upon agricultural improvement, it is the policy 

, :'f the U ruon to make even greater efforts in the direc­
S9 
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cion of industrial, developmenr. It is essential for tlie 
Soviet Union that it become industrialized as rapidly 
as poS$.ible and that it produce greater quantities of 
manufactured products--with the minimum expendi­
ture of labor power and at reduced costs. 

The progress made in these directions has been one 
of the outstanding achievements of the Soviet Union; 
Since I92I the industry of the Union has increased its 
output more than :five-fold. Without exception every 
branch has advanced with amazing rapidiry. At first 
this development took the form of ~ "Process of Res~ 
toration" and occupied itself chiefly with restoring and 
reopening existing factories and works. At the present 
time this corner has been turned and energy is being 
concentrated upon the creation of new plants, new fae:. 
tories and new industrial units. 

The World War dealt an exceptionally severe blow< 
to pre-revolutionary Russian industry. Russia depended 
upnn impnrtation for raw materials and for the replac ... 
ment of machinery and spare parts. The effects of the 
German blockade and the mobilization of large num ... 
hers of skilled Russian workers prove.<! disastrous. Capi­
tal seeking investment was attracted by the tremendo~ 
war profits and thus diverted to the war industries. 
Machinery in other plants was not renewed and thl! 
levels of production were reduced. At the time of the 
Novem6er Revolution stocks of fuel and raw materials 
were exhausted; machinery was out of date and dilapi 
dated; skilled workers were scarce; and production, q 
well ,as productive capacity, had shrunken to a fraction 
of its former proportions. 

After the November Revolution the Soviet Goveru~ 
ment secured posseS$.ion of a shattered and dilapidated 
industrial machine.. It was this industrial machine 
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which the Soviet leaders tried to communalize. On 
November 14. 1917, "Workers' Cqntrol" was decreed 
and nationalization of all the factories declared.. The 
Government shouldered complete responsibility for the 
provisioning of the population, for the creation of a 
harmonious relation between city and country. and for 
a mutual exchange of the industrial product of the 
proletariat for the food raised by the peasantty. . 
i Soon the march of events compelled the Soviet Gov­
:ernmeot to abandon the industrial policy which it had 
,boped to pursue. Between the early months of 1918 
'!l1ld the latter part of 19~O the successive periods af 
,intervention and civil war made it necessary for the 
,30vernm~nt to concentrate upon militaty defense. 
,u,dustry was militarized. centralized. and directed pri­
marily toward the production of war materials. This 
roeriod was described by the Soviet leaders as the stage 
l;,f "Military Communism." It was the only economic 
~neans of successfully prosecutiog the war operations. I i Under the Military Communism the larger industrial 
Imdertakings were nationalized by the Soviet authon­
jes. By November, 1920, 4.547 industrial undertak­
ngs, about 65 percent of the whole number, had been 
,1Otionalized. The smaller establishments remained in 
be hands of their former owners. 
, Under the regime of Military Communism all indus­
, was controlled by the Supreme Economic Council 
. vhich was charged with the task of adapting industry 
~3 war-time needs. Subordinate to the Council were 
"fty-nine Central Administrations or "Head Centers," 

. ; ch administering a separate branch of industry and 
.1 tum uniting the various branches of industry. Thus 

. ' ere were head centers of the chemical industries, paper 
Idustry. coal industry, leather industry, and so on. 
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The direct management of the individual plants was' 
given over to revolutionary committees of the factory 
workers. 

The entire output of each section of industry, after 
making deductions for the needs of the workers engaged 
in it and for the payment of wages in kind, was turned 
over to the State for distribution. The State, in turn, 
furnished to the establishment its supplies of raw mate­
ria\, fuel and the amount of paper money which it 
required for the payment of the monetary portion of 
the workers' wages. . 

Industrial products were distributed to the people 
by means of ration cards. Accounts between various 
branches of industry were also settled without money 
through an elaborate system of bookkeeping and ac­
counting. All trading was done by direct barter, and 
the buying and seIling of commodities was strictly for­
bidden by law. 
. While this form of industrial organization carried 
the Soviet Republic successfully through a series of civil 
and foreign wars, it was unsuited to peace conditions. 
Handicraft industry, with its selling agency, the village 
market or fair, was the source from which many peas­
ants drew considerable income and upon which they 
depended for their supplies of various kinds of goods. 
When private trade was outlawed this village economy 
was disrupted and no machinery was put in its place. 
Ind~trial concentration upon war production; the 
blockade; war destruction: the lack of machines and 
parts; the loss of skilled workers; the depreciation o£ 
the paper money-n played their part in reducing the 
supplies of raw materials, fuel and foodstuffs. By I9'0~ 
industrial production in the Soviet Republic was in a 

. state of paralysis. • 
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Compared to 191} the total output of industry 'Was 
reduced, in 19~0, to between IS and ~o percent of its 
former volume. The production of coal fell to ~ightly 
over :.6 percent of its pre-war level; iron ore to 1 Y. 
percent; pig iron output dropped to less than 3 percent; 
cotton spinning went down to S percent, while the pro­
duction of oll was about 4~ percent; sugar manufacture 
less than 6 percent; chemicals about 5 percent; foqt­
:wear, II percent; etc. With the termination of hos­
tilities at the end of 19:'0 the Soviet Union 'Was faced 
not only with a transition from war to peace-time con­
ditions but also with the necessiry of general industrial 
reconstruction. 

Soviet leaders, urged on by Lenin, announced the 
"New Economic Policy" in the spring of 19~1. On 
the basis of the three years of experience, a general 
change was made in the organization and management 
of industry. In addition to reorganizing the large 
branches, the small and home handicraft (Koustar) in­
dustries were restored their freedom of action and were 
encouraged by the Government. Present-day indus-' 
trial organization in the Soviet Union dates from the 
inauguration of the New Economic Policy. 

The present management of industry is based upon 
· industrial State trusts and syndicates which have been 
· organized upon commercial principles and have been 
· detached from the State budget. Subsidies from the 
budget are granted only to certain essential or new 
industries which are not yet ready to be put upon a 
commercial footing and are therefore run parcially at 
the expense of the State. Industries showing a surplus 
contribute a percentage of this surp! us to the State 
budget. The administration of the entire industrial 
apparatus is vested in the Supreme Economical Councll 
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which regulates and coordinates the whole of the State 
industry of the Union and lays down a general plan 
for the entire network of nationalized fa<:tories and 
works. 
" Since the adoption of the New Economic Policy the 
basic organization of industrial undertakings has been 
the so-called "Trust." Trusts, in Russia, are State organ­
izations formed for the efficient management of industry 
upon a self-supporting basis. Their role in the national 
economy of the Union is "the exttemely important one 
af scientifically organizing production and placing the. 
output upon the market as cheaply as possible. 

The Trust is a combination of separate factories or 
undertakings belonging to the State in the same or 
related branches of industry. The legal basis of the 
Trusts is a decree of the Council of People's Commissars.' 
dated April 10, 1923, concerniog "State Industrial 
Undertakings Working on a Commercial Basis." The 
:first article of this decree ddines trusts as "State 
industrial undertakings, authorized by the Government 
to carry out their operations independendy, in accor­
dance with a special charter granted to each, and work­
ing on a commercial basis with the aim of acquiring 
profits." The same paragraph declares that the State 
treasury is not responsible for liabilities incurred by 
these trusts. 

Paragraph V of this same decree makes the important 
provision that "No state institution or enterprise has 
the right to take from the Trust its property or articles 
produced by the Trust, except by agreement with the 
Trust." Furthermore, Article n of the Civil Code 
provides that nationalized buildings may not be sold 
to meet any debts incurred by the trusts and Article 28 
provides against the sale of any of • trust's assets, except 



INDUSTRY 

with the sanction of the Supreme Economic Council. 
These provisions insure the trusrs against seizure, con­
fiscation or requisitions by the Government; they give 
them a particularly independent commercial standing, 
and place them in a strong position as against creditors. 

A State trust may finance its operations through the 
contraction of short-term obligations with banks or 
other credit institutions. This it does upon the same 
basis as private borrowers. Before it .hay undertake 
the contraction of long-term obligations in the form of 
bond issues, the sanction of the Supreme Economic 
Council is necessary. But this consent once given, the 
State is not in any way responsible for the repayment 
either elf interest or of principal. These must be met 
out of the profirs of the industry itself. The trust is, 
therefore, a convenient means by which the State can 
organize, operate and control industrial production and, 
at the same time, require each establishment to pay-its 
own way without obligations on the part of the State 
Treasury. 

Although the principle of "earning profits" is incor­
porated in the decree establishing the trusts, various 
other articles considerably modify the force of this 
principle. Article 48, for example, requires that they 
register all of their transactions. Article 50 obliga~ 
them, when selling their producrs, to give preference 
to the State trading organizations and to the cooperative 
societies. But the greatest curb upon unbridled profit­
making and the pursuit of profit rather than of social 
objectives is a regulation concerning prices. The trusts 
do not possess the' right of fixing the prices of the 
articles which they produce. This is done for nearly all 
commodities by the People'. Commissariat for Trade. 

Since 1914 there has been a goods f.mine in the Soviet 
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Union. Many lines; such as rubber goods, textiles. 
machinery, etc. could not be supplied by the factories 
as fast as they were demanded by the consumers. It 
was impossible to increase imports since they were being 
restricted to the volume of exports. During this period 
it would have been extremely easy to sell the industrial 
output in the immediate vicinity of the factories and 
1:0 raise prices on many lines. It is very significant, 
however, that throughout the entire period of critical 
economic reorganization plans have been worked out 
and executed for the equitable distribution of goods 
through the Union and that the prices of commodities 
have been steadily lowered. 

Trusts are organized according to either the "vertical" 
or "horizontal" principle of industrial organization. 
:rhus 1;he sugar trust, with sugar factories. sugar beet 
plantations, selecrion stations, fertilizer factories. etc., 
has unde .. its control all of the separate processes from 
raw material to finished product. Other trusts are 
mere convenient geographic groupings of industrial 
combinations. Thus there are fifteen localized wood 
trusts. Certain trusts, such as the "Donugol" coal trust 
and "Yugostal" merallurgicaI trusts are nation-wide 
in their activities and importance, though they do not 
possess a monopoly. The rubber trust, on the other 
hand, holds a monopoly of the entire national field. 

The last official report on the organization and activi­
ties of the trusts date& back more than two years. At 
that time they included 88 percent of the nationalized 
industries of the entire Union. There were 480 trusts 
and these had jurisdiction over 4,000 independent indus­
trial organizations. The Soviet authorities are well sat­
isfied with the trust form of organization. Experience 
has shown that the trust form gives to each individual 
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establishment sufficient independence and power to 
finance and to conduct its own affairs, and, at the same 
time, it permits of general direction from above, of 
economy and efficiency. 

The trusts are in tur.n united into "Syndicates" which 
combine the financial' and commercial activities of the 
separate trustified units of industry. The syndicates 
are amalgamations upon a national scale of the trusts 
engaged in each industry. The salt syndicate, for ex­
ample, controls all of the sales of ten State trusts which 
together produce about lIo percent of the total amount 
of salt consumed in the Soviet Union. All syndicates 
are under the direct authority of the Supreme Economic 
CounciU 

Syndicates are organized on the principle of large 
scale centralization for the purpose of reducing com, 
mercial expenses. The syndicates act as intermediaries 
between the trusts and the market; they open stores 
for the retail trade. They exercise the following regu-
lative functions: ' 

(I) Survey of the market; observation of trade 
conditions; gathering of orders; and the dis­
tribution of these orders among the various 
trusts according to the producing capacity 
of each. 

(z) The fixing of conditions for the sale of 
commodities and the regulation of prices, 
in collaboration with the Commissariat for 
Trade. 

'(3) Centralized purchase and distribution. of 
raw rnateriaLk 

'(4) The fixing of standards and grades of com­
modities. 
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(s) The establishment of purchasing and selling 
agencies. 

Trusts which are members of the syndicates thus 
turn over their products to the selling agencies of the 
syndicates. There are. at the present time, twenty syn­
dicates. These embrace all of the major industries such 
as oll, mining, textlle, leather, tobacco, etc., but not .all 
of the trusts. Small trusts, or those of a local char­
acter, do not, as a general rule, belong to the syndicates. 

The general management and regulation of the entire 
system of State industries is vested in the Supreme Ec0-
nomic Council. This body is the Commissariat for 
'Industry and the administrative center which superin­
tend. matters concerning industrial production. The 
same plan is followed in the six republics composing the 
Soviet Union, each of which has its own Supreme Eco­
nomic Connell. The State industries are therefore 

_ divided into three groups: (I) those of the whole 
Union (large-scale industries); (:o) those under the 
jurisdiction of the individual Republics (medium-sized 
industries); (3) the small local industries which belong 
to the municipalities and are under local administration. 

The trusts and syndicates conduct all of the operative 
functions and are directly responsible for production 
and for trade. The Supreme Economic Council is con­
cerned chiefly with regulation. 

In addition to these forms of nationalized industry, 
the New Economic Policy makes provision for private 
industrial enterprises within well-regulated and clearly 
defined limits. These take the form of "concessious," 
"leases," "mixed companies," and small-scale private 
establishments. 

The concessions are a means of attracting private 
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capital to assist in the industrial development of the 
country. They are contracts between the Soviet Gov­
ernment and the concessionaire. The latter agrees to 
invest minimum sums of capital which upon the expira­
tion of the concession, usually ranging for a period of 
between 25 and 50 years, revert to the government. The 
concession-holder must personally exploit his conces­
sion under pain of invalidation; he must pay specified 
royalties each year to the government, and he may 
neither sell, lease nor mortgage the property which he 
is exploiting. The Soviet Government has been ex­
tremely stringent about awarding concessions and to 
date has approved less than 150 applications to operate. 
in the £eld. Although, therefore, the government is 
willing on principle to grant these private concessions 
under certain conditions, their number and extent is 
as yet insignificant. 

The Supreme Economic Council may also lease .to 
cooperative societies, companies and private individual$ 
enterprises under its jurisdiction which, for on~reaSon: 
or another, it does not see fit, or feel competent, to 
administer directly. Leases, however, are for shor~r 
periods than the concessions and have not, in general} 
proven attractive to private capital. 

"Mixed Companies" are operated jointly by the gov­
ernment and private individuals. As a general rule the 
government supplies the land, buildings and equipment 
which it has at its disposal, while the private individ­
uals advance the capital necessary to conduct operations. 
The State retains title to its property, receiving its divi­
dends in the form of rent. Both groups appoint repre­
sentatives who cooperate in the management of the 
~nterprise. 

The special concession or leasing agreement is neces-
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sary 'only in the case of the larger enterprises. By a 
decree of the Central Executive Committee, dated July 
7, 19u, any citizen of the Union who bas attained the 
age of 18 years may engage at will in home industries 
or in small enterprises in the industrial field. A small 
industry is defined as one employing not more than zo 
workers and clerks. Private undertakings engaging 
more than 20 persons, but not more than lOa, may also 
operate under special permission from the local authori­
ties. No one operating a small industry on a private 
basis may engage in more than one enterprise. 

Among the private undertakings the government has 
been giving special encouragement to the koustar or 

,peasant, small-scale handicraft industries which are to 
be found all over Russia. In the winter, when there is 
no work upon the farms, the peasant occupies his time 

. .carving. wooden spoons, bowls, and the like. The 
. w~e", weave ~ upon hand looms, make beautiful 
forms of pottery, etc. 

The government now realizes that the peasant is in 
a position to make important contributions to the Soviet 
. economy and is helping him to put upon the market 
the masses of goods which he is able to produce. It 
also strives to unite the peasants in handicraft coopera­
tives and in this manner draw them into the system of 
planned Socialist construction. The handicraft artisan 
is therefore granted special tax-reduction privileges and 
State organs render every possible assistance to the 
handicraft cooperatives in the way of supplying raw! 
materials and facilitating credit operations. The expon; 
of handicraft goods, which was begun by the Commis~ 
sariat for Trade in 1924, is steadily mounting upwards 
and has increased by over six times since 19:14. A special 
company bas been formed to develop exports. It will 
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embrace all of the important handicraft organizations 
in the R. S. F. S. R.* ' 

Immediately after the adoption of the New Economic 
Policy, the output of virtually every branch of Russian 
industry began to show gains. In 1911 production 
stood at between 1) and 20 percent of the pre-war 
capacity. This was the lowest point of ebb. During 
the early months of 1927 nearly all fields attained their 
pre-war proportions. In certain industries the 1913 

level has long been passed. The electro-technical indus­
try, for example, now triples its output of the pre-war 
peri~ . 

The light industries such as textiles, leather, sugar, 
etc., which work for the satisfaction of the needs of the 
small individual consumer, were the first to revive. By 
1924-25, however, a decided upward trend also became 
noticeable in the heavy industries, such as coal, iron. 
building materials and the like. At the present time 
industrial expansion is proceeding alike in the heavy as 
well as the light forms of industrial production. . 

There has been a very perceptible increase during the 
, last economic year in the amount of raw materials avail­
able for the Russian factories. The total crop of cotton 
rose from 6'366 million poods in 1924-25 to 10.1 million 
poods in 1915-26. The flax crop increased during the 
same time from 11.6 million poods to 14.4 millinn poods. 
The area under sugar beet cultivation advanced from 
297,000 to 439,000 dessiatines and the crop from :1.7 to 
'76 million centners.t 

Side by side with the increasing supplies of raw ma­
terials is the increase in fuel output. Aside from the iron 

• The Rtlssian Socialist Federated Soviet R.e,publie. tbe largest: and. most 
Important of the .. ix Constituent Republics wb~ together compriM tho 
Soviet Union. 

t 1 centner = 110.23 lbs. 
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anC! steel industry, ~hich had almost ceased to exist 
during the period of the counter-revolution and inter­
vention, no great branch of Russian industry suffered 
as badly as did coal mining. By '9"4-25 the production 
of this commodity was still so far below the needs of 
industry thaI: the government recognized the need of 
taking special measures to force up the coal output. In 
the budget for 19"5-:>6, therefore, special provision was 
made for financing the coal industry and 47 million 
roubles were set aside for this purpose. Coal cutting 
machines and other improvements were introduced dur­
ing the year upon a large scale with the result that the 
output of coal rose from 16 million tons in 19"4-35 to 
"4.3 million tons in 1935-,,6, an increase of more than 
50 percent. 

The output of oil has also taken a tremendous bound 
forward. In 19"4-% 5 the total output of this commod­
ity was 6.9 million tons. In 1935-,,6, due to the instal­
lation of more scientific methods, production rose to 
8.2 million tons. 
, In addition to these favorable developments in the 
production of raw materials and of fuel, the government 
investments of capital in industry also increased as com­
pared with previous years. The total new investments 
in industry in 19%5-36 amounted to 779.3 million 
roubles as compared with 339.5 million roubles in 191.4..) 
35 and 1.45.3 million roubles in 191.3-%4.' 

Thanks to these factors, most classes of industry 'P1 
proximated their pre-war productive standards by the! 
end of the economic year 19%5-1.6 (which ended 0111 

September 30, 191.6) and regained their old level during 
the first and second quarters of 191.7. The growth of 
output in the principal branches for the last five com 
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plete economic years, as compared with their pre-war 
output, has been as follows " 

(T_ ... ,fnU) 19 1} 19~1-1,t Ij2Z-.zJ 192}-%4 z9%4-.2J %92 1-26 

Coal ........... ,. ..... _ .. .:.8.771 ,.6JI: n.68r d.os' 16.08].$ 2 ... ~a.9 
Oil ............. , ........ ,. ,~'I6 4.J2.2a:f 1,21's '~70 6,,60.6 a~oJ 
Smelting of cut 

iron ............•.. _ ... 4.2 07 171.6 ,00 'U I~2.'':' ~~l'" 
Martin Sted ............ 40%.47 )16.1 ,.. .. ' 1.861 ~891 " 
Rolled Iron .. ,. ........ ;.5°9 2$0.6 417 • •• 1~190 2,117 ,. 
Portland Cement _. I,na·T PO data IBo.1 JS4.1. 7 16'4 1,.2.8, 

(Million Mdn.s) 
Cotton Fabric.t ...... '0' SS,·' B12.2 IA99 ",,1 
Woolen Fabtia ','_' .n., 21 09 28., 47·3 .... 
Linen Filbria .......•.. )8.& 77·1. %06.1 1)4.1 161.". 

The Ioulk of this production has come from the plants 
which have been socialized. If the total values of all 
commodities be calculated in terms of pre-war roubles, 
in order to avoid the influence of the changed money 
values, the exact proportion of production contributed 
by each social and economic category has heed as shown 
in the table on the following page! . 

It can be seen from these figures that while in absolute 
values private production has expanded between 1923-
:14 and 19:15-26 from 84:1 to 1,252 million roubles, the 
proportions of its participation in the total production 
of the country have dropped, during these three years, 
from :14.6 percent to 18 percent. State production, 
moreover, is concentrated in the heavy, large-scale and 
essential industries; while private production finds its 
greatest field in the small and handicraft sections. 

These figuIes further reveal that in 1924-25 industrial 
production exceeded that of the previous year by nearly 
48 percent, while production for 192.5-:16 again ad­
vanced over 19:14-:15 by 37 percent. During the current 
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(Million Pre--"War lloubla) 
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1'''S-26 ................ , .... r.l09 >4 hBJ ·.1 9' HS 
1926-27 (forecast) ... 6,09; ,. 6,ll,t '7' O· 37} 

(Mallon P .... War Roubl .. ) 

YEA>. PaIVATEAND 
TOTAl. IND'Ul'l1Y 

CONCESSIONS 

~ ~ 

... ~ II ~.S 
~ 

•.. 
~ "' .... ~ ",-" ~ ~ ~ ::- . ~ 
.3 ~ ,:j £:x: a .,:x: M 

19.13 .. ~········ .. •••• .. ••·· ,,6 10' -.. ~ 
:1,6%7 7'7 )0-+ 14 

1$12;4-2 ; .................... ,67 '70 1.°46 4006 .1 979 '..040 
l'zS-2.6 .................... '4' J,Oll 1,2:5" s.797 I,U.' 6.92.} 
19.26-.27 (forecan) .. '70 1,091 1,1 61 6,640 1~2J 'f 7.8U 

economic year the rate of advance planned for is about 
u percent." 

These figures take on additional significance when 
they are compared with the tempo of industrial develop­
ment in pre-war Russia and with some of the major 

.industrial countries of the west. Between the years 1900 
and 1913. the average annual increase of production in 
Russia amounted to 3.87 percent and during the most 
favorable pre-war years (1908- I 9 I 3) the increase av-

., lust •• this Vf)lume 1'09 to press. there appears in the De'W$papeu aD 
Associaled Prcsa dispatch hom Mosrow indicating that the output of RUS!Iian 
industry for 1921·28 is to be greater tban tbat of 19-26-21 by 115 mitJion 
roubles. The. same account cites aeveral major branche. of industry at 
passing tbeir prc-war level. of output; ct .• Tn. NftII York TUM". AUi'. 2S. 
1927,~. 6. 



INDUSTRY 

eraged 6.S percent. In the United States the aVedge 
annual increase between 1899 and 1913 amounted-to 
3'S percent; in England between 1905 and 1913 to only 
~ercent. In France between 1898 and 1913 the 
annual increase was 3.35 percent. 

Soviet Russia has made production advances of over 
40 percent in a single year and her plans provide for 
regular annual increases of 10 percent by about 1930. 
Her phenomenal annual increases have been in large 
part due to the existence of unused reserves of factory 
equipment which had not previously been _ t'J.rned to 

account. However, at the present time such reserves 
have been almost exhausted. In spite of this fact- the 
Soviet-1Jnion is able to plan for a u percent increase ~ 
in the rate of production during 19z6-:Q and for 10 
percent annual increases thereafter. Therefore, notwith­
standing her general technical backwardness, the Soviet 
Union is able to advance, industrially, at a pace greater 
than that which any capitalist country has been able 
to reach. 

Although the level of industry as expressed by the 
value and the volume of its output has increased five­
fold since 19ZX, the first year of the "rebuilding process," 
the labor force required to make this advance has not 
quite doubled. In 19ZX-ZZ the numher of workers em­
ployed in factory industry was 1.143 xnillion. In 1925-
26 the force numbered 1.42.2. xnillion. 

In general, therefore, production growth has been due 
to increased Jabor productivity rather than to the in­
crease in the number of workers. Fixing the index for 
192.I-U at loa, the development of the productivity 
of labor has heen as follows: 19.12-.13, 126'9; 19.13-24, 
146.4; I9'4-15. 107; 1915-%6,231.6. No month passes 
but that the daily output per worker steadily advances. 
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The following table for the first eight months of the 
economic year I9i5-~6 is illustrative of the tempo of 
this increase: 

Average daily output 
per workr 

I9~5-26 (pre-war roubles) 
October .. ...... ... .................... ........... 5.79 
November ...................................... 5.91 
December ...................................... 6.05 
January .... .......... ............... .......... ... 6.06 
February ................................. ,...... 6. 3 I 
Marth ............................................ 6,37 
Apro .............................................. 6.46 
May ................................................ 6'5~ 

Such increases of output are ordinwy followed by an 
increase in real wages for the workers. These increases 
amounted to over 300 percent in the period between 
19ZZ and 19~6. 

The Soviet Government realizes that one of the basic 
factors in still further increasing labor productivity and 
developing the whole economic life of the country lies in 
a proper power system. Motive power is a prime factor 
in every branch of industry, and an elaborate and pur­
poseful program of electrification therefore plays a most 
inIportant role in the campaign of the Soviet authori­
ties to further industrialize the country. 

The original scheme of electrification was worked out 
under the inImediate guidance of Lenin. In 1918 when 
Russia was cut off from her two main sources of fuel 
(Baku and the Don Basin) the Central Electrical Coun­
cil was formed for the purpose of promoting electrical 
development. 

In spite of the economic difliculties under which she 
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labored during that period, it was decided to proceed 
with the construction of the Volkhov electrical station; 
two new district stations, Kashim and Shatura were 
authorized; and it was decided to resume operations on 
a power station near Petrograd (the fonner Utkin 
Zavod) and to build a new station near Ivanovo­
Voznessensk, both of the latter based on peat fuel. 

In 1920, also at the initiative of Lenin, another spe­
cial commission bearing the name of "State Commission 
for the Electrification of Russia," was formed under the 
chairmanship of an engineer, G. M. Krzyzanowski. This 
commission was charged with the task of working out 
plans for the electrification of the entire country. -

Sind then the electrification of the country has pro­
ceeded very rapidly as compared with the pre-war days. 
The more industry develops, the greater becomes its 
power requirements. Before the Revolution the total 
capacity of Russian electrical power stations was 394,000 
kilowatts. By October [, [926, their capacity was [>452,-
000 kilowatts,' in spite of which the country experi­
enced a power shortage. In addition, there were under 
construction stations with a combined. capacity of 
35,000 kilowatts. Plans for the next five years provide 
for the building of new stations and extending those 
now operating by 1,278,000 kilowatts. According to 

these plans the total electrical generating capacity of the 
Soviet Union will amount to over 2,700,000 kilowatts 
by 19P. 

These electrification plans aim to utilize all of the 
large natural resources of the country, such as peat de­
posits, oil shale, low grade coal and waterpower. Most 
of the new stations are planned in the vicinity of this 
natural energy. Many of the stations are erected in 
places where inferior fuels or waste material, such as 



, 
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coal dust, peat and wood waste are available on the 
spot as fuel for generating purposes but would not 
otherwise be worth their carriage to any distance. 

Under the stimulus of all these factors, Russian in­
dustry is not only working without a deficit but is 
already showing profit. During the economic year 
19~5-~6 these profits amounted to approximately 442. 
million roubles. 

When industry began to work it was not even in a 
position to finance purchases of raw materials. Equip­
ment was worn out, stocks were diminished and other; 
.branches of the national economy were compelled to 
support the industrial establishments. By 19~3-~4. 
however. industrial profits totalled about 105 million 
roubles; in the year IJ/%4-%5 they jumped to 305 million 
roubles; and in 19%5-%6 they again advanced to an 
amount variously estimated in the preliminary data at 
between 44% and 475 million roubles. 

Although certain of the large scale. heavy industries 
still require grants from the budget, industry as a whole 
is no longer a burden to the State budget. By IJ/~3-24> 
budgetary expenditures and revenues had almost bal­
anced. During 1924-~S and 1925-~6 industries as a 
whole turned back to the treasury more than they re- , 
ceived from it. In the first of these two years this favor-
able balance amounted to 33-4 million roubles and in the 

, second it was ~7.1 million roubles. At the same time 
most of the subsidies granted from the budget are given 
in the form of repayable loans rather than as non­
returnable grants. The govetiunent, therefore. takes 
capital from the light industries which are able to return ' 
large profits and lends portions of it to the heavier 
branches which require large investments of fresh capital 
and whose rate of recovery is therefore not quite so 
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rapid. The most profitable branches thus far have been 
the rubber industry, the sugar industry, and the pro­
duction of petroleum. The least profitable branches, or 
those which have shown a loss, are the various branches 
of the metal industry and coal mining. 

According to law and established custom; the profits 
of the State industries are distributed roughly as follows: 

Forty percent of the total profits are allocated 
to the State or the local budget, depending upon 
whether the particular industry is run by the 
Union, by one of the Republics or by a munici- '. 
palitf· 

Ten percent is paid to the treasury as income tax 

(8 percent of the profit is the amount paid to the 
State budget and a supplementary ~ percent goes 
to the local budget). 

Twenty percent of the profit goes into a reserve 
fund. This fund is established for the purpose of 
enlarging the enterprise, writiog off subsequent loss­
es, etc. It requires the permission of the Supreme 
Economic Council before these reserves may be 
drawn upon. ,The industry is required to invest 60 
percent of the amount of this capital fund in inter­
est-bearing State bonds. Upon these bonds the 
enterprise receives from the State 8 percent interest 
per year. 

A minimum of 10 percent of the profits must 
be deposited by the enterprise in a fund for the im­
provement of the standard of living of the workers 
of the particular factory. Three-fourths of this 
amount is devoted to the erection of dwellings for 
the workers; the remainder is expended upon van-
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ous other activities connected with raising the cul­
tural level of the workers. 

The remaining portion of the pront is as a general 
rule left for disposal as the enterprise may see fit. It 
is usually devoted to constructive purposes, increas­
ing capital, and so on. 

Almost six years have now passed since industry in 
Russia has been organized in its present form. Fr,?m 
that time until the present, hardly a. month has passed 
without showing substantial increases in industrial. pro­
duction. 

By 1927 the process of restoring pre-war industry has 
been practically completed. This stage, which may be 
characterized as one of "restoration," is being left 
behind. Wark is now being commenced upon a new 
industrial structure which the Russians describe as the 
step forward which puts them well on the road of con­
structive Socialism. Improvement in the technique of 
production, the equipment of industry with modern 
machinery and the erection of new factories and works 
are the tools through which the Russians seek to achieve 
the ends which they have in view. 



CHAPTER VII 

TRANSPORT AND COMMUNICATION 

IN a vast and almost undeveloped country such as the 
Soviet Union, agricultural and industrial revival, as well 
as 'the development of every branch of the national 
economy, are dependent to an extraordinary degree 
upon the country'. facilities for transport and communi­
cations .... Without sufficient transport and communica­
tions, in fact, most economic problems are insoluble. 

The Soviet Union spans two continents •• Across these 
an extensive and efficient network of rail and water 
transport are the sine qlUl non of the fulfillment of the 
objectives of the Soviet economic administration. If me 
Union is to be successfully developed and industrialized, 
raw materials must be transported thousands of rolles 
from me out-lying regions to the manufacturing cen­
ters. Cotton must be transported to me industrial 
regions from Turkestan, petroleum from Baku, coal 
from the Donetz Basin, etc. Foreign trade, of course, 
involves the maintenance of an efficient merchant 
marine, or the alternative of paying huge tribute to 
foreign carriers. 

Under the rule of the Czar, every branch of Russian 
transport was underdeveloped and inefficient. The most 
important of all, railways, was given attention which 
might almost be called negligible in comparison with 
the needs of the country. The total length of line in 

8I 
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1913 was 63,700 versts," about one-twelfth the average 
trackage per square mile in the United States. There 
were only 500,000 freight cars in the whole empire, of 
which only 9.1 percent were in use, and only 3003.14 
passenger cars. Moreover, many of the lines were merely 
tracks, not finished roads, while the rolling stock was' 
not even comparable in quality or capacity with that of 
other western countries. Canada, for example, had 
under 40 percent as many freight cars as Russia, but 
their total freight carrying capacity was only slightly 
less than the capacity of all of the cars in the Russian 
empire. 

About the same state of affairs held in the Russian 
merchant marine. In I9U she had only 500 thousand 
tons, whereas even Spain had 750 thousand tons, Italy 
674 thousand tons and Sweden 651 thousand t0119-"ilot 
to mention great powers such as England, Germany, the 
United States arid Japan. In 1913 only 7.5 percent of 
the sea-freight carried to and from Russia was carried ; 
under the Russian flag.' 

Although Russia holds first place in the world in the 
length of her navigable inland waters, almost nothing 
had been done for their improvement. The average 
annual expenditure between 1909-1 7 upon the whole 
system of inland waterways was only about $4,000,000. 
Upon the rivers of Siberia only about $%5,000 annually 
Was spent during the same years. At the same time that 
Russia was spending $I 50 per mile on the river Don, 
$1,100 per mile on the Dnieper and $1,400 on the 
Volga, Germany was spending $10,4°0 per mile on the 
Rhine and France about $14,000 on the Rhone. Less 
than 4 percent of the navigable inland waters were 

• 1 Vent = ~ mile. Over 9,000 venti of thi. lino was in territory JlOt 
now a part of ·the Soviet Union.. 
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improved. There were only 550 miles of canals, and 
the appropriations of the government were not suffi­
cient to keep even these in a state of good repair. 

As a result of these conditions, about 100 million 
roubles annually was paid to the foreign carriers who 
handled Russia's seaborne trade. Moreover, coal had to 
be imported into a country which was itself very rich in 
coal, because of defective transport facilities. For the 
same reason gold mining was both difficult and ex­
pensive; food was expensive in Moscow and cheap in 
Siberia; particularly in Turkestan and Siberia, vast 
stretches of arable land lay idle and many other natural 
resources could not be utilized because transport facil­
ities we1-e deficient. On every side economic develop­
ment was handicapped by the state of the railways and 
water transport. 

The War subjected this feeble transport system to a 
strain under which it was bound eventually to collapse. 
Although 10,000 versts of new constrUction was effected 
during the war, both the service and the equipment de­
teriorated steadily and breakdowns were not infrequent. 
Between the war, revolution, counter-revolution and 
the intervention, the system was reduced to ruin. By 
1917 a quarter of the locomotives had broken down. 
Operation of railways was possible over only P,500 

versts of line, which fen again in 1915 to :LO,OOO versts 
and to 9,000 versts in 1919. During the Civil War 
14,000 versts of line fen within the sphere of the war, 
of which only about 16,000 versts escaped complete 
destruction. Three thousand six hundred and seventy­
two bridges were destroyed, as well as 1,500 depots and 
9S0 Water supply stations. About 80,000 versts of tele­
graph lines were damaged and almost 15,000 telephone 
and telegraph instruments were destroyed or carried off 
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by the "whites." About twa-thirds of the eogines and a 
quarter of the trucks were damaged or destroyed! 

Conditions of sea transport were as bad. The "whites" 
sank, burned or carried off whatever they could lay 
hands upon. Nine hundred river boats and 12,500 sail­
ing vessels, barges, etc., were thus destroyed. More than 
half of the sea-going tonnage was also lost. By the end 
of 1921 the mercantile marine of the Black Sea and Sea 
of Azov consisted of only 60 badly battered ships having 
a total tonnage of n,599 tons. In 1913 the freight car­
ried by Russian ships was .,096 million poods. In 1921 
it was "4 million poods.' 

These ligures furnish an idea of the task which faced 
the Soviet Government wheo the termination of hos­
tilities gave it a breathing spell and the opportunity to 
begin constructive economic activity. As early as 19%0, 
a year before the intervention ended, the task of trans­
port reconstruction was commenced. The slogan "Evety­
thing for transport," was raised and both the govern­
ment and the entire population concentrated upon 
this aspect of the national economy. By straining 
all of its resources, the Soviet Governmeot, to date, has 
not only repaired a considerable proportion of that 
which was damaged and replaced much that was de­
stroyed, but, particularly in rail transport, has surpassed 
the pre-war levels. 

As now organized, all forms of transport fall under 
the direct jurisdiction of the Commissariat for Ways 
and Communications, with the exception of the Dom­
broflot (Volunteer Air Company) which is subject to 
the joint supervision of the Commissariats for Ways and 
Communications and for Foreign Affairs, and a section 
of the sea-going shipping, the administration of which is 
divided between the Commissariat for Ways and Com-
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munications and the Commissariat for Home and 
Foreign Trade. The Commissariat for Ways and Com­
munications has four administrative and executive de­
partments: (1) Railway Transport; (z) Internal Water 
Transport; (3) Marine Transport; and (4) Local Trans­
port (highways, motor transport, etc.). 

Since the year of the Revolution, new railway con­
struction in Russia has been completed as follows'; 

Year Miles Year Mil .. 
1918 320 19z3 143 
1919 8)5 19%4 S46 
19z0 7H 192 5 186 
~9H 3u 1926 - 856 
19n 2H 

During the last three years 3,259 miles of railways 
have been under construction. Of this 1,588 have 
already been placed in operation: The mileage now in 
service exceeds the pre-war figure. Altogether, new 
construction, which is planned -for the future at a rate ,­
of over 1,200 miles per year, includes eight railways 
which are about ready to be placed in operation and 
twenty-two that are in varmus stages of construction. 

During 1925-26 approximately 9%,800 million ton­
kilometers" of goods were transported across Soviet 
Railways. Transport of the principal agricultural and 
food products and fuel increased by 41 percent over 
1923-%+ During 1926-%7. it is estimated that the goods 
transported will aggregate 10Z,OOO million ton-kilom­
eters, an increase of about 10 percent over 19%5-26 and 
98,9 percent of the amount carried in 1913' 

The People's Commissariat for Transport has also 
• A toa-1n1omdcr siplitiea one ton of aooda ttaMpOrted .. ldlometer. 
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issued the following figures. illustrative of the growth of 
freight turnover since the adoption of the New Eco­
nomic Policy": 

Average Daily % ReltJiron 
Year Freight-Car Loadings to 1921-22 

19u -aa •••••••• H •••••••••• 9.59° 100 
192a-a :; .................... 11,71 2: 12% 

192:;-2'" .................... 13.5 17 1",1 
192",-25 .................... 17.398 lSI 
19%5-a6 .................... 2 .... 007 a50 

The increase in the turnover in freight has. of course. 
been possible only because of a corresponding improve­
ment in the rolling stock on the roads. From 1925 to 
1926 this improvement was as follows': 

Locomotives .... " ..... . 
Freight Cars ........... . 
Passenger Cars ....... . 

Oct 1, 1')25 Oct. 1, 1')26 

10 .... 5° 
355,500 

1 .... 800 

11,.100 

390 ,000 

16.400 

Repairs and renewals of rolling stock. during 19a6-27 
are to be as follows: 30'" new engines are to be made in 
the works of the Soviet Union, while 2,266 engines will 
receive majo.; repairs and 9,56J.light repairs. The shops 
of the Union will build 799 new railway carriages, those 
of the Supreme Economic Council will build 8,317 rail. 
way trucks and ... ,:too additional trucks will be con­
structed in the shops Qf the railroads. 

In 1921-23 the government was compelled to grant 

• For the 6rat four mautb of the economic year 1926-21. Soviet Railwaya 
hand1~ 43,4&7,OOQ metric tons (If freight U CGmpared with 38..680,000 
metric ton. durinr tbe eorn'Spondln. montM of 1925.26. During the Arne 
months freight-ear leading. a ... u~ 36.862. ~ with 2J,610 darills 
the c:onupondiq moatb. of 1925-26_ , 
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to the Commissariat for Ways and Communications a 
subsidy equal to about half of the total revenue from 
transport. In 1924-2S the railways were able to earn 
profits exceeding II million roubles. In 1925-2.6 the 
total railway receipts were 1,.'<79 millinn roubleS;operat­
ing costs and expenditures were 1,.'<3.1 million roubles. 
It is estimated that during 1926-:1.7 the roads will op­
erate at a profit of .1 5 2. million roubles, all of which is 
being allocated toward partial payment of the costs of 
new construction. 

The railways of the Soviet Uninn have the following 
working connections with foreign lines: ( I ) Soviet­
German passenger and freight service connecting Mos­
cow wilh Koenigsberg via Lithuania, Latvia and Es­
thonia; and Moscow-Berlin, via 'Riga; (2.) Soviet-Lithu­
anian passenger and freight service, connecting Moscow 
and Kl.ipeda, through Latvia and Esthonia; (3) service 
for passengers and goods between Moscow and Lithuania, 
via Riga; (4) passenger and freight service from 
Moscow to Tallinn (Esthonia) via Leningrad; (5) 
Soviet-Finland passenger and freight service between 
Leningrad and Helsingfors; (6) Soviet-European service 
connecting Moscow with Berlin and Paris, vi. Warsaw; 
other services connect Poland with all of the chief cities 
of the Soviet Union; (7) service between Persia and the 
Soviet Union is carried on through the Transcaucasian 
railways of the Soviet Union and the Tahriz-Peman 
Railways; and (8) a temporary agreement connects the 
Soviet Union and Turkey via the Transcaucasian rail­
ways of the Soviet Union and the Eastern Turkish Rail­
ways. A direct passenger and luggage express service 
also connects Europe, via Riga, with Siberia and the Far 
East. There are other minor services. l'hose, however, 
are the ones of importance.. 
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The economic authorities of the Soviet Union are 
fully awake to the dependence of all branches of the 
national economy upon transport facilities. The indus­
tries of the Moscow area are faced with a fuel problem, 
although the fuel capacity of the Donetz Basin is 
sufficient to meet the full needs of Soviet industry. if it 
can be properly transported. 'The development of agri­
culture in Siberia and of coal mining in the Kuznetzk 
Basin are dependent upon the construction of Siberian 
railways. The further development of cotton cultiva­
tion in Turkestan must also wait upon additional rail­
way construction connecting that region with the re­
mainder of the country. The Emba oil region is capable 
of considerable development if Central Asia and Central 
Russia are connected by a new railway. Likewise the 
greater utilization of the timber resources of Siberia and 
the exploitation of many of the other resources of the 
Soviet Union will be further advanced ouly when rail­
ways make their exploitation feasible. 

To partially fill these needs, twenry-two new railways 
are now in process of construction. of which it is ex­
pected that about 1,400 miles of new line will be com­
pleted and placed in operation during the current year. 

Among the new railways to be finished this year are 
the Nizhni-Novgorod-Kotelnich line. which will serve as 
a short route for the transportation of goods between 
Moscow and the West Ural. and furnish quick trans­
portation to large timber and agricultural regions whose 
goods must now be traosported by road; the Petrovsk­
Blagodarny railway will serve a rich agricultural region. 
whose surplus it is now difficult to export because of 
transportation difficulties; the small Uzlov-Venyev line 
will provide a short route for the traosport of coal to 
Moscow and to the electric power station at Kashira; the 
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Petropavolsk-Suche line is designed to serve wheat and 
cattle areas; and the short Teberdinsk line of only 32 
miles provides transportation facilities for the rich corn 
producing lands of that region. " 

Three additional lines are to be built during the 
current year. One, the Termez-Dushambe, will serve 
as a stimulant for the productive forces of the valley 
of the Surkhan River and the fertile valley of Gisarsk 
and it will facilitate irrigation of a large area suitable 
for cotton growing. It will also provide transportation 
for the industrial products of the Todshik Republic. 
Another new line will be the Kuznetzk-Telbes. It .will 
serve a region rich in mineral ores. The third line will 
be thelroitsk-Orsk, a branch line of the Troitsk-Orsk 
Railway. 

It was also recently decided to construct the T urke­
stan-Siberian railway trunk line. This line, which will 
be 980 miles long, is of immense importance as it will 
stimulate the productive forces and the greater utiliza­
tion of the natural resources of both western Siberia and 
central Asia and will facilitate the provisinn of a cheap 
food supply for central Asia, a problem upon the solu­
tion of which depends the further expansion of cotton 
growing in thae region. The road will pass near very 
rich mining regions in the Kazak and Kirghiz Republics, 
and through other regions which will make it valuable 
for the tfiUlsportation of draft animals and sheep. The 
cost of the line will be about 140 million roubles. 

Investigations to determine the total railway require­
ments of the Soviet Uuion are now under way. The 
building program for the subsequent few years will be 
shaped accordingly. 

Within the cities the trolley services were restored to 
their pre-war mileage by the end of I1l24. In 1925 
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many cities increased their mileage over the pre-war level 
and several cities Commenced new electric car service. 
In 191) the Moscow Street Railways carried 257 million 
passengers. In 1923-24 they carried 2S0 million and, 
during 1924-250 394 million. The number of cars, 
however, did not keep pace with the increased trn1Iic. 
In 1924-25, when the traffic was 1 Vz times as great as in 
1913. the number of cars in operation was 13 percent 
less. In 1924-25. the income of the Moscow lines was 
H million roubles and the net profit 9.397 million 
roubles. 

In Leningrad there are 23 car lines; with a mileage of 
2S0 miles, slightly greater than pre-war. Their gross 
income in 1924-25 was 19 million roubles; their net 
profit 8 million roubles. In all, 80 new trolley lines were 
'?Pened in the principal cities of the Union during 1926. 

v' Urban. interurban and suburban auto-bus and truck 
traffic is also expanding rapidly. There are, in all, 133 
lines covering a total distance of about 4,410 miles. The 
Moscow buses constitute about 75 percent of the total, 
carrying about 2 million passengers a month within the 
Moscow district. The next center of bus-traffic impor­
tance is Transcaucasia, which has twenty-five lines in 
operation. 

v In order to stimulate auto bus trn1Iic the Soviet eco­
nomic organizations formed. a special joint-stock com­
pany, Autopromtarg, in 192 lwith an original capital 
stock of five million roubles. After three years the com­
pany now owns S70 motor buses and trucks. The quan­
tity of freight which the company handles is -now 4 
million tons annually, seven times greater than in the 
year of its organization. Its shipping and other activities 
cover the entire territory of the Soviet Union and it has 
50 offices, branches, agencies and stations. Last year 
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Autopromtorg made a net profit exceeding 500,000 
roubles. 

Water transport has also been reviving rapidly in 
recent years, though not at the sOme rate as land trans­
port. In 1'''5-.-.6 the transport of goods on the Soviet 
river system aggregated slightly under 60 percent of the 
pre-war average. Sea transport was over .,.8 percent of 
the 1913 total for the entire Russian empire. Water 
transport was, therefore, well above half of the pre-war 
average for the present boundaries and ports of the 
Soviet Union. 

Prior to the war, Russian shipping was divided be­
tween the ships of private owners and those of the "Vol­
unteer ·Fleet." The latter were State owned. In 1913 the 
proportion of the entire foreign freight caIried by sea 
was 6.-. percent by value and 71.5 percent by weight 
of the total of foreign freight carried by land and sea. 

After the termination of the Revolution, the river 
ships and other property of the large shipowners were 
nationalized by a decree of January 5, 191 8. The prop­
erty of the small traders was not nationalized, being left 
in private hands. Later, 3)6 small steamships with 
I5,8u indicated horsepower as well as 503 sail ships 
and barges were returned to their former owners, and 
105 smaIl steamships of Io,81S indicated horsepower and 
I,ll 5 sail ships and barges were given to various indus-
trial unions. . .. 

Sea shipping was also nationalized and the "State Mer­
cantile Fleet" was created. In addition to the State Mer­
cantile Marine, a number of small private owners and the 
cooperative societies also control some of the trading 
vessels. At the beginning of 1926, of the total sea cra£~, 
the private owners owned none of the steam vessels, 
%44 sailing and motor-sailing vessels (with a combined 
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freight capacity of 48,P9 tons} and 4}1 auxiliary 
vessels. 

A number of vessels flying a foreign flag in connec­
tion with Soviet foreign trade are, in reality, either 
wholly or partially Soviet owned. These are owned by 
Russian trading agencies, incorporated under the laws 
of the country to which they are accredited aod whose 
ships therefore fly the flag of that country. They include 
six steam vessels of 3,000-},500 tons freight capacity 
each, belonging to Arcos," the purchasing aod selling 
agency of the Soviet Union in Great Britain; the Anglo­
Volunteer fleet, which has four additional vessels flying 
the English flag; and three ships of about 1,500 tons 
each which fly the Norwegian flag. 

The administration of sea-going shipping is divided 
between the Commissariat for Ways aod Communica­
tions and the Commissariat for Home and Foreign 
Trade. The latter controls the port of Leningrad and 
the present Volunteer Fleet. 

In pre-war days the Russian river Beet was of tremen­
dous importance in the conveyance of interoal cargo. 
In 1913 it carried 38 percent of all of the internal 
freight carried within the Russian empire. 

Upon the conclusion of the war, the number of steam­
ers employed on the Russian rivers were reduced to 81.1 

percent of their pre-war numbers and to 78.1, percent 
of their previous tota! horsepower. Other riv~ vessels, 
during the same period, were reduced to n.t percent 
of their former numbers and 58 percent of theitpllo-
vious tonnage.. ~. 

Both steam-driven and other vessels of the river fleet 
continued to decline in number during the period of 

• Written prier to thlt" Taid upon ATt'OS ma~ by the Brinu authoritiec. 
It is not 7d: clear what diaposition is beine made of thcx veaaeia. 
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Civil War and intervention. At the conclusion of this 
period the number of steamers were reduced to 63.1 
percent of their pre-war numbers and to 66.z percent 
of their horsepower. Ships other than steam driven feU 
to 30.1 percent of the number and 36,5 percent of their 
pre-war horsepower. In addition, 794 steam-driven 
ships and 1,802 other vessels were damaged to a state 
which placed them beyond repair. 

Since 1921 the Soviet Government has been steadily at 
work repairing this damage. At the present time the 
river fleet has been built up to include 1,109 steamships, 
having a capacity of 306,275 indicated horsepower and 
2,604 sa.iJships with a capacity of 2.72. million tons. '. 

To supplement the fleet of sail ships, it was decided in 
1926 to build 2.92. iron and wooden ships. At the pres­
ent time 216 of these, with a capacity of 139,168 tons, 
are in process of construction. The whole number will 
be completed during 192.7. A :five years' shipbuilding 
program contemplated by the Commissariat for Ways 
and Communications. involves a total expenditure of 
2.07.5 million roubles 

Since 1918 the freight transport work done by the 
river fleet has increased steadily. In 1918, 7.2. million 
tons of cargo were carried; in 1919, 7.61; 1920, u.o; 
19zt, 13.9; 1922, 13.0; 192}, 19.0; 1924, 18·7; 192.5, 
2.%.95; 1926, :.6+ The pre-war average was 44.26 
million tons. 

Sea transport is also making rapid strides. The total 
cargo carried by sea had dropped from 33.8 million tons 
in 1913 (for the entire Russian Empire, including 
regions not now part of the Soviet Union) to 387,07:1. 
tons in 192.1. By 1924-25 it had risen to 12.9 million 
tons and in 1915-26 it rose again to 16,5 million tons. 
The distribution of maritime transport among the dif-
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ferent ports of the .Soviet Union since 19:<4 has been as 
follows·: 

(Thousand Tons) 

C-WTr'" rOTngll tnul Long Dmacr 
C04JW T'I'dr 

[91"~2J9.%.J-2.6 
lmpD,.t ExP<»t 

I!j~~-1S t9:tS-.26 I~U4-:tf '5J.!j'-26 

The White Sea ~" 
North Arctic Ckeu ....... 'l~ ,n ." ". l.o74 "4 The Bdtic: Se&. ••••••• " ••••••••. 40 -, 

The Bbck s.. and 
n. S'7 n. 71' 

Sea. of Amy ....... , ••.....•• , I~~, 1".16" P' ... :hJ:'S ~a99 
The Pxi:6c Ocean ............. '0, ,., 

" ' .. ,8. l,lU 
The Caspian Sea .............. c.hlll.. S.o10 -2!.L ----E.. __ 6_, ----E.. 

Total ........ > ..................... • ',070 17.>.8 %.'7° 1,171 ~l76 8.U9 

Reconstructing the mercantile marine has been among 
the most arduous problems faced by the Soviet economic 
administration. After the "whites" had burnt, sunk or 
carried off all that they could, onJy half of her sea-going 
tonnage was left to the Soviet Union, and this was ex­
tremely worn and battered. But repair work was imme­
diately begun, sunken ships were salvaged, battered 
units were put into sea-going shape once again and a 
new building program embarked upon. The program 
for 1926-27 provides for the building of 19 additional 
seafaring ships having a capacity of 64,350 tons. An 
order is also to be placed in Germany for ten additional 
ships. 

Among the foremost of the projects which the Soviet 
Government has begun to carry out for the improve­
ment of water transport is a canal connecting the Volga 
and the Don. The canal is to extend from Sarepta on 
the Don to Shumovsky Khutor near Stalingrad (for­
merly Tsaritsyn). Its total length will be about 6:< 
miles. In addition to solving local transportation prob~ 
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lems it will serve as a means of transport between the 
Donetz Basin aod the indusrrial centers located in Cen­
tral Russia, the northwest and the Urals. Its cost of 
construction is estimated at II 0 million roubles. 

In connection with the construCtion of the Volga­
Don Caoal, it is intended to construct a deep water port 
at Rostov, the main seaport of the grain producing re­
gions of the south. The plans call for thct dredging of 
a marine channel u feet deep for a distance, of over 80 
miles along the south shore of Taganrog Gulf, from the 
mouth of the river Don to the Mariupol Meridiao. The­
same project also involves the construction of deep watei' . 
wharve~ installation of locks on the Don as well as the 
construction of modern grain elevators to haodle the 
grain export trade at the port. Even in its early years 
the freight turnover of this canal is estimated at 5 
million tons aonually. 

Additional plans contemplate the reconstruction of 
the M.riisk system which, in conjunction with the 
Volga-Don Canal, will form one cheap route from 
Siberia with a branch from Leningrad and another to 
Rostov. In the general plans for the improvement of 
waterways is also included the problem of a Siberian 
water route to provide • waterway for the export of 
goods from Siberia to the ocean. 

There are three aviation companies in the Soviet 
Union whose lines extend over more thao 8,000 miles 
connecting with all of the strategic commercial points 
in the European and central-Asiatic sections of the 
Union. Various lines operate between Moscow, Nizhni­
Novgorod and Kazan; between Moscow and Leningrad; 
between Kharkov aod Odessa and to towns in the 
Crimea. The Central Asiatic service takes in Khiva, 
Tashaus, Termez and Dushambe. In March. '917, a 
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new Central Asiatic route was opened between Tasb­
ken~-Samarkand-·-Termez-Dushambe. From the lat­
ter point a fortnighdy flight will connect with Kuliap 
and Sarai. Another service recently instituted connects 
Verkhniudinsk and Urga. 

A Russo-German Air Service. Deru1uft, also oper­
au. between Moscow and Berlin-a distance of 1,137 
miles whi~ ·is covered in between 16 and 17 houIS, 
including stops. The service includes passenger, freight 
and post. The passenger fare from Berlin to Moscow 

. costs 300 marks, which entitles the passenger to 10 
kilograms of baggage. Regular service will also be main­
tained between Berlin and Vladivostok, a distance of 
more than 5,000 miles, additional stops eastward from 
Moscow being made at Omsk and Irku~. 

The administration and management of all forms of 
public communication fall to the jurisdiction of the 
Commissariat for Posts and Telegraphs. Its functions 
include the telepbone, telegraph, radio and postal serv­
ices. Its tasks involve the two-fold duty of administer­
ing, managing and extending existing means of com­
munication and, on the other hand, of organizing new 
ones. Its work is one of the most difficult and respon­
sible tasks, not only of the economic, but also of the 
cultural development of the Soviet Union. 

The telephone system which ~ nationalized in 
July, 1919, is being steadily extended and lines now 
exist in and between almost all of tbe important towns 
and cities. By 19,,6 there were "3,000 miles of tele~ 
phone line, as compared with 9, 146 miles of line in the 
Russian Empire in 1913. The number of telephone 
instruments in use on April 1, 19,,6 was 171,000, 

While this number is still small, it is being increased, 
continually, and it is planned that within three year$' 
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service will be furnished to all of the districts in the 
country. 

By the end of 1'):14 there were 374,529 miles of tele­
graph line, as compared with 2.92.,349 miles in the pres­
ent territory of the Russian Empire in 1913. At the 
.ame time there were 8,:160 telegraph instruments in 
operation; 1,560 repaired reserve instruments; ;67 in­
structional instruments; and :1,59:1 instrument& needing 
repairs~ r 

Both the telephone and the telegraph servie.. are eco­
nomically self-supporting. In 19:16-:"7 they are expected .. 
to yield together a surplus of revenue over expenditure 
of 3 million roubles. . 

The radio is also coming into extensive use as a means 
of communication. Not counting many small stations, 
there are now %6 powerful stations operating within. 
the Union. The largest of these is the Leningrad sta­
tion, the capacity of which is being increased from 10 

kilowatts to So kilowatts. Its present capacity has 
reached 18 kilowatts. When completed it will be the 
largest station in Europe and will be able to broadcast 
not only to all parts of the continent but also to Amer­
ica. Other large stations also broadcast from Moscow, 
Tver, Kursk and other cities. On the Kursk railroad an 
experimental movable station has been erected which is 
able to broadcast for a distance of about 190 miles. In 
the remote Archangel region two land broadcasting 
stations are being erected and three stations on ships. 
Yet another station is being built in the extreme north­
eastern part of Siberia, in Ust Kamchatka. 

At the beginning of 19:16 it was reported that there 
were :125,000 radio receiving sets in use and that the 
number was increasing at the rate of :15,000 a month.' 
Many thousands of sets are being installed for educa-
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tiona! purposes in village reading rooms and in worken 
clubs. 

The postal service in a country such as the Savie 
Union presents particular difficulties due to its vast 
territory and its relatively scant network of railways 
In addition. therefore, to modern and up to date meth· 
ods .of: postal communication, such as railroads, aero< 
plane "';"",d automobile, there are some regions of the 
Union where mail must of necessity be carried by ho~ 
and camels •. 'Inthe extreme north, the postal authorities 
utilize dogs and, in some cases, even reindeer. The aU 
inail service is growing with particular rapidity, 
Whereas air mail 'WaS non-existent prior to the Revolu-

. tion, there were 2,800 miles of air-mail service in 1924-
. ;'5 and 3,900 miles by the end of 1925-26. 

The volume of mail handled by the Soviet postal 
system was h percent of the pre-war total in 1.924-25; 
In 1925-26 it exceeded the pre-war mark. 

There has been no di1!iculty in rebuilding the postal 
system of the towns. The rural regions, however, pre­
sent serious problems. 

There are 360,000 inhabited places in the Soviet 
Union. Prior to the Revolution the rural sections of 
the. country remained practically outside of the postal 
system. In 1.913, the post served only l percent .of the 
rural population. By 1.923-24 postal service was in 
operation in 9,030 towns and villages. In 1926 it was 
serving 202,365 towns and villages. embracing 80 per" 
cent of the entire population of the Union • 

. The number of letters sent by the rural regions also 
grows rapidly. In 1.924 these sections supplied 18 per~ 
cent of the total number of letters Jlailed. By the sec~ 
and quarter of 1.925-26 this proportion had risen to 30 
percent. In 1.91} there were only 2.800 village lette~ 
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boxes. During 1926-:1.7 the number is being broughu 
up to 64,000. 
. For better contact with the remote rural regions, the 
Soviet postal service is inaugurating a new type of 
travelling post office called "poxt office on wheels." The 
!Ilumber of poxtmen, including those mounted and those 
on foot, has reached 12,500. ~'. ;'",. 

The village' postmen are assigned routes averaging 
u to 13 miles. They make the rounds o~ the villages 
in this district about twice a week. In addition to 
purely poxtal operations, the village postman accepts 

!subscriptions to the newspapers and magazines, distrib­
utes agricultural goods needed for the village and he 
i. used iii many other ways for the cultural advance­
ment of agricul turallife. 

As a result of its enlarged activities, the post office" 
has considerably increased its income in recent years. 
Instead of receiving a subsidy as it did in the early years 
of the Revolution, it now earns profits, which are 
turned over to the State treasury. During the fiscal 
year 1926-37, 10 million roubles will be turned over 
to the treasury. The income of the poxt olIice is ex­
pected to reach 140 million roubles in 1926-27. as against 
80 million roubles in 1925-26. 

None of the economic services of the Soviet Union 
was harder hit by war and revolution than transport 
and communication. Nowhere has the Soviet economic 
system been more severely tested out, and in no field 
has it proved more effective. 



CHAPTER VIII 

INTERNAL AND FOREIGN TRADE 

THE economic success of the Soviet regime can be meas. 
ured in large. part by the way in which necessary com­
modities are ·'distributed to those who require themj 
by the disposal abroad of the surplus not required by 
the home population; and by the purchase in foreign 
markets of the machinery and other commodities reli 
quired for the industrialization of the Soviet Union. 

One of the fundamental problems created by the 
Russian Revolution was the establishment of closer tela­
. tions between the working class in the industrial cen. 
ters and' the farmers and villagers. Such a satisfactory 
relation can be established only by the creation of proper 
exchange relations between the products of urban in­
dustry and those of agriculture. A carefully organized', 
efficient and well regulated trading machinery is there­
fore a prime factor in the successful operation of the 
Soviet State. 

From the adoption of the New Economic Policy until 
October, 19.15, the problems of trade with foreign 
nations and of goods distribution in the domestic 
market were separately organized and handled by two 
distinct departments, the Commissariat for Home Trad, 
and the Commissariat for Foreign T rode. The close 
relation between the two branches. however, soon dem­
onstrated the advisability of a centralized and uniiied 
administration of the two. Accordingly, in 19.15, they 

100 
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were merged into a single departmen~ the Commissariat 
for Home and Foreign Trade. 

This merger has been effected with the view of attain­
ing greater efficiency and unity between domestic and 
foreign commerce. It has the further end in view of 
linking foreign trade closer to other branches of the 
national economy, of coordinating the work of various 
trading organizations which had hitherto conflicted in 
many cases, and of better facilitating the regulation of 
prices and the relations between home consumption and 
export. In order to unify the economic system even 
more closely, there is a movement at the present time to 
unite the work of the Supreme Economic Council wit:h 
the work of the Commissariat for Home and Foreign 
Trade. To date, however, this suggestion has not been 
carried into practice. 

INTERNAL TRADE 

Prior to the outbreak of the World War, Russian in­
ternal trade was not subject to government regulation. 
Trade relations between the large producing agencies, 
the peasantry and the city population Were allowed to 
:work themselves out independently of governmental 
control. The hand -of the State was felt only in the 
collection of taxes levied on trade by the fiscal 
authorities. 

Russian internal trade amounted to 18,5:17 million 
roubles in 1913. Malting deductions for over 300,000 

square miles of territory and for the 56 million inhabi­
tants that passed out of the control of Soviet Russi. 
upon the conclusion of peace, the 1913 internal trade 
volume for the present area of the Soviet Union works 
Jut a. 1 5,~67 million roubles. 
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Like all other branches of the national economy, Rus­
sian internal trade fek /the devastating effects of the 
world war. The blockade, by shutting off imports, dis­
located factory production. War demands further dis­
rupted normal industry. Moreover, the breakdown of 
transport prevented the movement of supplies and the 
proper distribution of whatever diminished quantity of 
commodities still remained available for the civil 
population. 

.As a co;"'quence, the volume of all kinds of 00tn1 
modities offered for sale in the open market shrunk 
steadily. Food and manufactured products gre~ 
scarce. Prices soared. Between the years 1909-13 thci 
average amount of grain placed upon the market each 
year has been estimated as 1,100,331,000 poods. Fat 
1914 the quantity fell to 802.,789,000 poods, and in 
'1915 to 542.,099,000 poods,' or less than half the aver:;, 
age of the five pre-war years. Obviously a trade crisis 
was approaching. 

In 1916 the government attempted to stem the rising 
tide of popular discontent by purchasing the surplus 
grain of the peasantry and by establishing machinerj' 
for its distribution. It also planned to extend this rep 
lation to other branches of trade. But the effort was 
begun too late. :Before the new machinery could be 
put into motion the March Revolution (1917) had,: 
broken and the old regime was driven from power. 

During the Kerensky regime the government ,,­
tempted to restrict the freedom of internal trade and 
to govern the distribution of goods. In an effort to 
supply the food needs of the population, particularly o~ 
the soldiers and the city inhabitants, the Provisional 
Government established a grain and f10yr monopoly aad 
rations were given out only to those who held cards 
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Later an -unsuccessful attempt was made to do the same 
thing for manufactured products. On the whole, how­
ever, the legislative attempts at trade regulation were 
productive of few satisfaCtory results and there was 
little, if any, change for the better. 

During the period between the seizure of power by 
the Soviets (November, 1917) and the introduction of 
the New Economic Policy (19U), internal trade, in 
the sense of the free purchase and sale of commodities 
on the open market, did not exist. The situation created 
by the Civil War, blockade and intervention led to the 
establishment of the system of War Communism nnder 
which foodstuffs and manufactured goods were rationed. 
Internal trade, therefore, in conformity with other 
branches of the national economy, was replaced by a 
system of State collection and distribution. 

During this period of over three and a half years the 
surplus supplies of the peasantry were requisitioned by 
the Soviet officials. The regulation of production Was 

entrusted to the Supreme Economic Council; and the 
distribution of the products of industry was the func­
tion of a special distributing agency, the Commissariat 
for Supply. 

The entire output of industry was turned over to the 
Commissariat for Supply, each production unit being 
in turn furnished by the State with the fuel and raw 
materials required to continue operations. Commodi­
tie. and foodstuffs were distributed through the Com­
missariat by ration cards and without the payment of 
money. Such supplies of goods as the Commissariat 
could muster---shoes, textiles, matches, ironware, nails, 
etC.-were delivered by the Commissariat into the hand. 
of the peasantry in exchange for wheat, cereals and 
other farm products. 
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The breakdown of industrial production. however, 
made exchange upon an equal basis a virtual impossibil­
ity. The Commissariat for Supply could not gather 
suflicient quantities of manufactured products to pay 
the peasantry for the agricultural products that it was 
essential to have if the armies were to be kept in the 
field and the city population was to be saved from star­
vation. Requisitions therefore fonowed. The amount 
of peasant produce taken in this way by the State dur­
ing 1918-20 was estimated at 620 million roubles a 
year.' The peasantry was paid for the goods taken in 
depreciated paper currency that would not buy the 
manufactured products which the peasants required. 
This food policy, therefore, involved virtual confiscation. 

Although a decree on November ZI, 1918 declared 
the free exchange of commodities to be illegal, private 
trade did not disappear entirely. In spite of the fact 
that infringements were severely punished, trade was 
carried on surreptitiously in the large cities, though it 
was necessarily on a very small scale. Because of its 
illegal and clandestine nature, however, it is not possible 
to calculate, or even to estimate, the e=t proportions 
of this trade. 

The cooperative societies were also curbed in their 
activities during the period of War Communism. When 
the commodity scarcity was at its height, in September, 
1918, a governmental decree compelled them to dis­
tribute among the population aU of the articles which· 
they had in their possession. AU cooperatives were 
eventually made subsidiaries of the Commissariat for 
Supply. The agricultural and craft cooperatives be­
came gathering and collecting agencies for the Commis­
sariat. The consumers" cooperatives,. whose member­
ship had grown from II.H million in 1917 to 18.~ mil-
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lion by 1919. became the chief State organ for the 
supply an!i distribution of commodities, under the direc­
tion of the Commissariat for Supply. The organization 
of the movement was kept intact, but it was financed 
by the Commissariat for Finance and under a decree 
of December 13. 1920 its accounts were included in 
the State budget. Its independent activity, however, 
had ceased and all of its work was effected in accordance 
with the needs of the State economic bodies and in 
particular the Commissariat for Supply. 

In the spring of 19ZI the government recognized the 
need of" making a fundamental change in its policy of 
internal trade. The peasantry, who had submitted. how­
ever reluctantly, to the policy of food requisitions dur­
ing the period of Civil War and intervention. began to 
object to it vigorously when the military danger had 
abated. They limited food production as nearly as pos_ 
sible to their own needs, and surpluses were carefully 
secreted from the government collection agencies. The. 
government, therefore. decided to reorganize trade in 
conformity wirh the New Economic Policy. 

The first step taken in this direction was, as we have 
already noted. to permit the peasant to exercise greater 
freedom in the disposal of his surplus products. On 
March 21, 192.1. a decree was published entitled "Intro­
duction of the tax in kind in substitution for the forced 
levy upon foodsruifs and fodder.'" The policy of 
requisitions was replaced by a tax in kind. Once this 
tax was paid the peasant was permitted freely to dispose 
of all cereals, agricultural produce and raw materials 
still remaining in his possession. 

At about rhe same time internal trade on a money. 
basis was reiotroduced. Local retail trade was again 
made legal and the right to engage in it was extended 
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to the cooperative societies and to the private trader. 
At the begUming of the New Economic Policy period, 

the State, having at its disposal only very limited re­
sources, decided to concentrate these upon restoring 
basic capital in industry, fulfilling the electrification 
program. fighting the famine, ~d other important 
social and economic functions. Whatever available 
capital was at hand became absorbed in these tasks and 
there was nooe left for commercial turnover. The 
State was therefore compelled to allo~ a large share of 
the internal trading operations to fall into the hands of 
private capital. Private merchants inunediately began 
to appear everywhere and to display long-concealed 
wares which were sold upon a money basis. 

In 19"3 private trade had its heyday. It not only 
totalled 58.6 percent of the total retail trade, but it also 
gained a footing in the wholesale field. Almost 2Z per­
cent of the wholesale trade for that year was privately 
conducted. Of the number of individual trading estab­
lishments in the country at the end of 19"3, 94.:' pex­
cent of those in the towns and 84' 5 percent of those in 
the villages were owned and operated by private capital.' 

Since 19'"3 private capital engaged lh mtemal trade 
has been fighting a losing battle, the percentage of its 
operations as compared with the total turnover having 
decreased steadily. It still maintains this diminishing' 
role, however, and as late as May, 1JUS, a resolution of, 
the fourteenth General Congress of the Communist 
Party declared that ". considerable place is open to the 
private trader.'" ! 
, But in extending the right to operate in internal 
trade to private capital, the State by no means abln-' 
doned the field. At every stage it studies what is going' 
on and then takes steps to regolate and direct along, 

! 
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those lines which it considers most desirable for the 
socialized national economy. This it achieves not; 

through compulsion or "prohibition" of private trade 
but rather by a series of economic measures exercised 
on the mar~ by the State trading organizations. Thus 
it exercises a tremendous influence upon the fuiing of 

'prices for various goods. II: establishes State grain col­
lection agencies, which insure justice to the peasan1:S as 
well as the concentration of food produc1:S in the hands 
of the State's distributing agencies. It prohibi1:S anel 
severely punishes speculation and takes other measures 
to ,.feguard the consuming public. , 

Moreover, as soon as the industries were restored, 
State Syndicates were formed which began actively to 
engage in trade in the interes1:S, of the State. A num­
ber of the State trus1:S also established their own sales 
machinery and sold their produc1:S independently. These 
organizations are particularly successful in the whole­
sale field and the size of their turnover has grown 
rapidly. In addition, special State trading agencies have 
been created, the shares in which are held exclusively by 
government; institutions and enterprises. As a result of 
policies pull'inl:& practice by the government, estimates 
have been: made that "a50,ooo privately owned shops 
were liquidated in I9.14."· Many of the latter, how­
ever, continued operations in one form or another with­
out taking out the required licenses. 
" The development of State trading agencies has been 
largely confined to wholesale business. In retail trade 
the cooperative societies have been steadily pre-empting 
'the neld. 

~tate policy toward the trading activities of the co­
operative. underwent radical modifications in the years 
immediately following the adoption of the New Eco-
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nomic Policy. The Fourteenth Congress of the Com­
munist Party resolved that "more attention be paid 
than hitherto to the requirements of the cooperatives, 
and that they should be given strong support by the 
Party and the State," and that "the cooperatives should 
constitute the principal link between the State economic 
authorities and the small rural producer." State policy 
has been modified in conformity with this resolution. 

In the joint fight against the private traders, the policy 
of the State is to turn over to the cooperative sodeties 
an increasingly large role in the distribution of com­
modities. Competition between the societies and ~e 
State distributing agencies is largely eliminated by gen­
eral agreements as to the spheres in which each can best 
operate. State industries turn over portions of their 
product to the cooperatives for sale. There is a ten­
dency for all industry to be centralized in the State and 
for all output to be turned over for distribution to the 
cooperatives. The operations of the consumers' coop­
erative movement are financed by means of their own 
capital, home and foreign bank credits, credits on goods 
and long term State loans. The cooperative movement 
recognizes that it "on the one hand repres~nts the inter­
ests of organized consumers, and on the other is closely 
bound by economic and political links to the whole of 
the Soviet system, so that it may withstand the compe­
tition of private trade which is opposed SO the said 
system." , 

By the end of 191.5 the alliance of the State selling 
agencies and the cooperatives had gained a position of 
supremacy over the private trader in the internal trade 
market. The extent of this predominance is best illus­
trated by the following figures for wholesale and retail 
tradeS: 
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The total volume of trade, both wholesale and retail, 
shows a considerable increase during the years 19"3-27' 
The percentage of trade which is socialized has also 
grown. In 1923-"4 about four-fifths of the wholesale 
trade and two-fifths of the retail trade was socialized. 
By 1925-26 the proportion had risen to nine-tenths for 
wholesale and three-fifths for retail trade. The increase 
has been uninterrupted in both fOImS of trade. The 
private merchant handled less than a tenth of the whole­
sale business in 1925-26 and less than two-fifths of the 
retail business. 

One of the particularly interesting forms of Russian 
internal trade is the Trade Fair. Many of these fairs 
have been held annually for decades and even centuries. 
The Kiev Fair dates back as far as 1717. 

During the period of Military Communism the fairs 
were suspended, but because of their great importance 
for home trade they were revived in 192.2.. The fairs 
of outstanding importance are the Nizhni-Novgorod 
Fair, the Baku Fair, the Irbit Fair, the Kharkov Krest-
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shenskaia Fair and the Kiev-Kontraktovaya Fair. In an 
effort to stimulate these fairs they are granted exemp­
tions' from many taxes, reduced traJlSportation charges.' 
and other privileges intended to facilitate their 
development. 

Finally, a word must be said concerning prices. The' 
catastrophic famine of 1911 and the consequent scarcity 
of agricultural products had sent food prices soaringj 

while there was .. definite drop in the costs of agricul­
tural goods. With the recovery, however, quite an 
opposite tendency set in and the relations between agri- ; 
cultural and industrial prices were reversed. Industrial' 
prices rose sharply; agricultural prices fell So acute 
did this situation become that by 19~4 a unit of cotton 
cloth cost the peasant double the numbet of units of, 
grain that it did before the war. 

Considerable success has been achieved by the Soviet 
government, however, in reducing the costs of manu­
factured articles through greater productivity of labor, 
electrification,-with its resulting diminution of fuel 
charges,-improvement of the trading apparatus and 
decreasing of profits. But in spite of the price reduc­
tion policy which has been in force since' 1924, the price 
index figures for manufactured articles are still very 
high as compared with pre-war prices. Statistics com­
piled by the Conjuncture Institute, Moscow, place the 
national price index (I 9 1 3 prices = 100) of industrial 
commodities in 1925-26 at 257; the national price index 
of agricultural commodities at 0.09; and the Moscow 
retail price index at 0.36. The relation of the industrial 
commodity index to the agricultural commodity index, ' 
taking the latter as 100, is 12 3. The full energy of the 
Commissariat for Trade has been thrown into the cam­
paign to lower prices. Its orders from the government 
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have been to the effect that by June I, 19:1.7 prices 
were to be lowered by 10 percent as compared with the 
prices prevailing on January 1St. 

The chief impediment to the development of internal 
trade in the Soviet Union is the shortage of manufac­
tured products. The great increase witnessed during 
recent years in industrial output has not been su1licient 
to keep pace with the growiog needs of the population 
and with its purchasiog capacity. As a result, there is 
a contioual shortage of manufactured goods in many 
lines and the progress of domestic trade is consequendy 
retarded. The latter must, of necessity, follow the 
direction taken by other branches of the economic 
machioe. In the meanwhile, the government is meet­
ing with outstandiog successes in its campaign to ar­
range the exchange of agricultural and industrial prod­
ucts without the accumulation of private capital. 

FOREIGN TRADE 

The foreign trade of the Soviet Union has been com­
pletely socialized. The maintenance of a foreign trade 
monopoly, under the direction of the Commissariat for 
Home and Foreign Trade, is an immutable priociple of 
Soviet economic policy. The foreign firm doing a pur­
chasing or selling busioess with the Soviet Union must 
conduct all of its transactions through agencies created 
by and responsible to the government. 

Russian foreign trade grew steadily during pre-war 
years. From 1889 until 191) both imports and exports 
expanded contiouously. The increased exports were 
made possible by the country's immense supplies of 
natural resources and raw materials as well as by her 
tremendous capacity for agricultural production. Her 
growing imports were due to the fact that the country 
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was in an early stage of industrialization. Ie could 
'neither supply the needs of its population for manufac­
tured goods from its own factories nor could it furnish 
such factories as were beginning to develop with the 
necessary equipment and machinery. It was largely 
dependent upon imports for the satisfaction of these 
vital industrial needs. 

For the nve year period preceding the war, foreign 
capital took increasing notice of the potential pront 
possibilities of industrially undeveloped Russia. It there­
fore flowed into the country more and more rapidly, 
not only in the form of credits but also in the shape of 
machines, tools and other industrial equipment. Dur­
ing this time, however, exports remained almost station­
ary. Between 1909 and 1913, therefore, the favor­
able balance of trade shrank from 5 u million roubles 
in 1909 to 146 million roubles in 1913, and during the 
nrst half of 1914 Russia actually imporred goods exceed­
ing the amount which she exported! 

During the war, Russian exports were cut to a small 
fraction of their normal amount. Not only did her 
productive capacity diminish, but she needed all of her 

, food and industrial products for the conduct of the 
War. At the same time her meager industrial capaciry 
could not meet the requirements of war materials which 
she needed for military operations and these had to be 
imported from her allies. Imports, which stood at 
1,374 million roubles in 1913 consequently jumped to 
a,316.7 million roubles in 1917. During the same years 
exports dropped from .{ySiO.I million roubles to 436.9 
million roubles. to ,)" . 

From the establishm";'t of the Soviet form of gov­
ernment in November, 1917, until early in 19aO, i.e., 
during the period of foreign intervention, the Entente 
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powers declared Russia to be in a state of blockade and 
se~ about her the cordon stmitaire. The movemen~ of· 
goods, even of such items as medical supplies, either into 
or out of the country was stricdy interdicted by the 
powers allied against her. This resulted in an almost 
complete cessation of the country's foreign trade. 

On January 16, 1920 a resolution of the Supreme 
Council in Paris raised the blockade against Soviet Rus­
sia and the country was again in a position to reestablish 
trading relations with the outside world. One by one 
the European nations signed trading agreements or treat­
ies with Russia. The first were Esthonia and Latvia in 
the spring of 1920. In May a trading agreement was 
signed with Sweden. On March, 19:H, after consider­
able bickering, Great Britain signed the Anglo-Russian 
Trade Agreement. In April, 1922, Germany and Russia 
signed the trade treaty of Rapallo and during the fol­
lowing three years similar documents were signed with 
the other principal European and Asiatic powers. 

Immediately foreign trade revived. The gain was· 
slow, but trade steadily increased until, in 1925-26. ,the'. 
total foreign trade rutnover reached over 49 percent 
of the rutnover during the year prior to the outbreak 
of the war.* 

The introduction of the New Economic Policy did. 
not affect the State m,!nopoly of foreign trade. The 
State continued. through its organizations. to exercise 
complete control over this branch of national economy • 

• Reduced to 1913 prittS" tho turnover for 1925·26 was 34.3 pereent 
of the average tlH'l:l.OYa' for the last 6Te _Jean pr«ediDg the: war. As a 
lI:!oltter of fact. how!!vcr~ the actual state of atTain is more fawrahle to the 
Soviet Union than this figure indiates, The pnowar aLatisties iDclude the 
f6~itfll tndll: turnovt!r for the entire extent of the Russian Empire. including 
the present couatriea of Finialld

l 
EstJronia, Latvia. Lithuania. moat nf Poland 4 

and Be,uzrllbia., In the case 0 foreign tTade, where all goods arri~ at a 
comparativel, few ports aDd are subsequently ship,ped tbn::rGghout the country. 
it is virtually impoa$jblc to compute the: pn:;-w&t statistics f-or lhe preaeD.t 
herd.era of tM Sovlet Ulrion. 
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Private persons may engage in foreign ttad~ only 
through a specWly granted concession for each separate 
tr:msactio~ 

This foreign trade monopoly is directed by the Com­
missariat for Home and Foreign Trade. The Commis­
sariat has trade missions and trade agencies abroad 
through which it conducts its buying and selling activi­
ties with foreign firms and individuals. The functions 
of the Commissariat, since May, 19U, are largely of an 
administrative and directive nature. Its commercial 
activities are carried on for it by a specially organized 
State Trading Agency (Gostorg) and by joint·ostock 
companies, organized by the State for purposes' of for-
eign trade. . .. 

The chief functions of the People's Commissariat: for 
Trade are: (1) to develop and maintain ~ relations 
with foreign countries in the interests of the Union; 
(a) to draw up a general import and export plan for 
the Soviet Union; (J) the application of the import 
and export plan and the supervision of transactions 

'connected with such execution; (4) the formulation 
and administration of the cnstoms policy of the union; 
(J) the organization of mixed and other companies 
engaged in foreign trade, and discussion of regulations 
concerning the placing of certain branches of foreign 
trade on a concession or a joint-stock company basis; 
( 6) to supervise, regulate and control the foreign trade 
carried on by all institutions, organizations and indi­
viduals; (7) 1:0 secure the interests of foreign trade in 
matters of transportation, warehousing, insurance, etc.; 
and (8) to exercise control over commercial ports. 
This series of rights and duties places the Commissariat 
in a position of complete domination over the import 
and export activities of the country. 
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The foreign trade section of the Commissariat for 
Trade consists of the People's Commissar for Trade and 
his Collegium, a Secretariat, and seven administrative 
and managing boards. 

The Commissar and his Collegium are charged with 
the duty of directing and managing foreign trade as a 
whole. It is they who decide all important matters of 
policy concerning the foreign commerce of the Union. 
The Secretariat conducts routine matters and supervises 
the execution of orders, instructions and the like, issued 
by the Commissariat. The seven boards are specialized 
section's each functioning within a single sphere such 
as administration, regulation, economic-juridical, finan­
cial, transport and customs. 

The right to carry on foreign trade in the Soviet 
Union is enjoyed by the following groups: 

(I) The Commercial Agencies of the Commissariat 
for Trade. These consist of the State import and export 
offices, which operate exclusively in Soviet territory, and 
of Commercial Sections of the Trade Delegations in for­
eign countries. The latter execute the purchasing and 
selling program of the Commissariat for Trade with the 
nation to which they are accredited. 

( 2) State Economic Enterprises, such as State fac­
tories, mines and the like. They are permitted to sell 
abroad only articles of their own manufacture and to 
purchase only materials needed to conduct their own 
operations or to supply their workers. They are not 
permitted to resell articles or materials thus purchased. 

(3) The State Bank and other Credit Institutions. 
These have the right to sell abroad exported goods which 
have been offered as security for loans advanced by them 
and confiscated for non-payment of the lien. They may 
also sell abroad goods, originally intended for import, 
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upon which they have advanced loans, the import of 
which subsequently became impossible and which have 
not been cleared by the borrower or Trade Delegation. 
They are also empowered to transfer liens to foreign 
banks. 

(4) Cooperative Societies are, as a rule, permitted to 
conduct transactions "broad within limits laid down 
by the Commissariat for Trade. 

(5) Joint Stock Companies. These are organized 
: by the Commissariat for Trade, with ratification by the 

CouncU of Labor and Defense. They may be purely 
State financed, mixed companies 'with Russian and for­
eign capital, or foreign companies. All three types, 
however, are subject to the same rules as private enter-, 
prises and must secure permits for each separate foreign 
transaction; The formation of companies in which· 
foreign capital participates requires ratification by the 
CouncU of People's Commissars, through the Chief 
Concessions Committee. 

(6) All other State institutions, organizations, indi­
viduals, etc., may conduct foreign operations only by 
permission of the Commissariat of Trade for each sepa­
rate transaction. 

The representatives of the Commissariat for Trade in 
foreign countries are Trade Missions. They are, at the 
same time. a part of the official mission of the Soviet 
Union in the respective countries. They are appointed 
and recalled by resolution of the CouncU of People's 
Commissars upon the recommendation of the Comis­
sariat of Trade. In making appointments and with­
drawals, consultation is also had with the Commissariat 
for Foreign Affairs. 
, The task of the Trade Mission is to take complete 

charge, in the country to which it is assigned, of the 
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commercial activities of the Commissariat for Trade 
with the firms and ~dividuals of that nation. It must. 
in addition, make reports to its home office on the eco­
nomic conditions in the country, make surveys of the 
trade possibilities between that country and the Soviet 
Union, draw up trade agreements and understandings 
and supervise the trading acti..;ties of mixed com­
panies, Russian citizens and all other Russian establish­
ments engaged in trade with the country to which it 
is accredited. 

In countries with which the Soviet Union h .. - noe 
yet ettablished poIitic:il -relations Trade Agencies are 
established. -Their work is in each case defined sepa­
rately by the Commissariat for Trade and although it is 
,in large part of a regulatory nature, they also con­

-duct commercial operations in countries where political 
circumstances permit. 

Foreign trade is financed by many of the State credit 
institutions, but particularly by thfj -Bank for Foreign 
Trade. This bank began its activities in March, 1924,> 
for the special purpose of financing foreign trade. Ii 
is organized as a Joint Stock Company with the majoriry 
of its stock held by the Soviet Economic bodies con­
cerned with foreign trade. Its capital, originally 10 

million roubles, has been steadily increased until it is 
now 40 million roubles. It conducts its operations 
through short term loans against merchandise. Its clients 
consist chiefly of State organizations, .. it is they who 
carry on the bulk of the country's export and import 
transactions. 

Immediately upon the conclusion of hostilities m 
19U, a revival of foreign trade began. From having 
ceased almost completely by the beginning of 19.2l, 
it has grown to 1,424 million roubles by 192$-26. 
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Up to the end of the economic year 19U-U, the 
bad harvests required the importation of large quanti­
ties of foodstuffs, resulting in an excess of imports over 
exports and necessitating the shipment of gold abroad 
to cover the adverse balance thus created. In the year 
19U-23 foreign trade became normal. The imports 
of foodstuffs were insignificant and purchases abroad 
were composed largely of materials for purposes of pro­
duction. The years 1922-23 and > 1923-24 showed 
favorable trade balances of .. 3.2 million roubles and 
83.3 million roubles respectively. In 1924-:'5 and 1925-
26 there were again adverse balances, but for the iirst 
three months of 1926-27 a favorable balanC<j of 76,4 
million roubles was again shown. The following figures 
show the tempo of development since 1922 as compared 
with 1913: 

YEAR IMPOl\TS EXPORTS 

(Roubles) (Roubles) 
1913 1,374,034,000 1,52.0,133,000 

192.:'-23 187,400,000 %10,600,000 

1923-24 439,300,000 521,600,000 

19:'4-25 7 18,800,000 567,600,000 
1925-:.6 756,000,000 668,000,000 

> .192.6-27 (first quarter) 13 I ,900,000 108,300,000 

The total turnover during 1925-:.6 across the Euro­
pean frontiers amounted to 1,263> million roubles. That 
across the Asiatic border totalled 160.5 million roubles." 
The favorable balance of 76,4 million roubles during 
the iirst quarter of 1926-2.7 compares with an unfavor­
able balance of 2.9.7 million roubles during the COIres­
p~nding months of 1925-26. During 1925-26 the bulk 
of the trade was distributed among the foreign nations 
in the following manner:lI 
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Sovmr FOREIGN TUDE, 19~5-26 
(million roubles) 

England .............. .. 
Germany ............ .. 
United States ...... .. 
Holland ............... . 
Persia ................... . 
France .......... __ .... __ 
Italy ..... _ ............... . 
China .. ____ ............. . 
Belgium .............. . 
Poland ........ _ .. __ . ___ . 

T qt"l Export. Import. 
31.'1-$ Ia7.1 
,.S3.2 III.O 
1#9 "5-0 
87.8 21.0 

68-4 32..3 
58_8 3,·8 
56,7 33-5 

IJ·I 
18.6 

3· r 

As regards imports, it is the policy of the government 
to concentrate upon the purchase of raw materials 
needed by industry and upon machinery which will 
serve to further the industrialization of the country_ 
For such items it attempts to p'y, to as great a degree as 
is possible, by the sale abroad of foodstuffs.. In 1,25-2.6 
raw materials were imported to a value of 271.6 mil­
lion roubles; semi-manufactured products 147.5 million 
roubles; industrial machinery 73 million roubles; and 
agricultural machinery 58.3 million roubles. These fig­
ures all repRSe1lt increases over each year since the Revo­
lution. The import of foodstuffs, on the other hand, 
fell from 166.7 million roubles in 1,24-25 to 38.8 mil­
lion roubles in 1,25-26. Of the rota! export figures 
of 688 million roubles in 1925-26, 426.9 million roubles 
:were in the form of agricultural produce. 

Soviet foreign trade is capable of considerable addi­
tional expansion. A. has been pointed out by the editor 
of the /OfI,fflal of Commerce, "the problem of Russian 
trade at the present time is how to double within a short 
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period the $6so,000,ooo of foreign business which she 
now has." 13 

The Soviet Union wishes, at the present moment, to. 
place in foreign markets orders for machinery and otheJl' 
means of production in the largest possible quantities. 
She is hampered by inadequate financial resources and 
lack of sufficient credit facilities. Of late a marked 
improvement is noticeable, particularly among German 
and American nrms; in . the matter of granting the 
credits for purchases of the machinery and raw materials 
which the Soviet Union needs for speeding up the devel­
opment of her own national economy. 



• 
CHAPTER IX 

FINANCE, BANKING AND CREDIT 

FINANCE, banking and credit do not exist any place in 
the world as things off by themselks. Rather are they 
instrumenta adapting themseIves to the needs of, and 
reflecting the conditions of, all phases of a nation's 
economic life. Monetary organization reflects per se 
economfc heillth, and exists on a salutary basis only 
when it is concomitant with vigorous productive forces 
and goods turnover. Financial organization in the 
Soviet Union mirrors the changes in the Soviet economic 
structure, as well as the movements of production, 
international trade, the balanced budget and the other 
basic economic relations of the Union. 

In pre-revolutionary Russia landlordism and nascent 
capitalistic enterprise existed side by side. The credit 
institution. of the nation were accordingly organized 
to cater to the requirements of both industrial and agri­
cultural production. 

Aside from the Bank of Issue (The State Bank), the 
pre-revolutionary linancial system was made up chiefly 
of two types of banking institutions: the "Mortgage 
Banks," which provided for the linancial needs of the 
landlords, and the "Commercial Banks," which catered 
,to industry. A minor place was occupied by other types 
,of small financial institutions including the "Mutual 
Credit Compani~," '\Vhich were based upon the prin­
ciple of mutual liability of all members. 

111 
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The chief business of the mortgage banks was gram 
ing mortgage loans secured by private land-holdings 
for the most part the large estates, and by town build 
ings. There were two State Banks engaged in tIil. 
method of enterprise, "the Nobles' ,Bank," and the 
"Peasants' Bank," as well as ten joint' stock mortg.g~ 
banks, several "Municipal Credit Societies," and a few 
other'small mortgage organizations. In 1916 private>' 
landowners were indebted to these banks to the exteDe 
of 3,7Z4 million roubles while the towns owed them all 

additional 1,804 million against buildings! 
The "Commercial Banks" issued short term credits 

to industrial undertakings. On January r, 19140 there 
'existed within Russi. 46 such banks, which had a net, 
work of 8u branches and agencies, 33 or which were 

,in foreign countries. By 1916, the year preceding the 
:Revolution, they had 1,967 million roubles invested ih 

" the discount of bills and 1,749 million roubles in loans.' 
The gigantic internal upheavals which took place ill 

Russian national economic life in the three decades pre­
ceding the war and the Revolution, i.e., the encroacli~ 
ments of industrialism upon the strongholds of agr!-

. 'cultural economy, had led to the ~blishment, in rSn. 
of a currency based upon the gold standard. AI.,. 
passed in that year gave to the State Bank the right t<: 
emit paper currency without gold backing up to only 
300 million roubles. Further issues had to have a huq· 
dred percent gold security. 

With the exception of the beginning of 1906 (imme, 
diately following the Revolution of 1905), the Stat" 
Bank made but slight use of its rig:ht to issue paper 
money without gold backing. Its gl/fd reserve was rar 
greater than that in other countries. On July 16, 1914, 
immediately preceding the declaration of war, this gold 



FINANCE, BANKING AND CREDIT 11) 

backing was 98.2 percent of the value of all notes t:heo 
in circulation. A forty percent reserve was considered 
ample elsewhere. 

But this super£ciall y sound condition of Russian 
finance was built upon a series of intern,.} contradictions 
which had strained the nation's economic framework 
and was leading it fast toward the cracking point. The 
large gold reserve strengt:heoed the position of Russian 
capitalism in foreign countries. But it Was maintained 
through the reckless taxation of the already impover­
ished peasantry; through a governmental monopoly on 
Vodka; and, lastly, through foreign loans. 

The influx of foreign capital took the form of long­
term State loans and short-term credits to the commer­
cial banks. Payment of the interest on these debts,· 
however, necessitated the export of commodities in ex­
cess of the capacity of healthy nation,.} economy.. 'fhe 
country was falling into the vicious circle of depen­
dence upon the import of foreign capital and commodities 
to an extent for which she could not afford to pay and 
was finding it necessary to import capital for amortiza­
tion charges and even for the payment of incerest. Her 
favorable trade balance decreased from 5"~ million 
roubles in I909 to I46 million in I9I3. In the first 
h,.}f of 1914 her imports were in excess of her exports. 

'fhe eventual financial dislocation which this relation­
ship between the Russian taxpayer, Czarism and the 
foreign creditor promised for the future was precipitated 
by war necessity. Czarism was already living beyond 
its income; its expenditureS piled up with dizzying 
rapidity. Financial collapse was inevitable. 

'fhe war brouglf't with it the prolnDition of the liquor 
traJlic, involving the loss of the large revenues from the 
Vodka monopoly. 'fhe German blockade shut the 
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country off from the imports upon which it had grow1: 
dependent. This shattered the Russian economic sy't, 
tem and left the business men and the landlords in "~ 

" position where they could neither pay the costs of the 
war through taxation or suhscribe large sums to internal 
loans. The peasants and workers had little surplus, and 
in any case they were not accustomed to bond-buying: 
Consequently there was but one avenue open to the 
Czarist Government: the printing press and the emis­
sion of unbacked paper currency. In no other of the" 
warring nations at that period was such extensive us/! 
made of this type of "financing." 

By a law of July 2.7, 19140 the payment of credit 
notes in gold was suspended. The volume of pa~ 
notes issued was rapidly increased until, by the end of 
1916, it totalled 6.) billion roubles. When the March 
Revolution occurred ( (917). the Czarist regime, iii. 
two years and a half, had issued approximately 8.4 bili 
lion paper roubles. 

The Provisional Government of Kerensky was unabl~ 
to put a stop to this process of inflation. During itS 
brief existence it doubled the paper currency in circP.. 
!ation-raising it to 16,5 billion roubles by October, 
[917. The cheap money made prices soar. In IlI[]! 
they were eight times their pre-war level. At the tim, 
of the Bolshevik Revolution (November, 19(7) th, 
rouble was worth about 30 kopecks in London. .. 

This was the paralyzed nnancial structure taken over 
by the Russian Revolution. 

From the seizure of power by the Bolsheviks iii 
November. 1917. until the inauguration of the New: 
Economic Policy in 19" [. the Soviet leaders hoped thai 
the Proletarian Revolution would spread to the wester ... 
countries and that, as a consequence, a socialist sOOe£): 
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could be constructed. The group in power believed that 
the traditional financial methods were decadent and 
archaic. In their stead they hoped to substitute a sys­
tem of financial accounting and control based upon 
units of labor power. Trade was to be carried on by 
direct barter and would involve only a system of book­
keeping. 

Accordingly, the Soviet Governmeot liquidated the 
former financial institutions. By a decree of December 
17,1917 (old style), all banks were nationalized and all 
of the former private credit establishments were amal­
gamated with the old State Bank into a single new insti­
tution, the "People's Bank." But as nationalization 
proceedea, and private enterprise was made illegal, all 
financing was done from the budget and the function 
of credit institutions disappeared. Finally, by a decree 
of January 19, 1930, the People's Bank was in its turn 
liquidated and merged with the "Budget Accounting 
Department." With the dissolution of the last of the 
institutions of credit, all of its mediums such as checks, 
drafts, securities, etc., also made their final exit from the 
financial sceoe. 

In the realm of currency the objective, during the 
early years of the Revolution, was a transition toward 
moneyless economy. The Soviet leaders were not, there­
fore, appalled by the realization of the consequence of 
inflation. A decree of October 36, 1918, increased by 
3)oJ billion roubles the issuing rights of the People's 
Bank, and after the liquidation of the bank the issue 
of paper currency was carried on without any formal 
extension of the right. By the middle of J 9:lI the 
rouble was worth one-seveoty or eighty-thousandth of 
its pre-war value.' . 

The resources of the State, during this period of 
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"Military Communism," aside from the emission of 
paper currency, were requisitions in kind. These requi­
sitions were the real force behind the State budget. They 
consisted in forcible sequestrations of surplus grain, 
cattle and provisions from the peasantry. The products 
of industry were also turned over and distributed by 
the State. Wages Were paid in kind. Paper currency 
limtted itself to a very few places in the cities where 
private trading was illegally continued on a small scale. 
In other centers the population reckoned values exclu­
sively in terms of food, textiles and other commodities. 
After 19ZI a formal food tax was substituted for the 
requisition system, but due to the severe industrial crisis 
which characterized that period and an inability to bring 
into being an immediate transition, the levies continued 
to play an important role in the State bndget until 
19~3· 

With the inauguration of the New Economic Policy, 
the financial system was completely reorganized and 
put upon a new foundation. 

The reorganization of economic life upon the basis 
of the New Economic Policy involved the partial reap­
pearance of private production and the calculation of 
profits. even of State enterprises, on a commercial basis. 
This made the establishment of a stable currency a mat­
ter of prime necessity. The establishment of such a 
currency passed through two stages. The first of these 
was the issue of tchervontsy at the end of 1922 by 
the newly organized State Bank. The other was the 
final withdrawal from use of the Soviet rouble between 
February and May, I9~4. 

The State nank commenced operations as a purely 
credit institution on November 16, I92f. However. 
by a decree of the Council of People's Commissars. 
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dated October II, 19U, w bank was further empow­
ered to issue bank-notes. It thus became a bank of 
issue and began the emis5ion of tchervontsy· oa 
November 2.7. 192.2. The value of the new currency 
was fixed as ten former gold roubles, secured by a Jega! 
minimum of 2. 5 percent: in precious metals and stable 
foreign currency and the remainder by easily realizable 
securities. The State Bank does its utmost, however, 
to keep the amount of "hard" note cover well above 
the legal minimum and has been able, to date, to main­
tain it at between 30 and 50 percent. 

Side by side with the tchervontsy, however, the treas­
ury continued to issue and circulate the old Soviet 
notes. This parallel relationship of the two paper cur­
rencies continued for fifteen months, without any legal 
exchange rate existing hetween them. The govern­
ment maintained the old currency primarily because 
there was, at this period, still a considerable deficit in 
the budget which must, of necessity, be covered by the 
issuance of paper currency. To do this in the new 
currency was not considered expedient. 

From the nrst there was confidence in the tcher­
vontsy, which remained stable while the Soviet notes 
fell in value. The old roubles served in large part 
merely as small change, the ten rouble note being 
driven out by the tchervonetz. The exchange relation 
between the «bad" and the «good" money altered from 
day to day, the tchervonetz notes rising in value to a 
slight premium. It did not take very long before the 
superiority of the new money received general and wide­
spread recognition. 

By the end of February, 1924. the Soviet Govern-
.. The cold tcHrwnetz coatain. 119.4826 gmns of fine gold. equivalent. 

in United States currency, to $5.146. The eqtrivaknt of the gold rwble is 
51.4567 cents. 
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ment felt able. to reduce the nation's currency to 11 

single, stable basis. The productive forces of the coun~ 
try wereaperiencing a general revival. Agriculture 
was being reestablished to its pre-war capacity. The 
commodity- market was beginning to prosper and RUS'­
sia's trade balance, which in the calendar year I9H had 
shown an adverse balance of 188 million roubles, was 
reversed in the calendar year 1923 to a favorable balance 
of 61 million roubles. The 'assets in precious metals 
held by the State Bank increased in 1923 alone by more 
than 100 million roubles and the. yields to the State 
from natinnal taxation amounted during the budget 
year I9H-"3 to 450 million roubles. Lastly, the Civil 
War and intervention had been successfully terminated. 
All of these factors convinced the government that the 
time had finally arrived for the liquidation of the Soviet 
rouble.' 

Accordingly, a series of laws PasseP during the months 
of February and March 1924,_ finally liquidated the 
Soviet roubles and unified the monetary system. A 

- decree of February empowered the Commissariat fOl: 
Finance to issue paper "currency notes" in denomina'~ 
tions of I, 3, and 5 roubles gold. These were made legal. 
tender, but were restricted in amount to one-half of 
the amount of tchervontsy put into circulation by the 
State Bank. On February 14th a law discontinued the 
issuance of the old Soviet paper rouble. This old 
currency, however, was continued as legal tender unt¥ 
May 10th and was exchangeable by the People's eom;. 
missariat for Finance up to May 31, 1924, at the rate 
of 5 0,000 roubles of 1923 notes ( 5 0,000 million old 
roubles) per gold rouble. After June, 1924, the alii 
Soviet roubles ceased any longer to be legal tender. . 
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Two additional laws conclnded the cycle of currency 
reform. One, dated February 7, 192+ declared that 
thereafter the State Bank would accept or exchange the 
new Treasury notes, without limit, at the rate of 10 

gold rouble notes for one tchervonetz. The country 
was, thereby, given a legal tender, stable paper currency 
in denominations of I, 3, and 5 roubles. A metal, small­
change currency was further provided when, on Feb­
ruary 22~ 1924, a decree was issued instructing the Com­
missariat for Finance to issue silver and copper coinage 
in denominations of I, 2, 3 and 5 kopecks, copper, and 
10, 15, 20, 25 koped(s and I rouble, silver. To this 
a brass coinage was added. later in denominations paral­
lel to the copper. 

Since its organization upon its present basis, the cur­
rency of the Soviet Union has been kept in amount 
strictly within the bounds warranted by the develop­
ment of industry and commodity turnover. While this 
policy has resulted in a comparatively small volume of 
money, it has, on the other hand, caused its continuous 
maintenance at par value both within the Russian bor­
ders and on the foreign exchange. Its growth in volume 
has been as follows: 

Rmtbles 
Oct. I, I92 3······························ .27 I,OOO,00o 
Oct. I, 1924 .............................. 622,7°0 ,000 
Oct. I, 19 2 5 ._" ...................... , ... 1,142,884,7°0 
Oct. I, 1926 .............................. 1,343,r84,300 

Jan. I, 192 7 ....... , .... " ... , ... ", .... 1,4 IZ,633,OOO 

The volume in circulation on January I, 1927 was 
divided as follows: 
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Bank Notes of the Stare Bank .. 
T re .. 'VY Bills ........................... . 
Silver, Coins .......... "" ...... "."" .. . 
Copper Coins ......................... .. 
Bronze Coins .... " .................... . 

8I~59,ooo 

4'"7,402,000 

162,2$2,000 
8,680,000 
2.,040 ,000 

The volume of money in circulation before the war 
was 1,921.7 million rouhles. Therefore, although agri­
culture, industry and trade now approximate their pre­
war levels, the amount of money in circulation is still 
below the pre-war figure. 

The New Economic Policy also rendered necessary the 
creation of a hanking system, in order to concentr.re 
Stare and privare funds and to exrend credits to both the 
State enterprises and to the peasantry. It soon became 
apparent that the newly organized enterprises could not 
carry on entirely through grants .from the puhlic Budget. 
The necessity for credit resulted in the gradual con­
struction of a complete, State-controlled banking and 
credit machinery. 

As banking facilities bad been non-exisrent in Russia 
between I!F9 and 1921, the State was faced with the 
necessity of beginning at the hottom and construeting 
the necessary credit system. Accordingly, tbe Com­
missar for Finance, during September, 19", hurriedly 
worked out plans for a Stare Bank. These he submitted 
for approval and on October 3, 1921, they received the 
sanction of the All-Russian Central Executive Com­
mittee. 

On October 12, 192 I, the Council of People's Com. 
missars issued a decree establishing the new State Bank. 
It commenced operations in Moscow on November 16, 
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1911, for the main purpose, in the words of its regula­
tions, of "aiding the development of industry; agricul­
ture and trade by means of credit and other banking 
operations, and with the object: of concentrating mone- . 
tary transactions and adopting other measures for secur­
ing a sound monetary systetn." It immediately began 
to open branches and agencies throughout the country. 
By the first of January,. 1922. these provincial offices 
numbered twenry-one. 

The original capital of the bank consisted of a treas­
ury subvention of two billion paper roubles worth less 
than 15 million pre-war gold roubles at the time t:hat 
the hank began business. By financing foreign trade 
with provision for repayment in foreign currency. by 
sharing in the profits on the transaction of its borrowers, 
and by requiring gold standard values when borrowers 
were repaying loans, the bank avoided the disastrous 
results of the money iniIation and converted its holdings 
into stable assets. • Gradually the bank revived all of the familiar credit 
instruments and machinery. Relations were established 
with foreign bank.. The check system and clearings 
were introduced. Foreign currency was regulated in the 
home market and regnlarly quoted, etc. On October II, 
1922, it was also made the bank of issue and began note 
issue of th" new unit of currency, the tchervonetz. 

The capital of the bank has been steadily increasing, 
rising from 50 million roubles on October 1, 1923, to 
100 million on October 1, 19%4> and to u6 million on 
October 1, 1926. During the same period its current 
and deposit accounts rose from 178., million roubles to 

1,147-7 million roubles. Within a single year. from 
October I, 1915. to October I, 1926, its discount opera­
tions increased from 1,516 million roubles to 1,9649 
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million roubles. To take care of this constantly mountj 
ingvolume of bUsiness the State Bank added branches i 

, until, in February, 19:17, they numbered 488, to which; 
may be added about 500 offices of the Treasury whichi 
now function as agencies of the State Bank. These! 
branches and treasury offices are located in all parts ofi, 
the Soviet Union.; , 

During the :first year of its existence, the State Bank: 
enjoyed a virtual monopoly upon the banking business', 
of the country. But the exigencies of Russia's rapidly1 
expanding economic life soon demonstrated the n~ 
sity of a more diversified banking' system and by the' 

" end of 19U the organization of other banks was begun, 1 I, 

\ 

Besides being the bank of issue, the State Bank 1'f1 
mains the largest commercial bank within the Soviet';: 
Union. Its commercial service is now paralleled, how-Ii 
ever, by that of a series of "special" banks, each ot I 
which operates within a limited sphere of the nation.~ 
economy. Thus, industry is acCommodated by the All.; 
Union Industrial Bank (Prombank); the Bank of 
Foreign Trade finances the export and import opera4 
tions of the U~on; Agricultural credit is :xtended b!,! 
the Central Agncultural Bank; the cooperatIves 'do bUSl4! 
ness with the All-Russian Cooperative Bank; credit f01i 
the work of electrification is supplied either by thlt/ 
State or by the Bank of Electrification, etc. In addi{i 
tien, banks are organized to serve specmc territoriesl 
such as the Central Asiatic Commercial Bank, the Fat 
Eastern Bank and the North Caucasian CommereMl 
Bank. Each of the independent Republics which go t" 
make up the Soviet Union has its own banks, and thel 
larger municipalities also have their own municipal I 
banks. In addition to these organizations there must at",! : 
be added a number of mutual credit societies whicijl ' 



FINANCE. BANKING AND CREDIT 

'i~nance small-scale industrial and trading' enterprises. 
~n all, the banking system comprises over 1>400 units" 
!~xclusive of the savings banks which num~d 14>7<U1 .. 
-jat the beginning of I9~7. ' 
"~i The total assets of all of the credit institutions of the 
'cboviet Union (not including savings banks) were 
:;6,349.6 million roubles on September I, 1916. On 
,.bctober I, 19~5, they hall been 5,473.3 million roubles. 
'Irheir total capital, on September I, 19~6, amounted to 
CII5 million roubles. Oh February I, 19~7, the total 
!~avings bank deposits amountell to 115.059 million 
"!foubles. They were 8 6 million roubles on October I, 

"1'916, and 31'5& million roubles on October t, 1915. , . 
, Throu~h the establishment of this comprehensive 

''lcredit machinery, the financing of agriculture and in­
:.dustry is steadily being transferred from the budget 
'co the banks. This has not, as yet, been completely ac­
~complished. The budget for the financial year 1915-16 
,provided for expenditureS' upon the national economy 
" .. mounting to 544-6 million roubles, a sum representing 
tll.9 percent of the entire budget. Of this amount 
; ~ 31.6 million roubles w,eJ;e advanced to mdustry and 
,Iclectrmcation projects. the remainder 1:0 agriculture. 
'.The budget for the economic year 1916-:'7 provides 
I for an increased allocation from the budget to the 
,national economy. the new sum being set at 901.3 
"million roubles, 18 percent of the total estimated ex­
"penditure.' This sum includes 150 million roubles which 
~are to be expended upon irrigation, combating drought 
land other agricultural improvements; 494 million 
,roubles to be expended upon nationalized industry; 88 
• million roubles upon electrification; etc. For the most 
;part the division of function between the banks and the 
"budget for financing industry and agriculture provide 
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for the banks t<>-!inance the !!!,under apg better wah 
li§bed enterprises. Those spheres of the national ecoxi 

} 

omy, p.rffi:Ufarly mining and heavy industry, wbicl 
require grants rather ~han loans, receive their help frori 
the budget. During 19"5-.. 6 the State received ba~ 
. from its enterprises, in the form of revenues, a sum 
approximating 44Z million roubles. In 19a6-z7 they are 
expected to return <not including 'transport or PostS 
and Telegraphs) 55 3.7 million roubles. 

The income of the Soviet Union during its early years 
consisted in emissions of paper money and, more imporL 
tanto forcible food requisitions and taxes in kind. Bu~ 
with the adoption of the New Economic Policy, the 
revival of industry and agriculture and the establishf 
ment of a stable currency, these gradually receded. B~ 
1923-24 they had been reduced to 3 percent of the 
budget. The following year they disappeared. The 
same year (1924-z5) also witnessed the first balanced 
budget since the Revolution. The budget has, of course, 
been balanced ever since. Th.... current year is so­
budgeted as to produce a surplus QI- 100 million roubl •. .;­
as compareq with a surplus o£.,tJ~miIlion in 19z5-a6. 

The growth of the national budget is of particular 
economic significance in the Soviet Union where indust 
try, trade, transport and banking are conducted eithei 
directly by the government or for it by the State T ruses;, 
The Soviet budget, as a consequence, is to a considerable 
extent a matter of planning the national economy. 

The dimensions of the State Budget grew as followsJ 
19.42-a:;, 1,460 million roubles; 192:;-:l4. 2,298.1 milliol 
roubles; I!P4-2.5, 2,935.2 million roubles; 1925-21\ 
3.876.9 million roubles. For the 19z6-27 budget the esti, 
mates provided for further increases to 5 ,ooa.:; milliOI 
roubles,' to be derived from <a> taxation; (b) revenue 
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fl"Qm transportation enterprises, posts, telegraphs, and 
telephones; (c) State industrial and trading enterprises, 
forests, etc., and (d) extraordinary revenue, in the form 
of internal government loans. In the budget for 
192.6-2.7 it is anticipated that: taxation will yield 
2..333'566 million roubles; Posts and Telegraphs, 16.1 
million roubles; Transport, 1,6)1.2.55 million roubles; 
State economic enterprises, 55 3.747 million roubles; 
State Loans 2.2.0 million roubles; and the remainder 
(about 2. percent of the total) from miscellaneous 
sources. 

These figures do not include the local budgets of the 
cities, towns, provinces, districts, etc. The national 
budget -1>rovides for the needs of departments whose 
activities encompass the entire Union, such as the army, 
navy, transport, etc. The income is derived from direct 
and indirect taxation, State industry, trade, and credit 
institutions. Social and cultural improvement, educa,­
tion, health work, etc., are largely financed either out of 
the local budgets or from the budgets of the indepen­
dent republics composing the Soviet Union. . . . . 

A little less than half.of the revenues .x;ended in the 
budget at the present time are derived by the Soviet 
State from direct or indirect taxes. These now number 
seven, viz.: (I) An industrial, trade and handicraft 
tax, payable to the government by all engaged in these 
fields of activity. The tax varies from ~ percent to 
8 percent of their turnover, graduated in accordance 
with the profits of the undertaking; (.1) A single agri­
cultural tax upon the peasantry. The rates of this ~x 
vary considerably for the several econonuc strata among 
the peasant groups. The several taxes as well as special 
assessments formerly levied upon those who cultivate 
the soa have now been amalgamated into one. The main 
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burden is being shifted from the poorer To the wea1thie~ 
peasants. Ninety~three percent of the revenue from thii 
tax goes To the State; 7 percent To the local authoritie~ 
h) A property and income tax is levied only in the 
towns. Small properties and incomes pay no tax. The 
rate gradually ascends in accordance with the income of 
the taxpayer and the value of his property. (4) Stamp 
duties are levied upon deeds, certain insurance policies, 
purchase or sale of buildings, etc. (5) Rent is charged 
upon municipal land and lands used by transport under. 
takings. ·(6) Local taxes are paid by those whose eco· 
nomic activities or property are under the jurisdiction 
of the local Soviets. Such are the timber estates, hawk" 
er'~ trade, auction sales, etc. (7) Lastly are the excise 
duties. Here again the rates vary considerably upon the 
different articles of consumption. In the excise revenues 
levied during 1925-,,6, about one-third (32.7 percent) 
was received from taxes levied upon articles of prime 
necessity. The remainder of the tax was placed upon 
articles considered less indispensable, such as tobacco, 
coffee, card~oard cigarette mouthpieces, etc. Superfluous 
articles such as intoxicating liquor paid, during 1925-26, 
46.2 percent of the entire excise revenue. 

It is the fixed policy of the Soviet Government To 
adapt all taxes to the paying capacity of the population, 
to shift as much as possible of the burden to those best 
able to pay and To use its taxing power as a weapon 
agaii.st any undue accumulation of, wealth in the hands 
of a few individuals. According To approximate esti­
mates, in 19'4-25 the peasantty paid 5 gold roubles in 
taxes per capita. workers and office employ_ paid 14 
gold roubles, while other groups paid 42 gold roubles.' 

Since the adoption of the New Economic Policy. tax 
retQlllhs have been increasing steadily. Taxes are still, 
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however, lighter rhan before rhe war, when they 
amounted to 13 percent of the total national income. 
Under rhe Soviets rhe proportion of borh federal /Inti 
local taxes to rhe national income has been as follows:' 

N.t'l. Income T #IX ,RrwnUI PercnUlIgt of 
(million (million 1'tlX R,nimues 1(') 

FilctdY,., pia f'DrWlr,) gold ravbks) N#I!I. 11U'07M 
.I9H -:L) 7,369 569-5 7·7 
):923-24 II,764 997.2 8·S 
1924-25 I5,IH 1,544·1 10.2-

1925-2.6 20,084 1.,195'9 10·9 , 
In rhe federal budget alone rhe retUrns from taxation 

for 1926-27 are estimated at 2,)>3.5 million roubles. 
In rhe year 1922-23, the first following rhe inauguration 
of rhe New Economic Policy, receipts to rhe National 
Budget from taxation totalled 475 million roubles. 

These revenues plus the revenues derived from State 
enterprises have made necessary rhe flotation of only a 
relatively small number of internal loans in order to 
finance rhe administration and operations Qf the Soviet 
State. For since its seizuro, of power in ('9"7 the Soviet 
Government, alone among the European powers, has 
contracted no debts to foreign governments or to for­
eign bankers. The national debt of rhe Union, which is 
almost entirely composed of internal Government loans, 
has grown from "'7.1 million roubles in 192) to 750.1 
million roubles on January I, 1917. The money derived 
from loans bore rhe"following relation to rhe total rev­
enues of ,rhe State budget: 1922-2.3, 5.7 percent; 
19"3-"4> 7·!J' percent; '9"4-15, 4.3 percent; 1925-16, 
3.9 percent. These loans are gaining increasing popular­
ity in rhe Union as a merhod of investing savings. 

In rhe Soviet Union since I9aI rhe currency has been 
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placed upon a gold basis and has been stabilized at 
par. The credit and banking system has been restored: 
The government is one of the very few in Europe operj 
acing under a balanced budget without foreign assist .. 
ance. These facts reflect the healthy condition o~ 
Russian economics, since the improvements have been 
.• /fected on t9-e basis of surpluses accumulated out of the 
country's own productive forces and without any aid 
from foreign capital. 



CHAPTER X 

THE COOPERATIVE MOVEMENT 
, . 

CooPEllA TIVE organizations playa conspicuous role both 
in the daily life of the Soviet Union population and in 
the program through which the Communist Party and 
the Soviet State are building a Socialist: society •. For this., 
reason they are being generously encouraged and ex­
tended. From year to year they fill a larger placein"' the . 
urban and rural life of the Soviet U mon. ConsUmers' 
cooperatives have become the main channel for the 
retail distribution of goods; agricultural cooperatives are 
penetrating practically all aspects of agricultural pro­
duction and exchange; handicraft cooperatives are gain­
ing a strong influence over the home industries, . while 
the housing and building cooperatives, which' were at 
first confined largely to the cities, are reaching the 
smaller urban areas and are even to be found in the 
villages. 

The Soviet leaders do not expect their cooperatives to 

operate on the same plane as the cooperative societies in 
other European nations and in America. They scoff at 
the theories of the western cooperators, who would use 
the cooperative movement instead of the political 
struggle of the working class as a means of establishing 
a new social order. _ 

They contend, however, that in a country which has 
already passed through a successful proletarian revolu­
tion, and where the State power is in the hands of the 

I)~ 
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working class, cooperation is a prime factor in the 
building up of a Soci.lut economy. "Here in Russia," 
wrote Lenin in I9~3, "where the power is in the hands 
of the working class, where all the means of production 
are the property of the State, the sole task remaining to 
us has been to secure a real cooperative alliance of the 
population. 0""" given the pre-requisite of c:ompI.ete 
cooperation by the population, that Socialism which 
hitherto, and righdy, evoked at most an indulgent smile 
from those who were convinced of the necessity of the 
dass struggle, of the struggle for political power, has 
obviously attained its end. • •• We should now be right 
to say that the mere growth of cooperation hete with us 
is equivalent to the growth of Socialism. • •• If co­
operation was completely developed, we should already 
be standing with both our feet firmly planted upon 
Socialist soil.'" 

Under the New Economic Policy, the Soviet Union 
reversed its attitude toward the cooperatives. Instead of 
trying to bring them under State control, as it did until 
1921, the Union is seeking to develop the cooperatives 
along Communist lines by making the cooperative s0-

cieties a weapon with which to fight the private traders. 
By securing the participation of the masses of workers, 
and particularly of peasants, in the cooperative system 
of distribution they accustom them to look upon the 
retailing agencies that serve them as their own organjza­
tions, and to fanuliarize them with the W2y in which 
industry and distn"bution work in a Socialist society. 
In the rural districts the cooperative movement is espe­
cially eifective, because it teaches the peasants how to 
carty on collective work and collective activity and, in 
this way, it facilitates the spread of the Communist idea 
among them. 
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This is not only the conception of the cooperation 
which motivates the officials of the Soviet State. It is 
also the opinion of the cooperatives as to their own 
function. The officials of Centrosoyus, the federation 
of all of the consumers' cooperatives in the Soviet Union, 
emphasized this in a written description of their work 
which they gave to the writer in November, '926. "We 
do not c9nsider our cooperatives as purely trade organi­
zations," they said. HWe want to eliminate private trade. 
We deem cooperatives to be one of the systems, one of 
the links of the chain leading to Socialism. The coopera­
tive movement in our land has a Socialist goal>.. • 
The Consumers' Cooperative Movement must not only 
have for its aim to supply the workers and peasantry 
with cheaper goods and to clinllnate private capital, but 
to reorganize trade in such a way that the peasantry in 
its requirements would be so directly bound with our 
Socialist industry, that, on the ground of common needs, 
a new Socialist Soviet Society could be created." 

As economic relations are now organized in the Soviet 
Union the cooperatives are serving as an indispensable 
link between the agricultural producer and the State 
industries of the towns and between producers and 
consumers; that is, between those sectors in which the 
socialized forces are strong and those in which they are 
still weak. Both the Communist Party and the T tade 
Unions therefore do everything within their power to 
further the work of cooperative development. They 
carry on intensive cooperative propaganda; they support 
the cooperatives in their efforts to secure new members; 
and they deposit their funds in cooperative banks in 
order to strengthen the financial basis of the cooperative 
SOCIetIes. Every Communist Party Convention and 
every Trade Union Congress makes discussion of co-
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operative questions .. prominent item upon its order of, 
business. 

The cooperative movement had struck deep root1 
into Russian soil long before the outbreak of the Worl~ 
War or the Bolshevik Revolution. As early as 186~ 
consumers' cooperative societies were organized by th~ 
middle classes, who monopolized their membership anI 
alone directed their management and determined their 
policies. Later, consumers' cooperatives wereorganize4 
amorg the industrial workers, but at the initiative of tht 
employing classes, not of the workers themselves • 
. After the Revolution of 1905 independent warkinS 

class cooperatives grew rapidly and steadily. At ~ 
they met with hostility from the Czar's governmen~ 
but after the outbreak of the World War the advan 
tage of cooperatives as means for provisioning the arm); 
and the civil population was so impressed upon th~ 
Czar'. government that its previous antagonistic atti. 
tude was replaced by one of encouragement. In 19I S: 
3,500 consumers' cooperative societies were established 
in 1916 an additional 4,500; and in 1917. 4>000.' Th. 
old government did not, however, give legal recognition 
to the independent cooperative movement. 

The Provisional Government of Kerensky repealed ail 
of the laws which had restricted the work of cooperatiVf 
organizations and passed legislation which facilitated thi 
formation of new societies. A. a result, when the Coml 

munist Revolution occurred, the con.umers' cooperati~ 
societies numbered 25,000 and their' membership haJ 
risen to above seven million. They were, however, dom~ 
mated by the representatives of the middle classes eved 
during this priod. They were strongly anti-Bol.hevill 
and passed many resolutions against the principle ~ 
the class struggle. 
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When the Bolsheviks came into power, they found 
that the cooperatives were strang centers of political 
opposition. The cooperatives opposed the cooperative 
policy and the entiIe economic program of the Soviets. 
The societies were dominated by the Social Revolution­
aries and the Mensheviks who not only opposed the 
Bolsheviks politically but also took up arms against 
them in the civil war. The inevitable result was one of 
hostility between the new Bolshevik Government and 
the cooperative societies. _ 

On April n, 1918, the Soviet Government issued its 
first legislative enactment concerning the cooperative 
movement. This decree, while leaving the cooperatives 
indepen~nt, authorized the State economic departments 
to utilize their services for the purchase and distribution 
of the goods which they required. The cooperatives 

. were also compelled to accept rules laid down by the 
;overnment for the distribution of commodities, and to 
;upply non-members in their districts. This was fol­
.owed by another decree, on November a, 19 I 8, which 
required that every consumer become a member of a 
>oviet shop or a cooperative. On November 29th. the 
:ounter-revolutionary elements and all members of the 
niddIe and employing classes were barred from election 
to posts of management or authority in the societies. 
Such measures gave to the Soviets a large measure of 
:ontral over the activities of the cooperative organiza­
tions.. 

The following year, however, the government finally 
~ecided that "In the period of the world revolution and 
the proletariat's war on capital, the industrial coopera­
tive movement as a proletarian organization must adapt 
its activities to the necessities of the war. Social condi­
tions are changed by the proletariat's seizure of power, 
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• civil war is at its climax. • •• Industrial cooperation •• ' 
cannot pursue its own 'cooperative' ends as distinct from 
those of the warring proletariat,''' It therefore took step~ 
,to convert the cooperatives into State institutions. 1 

/ On March 20, 1919, a decree was issued by the Coun~ 
eil of People's Commissars under which all of the co.; 
'operative societies ~ere converted into cCConsumers~ 
Communes," organizations which supplied me entire 
public with me. necessaries of life. Every worker' wJ 

• compelled to join. ,the consumers' commune of his. town; 
though without me payment of any fee. All forms of~ 
cooperation were Jater amalgamated into one body and' 
made subordinate to me Commissariat for Supply. The 
agricultUral and me craft organizations were made in~ 
strume~ts for the collection of supplies; the consumers' 
cooperatives became distributing agents for me CommisJ 
sariat. All functions were carried on in accordance with 
instructions issued by the State economic bodies and 
without allowing for any independence of action on the 
part of the cooperative associations. As a deparrment of. 
the Commissariat for Supply, the cooperatives were, like 
other government agencies, financed by subsidies from 
the State budget. 

When the period of intervention and civil war had 
. ceased, the cooperatives gradually regained the right tel 

make their purchases and sales independently. of the 
State departments. A decree of April '7, 1911, while! 
continuing the cooperative organizatiens as auxiliaries: 
of the State trading bodieJ, and retaining the principl .. 
of compulsory membership, empowered the societies td 
undertake trading operations on the open market, ali 
well as to fill State orders. Their transactions were to be 
conducted (decree of July .6, 191I) "on their oWU 
account and at their own risk.'" Funds were to be accu~ 
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mul.ted from members' fees, loans, profits, commis­
sions, credits, etc. Finally, on November 17, 19:"', 
their nationalized properties were restored to the co­
operatives and subsequent nationalization was forbidden. 

A number of additional changes of policy during 
192.3 and 1924 completed the cycle of cooperative re­
form. Compulsory membership in the cooperatives 
was abolished; the old division into consumers', agricul-. 

· tural,.· craft and credit societies was. again introduced; 
· State' maintenance was terminated; and the. cooperatives 
· were granted independence of organization and opera-' 
I tion. It became an unwritten, though: generally ac-

cepted, principle that, as the conSlimers' cooperative 
movement develops, retail trade should become its ex­
clusive ]Srovince, with the State concentrating its re­
sources and energies upon wholesale operations. 

The three main branches of present-day Russian C0-
operatives are: Consumers', Agricultural and Handi­
craft. Each has its local, provincial, and national form 
of organizations which unite the individual societies. 
The All-Russian Cooperative Bank, which has 61 
branches and 601 correspondents in the Soviet Union 
and 61 correspondents in the principal cities abroad, was. 
established for the purpose of financing cooperative 
organizations. The network of cooperative machinery 
further includes the Insurance Union, the Cooperative; 
Publishing Society and a cooperative housing movement. 

The consumer'S' cooperative. organizations are of vari­
ous types, depe;;ding upon >he particular needs of the 
groups which each attempts to serve. The three ftlain 
types are, Industrial Workers' Cooperatives, Agricul­
tural Workers' Cooperatives and 'f ransport Workers' 
Cooperatives. In addition. several other groups are 
organized, as the .. eed for them arises. All groups are 
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united into district, regional and national Cooperativ~ 
Unions. At the head of the entire system is Centrosoyui, 
the organizational and administrative center of thE 
system of consumers' cooperative societies for the wholE 
of the Soviet Union. 

Centrosqrus is a federation of all of the Consumers' 
Cooperatives in the Soviet Union. It unites z59 terri· 
torial, -national, regional and district unions of con· 
s~ societies divided as follows: Xl territorial Unions, 
af national and regional unions; 9 provincial unions; 
and.u 6 district unions. These unions in their turIl 

unite 30,000 primary cooperatives of industrial, agricul­
tural and transport workers which together own approx~ 
imately 56,000 cooperative stores. ' 

The consumers' cooper~tive movement therefore uni~ 
the workers and the peasants of the Union. It em; 
braces all kinds of cooperative societies and societies oj 
transport workers. Centrosoyus has two autonomoUl 
sections, that of the workers' cooperation and that oj 
transport cooperation. The combined membership oj 
all branches of the consumers' cooperative movement, ill 
both towns and villages, rose from 9.347 million in r9z1 
to nearly II million at the end of 19z6. Of the 1911 
membership 3.66 million members were in the towtl 
consumers' societies; 5.04 million were . in the rural 
societies; 640 thousand were in the transport coopera­
tives; and about 7 thousand were organized outside o~ 
these three main branches! n • 

In the rural regions only the head of the household 
joins the cooperatives, so that the members of the rural 
societies are not individuals but peasant households, each 
numbering five or six members. Approximately lJ 
percent of the whole peasant population were therefol'li 
members of the consumers' cooperatives in 19Z5. Bt 
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lihe end of 1926 the percentage was substantially higher. 
Among the town dwellers, more than 40 percent are 

,inembers of the consumers' cooperatives. Seventy-five 
:b.ercent of the members of the trade unions are organ­
.ized in consumers' cooperative societies. As to the trans­
fort cooperative societies, their membership likewise 
makes up 75 percent of all of the members of the trans­
:l'ort workers' trade union. Each member of a society 
must be a shareholder and pay for at least one share. 

The consumers' cooperative organizatinns of the 
r50viet Union are at present fuliilling~ tfrree primary 
.functions: (I) They supply consumers with industrial 
lproducts. When possible they procure these commod­
ities from.the Soviet industries. Some of them; however, 
rthey find it necessary to import. (2) They supply the 
ttown population with agricultural produce. (l) They 
(:ollect grain and place it upon the market. 

The cooperative unions deal, for the present, almost 
:exclusively in necessities. They aim, on the one hand, to 
tlupply the city workers with food and industrial prod­
.Ilcts and, on the other, the rural consumers with manu­
factured goods. They strive to reduce the prices of all 
)commodities and to establish close bonds between the 
workers and the peasants on the basis of their common 
:needs as con.<umers. 

In addition to supplying the needs of the population 
for goods and agricultural produce, Centrosoyus and its 
'entire chain of consumers' cooperatives collect grain for 
.home consumption and for export. A part of the grain 
:collected is seot to the towns; another is exported; still 
lanother is turned over to the rural cooperatives in 
lregions where there is a shortage of local grain. 
: The consumers' cooperatives also conduct foreign 
trade with different European countries and with Amer-
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ica. They export fibres and furs and import manufac­
tured products. ' 

Operations on foreign markets are conducted througH 
'branches established by Centrosoyus. Such brancheS 
exist in New York, London, Paris, Berlin, Riga, Shang .. 
hai and in Persia. The export program for 1925-26 
amoUnted to 2I million: roubles. During the first siX 
months of that year II.S million roubles worth of goods 
had already been exported. These sums do not include 
the operations _ of the Siberian and Ukrainian central 

"consumers' organizations, which have the right 'to carry 
, 'On their activities on 'the foreign markets independendy. 

They also do not include grain exports, all of which are 
effected indirecdy through the medium of EXp01't~ 
khleb, a joint stock company of which Centrosoyus 
and other cooperative and economic institutions which 
collect grain are members. - The export figures cited 
cover only the export of furs and fibres which are 
handled direcdy by Centrosoyus. 

Goods imported by Centrosoyus during 1924-25 was 
valued at 27 million roubles and during the first six 
months of192S-26 imports reached 2.5 million roubles. 
Purchases abroad consist only of articles required by 
consumers which cannot be purchased for distribution 
from home producing agencies. Centrosoyus, in addi­
tion to its retailing and grain-buying, is a centralized 
distributing agency for the wholesale trade of the c0-

operatives. It handles 'the wholesale transactions for the 
entire consumers' cooperative system. 
. Wholesale transactions are handled by Centrosoyus 
either on a profit or on a commission basis. The textile 
syndicate, for example, turns over about 70 percent of 
its entire output for distribution by the consumers' co­
operative system. The agreement is drawn by Centro-



TIm COOPERATIVE MOVEMENT. '49 

soyus on a commission basis. Each of the large uni011S 

then participate in selling the commodity through their 
retail stores. The ratio of the participation of each of 
them is strictly fixed in advance. 

In order to diminish the expenses of the wholesale 
turnover, a strenuous attempt is made to distribute as 
large a percentage of commodities as possible directly 
to the local organizations without bringing them first to 
central or local warehouses. With certain commodities 
this policy is proving extremely successful. According to 
the chairman of Centrosoyus, Mr. Liubinoff. 98.6 per-, 
cent of its tobacco and matches were sent directly to,'· 
their places of retaa sale. Texille and haberdashery 
have bdn sent directly into the :field up to as high an 
average as 90 percent. 

Both the wholesale and retail turnover of the con­
sumers' cooperative societies in 19~5-.16 far exceeded 
any previous figures. The figures for' 19~4-~5 and 
19"5-~6 are as follows: 4 

TURNOVER OF CONSUMERS" COOPERATIVE SOCJF.TiES" 
(Thounnd roubles) 

19~4-.1S 

Total wholesale trade .... 1>457,505.6 
Total retail trade .......... .1,330.":<3.1 

19:<5-~6 
Z,5 89,798·5 
3.978,782..1 

Total tornover ... : .......... 3,787,7:<8'7 6,568,580.6 

It has been estimated that purchases from the con­
sumers' cooperatives at the present time make up 5.1 
percent of the consumption budget of all workers and 
employees in the Soviet Union, and that 80 percent of 

• Tbe total <::ooperatiw turnover on the wholesale and retail market was. 
of course, lTe&ter than thue. amounts due to the participation of otber 
fonus of cooperAtion. These figuru relate aoleiy to tM turnover of tho 
CDUumCl'I' cooperative., 
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the workers' expenditwe flows into the coffers of th~ 
combined forms of cooperative associations. On the aV­

erage, prices in cooperative stores are II percent below 
prices in private stores. 

The industrial activity of the consumers' cooperatives 
is being distinctly limited and is now restricted to thfl 
manufacture of local raw material and food products 
for local consumption. In the main their industrial 
work is concentrated in the food industry. They own, 
three thousand enterprises for baking bread and making' 
confectionety products. They also operate several flour 
mills, a tobacco factory, a factory for tea weighing and 
packing, a shoe factory and a soap factory. These enterr 
prises, with the exception of the bakeries, do not play 
an important role in the activities of the consumers' 
cooperatives. There is a tendency to turn over all in: 
dustrial organizations to the corresponding Scate agency 
and to limit the work of the cooperatives solely to the 
field of distribution. State industry, on its side, con­
cludes general agreements with the cooperatives to tunI 

over to them for distribution specified portions of their 
industrial output. In this way the cooperatives are gain­
ing gradual ascendancy among all the retail distributina 
agencies in the Union. The same holds true, to a Jessei: 
degree, for wholesale trade. This is shown in the peri 
centages of wholesale and retail .trade from 1923 tci 
1926: 

State ......... . 
Cooperative 
Private ...... 

RETAn. TRADB 

1923-24 1924-2S I92S-:06 19a6-a7 
(forecast) 

17·5 
43·7 
38.8 

17.0 

47·S 
35-5 
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State 
Cooperative 
Private ...... 

WHOLESALE TRADE 

19~3-~4 1924-25 1925-26 1926- 27 
(forecast) 

p.I 
26.1 

21.8 

These figures related to all kinds of goods, even those 
not handled in the stocks of the consumers' coopera­
tives. Until they accumulate larger capital, the societies 
are largely specializing in necessities, and their percent­
age of the total turnover in these fields is much greater 
than the above figures would suggest. It reaches, for 
example, 60 percent for the total turnover of textiles; 
55 percent for leather; and 80 percent for salt, sugar 
and kerosene. For all necessities, the cooperatives av­
erage 50 percent of the turnover. 

Despite the low retail prices, as compared with the 
private market, at which the cooperatives sell their 
wares, their financial condition is improving. Their 
resources increased from 28 I million roubles on Octo­
ber I, I925, to 425 million roubles on October I, 1926. 
During the same period their credit resources grew from 
660 million roubles to 850 million roubles.' The capital 
of the movement consists of the share contributions of 
the individual members and of the regular yearly profits. 
In September, 1926, each shareholder in the towns had 
paid in an average of 4 roubles 75 kopeks, and each in 
the villages 3 roubles. The net profit amounts to 2 per­
cent of the yearly turnover. 

But the activities of the consumers' cooperative move­
ment are not confined to commerce. Their cultural role 
is also far-reaching and they have undertaken extensive 
work in the field of cooperative education. 
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At the headquarters of Centrosoyus there are 58 trav· 
elling instructors, not including special instructors o~ 
the Organization' Department." In addition, the indi., 
vidual cooperative unions have a,n' instructorsl 
:Throughout the country tnere are seventy-five cooper..; 
ative educational institutions attended by approximateli 
9,500 students. In all clubs there are cooperative circles,' 
cooperative earners and groups of correspondents. Many 
of the cooperative societies publish cooperative papers, 
often in the form of wall newspapers. Particular em­
phasis is laid upon the training of skilled cooperative 
functionaries from among the actual workers at the 
bench and upon attracting women workers into co­
operative activity. 

The consumers' cooperatives also have a special c0-

operative press. They publish a central organ of the 
movement called The Cooperative Life, and many local 
newspapers, magazines, periodicals, bulletins, etc. Large 
bookstores have been opened in the towns and there is 
a tendency to organize "book corners" in the rural co­
operative shops where books upon political, economic 
and cooperative subjects are sold cheaply. . 

Expenses for educational purposes reach II. 5 percent 
of the budget of the central organization and an addi­
tional r to .. percent is added in the smaller units. 
Approximately 1.0 million roubles are taken each year 
from the profits earned through trade and devoted to 
education and culture. 

The consumers' cooperatives are a growing factor in 
both the educational advance of the Soviet Union and in 
the economic struggle against private capital. They 
have succeeded in bringing large sections of the popula-

• In November. 192& 
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tion into the work of regulating trade exchange and 
socializing the national economy. 

The next group of cooperatives, in order of impor­
tance, is the agricultural branch. In its present form, the 
system of agricultural cooperatives. came into being 
ouly after 19U when they were granted the right to 
organize anew and to work independently of other 
,branches of the cooperative movement. Their success­
ful development is particularly important in view of 
the paramount place which agriculture holds in the eco­
nomic life of the Soviet Union and of the overwhelming 
majority of the country's population who are engaged 
in agricultural enterprises. 

The }asic aims of the agricultural cooperative move­
ment are the development of the productive forces of 
the rural regions and the collectivization of peasant 
farming. Their activities consist largely of marketing 
the goods produced by their members; supplying the 
cooperating peasant population with the means of im­
proving and increasing agricultural production, such as 
agricultural machinery, implements, fertilizers, build­
ing materials, pest-destroying chemicals, etc.; and in 
the introduction of new agricultural methods. They 
also 'help to build up collective farms and peasant com­
munes. 

At the center of the organizations of agricultural co­
operation is Selskmoyuz, the All-Russian Union 'of 
Agricultural Cooperatives. The cooperatives of the 
Ukrainian Republic, however, do not form a part of the 
Selskosoyuz, the Ukraine having a separately organized 
Central Agricultural Union of its own. The Unions of 
the other autonomous republics are for the most part, 
members of t1te Selskosoyuz. although in all of them 
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there are a number of unamalgamated, "free lance' 
organizations. 

Selskosoyuz represents the system of agricultural ~ 
operatives in questions of general policy and in the put<­
chase of general agricultural requirements. For the ful 
1il1ment of specialized functions, however, it organizes 
special sections which concentrate their activities upoA 
producing, marketing and improving a single produc; 
or, when necessary, a few kindred productS. At present 
there are ten such special branches, the Lnocenter, 
uniting the flax and hemp growers; the Mas/ocenttf', 
which amalgamates all the dairy cooperatives; the P/O" 
dlWinsoyuz of fruit, vegetable and wine producers; the 
Soyuzlurtofel of potato growers; the Tobakosyuz of 
tobacco cooperatives; the Centrochldnoyuz for grains, 
fodder and oil seeds; the Vsef.oles of timber coopera, 
tives; the Ptitzevodsoyuz of poultry breeding coopera~ 
tives; the Koopstrakhsoyuz, all union cooperative in. 
surance; and the Knigozoyuz, or cooperative publishiog 
house. As cooperatives gain footing in any given agri. 
cultural field they :u-e formed into a specialized center: 
Nearly all of the members of these new organizationsi 
however, remain a part of the central society of agricul. 
tural cooperatives, Selskosoyuz. 

Besides the central organizations, there are auton,* 
mous cooperatives in all of the republics of the unioa: 
Together with the societies in the Ukrainian Republic; 
which are not members of Selskosoyuz, the entire system 
had 40,200 cooperative societies on 'Octobe,r I, 1926. 

with a membership of 7.138 million. As it is custom"'! 
in nearly all cases for only the head of the household to 

,join the society, about 30 percent of the peasant house­
holds of the entire union are thus united. In certam 
specialized regions, such as the dairy and tobacco se~ 
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tions. the number reaches 60 and even 80 percent of 
the entire peasant population. 

Over ~o percent of the agricultural machinery 
which is distributed in the Soviet Union goes through 
the supply department of the agricultural cooperatives. 
The societies market 16,5 percent of the agricultural 
produce. In certain branches of agriculture, the market­
ing role fulfilled by the system considerably exceeds this 
figure. Thus, 90 percent of the total production of 
butter; 42 percent of raw starch; 27 percent of flax, 
and 25 percent of the grain are marketed through the 
cooperative sY'tem. 

In addition to placing upon the market agricultural 
produce in its raw form, the cooperatives are beginning 
to develap their own productive units and to place upon 
the market certain of their produce in forms ready for 
consumption. Butter faotories, works for utilizing flax, 
etc., now number 17,000 enterprises, which employ 
50,000 workers and have a total yearly output which 
amounts to 50 million roubles.' 

The following figures show the steady growth of the 
trading activities of the agricultural cooperatives,· 

Year 
192)-24 
19'4-'5 
1925-.6 

~ 

Million f'oubles 
........................................ 679 
........................................ 1,178 

The agricultural cooperatives also engage in the work 
of building up collective farms and increasing their role 
in agricultural economy. In 1925 such farms numbered 
.1,923. They were tilled by 1,085,456 persons and cov-' 
ered over 8 million acres." The societies utilize these 
:farms both for productive purposes and as centers of 
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agricultural education for the surrounding peasant pop­
ulation. There are three forms of agricultural collective 
bodies with varied degrees of socialized labor and capital. 
The "Communes" are completely socialized and no 
member may withdraw his share of land, implements, 
etc. The "artels" are partially socialized. While they 
work collec;tively, members reserve the right to with­
draw their portions of land and implements and return 
to individual tilling. "Tillage societies" own machinety 
col1ectively and use it together upon the tillage of in­
dividual lands. 

Widespread agronomic educational work is conducted 
through the agricultura1 cooperative societies. Lectures 
and courses arc organized and magazines, papers, bulle­
tins, etc., are published. Various special schools, which 
carry on.part of the work in this field, at present employ 
over 1,500 scientific agricultural experts. 

The agricultural cooperatives also set for themselves 
the task of industrializing and mechanizing the proc­
esses of agricultural production. They carry on an 
intensive agitation against existing methods of work 
and in favor of modern methods of tillage. To popular­
ize the scientific and mechamcal processes of production 
special instructors are provided for the local societies. 

As a part of the role they iill in the agronomic field 
of agriculture, the cooperative societies possessed, in 
I925, 4,000 stations for seed selection; 8,000 machine­
renting stations which rented out 35,000 tractors and 
other machines and agricultural implements; Z,500 

breeding stations; 4,000 grain sifting centers; an experi­
mental truck garden; and a fruit garden station. The 
Plodovinsoyuz distributes model cuttings and vegetable 
and flower seeds. It also organizes nurseries. 

Agricultural cooperation has had a tremendous 
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growth during the past few years. It has taken hold in 
the rural regions and has Come to occupy an important 
place in the agricultural economy of the Union. Its 
greatest weakness thus far is insuJIicient capital. The 
funds of the system amount to II 0 million roubles, of 
which 22 million roubles consist of share capital. This 
is not sufficient for a turnover of more than two billion 
roubles. They receive governmental help in the form of 
long term loans through the State banking institutions; 
lower taxes; transportation privileges; and other special 
forms of State aid. 

For the purpose of organizing the production of the 
peasant and artisan industries, the Soviet Government is 
also giving encouragement to the formation of handi­
craft cooperatives. These organizations embrace the 
small producers in the rural regions and the towns, the 
Kustars (small home industries), artisans, and others. 
Handicraft cooperatives seek to place the work of their 
members on a collective basis, unite their workers and 
draw them into the system {)f planned Socialist con­
struction. 

Prior to the outbreak of the Russian Revolution, the 
handicraft worker and artisan remained completely un­
organized. The government of the Czar forestalled all 
possibilities of organization and the private "buyer" 
was able to dominate the industry. It is the policy of the 
Soviet regime to encourage and assist both the develop­
ment of the handicraft industry and the organization 
of the individuals engaged in it into handicraft coopera­
tive societies. 

On October I, 1926, there were 12,000 handicraft 
cooperative societies in the Soviet Union which embraced 
over 500,000 members. TI,ese were headed by 275 pri­
mary unions, which in turn belonged to central federa-
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cions organized in each of the constituent republics:. 
The handicraft cooperative unions supply their mem. 

bers with raw materials with which to carry on thei,. 
work. They then market the products, in large part 
through the medium of the State selling agencies and tht 
consumers' cooperative societies. The government 
renders every possible assistance to them in their work 
by tax reductions, facilitation of purchases of ra1t 
materials from State organs and credit .operations. . 

Of late there has been a development of handicraft 
cooperation in its highest form-the organization of 
social workshops in which groups of workers labor 
cooperatively. At the present time there are fOO such 
shops in the handicraft cooperative system. Many of 
them operate plants leased from State industry and are 
utilizing technical improvements such as electrification. 
mechanization, etc. 

The handicraft cooperatives publish a monthly mag~ 
azine, The Handicra!JSCooperative Herald, and a weekly 
newsp.!>er, Handicraft and Artel. They also publish 
books and pamphlets upon the economics of handicr.ft 
production and cooperation. They carry on struggles 
against illiteracy in the vi11ages, organize clubs and 
libraries for handicraft workers, arrange courses and 
lectures and conduct other culrural activities. . 

Cooperatives are playing an important role in .the sq­
ci.lization of the Soviet Union. They are the largest 
and most steadily growing factor in the field of goods 
distribution. They are an active force in socializing 
peasant and artisan labor. Through their educational 
work they are spreading the idea of socialization. To 
date they have proved themselves one of the moSt 
valuable of the Soviet agencies in building a SocialiSe 
order. 



CHAPTER XI 

THE POSITION AND ORGANIZATION 
OF LABOR 

THE rotal number of persons who work for wages or 
salaries in the Soviet Union is steadily growing. On 
Aprll I, 19Z5, the rotal was 6,031,300, not including 
members of the working communes. On April I, 19,,6, 
the total number of workers in the Union had grown 
ro 7,7"9,600, an increase of over "7.5 percent. By 
July I, 1926 the number had risen ro above 10 million. 

The rights of these working people, and their relations 
ro those who are directly responsible for the administra­
tion of the econOInic machine, are embodied in and 
regulated by the "Labor Code," which is an organic. 
part of the fundamental law of the Soviet State. The 
Code of Labor Laws represents the minimum standald 
of labor conditions. The code regulates such things as 
the duration of the working day, the manner of hiring 
and dischalging workers, the employment of women 
and minors, vacations, etc. The conditions set by the 
code are applicable to every worker in the Soviet Union. 
Its very first article states that "The provisions of the 
'code of labor law apply ro all wage workers, and ale 
bindID g on all works and factories, institutions and ec0-

nomic undertakings (State and military undertakings, 
public and private undertakings, and undertakings em­
ploying house-workers) and on'all persons employing 
wage workers for remuneration." Thus the provisions • 

1$9 
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of the code extend equally to work carried on in fac­
tories and offices, to domestic servants and to agricultural 
laborers. It makes no difference whether the work be 
done for a Soviet institution or for a private employer. 

R.ussian workers protect themselves economically and 
advance their interests through the trade unions. The 
trade unionists are privileged persons. They enjoy 
special privileges as regards housing for 1:heir families 
and their union organizations; they are given special 
fao1ities for travel and for amusement; their chadren 
have prior rights to the facilities of the edu"",tianal sys­
tem from the lowest elementary school to the highest 
bodies of learning. The trade unions and their mem~rs 
occupy the same privileged places in the Soviet State that 
employers' associations occupy in the western world. 
The trade union card is a sort of badge of industrial 
citizenship, testifying to the fact that its holder is a . 
socially useful member of the community. , 

The trade unions are the lawful representatives of 
the workers ,in social, political and economic life! All 
of the employers of labor, whether State or private, are 
required to recognize them and to negotiate with them.' 

The Soviet State and the trade unions are both or­
ganized for the furtherance of the working etass ;nter~ 
ests. This is recognized in the fundamental State law; 
which lays down the principle that "The whole of me 
State organs are in duty bound to further the objects of 
the Trade Union (Industrial) federations and their 
associated bodie .. '" The State is also required by law to 
provide for the trade unions. "completely furnished 
premises for me establishment of 'lahor palaces,' 'Trade 
Union Buildings,' etc., and to accord them advantageous 
terms for the use of the post office, telegraph, telephone, 
railways, waterways, etc.'" 
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The Soviet trade unions are based upon the principle 
of voluntary membership io industrial unions. All of 
the employees of a given factory or plant, regardless of 
their trade, are eligible to jaio a single union. The prio­
ciple of "one factory, one imion" holds an accepted 
place in the Russian system. 

Soviet workers have abandoned craft organization. II ~ 
The workers on American railroads, for example, are ' 
organized into 16 separate and autonomous craft unions~ 
Each of these negotiates separately with the employers, 
without regard for the ioterests of the other groups of 
workers, and many of them always remain at work 
wHen the others go out on strike. The workers of a 
Russian railway, on the other hand, road and shop, are 
members of one national indus~ial union. This union 
includes all of the conductors, locomotive engioeers, and 
all of those who work for the railways, whether in the 
blacksmith shop, the foundry, the wheel shop, the office, 
or the power plant. A general shop committee connects 
all of these various branches. In a university, professors < 

and scrub-women may all joio the Educational Workers' . 
Union; 

The basic unit through which the trade union mem­
bers express their decisions and maintain their rights is 
the factory council. This council maintains the closest 
possible contact with the masses of the workers, whose 
ioterests it represents not only io labor questions but 
also io the sphere of the social condition of the workers. 
The factory council is elected at general meetiogs of the 
work .... and holds office for a period of six months. 

The members of the factory council are released from, 
all work except their duties io 'COnnection with thek>, 
office. Their wages ~are continued as before election, and 
they lose none af their professional standiog for the 
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period in which they serve in this capacity.' The falS­
tories or works are required to furnish the means cif 
maintaining the council and to put at its dispOS31 the 
necessary office facilities and premises. 

The factory councils are directly responsible for their 

activities to th~eral meetiogs of the workers. Tn 
the larger factories special delegates are elected to keep 
the workers informed of all decisioni of the factory 
councils. Meetiogs of there special delegates are called 
twice monthly at which the wishes of the workers are 
formulated and communicated to the councils. The 
orders and decisions of delegate meetings "are binding 
upon the factory councils. 

The factory councils devote their chief attention to 
three main fields: (,) ~rotection of the economic inter­
ests of the workers whom they immediately represen1; 
(a) Improvement of the cultural level of the worker!!; 
and (3) The improvement flf production and technique 
in the interests of the entire Soviet Union. The COUI>­

cils, therefolle, have a twofold interest-that of an ind1-
vidual body of workers and that of the entire State. 

In additio';:"to their factory units, the trade unioni 
are organized into city central bodies and into provin· 
cial trade union councils. The trade union movement 
is in turn united as a whole into the All-Union Central 
Council of Trade Unions, which contains represent. 
tives from all of the central trade union committee<' 

With the introduction of the New' Economic Polict, 
the village and home craft workers were dropped from 
affiliation with the unions and membership fell fro,!, 
8.f million in July, 19.2.1, to 4.f million in October, 
'91.2. Almost immediately thereafter it began to rise, 
Collective voluntary membership was introduced:", 
19Z3, then individual membership and individual "a'· 
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ment of dues. The membership lists, however, con­
tinued to enlarge. 

In January, 1924, there were 5.646 million members 
enrolled in the Soviet trade unions. By April 1St, of 
the same year, there were 5,hz,682. On Aprll r, 1925, 
this :figure rose to 6,950,484 an iner.,e of 2I percent 
within a single year. This growth continued during 
the ensuing year. On April I, 1926, the membership 
had risen to 8,768,2.00, i. ~., an increase of :26.z per­
cent.* On Jnly I, 1926 the membership totalled above 
9 million.' 

An analysis of trade union membership on April I, 

1926 made byM. Tomsky, Chairman of the All Russian 
CentraI Counell of Trade Unions, at the Fifteenth Con­
ference of the Communist Party, follows:· 

'" 
Percent of Total 

Group Trade Union Membership 
Industrial Workers . . .................. 36. 5 
Rallway and Transport ..................... '3.' 
Soviet altd Trade Employees ...... , .... ,. 12.2 

Agricultural and Forest Workers ..... 10.5 
Educational Workers .................. ....... 7.8 
Bullding Trades .......... ..................... 6.r 
Medical and Public Health .. ........ ........ 5.0 
Public Food Supply and Municipal Em-

ployees ........... " ...................... ""... 4.8 
Seamen .... , .......................................... , ... ". ,.S 
Post and Telegraph ...................... ,........... 1.3 
Art Workers ........... "." ... " .... "" .. " .. "......... .9 

100.0 

~his :figure exceeds by 3 million the figure cited above .as being the total 
number of workers WQrking in factories and institutions on AvrU 1,1926. The 
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(one remarkable feature of ~ membership of the 
Russian trade union nlovement, which is ch.raaeristic 
only of the trade unions in the Soviet Union, .is the 
degree to which the rank. alld file workers are interested 
in union aifairs and participate actively in the work 
of the organizar1 In January, 19.06, there' were 
S 6,000 factory councils, with a membership of %26.000. 
The number of paid committee members (exempted 
:from all other work) was .. 8,000 and the number of 
section delegates 800,000. Dues collector. are not in­
cluded in these figures, although they, too, are active 
functionaries in the work of the unions. 

In all, I,nS,OOO trade union members were taking 
part in the subordinote work of the trade ,union, 
movement at the beginning of 19.26. These·small 
ollicers ;u:e constandy <growing in number. Between .• 
<9% 5 and 19%6 the membership on factory councilJ 
alone increased by more than So percent. In the Soviet 
Union the trade union apparatus is bwlt up from the 
bottom upon the firm foundation of mass activity. 

. ITrade union work is not the monopoly of a VW bureau-
• ,ciiiilc·oilici:il.· as iti~ in most other C?untrleS. . 

.. The provisIons of a collective contract or agreeinent 
between workers and employers are not valid if the 
standards of labor conditions embodied in the contract 
fall below the standard fixed by the labor code. Arti­
cles 19 and .28 of the Code of Labor Laws provide t4at 
"Stipulations of an agreement, should these involve a 
worsening of working c6nditions as compared with the 
conditions based on the code of labor lows and other 
legally valid enactments,· are invalid.'" For the enforce-

diS<iTCpancy is due to the number of unemo1cwed wbo~ of ~ remain 
m~ of- the tTade unions. and to the tac-t that 11ttmbets of &eaaonal 
workers and agricaltu:rru workers are not included in the statUtic. t11I2IIberbtg 
",rulnt" workers. Larp: numbers (}f worlrer, w~ ha\'C ~ into ~0tlAl· 
Wtitutions &8 students also retain their trade unIon &tanding', 
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ment of these conditions, the code provides that there 
shall be specially appointed labor inspectors. 

The basis of the relation between the workers and 
the management: of an establishment in the Soviet 
Unio.n are laid down in a "collective agreement" made 
between the management'4nd the trade union. This 
collective agreement deals with the wage scale. the 
conditions of work, the settlement of disputes, etc. 
The contracts may be of two types,---o:ntral and local. 
In the cases of the large national trusts, whose,activities 
extend over the whole country, the collective contract 
is drawn up between the economic; authorities and the 
central committee of the national union. Factory com­
mittees then work out the details and local applications • 

. The I;;cal agreements are concluded between the local 
trade union bodies and the local economic authorities. 

The trade union officials are required to heed in 
detail the wishes of the workers whom they represent. . 
Before the collective agreement is signed in behalf of ,. 
the trade union, every point involved must previouslY' 
be discussed and accepted by a general meeting of the 
workers and employees affected. Once concluded, the 
agreement may not be altered by either party without 
the consent of the other. 

To support the work of their trade union bodies, 
the workers pay as dues 1 percent of their wages, 
which is the standard rate for all Russian trade unions. 
ne condition of trade union finances is constantly im­
proving. During the first six months of 1925 the 
local trade union organizations sent: to their cent:ral 
committees the sum of 4.492,329 roubles. The bank 
deposits of 13 central committees amounted, on June 
I, 1925, to 2.$ million roubles. On the same date in 
1916 this amount had increased to $.,.s million roubles! 
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I The right to strike either against private employers 
01" State enterprises has been maintained by the Russian 

\ trade union movement. In spite of the close connec-
tion which exists between the State and the trade unionS, 
the State enterprises, which have been placed upon. 
<Gmmercial basis, have entered into competition with 

I private concerns and there alway< exists the possibility 
( that they may attempt to meet this competition at the 

expense of labor. There is, too, the danger of bureau­
cratic misapplications of the State's labor policy. There­
fore, writes a prominent Russian trade unionist, «in 
the period of new economic policy , • _ we shall resort 
to strikeS, to boycotts. and to all methods of direct 
action which the international labor movement h .. 
created, every time that the interests of the worker.; 
seem to ~uire their application .... 

Any strike called against a State organ. however, is 
not directed against the State as such but against a 
particular branch of the State apparatus which has de­
viated from the general policy of the State. The State, 
therefore, will not take any action to break up the 
strike, will not prevent strikers from interfering with 
strikebreakers, will flot permit the use of the police to 
protect the interests of the employer, private or State. 
A strike against a State establishment in the Soviet 
Union, therefore, presents the anomalous phenomenon 
of State sympathy being upon the side of the striker.; 
and against one of its own autonomous branches. 

The strike is, accordingly, a weapon which is resorted 
!O only in extreme cases after all other forms of pressur~ 
have failed. The strike is for the most part merely: 
a weapon of warning in the hands of the worken. Dur., 
ing the past few y~ there have been very few strikes 
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and these were in the small establishments and involved 
only a small number of workers. 

For the settlement of any disputes which may arise 
between the workers and the management there exists 
a very elaborate machinery of arbitration and concilia­
tion. A special order issued hy the Council of People's 
Commissars provides for the establishment of "Concilia­
tion board'l and arbitration courts . . . in connection 
with the P. L. C. [People's Labor Commissariat] and 
its local administrative hodies for the settlement of 
disputes and c~ntroyersies arising out of the employ­
ment of labor.'" 

If differences cannot he settled at the place of work 
between the repiesentatives of the workers and the 
management, they may, if both parties·"gree, be sub­
mitted to an arbitration committee. This committee 
has no permanent existence, being set up separately for 
each case. Both parties are represented equally and a 
chairman, who has, however, no vote, is appointed by 
the Commissariat for Labor. This committee may call 
witnesses and experts. A majority vote is required for a 
decision. 

In the event of a deadlock upon the arbitration com­
mittee, which, incidentally, is a rare occurrence~ the 
dispute may be passed on to a Board of Arbitration. 
Boards of Arbitration, like Arbitration Committees, are 
not permanent bodies. 'The chairman is agreed upon 
by the conflicting parties and he possesses the right of 
decision only when the disputing parties fail to come to 
an agreement without his yote. If a chairman cannot 
be -'lgreed upon by the conflicting parties, the choice 
is made by the Commissariat for Labor. 

Both parties having agreed to the submission of a 
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conflict to arbitration, a decision is finaL Both are re~ 
quired by law to °comply with all of the provisions of 
such a decision. 

Among the most important group of cases which 
come before the arbitration bodies, are those involving' 
discharges or transfers of workers. It is a fixed prin~ 
cple that no employee may be discharged without th,,! 
concurrence of the trade union. If the reasons be "re~ I duction of staff" no objection will ordinarily be made 

i by the union. Occasionally, however, the union will 
designate retention of the employee in question and 
the discharge, instead, of another whose financial cir~ 
cumstances render him better able to face a period of 
idleness; or because he has no d"!P"fldents, whereas the 
original worker, designated for discharge has one ox 
more; etc. -0 • 

If, however, t:'b.e discharge is on the grounds of breach 
of industrial discipline, incompetence, "soldiering," etc., 
the charge must be proved by the employer before a 
committee. If the breach of industrial discipline be the 
alleged cause of discharge, it must be proven that the 
worker's action was of such a nature that it interfered

o 

with production. The union has an equal right to re­
quest the removal of a foreman oor a manager. In this 
event the same procedure is required. 

In hiring or discharging workers. union members in 
all cases receive preference. Every new worker has ~ 
two week trial period. If, after that period, he is re 
tamed at work, the assumption is that he has qualliied 
for the position. In any subsequent attempt to removt 
IUm on the grounds of inc.ompetence, the burden o~ 
proof is upon the management. • 

The Code of Labor Law places upon the employ~ 
full penal responsibility for violations of its provisions. 
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Workers, on the other hand, are not penally responsible 
unless they are serving as representatives of the em­
ployer, in which case they may be held penally re­
sponsible. If, for eXlIIIlple, a labor inspector finds that 
illegal overtiiD.e has been worked in a factory, he is re­
quired to hold the employer or the management penally 
responsible. He cannot press action against the workers. 

The wages of workers are :fixed by the collective con­
tract, where a group of workers is involved, or by in­
dividual work contracts. By the beginning of 19z6, 85 
percent of all persons employed were working under 
terms drawn up on the basis of collective contracts."· 
The contracting parties may agree upon the amount of 
wages to be paid. Their freedom in :fixing wages, how-

, ,ever, is limited by Article 59 of the labor code which 
provides that "the amount of the wcirkkg wage may 
not be lower than the obligatory wage' le:vel prescribed 
by the competent State organs for the corresponding 
categories of work." 

There are, in all, seventeen wage categories with a 
wage tariff set for each in accordance with the qualifi­
cations of the workers placed in each group and the 
nature of their work. Wages must be paid at least once 
every two weeks, while payment for ten1porary work 
must be made immediately after the work has been com­
pleted. Should a worker be performing several tasks" 
the wages paid to him for the entire work must be in" 
accordance with the tariff set for the most highly paid 
grade of work which he is performing. Between Octo­
ber and December, 19,,6, the average monthly wage 
for all forms of industry was 58 roubles and 49 kop­
ecks." In I9"5-~6 the monthly wage averaged under 
5" roubles. 

The money wage of the Russian worker, however, is 
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intended to cover only a smaIl section of those things 
for which workers in other countries are required to 

pay. His wages cover only actual nec-=!siti~ All other: 

I requirements such as insurance, medicTand dental at­
tention, education of his family, recreation, travelling, 
vacations; etc., accrue to him either in whole or in 

\ large pari: in the form of benefits supplied by the trade 
I unions, the cooperatives or the State. 

The wage policy which has been in force since the 
adoption of the New Economic Policy definitely pro­
videsfor participation of the workers in the fruits of 
economic revival. Wages must "be increased directly 
and· immediately with an increase in production."'· 
There has been, as a matter of fact, a tendency for wages 
to increase slightly faster than productivity. Between 
October, 19"", and November, 1926, both showed an 
uninterrupted improvement. The productivity of labor 
during this period increased by 203.9 percent; wages 
of the workers were advanced by Z42.1 percent!' 

The twelve and fourteen hour day of pre--revolution­
ary Russia was abolished immediately upon· the assump­
tion of power by the Soviets. A decree fixing the eight 
hour day was published upon the third day of the 
existence of the Soviet regime. . 

At the present time the Soviet law fixes eight hours 
for day workers and seven hours for night workers as 
the maximum working day for adults. On Saturdays 
and on the eve of holidays the working day is reduced 
by two hours. For persons engaged in office and intel­
lectual work, six hours by day or five hours by night is 
fixed by law as the maximum working day. The law 
further requires that every person have an uninter­
rupted period of weekly rest of not less than 42 hours. 

Workers engaged in heavy, dangerous, or under-
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ground occupations also work a maximum of six hours 
by day or five hours at night. Thus, coal miners, for 
example, work oJ!ly six hours, including winding time 
and "In abnormal working places. whiclt include wet 
places and bad roofs and floors, or any other disad­
vantage, the men work less hours. down to three in 
some instances, and are paid wages not less than when 
working under normal conditions."" 

Overtime .is not allowed, and only under very special 
conditions are exceptions to this principle permitted. 
Suclt exceptional conditinns are specifically defined in 
Article 104 of the labor code. Should they exist, the 
'extra work may be performed only with the consent of 
the local disputes committee of the trade union, as well 
as with'" the approval 'of the labor inspector and the 
agreement of the workers themselves. Article 106 stipu­
lates that "The numbers of hours overtime for eaclt 

, employee shall not exceed 120 hours a year; the time 
,spent in overtime work shall not exceed four hours 
within two consecutive days." Persons under 18 years 

, of age m~ not work overtime under any circumstaoces 
. whatever. 

Work is not allowed on any of the following holi­
days: January I, January 22, Marclt 12, March IS, May 
I and November 7- In addition to these general holi­
days, the local labor organizations fix special holidays, 
not exceeding ten a year, whiclt are made to fit with the 
conditions prevailing in eaclt individual locality • 

For all workers who bave been working at ·least 
5 Yz months, the law ensures an annual vacation of not 
less than two weeks, with full pay. Persons engaged in 
dangerous, heavy or underground work and persons 'who 
have not yet attained the age of 18 years are given a 
minimum vacation period of four !l'eeks. In separate 
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instances, provisions are frequently made in the collec­
tive agreements for improvements over these minimum 
conditions. 

Women engaged in industry receive the same pay as 
men who perform equal work. In all factories and offices 
car" is exercised to see that a part of all vacancies which 
occur are filled by women workers, in order that women 
may not be crowded out by men. In order to secure 
the greatest possible participation of women in industry, 
special commissions have been appointed by the Com­
missariat for Labor for studying the work of women 
and the conditions under which they can best perform 
it. During 1926, the number of women in industry 
was 18.4 percent of the total number of workers. 

:The Code of Labor Laws prohibits the employment of 
women in underground work, or in 'particularly heavy 
or unhealthy work. They may not be employed at night, 
although exceptions may be made to this law, when 
necessary, by the Commissariat for Labor, in agreement 
with the trade unions. Without exception, however, 
night work and overtime are prohibited for expectant 
and nursing mothers. 

In order to make social and productive work com- . 
patible with maternity, women workers enjoy various 
advantages during pregnancy and after the birth of the 
child. For two months prior to their confinement and 
two months after, entire leave from work is granted, 
with full pay. Mental workers receive six weeks leave 
before and six weeks after the birth of the child. 

Upon the birth of her child, the mother receives a 
lump. sum, in addition to her regular pay while on 

. leave, usually amounting to half of her average monthly 
'Wage. If she chooses to return to work upon the expira­
tion of her leave, the child is cared for without charge, 
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during working hours, at nurseries which are attached 
to all of the larger industrial establishments. During 
the fust nine months of the child's life the mother re­
ceives a special nursing allowance amounting to one 
eighth of her wage. To visit the creche for the pur­
pose of nursing her chad, the mother is allowed 'One 
half-hour interval in the forenoon and one half-hour in 
the afternoon. She thus visits the child three times dur­
ing the course of the day, including the dinner hour. 
These breaks are included in the working hours and . 
paid for as such. 

As a general rule, work is not permitted for children 
under 16 years of age. Upon the special application of 
the persous concerned, however, labor inspectors may 
issue permits for the admission to employment of chil­
dren between fourteen and sixteen years of age, in the 
following cases; (a) orphans, (b) children who are 
the sole support of relatives incapable of work, and (c) 
specially needy cases. A four hour working day is the 
maximum for this class of workers. 

Young persons between sixteen and eighteen years of 
age may work not over six hours per day. Payment is 
made for the reduced working day for minors at the 
same rate as for those adults engaged for the full work­
ing day in the same class of work. Young persons 
doing piece work are paid first at the same piece rates 
as adult employees and, in addition, are paid for two 
hours at the scheduled rate applying to their grade of 
work," 

Juveniles are not permitted to do any overtime or 
night work whatever. Further, labor inspectors are in­
structed to see that they are not employed under con­
ditions which "tends on account of its monotony to have. 
a deadening effect on their minds," 
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Young persons are employed under conditions which 
increase their skill' and provide them with vocational 
training. Such training is received either in special' 
schools for apprentices or under the individual guidance 
of skilled workers. 

Care is taken that the developing organisms of the 
young workers do not suffer as a result of excessive 
work. For this purpose they are legally compelled to re­
ceive medical examinations at least once annually. In 
addition to the prohibition of overtime and night 
work, there are 139 branches of industry in which, for 
reasons of health, the work of juveniles is entirely pro­
hibited. Besides the regular annual vacation which is 
received by all workers, the juvenile workers receive an 
'ildditional two weeks each year. 

The Soviet Union also has an elaborate system of 
labor protection legislation which has for its purpose 
the protection of the health and personaliry of every 
worker. In addition to the provisions concerning hours 
of work, overtime, vacations, etc., workers receive many 

, additional advantages. In the event of sickness, the vaca-
, " • cion period may be extended to two months or more, 

with sick benefit amounting to the regular working 
wage, which is paid out of the health insurance 
fund. The places of workers absent from work because 
of sickness must be held open for them at least two 
months. 

Workers requiring special health treatment of any 
kind receive this either free, or at gready reduced rates. 
through their trade unions. Where working conditions 
make it necessary or advisable. employers are obliged. in 
special cases. to supply the workers with special cloth-

, '.ing, footwear. safery appliances, supplementary holi­
days, special food, etc. 
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No industrial establishment may operate without the 
previous sanction of the labor protection inspector con­
cerning safety precautions and of the organs supeIin­
tending h~alth and sanitary conditions. The manage­
ment is legally required to take every possible precau-
tion to prevent accidents. .' 

In 1921 the Commissariat for Labor and the Supreme 
Economic Counell issued regulations prohibiting the 
manufacture of machinery which is not equipped with 
safety appliances for the prevention of accidents. In' 
the same manner, purchases of machinery abroad with· 
out suitable safety appliances are no longer permitted; 
ne country is not, however, in a position to scrap its 
old madllnery, much of which is defective and without 
adequate safety appliances. The Commissar for Labor" 
told the Seventh All-Russian Congress of Trade Unions 
that from July, 192 S to June, 1926 the number of in­
dustrial accidents rose from 310 to .410 per 10,000 

working days!" 
In the Soviet Union the direct administration of in­

dustry is in the hands of the Supreme Economic Counell 
which; through its scientists and technical experts, is 
best able to conduct it efficiently and smoothly. But 
the workers, through their trade unions, nevertheless 
playa very active part in the management of industry. 
T ride union representatives participate in the work of 
every organ connected with industry and the unions 
have representatives in all of the regulating and planning 
organs. 

Before the Supreme Economic Counell a('Points_the 
director of a plant, ~Y!'.4e uni.Q.!Lm~ction the 
nominee. Through their factory committee the workers, 
may' make complaints or suggestions which, if valid, are 
suggested to the management. If no action is forthcom-
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ing, the union may carry the matter to its superior or­
gans. but usually disputes are settled on the spot. 

~ Representatives of the trade union are called to every 
i meeting of the technical staff and they participate in 
\ all technical discussions. The factory committees have 
'free access to the books and records of their establish­
ments; the factory management submits regular reports 
to them; and they are also given copies of the reports 
sent to the State authorities. 

In addition, the managers and department heads of 
fall· industrial establishments give eona! re£~ at the 
~de union nleet!!!gs. In these they acquaint the 
wOilers and employees with the progress which the 
plant is making and the prospects for the future. At 

. these meetings the management hears directly from the 
workers all grievances and suggestions. 

\ 
'rrade union representatives also sit in all of the coun­

cils of the Soviet State. Their iniIuence is so direct that 
not a single State law or government decree which in 
any way affects the well-being of l.bor can be issued 
without the concurrence of the Central Council of 

. Trade Unions. .. , 
In appointing the Centi-al Executive Committee of 

"the Union, the All-Union Congress of Soviets always in-
1 eludes a definite number of 1:rade union representatives, 

J
'in order that the workers may be· represented in the 
highest political organ of the Union. In the Council of 
Labor and Defense there is a representative of the All­
Union Council of Trade Unions, with full voting 
powers. In appointing the members of the Supreme 
Economic Council a number of the appointments are 
made from trade union workers who, however, continue 
their work in the trade union movement even after their 

;·appointment to the Supreme Economic Council. 



1HE POSITION OF LABOR 177 

In the field of labor regulation the trade unions are 
actually and judicially supreme. The State apparatD 
for the regulation of labor matters in the Soviet Uniom 
is organized and administered by the Commissariat for 
Labor. While this commissariat is a State organ, the't 
nomination for the post of Commissar for Labor is. 
mad,=--bythe ftll~Uni0n ~nir~ !>t !i~e __ 'Y-~on ... 
The appointment of tne nominee otthis Congress is 
obligatory upon the State. The most responsible other 
officials of the Commissariat for Labor are also ap­
pointed upon nomination by the trade lqUon movement. 
Not a single labor regulation or law, .ave in matters of 
ordin~ry routine, is issued without the consent of the 
All-Union Congress of Trade Unions. 

In addition to these features of worker-participation. 
in the administration and management of industry, the 
workers exercise a direct influence upon their local in­
dustrial units through "conf~ences on prOdUCtion."t' 
These conferences, more than any other single factor, , 
il1~trate the degree to which the workers regard the ' 
industries as their own and their direct interest in the 
econOInic well-being of the Soviet Union. 

The workers of each plant meet periodically in con­
ferences on production. Each worker presents to the 
conference such small iteIns of possible improvement 
in method and technique as have occurred to him from 
his place at the factory bench. The suggestion can relate 
to the work of the entire plant or to his particular link 
in the process of production. The workers also discuss 
methods of improving the economic structure. 

Through these conferences the working class in the 
Soviet Union participates directly in the work of So­
cialist construction. The workers have taken up this 
aspect of their work with enthusiasm and in the metal . 
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workers' union, for example, have made suggestionS 
which have put the entire metal industry of the Union 
upon a new and improved basis. 

The conferences on production also afford an outle~ 
of expression for the working class and no worker war." 
ranting promotion to a higher rank need suffer from 
Lock of opportunity 1:0 give expression to his ideas. .AS 
a matter of fact, the president of the Central Council, 
.of. Trade Unions, M. Tomsky, has testified to the fact 
that in recent years the conferences on production have 
been the means ~! raising thousands of workers to posts 
of greater responsibility, such as to head-workers and 
to foremen of groups. 

·The degree 1:0 which the workers of the Soviet Union 
participate in the management and administration of 
Soviet industries, through representation upon all of the:. 
higher bodies and their direct participation through pro­
duction conferences, has instilled in them an attitude 
toward their jobs not found in any other country in the 
world. This fact is forcibly impressed upon anyb(lCly: 
who visits a workplace in the Soviet Union and ta1ks 
with the workers. As a delegation of English women . 

. trade unionists who visited the Soviet Union in 19%' 
wrote upon their return to England; "A fact that struCk 
the delegation most forcibly during their whole stay 
in Russia, was the way in which the workers, both men 
and women, looked upon the factories, the shops, the 
museums and art treasures, and on the country as ,.; 
whole, as really belonging to them. An ordinary rank 
and file worker ••• would often point with pride to the 
improvements made during the last couple of years, and 
to the increase in output; or walking along the street, 
he or she would point out a newly repaired or con­
structed factoty, recendy bullt house, or a new line of 
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buses or U"lIIXIWays as one of their own hard-won achkve-
mei1t:s." 1'1' ' 

In addition to purely material advantages, the trade 
union movement is the open gateway T.O educational and 
eulmral advancement for the w01'kers. At the outbreak 
of the Revolution, a very large I1I3jority of the Ruman 
working class was entirely illiterate. Even as lately 
as 1,:11, the following percentages of lOhe members of· 
the leading trade unions were still illiterate:'" food 
workers, 65 percent; municipal workers, so percent: 
woodworkers, 50 percent; agricultural wOlkers, 80 per-
cent; and mioers, 50 percent. .. 

The trade union movement has been at wOrk remedy­
ing this state of aHairs. Early in I9:&6 it was able to 
report the fonowing results,'" among the JIletal workers 
only :& percent of the workers were illiterate; chemical 
workers, 6 percent; agricultural workers, 18-4 percent; 
building trades workers, 5 percent; woodworkers, 6.5 
percent; leather workers, 6.3 percent; transport workers, 
3.9 percent; municipal workers, <4 percent: .eamen, -4 
percent; while the mioers reported that "The abolition 
of illiteracy can be regarded as complete." One must 
keep in miod the conditions prevailing among the work-

• ing class of pre-war Russia to appreciate the full sig­
nificance of this five-year aehievement. 

The educational and cultural activities of the trade 
union movement are carried on in many ways. The 
unions organ.iU special schools for illiterateS and voca­
tional schools which are operated in conjunGtion with 
the management. They establish special trade union 
h"braries, organize lectures and excursions and provide 
special i scholarships for their members to higher edue.­
'tion2l inStitutions. On the recreational side, the uniom 
Organize clubs, dramatics, sports, etc. Physical culture 
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among trade unionists is proving particularly popular 
Between 1924 and 1926 the number of members in tho 
physical culture groups grew from 1 5 0,000 to 33 0,000.'" 

The expenses involved in these activities are borne joind~ 
by the unions and the management, plus nominal due! 
payments by the workers. 

The educational and social work in the individual 
factories is carried on through specially organized 
"workers' clubs." Special "Red Corners" for the dis. 
semination of literature upon political and economic sub· 
jects are also organized. Many of the smaller faCtories, 
however, where it is not expedient to set up a separatef 
club, have only a'Red Comer. 

The club privileges are one of the main advantages 
of trade union membership. Through them there are 
distributed large numbers of free tickets to the theatreS 
and picture-houses and many others are sold at re~ 
duced rates. They also have circles for dramatics, litera~ 
1:Ure, music, art, sport, chess, study circles, reading 
rooms and the like. All of the clubs have good libraries, 
On January 1, 1926 there were 3,418 such clubs in the 
Soviet U cion, with 1.2 million members. On the same 
date there were 8,085 libraries whose readers numbered 
more than 2.2 million persons." In January, 1926 
there were, in addition, 2I ,700 Red Corners'" 

In order that all of the minimum provisions of th .. 
Code of Labor Laws, as well as other labor decrees and 
orders, may be put into actual force, special labor in, 
spectors are appointed who devote full time to tours o~ 
inspection among the factories. The inspectors are pai.­
by the State but elected by inter-councils of the trad, 
unions. By 1926, 75 percent of the inspectors had bee~ 
elected from the ranks of ordinary workers; and t.C 
percent of them were women. 
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The law provides that "consent shall not be given by 
. the labor inspector on his own authority to any depar­
tures from the current standards for labor ••. [Where] 
there is a genuine necessity for the departure ••• [he] 
shall obtain the opinion of the competent trade union. 
In the more serious cases he shall • • • procure the ap-' 
proval of the government labor section."" 

The labor inspector has full power to visit any factory, 
institution or business establishment, or any other place 
where work is done, at any time, for purposes of in­
spection. On such occasions the 1a .... provides that "the 
labor inspector shall be furnished by the'management 
with a ...suitable room for resting, spending the night, 
and official work ... •• The management is also required 
to furnish to the inspector any explanations for which 
he may ask and to submit to him all documents, books 
or other information that he may require. In cases 
.... here the inspector finds failure to comply with labor 
legislation or regulations, he issues to the management 
instructions for remedying the defects. Compliance is 
absolutely binding upon the part of the management. 

While visiting an establishment the labor inspector 
is required to fix special days and hours for interviewing 
the representatives of workers' organizations and indivi­
dual workers, and to receive communications from 
.... orkers. Arrangements must be made to hold these in­
terviews at least mce or three times a week. The la .... 
also defiuitdy stipulates that the interview hours .... hich 
are set be those most convenient for the worker9--if 
possible in the evening. 

Besides these dected inspectors there are special tech­
nical inspector-engineers. These are specialists in the field 
of safety appliances for machinery and they conduct the 
inspection in this field. Sanitary inspection is conducted 
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by medical specialists. Both of these groups work in 
cooperation with the labor inspectors. 

Besides the benefits derived by virtue of their mem- ' 
bership in the trade unions, all workers in the So~t ' 
Union, whether trade union members or not, receive·. 
wide variety of benefits from a State administered sys­
tem of uSocial Insurance. n 

Social insurance benefits extend to all persons within 
the Union who work for wages, whether they be em­
ployed by State" cooperative or private concerns and 
whether they are members of the trade unions or not. 
The work of social insurance comes under the jurisdic­
tion of the Commissariat for Labor, which directs it 
through a specially organized "Central Insurance Ad­
ministration." The officials of the insurance adminis­
tration, while State officials, are nominated by the AIl­
Russian Council of Trade Unions. 

The contributions for the insurance of the workers 
are paid exclusively by the employers. Insurance scales 
are fixed by the Council of People" Commissars. The 
tariff now in force, that of February 26, 1925, amounts 
to approximately 14 percent of the total amount paid 
by the enterprise or institution as wages. The worker 
pays nothing toward the cost of the insurance and em­
ployers are strictly prohibited from deducting any of 
their insurance charges from the wages of the workers. 
Should an employer fail to make his insurance pay­
ments, the law protects the worker by prescribing that 
he is nevertheless entitled to insurance benefits upon the 
establishment of the fact that he has been employed 
in the undertaking. During the first half of 1926, about 
310 million roubles was collected from employers by the 
insurance offices. 
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The number of insured persons embraced by the in­
surance administration is shown by the following fig- ' 
ures: " 

Date 
1923 (Jan. I) 
:1914 (Jan. I) 
1925 (Jan. I) 
192.6 (Jan. 1) 
1926 (Mar. I) 

Million 
4.940 

5-451 
6.06. 
7.732 

7.804 

Article 176 of the-, Code of Labor Laws provides for 
the following forms of insurance relief; (a) Medical 
benefit; (b) benefits for temporary loss of labor ca­
pacity (illness, injury, quarantine, pregnancy, confine­
ment, care of sick member of family) l (c) supple­
mentary: bendit'l (for nursing of children, pUrchasing 
medical supplies and burial of the insured or members 
of his family); ( d) unemployment benefit; (e) pen­

,sions for invalids; and (f) the granting of benefits to 
the families of insured persons in the event o{ the death 
or disappearance of their breadwinner. 

In addition to the above·mentioned fonns of insur­
ance, which are req;';red by law, t~l!1~ .• ~ \' 
also provide S3!1ato!p-and health resorts for the insured 
where, when necessary, they may recuperate from ill­
ness, as well as rest homes for workers and vacation 
places. For these purposes the government has turned 
over to the insurance administration the beautiful 
palaces, in the Caucasus and elsewhere, of the former 
boUrgeoisie and nobility. During the summer months 
(April-September) of 1926,499,505 sick workers were 
cared for in these sanatoria, rest homes and health resorts. 
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Of this number 359,500 were sent at the expense of tb'e 
SociallosUI~ Department, and the remainder by the 
trade unions. In 1927, according to the plans of the 
Social Insurance Department, SI3,2I9 workers will be 
sent at the expense of the department. For this purpose, 
30 million roubles have been appropriated from the 
SOOial Insurance funds.. 1. 

As sick benefic, insured persons receive free clinical 
aid, hospital treatments, medicine and medical appli­
ances: Persons temporarily incapacitated also receive, 
from the first day of disability, the full wage earned 
prior to their illtiess. Women in childbirth receive the 
special benefits already discussed in this chapter. \ 

Aged persons, or, in the event of death, their mothers 
or widows, are entitled to old age pensions if they were 
working for wages at least eight years prior to their 
disability. They either receive old age pensions or are 
placed in special homes for aged persons where, in lieu 
of their pension,' they receive complete maintenance. 

UnemployedJ"'rsGns also benefit from the social in"' 
suxance funds. Persons are entitled to unemployment 
benefits only if they have no other means of support and 
if they keep their name upon the register in the unem­
ployment bureau. The unemployed pay no rent, travel 
at reduced fares and enjoy a number of additional 
privileges. Cash benefits vary for different classes of 
workers, ranging from the legal minim;nn of one-sixtla 
of the average wage upwards. . t 

Unemployment in the Soviet Uninn has been on the 
increase during the past few years. At the end of 1926; 
the labor exchanges throughout the Union had 1.01 j 
million unemployed persons enrolled upon their lists. i 
There were probably others who had not registered at 
the exchanges. Unemployment prevails in spite of the 
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fact that industry is expanding and that the number 
of workers employed is growing rapidly. .. 

The unemployment is due to three causes: (I r 
Large numbers of seasonal workers, after their season 
has been concluded, register themselves as unemployed; 
(~) women, no longer content to be mere housewives, 
are going into industry at a faster rate than the expand­
ing industrial machine can accommodate them; and. (3) 
the rural population is going to the cities. 

The last factor is the most serious. As the culture of 
the peasantry increases, the rural population is captivated 
by the rumors of expanding industry and flocks to the 
towns in the hope of improving their condition of life. 
This is particularly true of the youth of the villages. 
They go 110 the industrial centers ready to take any kind 
.of work, although they are untrained industrially. It 
·'s these people who·fill the ranks of the unemployed and, 
'" their numbers are increasing, the Soviet Union will 
have to face conditions of chronic unemployment for 
several years to come. This does not hold true among 
,killed workmen. There is an actual shortage of skilled 
workers in the Soviet Union. 

The unemployment problem is being handled in three 
ways. The first is the utilization of the unemployed in 
building public works; the second is the granting of 
unemployment relief; the third way is the organization 
of collective cooperative artois for the utilization of the 
labor of the unemployed. The latter method has not yet 
taken very firm hold. There are, at present, only z,ooo 
associations of this type numbering, in all, about 90,000 

persons. 
The Soviet Union is still poor. Conditions among the 

workers are still hard-but they are continually improv­
ing. The most important factor of all, however, is the 
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realization, upon the part of the workers, that they are . 
the masters of the country and the owners of their own 
jobs. If material conditions are still hard, whatever there 
is is enjoyed equally by all. As the economic situation 
improves, the personal condition of the workers im­
proves proportionally_ 



CHAPTEF. XII 

NEW .CAPIT AL AND THE POllCY OR 
CONCESSIONS 

THE successful attainment of the economic objectives 
of the Soviet State is bound up with the expansion of 
industrial production. The native indust~. of the 
Soviet Union must be sufficiently extended to &;siy the 
material wants of the population; to create the material 
basis for universal culture and socialized leisure, and to 

. provide for economic and social improvement. As Leon 
Trotsky has phrased it, "The struggle for our socialist 
'place in the sun' will necessarily be, in one way or an­
other, a struggle to attain as high a coefficient of pro­
duction expansion as possible.u1 Russia's ttcoefficient

1
of 

expansion," i.e., the rate at which she is able to erect 
new factories and works, install new equipment and 
otherwise extend her productive capacity, is the measur­
ing rod of the success which the Soviets are achieving in 
their efforts to build up a Socialist economy. 

Heretofore the Soviets have been able to work upon 
the basis of available basic capital. Th.,;;Soviet Union, 
at the time of the 1917 Revolution, came into possession 
of all the means of production which had been erected 
by the capitalist regime of the Czar. The factories, mines, 
railroads, office buildings, which had not been destroyed 
by the counter-rev(>lution were there to be utilized by 
the new masters of Russian economy. The first task be-

187 
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fore the Soviet economists was to restore those portions 
of the economic system which had been damaged, and 
to set the whole in motion. 

This process of "restoration" has now been completed 
by the Soviet authorities. Industry has been restored? 
and practically the entire available basic capital take~ 
over from the pre-revolutionary period, plus certaUi 
renewals and extensions which have already been made; 
are now operating at their full capaciry. From now 00\ 
Soviet economy must create sufficient wealth to main~ 
tain the status quo of industry; to make renewals 01 
old apparatus and equipment; and to provide the capital 

\ 
for expansion of industry. Essentially, this is the probf 
lern of securin~ new capital •• 

I he SOVIet luon is attempting to meet the problem: 
thus created in two ways. Firstly, out of her own aci 
cumulations and, secondly, by attracting foreign capit'" 
in the form of concessions and thus applying the accu! 
mulations of other parts of the world to the internal 
development of Russia. 

Three ptincipal means are relied upon to provide new 
capital from within the Soviet Union: (I) The utiliza~ 
tion of the accumulations and profits of the nationalized 
industries; (%) the utilization through the budget of 
profits from other branches of the national economYl 
and (3) the application to industry and other State enf 
terprises of the savings of the population through in;) 
ternal government loans, savings bank deposits, the 
cooperatives, etc. 

The State budget is the chief instrument in the collec. 
tion and distribution of the national accumulations 01 
the Union. Through the budget, allocations are made 
for the expansion of industry, the electrification of thco 

<, 
Union, etc. 
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In respect 1:0 new capital investments, the year' 1,:15-
~6 differed from all others since the inauguration of the 
Soviet power in that appropriations for the construction 
and equipment of new establishments far exceeded their 
annual wear and tear. Moreover, this was true not only 
of their depreciation during the single year, but it ex­
ceeded their aggregate net depreciation for the entire 
period during which they have been under Soviet con-
trol. ',,-

In spite of large appropriations since 19:1. 3 for pur­
poses of new construction, these were not sufficient, untU 
1925, to overtake the rate at which depreciation was 
taking place. During 1925-:16, however, the Supreme 
Economic Counell calculated that new corutruction and 
major r:rairs placed the productive equipment of Soviet 
industlles at 9 percent above their former levels! In all, 
779.3 million roubles of new capital were invested in 
industry during the course of the year and provision is 
being made for expenditures of 946,9 million roubles 
during 19.6-'7" 'The latter figure includes seven mU­
lion roubles for the Dnieper Superpower Plant (Dniep­
rostroy), but not other electrical construction. If we 
include all of the sums assigned for electrification pur­
poses, the sum for 19.6-:1.7 comes 1:0 1,100 million 
roubles. In all branches of the national economy, in­
vestments of new capital for construction and equip­
ment since 1923, exclusive of concessions, have been 
as shown in the table on the following page:' 

Within a period of two years, from 1923 to 1925, the 
total investments in new capital more than doubled. For 
the year 1926-27, the curve continues to mount. 

The amounts spent for the capital improvement of in­
dustry in 1925-26 included a suro of 581.8 million 
roubles for the construction of new factories and works. 
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BTMKh J"':J-~" 
Agricultme ••• ___ ._ ....... _....... 64H 
Industry ........................ _ .... _ ... s.) 
Large Electrial Worb .......... ~ 41.0 
Transportation .... , ..... , .......... ,.. .115:"'., 
Telephone and T.Iq:,.ph........ Sol 
Gram Elevators and Meat Ib-

ftigerator • ...... , ........ ~........... l .• 
Educational Enterprilett Health. 

etc. ......... _ •••••••••••• , .••••••• _ •••••• 

MwUclpol U.~ ........ .. 
Ci..,. Dwellinp ......... _ .. _ ..... .. 

Total ............................ ,. 1,17+1 

1924-2 J 
743.0 
)3'-1 
.fl·) 

uf·' 
J2.1 

This sum was over 137 percent of the amount expende~ , 
for 19%}-24" f ' 

Since the beginning of this building program 172 new 
factories and 196 new mine shafts have either already 
been constructed or have been designated for construc~ 
tion. Eighty-one of the factories have already been co".:. 
pleted and have commeoced operations. Upon u of 
them work has already started. The """aining 79 are 
part of the construction program for the next two yean. 

Of the new mine shafts, 76 are already in operation 
in the Donetz Basin alone. Their capacities vary from 
16,500 to h,ooo metric tons of coal each year. Ninety4 
seveo new shafts of varying capacities are to be put iIi 
operation during 19:<6-27 while another 19 will be coml 
pleted within five years. 

In the petroleum industry, twelve new refining pian~ 
have begun to function. Nine more are nearing com1 
pletion. In the meW industry, three new plants to hf! 
placed in operation during 192.6-27 will have an ann~ 
capacity of 1.64 million tons of cast iron and one million 

• Raised by CotHU:n ()f ~1e1 Commi ...... to 946.978 milliou (aclui'¥tl 
of electrical coa.attuctiOD---'" iIlt Dniepro.t:l'o7. _. 



THE POllCY OF CONCESSIONS Xl/I 

tons o~ rolled iron. Work has already been begun at 
Stalingrad (formerly Tsaritsyn) upon a tractor factory 
the output of which will be 10,000 tractors per year. 
A new plow factory is already operating at Chelyabinsk 
in the Ural region and work has been begun upon four 
additional factories which will produce agricultural ma­
chinery. l'hree copper and zinc smelting plants are 
also now under construction. I 

In the textile industry 17 new mills have been pro­
jected for spinning. weaving and silk-reeling. Five of 
these have already commenced operations, nine are near­
ing completion, and three have been started. Five of the 
mills are being erected in the Central Asiatic and Trans­
Caucasian Republics, outlying territories in which the 
process of industrialization had hardly penetrated at 
the time of the November Revolution. 

For the preparation of agricultural products, 16 oll­
pressing, canning; starch and glucose factories together 

. with 25 sawmills· and factories for the preparation of 
wood chemical products have either been erected or,.are 
in the process of erection. A distilling plant is nearing 
completion in the White Russian Republic. In Central 
Asia and the Caucasus 17 cotton ginning mills have been • 
projected, II of which have already been erected.' 

The total amount to be expended for industrial con­
struction in individual industries during 192.6-2.7 is to be 
distributed as shown in the table on the following page: 

These amounts include the sums to be expended upon 
. industries belonging to the individual republics as well as 

those enterprises of federal scope which fall under the 
direct jurisdiction of the Supreme Economic Counell 
of the Union. 

Much of the existing industrial equipment in the 
factories and mines is quite primitive and out of date. 
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Industry Million Roubles 
Metal ........................................ 233.194-
Electrotechnical ...................... 16,480 
Fuel .......................................... 27z.S3I 
Mining ...................................... 22.043 
Chemical .................................... 56,177 
Timber .................................... 2}'5 b 
Paper ........................................ 43.916 
Textile ...................................... u3.459 
Agricultural ............................ 49,418 
Silicates (Cement, Glass, etc.) 48.485 
Printing and Allied Trades ...... 2.}1} 

Leather .................................... 8,900 
Photo-Cinema Industry .......... .}80 

Syndicates ................................ 8,700 
Dnieper Superpower Plant ...... 7.000 

Undistributed Reserve ............ 30.000 

All of the new construction, however, is being carried 
out in accordance with the latest achievements of 
science and technology. Modern machinery is being in..; 
stalled, factories are being specialized and the whole o~ 
production standardized. The result will be mass pro~ 
duction as a solution to the need of the Soviet Union 
for cheaper and better manufactures and an eventual, 
state of equilibrium between rural demands and in.'; 
dustrial capacity. 

In spite of what the Soviet Union is doing to increase. 
its basic capital, only the most urgent needs can be me11c 
out of present accumulations. Notwithstanding the·. 
large sums being invested in industry, the amounts ar~ 
not sufficient to take full alvantage of the country', 
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natural resources or to keep pace with the continuously 
increasing demands of the peasants for industrial com­
modities. 

There are, particularly in Siberia and the Far East, 
immense stores of natural riches which, as yet, have not 
even been sufficiently explored and which the Soviet 

'Union could not develop with its own means for 
decades. The government therefore decided to attract 
foreign capital, for the purpose of speeding up the in­
dustrialization of the Union and exploiting the natural 
resources. It accordingly grants concession. to foreign­
ers which make it profitable for them to invest in 
mining enterprises, manufactures, new construction and 
agriculture. 

The policy of concessions Was embarked upon by the 
Soviet Union as the result of a decree of the Council 
of People's Commissars in November, 1920. The orig­
inal law has subsequently been considerably enlarged 
until the following fields are now open to conces­
sionaires: 

(1) Production concessions for the exploitation' 
of the natural resources of the Union. 

(2) Industrial concessions for the manufacture 
of articles urgently needed in the Soviet market. 
Under the same head there may also be granted 
permission to construct and eqnip, in the latest 
scientific and technical manner, industrial units of 
all kinds. ' 

(3) Trading concessions. This type of conces,­
sion grants to foreigners the right to open in the 
Soviet Union an office for the purpose of conduct­
ing import and export operations. Each individual 
transaction, however, must be sanctioned and li-
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Industry Million Roubles 
Metal ...... "................................ ;133.194 
Electrotechnical ...................... 16.480 
Fuel .................................•........ ;17.2. H 1 

Mining ...................................... .2.2.043 
Chemical .. "" ........... "." .... " .. ,,"" 56,577 
Tunber .................... " ... "" ..... " ;13.58.1 
Paper ............. "." ..... " ........ " ... " 43.916 
Textile ......... " ..... ""." ........... ".. 123.459 
Agricultural ... " .... " .. " .. " ... ".... 49.418 
Silicates (Cement, Glass, etc.) 48,485 
Printing and Allied Trades .:"" 2.313 
Leather ........ " ...................... ,," 8,900 
Photo-Cinema Industry ..... "... .380 
Syndicates .. " ............ " ...... "...... 8,700 

Dnieper Superpower Plant ... ". 7.000 

Undistributed Reserve " .... ,,".. 30.000 

All of the new construction, however, is being carried 
out in accordance with the latest achievements of 
science and technology. Modern machinery is being in. 
stalled, factories are being specialized and the whole of 
production standardized. The result will be mass pro4 
duction as a solution to . the need of the Soviet Union 
for cheaper and better manufactures' and an eventual 
state of equilibrium between rural demands and in~ 
dustrial capacity. 

In spite of what the Soviet Union is doing to increas~ 
its basic capital, only the most urgent needs can be mel! 
out of present accumulations. Notwithstanding th~ 
large sums being invested in industry, the amounts a~ 
not sufficient to take full alvantage of the country', 
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natural resources or to keep pace with the continuously 
increasing demands of the peasants for industrial com­
modities. 

There are, particularly in Siberia and the Far East, 
immense stores of natural riches which, as yet, have not 
even been sufficiently explored and which the Soviet 

'Union could not develop with its own means for 
decades. The government therefore decided to attract 
foreign capital, for the purpose of speeding up the in­
dustrialization of the Union and exploiting the natural 
resources. It accordingly grants concessions to foreign­
ers which make it profitable for them to invest in 
mining enterprises, manufactures, new constrUction and 
agriculture. 

The policy of concessions was embarked upon by the 
Soviet U ninn as the result of a decree of the Council 
of People's Commissars in November, I 9~O. The orig­
inal law has subsequently been considerably enlarged 
until the following fields are now open to conces­
sionaires: 

(I) Production concessions for the exploitation· 
of the natural resources of the Uninn. 

(~) Industrial concessions for the manufacture 
of articles urgently needed in the Soviet market. 
Under the same head there may also be granted 
permission to construct and equip, in the latest 
scientific and technical manner, industrial units of 
all kinds. 

(3 ) Trading concessions. This type of conces,­
sion grants to foreigners the right to open in the 
Soviet Union an office for the purpose of conduct­
ing import and export operations. Each individual 
transaction, however, must be sanctioned and li-
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censed by the Commissariat for Home and Foreign 
Trade in addition to being ratified by the con­
cessions authorities. 

(4) Agricultural concessions which have as their 
purpose the investment of new capital in agricul­
ture and, as a result, the introduction of more 
scientific methods of cultivation. 

(5) Transportation concessions giving to foreign 
firms the right to build new railways and to or­
ganize other means of transport. 

The department which has complete charge of the 
attraction of foreign capital into the Soviet Union is the 
Chief Concessions Committee in Moscow. In foreign. 
countries the Chief Concessions Committee operau-, 
thtough concessions commissions which are attached tQ 

the trade delegations. At the present time such commis~ 
sions exist in Berlin, London. Paris, Rome and TokiO:' 
These concession commissions are the only bodies which' 
have any authority to conduct concessions negotiations~ 
Their work consists of conductiog the preliminary nego-; 
tiations and furnishing information to interested partieli 
relative to the conditions under which concessions may 
be granted. 

Upon the conclusion of the preliminary, negotiatio .... 
the Chief Concessions Committee in Moscow comes to Ii 
final agreement with the foreign finn. The documen~ 
are then submitted to the Council of People's Commis~' 
sars for final ratification. 

When a concession has been ratified by the Chiet 
Concessions Committee and passed by the Council of 
People's Commissus, the concession contract itself be.. 
comes a law. It is, therefore, on a constitutional level 
with the genera1laws of the country. In all matters no'; 
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specifically provided for in the contract the contracting 
concessionaire is subject to all of the general laws and 

'regulations of the Soviet Government. 
The property given over to the concessionaire, and the 

installments and improvements made by him, may not 
be nationalized, confiscated or otherwise taken away 
during the life of the contract. The term of the con­
cession is definitely stipulated. It varies in each case and 
usually ranges from ~ J to So years. The period is 
dependent upon the amount of capital to he invested, 
the anticipated profitabilitY of the undertaking, the 
accessibility of the property, etc. 

There is usually, though not always, a clause in the 
l,concession contract which obligates the concessionaire to 

.. ' effect ;( deiioed minimum of exploration and research in 
'connection with the properties which are given over to 
him and the processes involved in converting his raw 
product into finished form. Another important pro-

. vision, in the case of every contract, is one which 
specifies the minimum capital which must be invested 
in the ceded property. In order, moreover, to insure 
thorough exploitation and development of the propert}'l 
the concessionaire is required by the terms of his con­
tract to make all of the latest scientific improvements 
and installations and to import modem equipment and 
machinery-which may usually be brought into the 
country fr .. of the regular tariff duties. In the case of 
property whose potentialities are known, a minimum 
production program is worked o_ut. When this capacity 
is not known, the production program is agreed upon 
after a stipulated amount of research and exploration 
has been completed. 

For the right of concession, the concessionaire is re­
quired to pay to the government a specified portion of 
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his production as a royalty. The amount at which this 
is set varies in each case, depending upon the value of 
the property and the privileges contracted for. These 
royalties may be paid either in kind or in their equiv­
alent money values. In addition to royalties, the con­
cessionaire is required to pay the same taxes as those 
which are paid by State organizations engaged in similar 
enterprises. 

In employing labor, the concessionaire is required to 
fulfill all of the conditio~ specified in the country's 
labor code and all other labor laws and decrees of the 
Soviet Union. He is free to employ foreign help up td 

a stipulated percentage of the total number of workers 
employed, usually limited to 15 percent. Wages are 
fixed by a collective agreement between the concession­
aire and the respective trade union. 

Any conflicts which may arise between the conces­
sionaire and a third party are setded according to the 
law of the Soviet Union by the the court in whose juris­
diction the particular type of case may happen to fall. 
Any misunderstanding or dispute, however, which may 
arise between the Soviet Government and the conces­
sionaire over the execution or the interpretation of the 
latter's contract are sewed by a specially convened arbi­
tration court. For the judges of this court each party 
nominates one member and these two select an umpire. 
If such an umpire cannot be agreed upon, the choice is 
left to some absolutely impartial or unbiased group, 
usually the professors of some European university or 
other learned body. 

Upon the expiration of the term of the concession, the 
original property, plus all subsequent installations and 
improvements, automatically reverts to the Soviet Gov­
ernment. Stocks, cash money and merchandise remain 
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the property of the concessionaire for disposal as he may 
see fit. 

An example which is typical of most concession 
contracts, and which is illustrative of their general terms 
and provisions, is the Lena Goldfields Concession, 
granted in 1925 to an Anglo-American syndicate. The 
agreement gives to the foreign concern three separate 
regions for exploitation: the well-known gold mines 
located in the Lena-Vitim district of Eastern Siberia; 
copper, iron and timber resources in the Sissert and Rev­
dinsk regions in the Ural Mountains; and the copper and 
zinc resources in the Zmeinogorsk and Ziryansk districts. 
In addition, the company has secured the right to exploit 
the K91chuginsk coal mines, which enables it to supply 
its enterprises with its own coal. 

All of these properties were handed over to the com­
pany in working state. B~ the company has under­
taken to do additional exploration work and to con­
struct metallurgical works, copper, zinc and silver re­
fining plants involving a minimum investment of I I 

million dollars. The concession for the Lena-Vitim gold 
mines expires in 30 years; those of the other regions in 
So years. After these periods of time have elapsed, the 
developed enterprises become the property of the Soviet 
State. 

The payments of the Lena Goldfields syndicate to the 
government consist of all the usual taxes plus a royalty 
amountiog to from 4 y. to 7 percent of the total output. 
All labor questions are regulated in accordance with the 
labor code of the Soviet Union, while wages are fixed 
througb collective agreement between the company and 
the trade unions. The company may employ up to 15 
percent of foreign workers and up to 50 percent of 
foreign personnel in the managing and technical staff. 
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Of late the Soviet Government has increased its vig­
ilance in reference to foreign capitalist interests which 
apply for concessionary privileges. It must be convinced 
of the soundness of the enterprise and of the fact that 
the concern has the experience and the resources to carry 
out the provisions and the obligations of its contract. It 
is a matter of more than passing significance that while 
1,909 appplications for concessions had been received in 
the five-year period ending September, I926, only 14I 
of these appplications had peen granted by the Soviet 
Government. During th~·year 1925-26, 400 \,pplica­
tions were received as compared with 300 in 1924-21. 

The 141 concessions which had been granted up to 
September, 1926, were in the following fields: 

I,U 192 } 1924 19:2.1 19d Tol"l 
Manuf:actutiag .......................... ,. • 7 • ,. .. 
Tnde .......................................... J 'J ,. • • J' 
Mining ........................................ 4 ) 9 3 2. 
Transport ..... _ ........ , ................ , ... 4 • , .. 
Agriculture' .................................. 4 • • ,. 
"rime ......................... _ ............. I • • Fishing. Fun, etc. .. " .......... ,,, ....... J , • Othe" •••• •• ... • ••• ••••• ••• •• ••••• _., •••••••• n J ) • • 

T.,.L ................................... " 44 "' 3· ". '.' 
According to nationality, these 141 concessions were 

distributed as follows: German, 39; British, 22; Amer­
ican, IS; French, 4; other countries, 61. 

During these early years of its development it is an 
'expensive policy for the Soviet Union to allow such large 
and in>portant economic units to fall into the hands of 
foreign capita!. However, it does furnish to the coun­
try large amounts of foreign machinery which the, 
Union alone could not purchase for many yean to come. 
It also introduces sorely needed productive methods a..>d 
technique of the more high! y industrialized nations. 
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From these concessions ·the State treasury is also in 
continual receipt of large revenues in the form of royal­
ties, which can be applied to the development: of the 
purely State enterprises. The money received in 1925-26 
by the Soviet Government from the concession in the 
form of royalties amounted to 9.635 million roubles plus 
15.238 million roubles from taxes, duties, etc. More­
over, the concession policy will in the long run leave the 
country equipped with an adequate amount of capital 
and developed resources as, ene by one, the periods of 
the concessions expire and 'die leases revert: to the gov-
ernment. ' , ! 

In the meantime, the State is not granting enough 
concessions to allow the commanding positions in the 
nation'il economy to slide out of its hands, even to a 
minor degree. The production of the enterprises leased 
on concession is almost negligible in comparison to the 
total national output. Every vigilance is exercised not: 
to permit the concessionaire to occupy any position of 
decisive predominance in the national economy of the 
country. 



CHAPTER XIII 

DEVELOPING NEW SKILL 

Om! of the greatest needs of Soviet industry, both for 
the present and for the immediate future, is a larger 
body of skilled workers. There are very few skilled 
workers in the Soviet Union who are unemployed. On 
the contrary, there is a serious shortage of such workers 
and as industry expands and new factories and plants 
are erected, many of them in fields scarcely known in 
pre-revolutionary Russia, an ever growing body of 

. highly skilled engineers, mechanics and technicians be­
comes a matter of imperative necessity. 

Prior to the Revolution, large blocs of Russian in­
dustry were owned by British, French, German, Belgian 
and American capitalists. All of these foreign capitalists 
brought into Russia numbers of trained workers and 
technicians to serve as directors, managers and engineers. 
During the war and the revolution many of these for­
eign experts left the country. Large numbers of Russian 
engineers followed them. 

This left the Soviet U mon with the problem of build­
ing up a technically skilled corps of workers who, in­
dustrially, would be efficient and who. socially, would 
be in sympathy with the new workers' society. Hence 
there has been established a wide network of technical 
and craft schools which. in collaboration with the State­
owned factories and workshops, are creating among the 

100 
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rising generation a technically trained personnel for the 
various branches of industry. 

All of these schools aim to produce not only good 
technicians, but also good citizens who are in sympathy 
with Communism as well. They therefore combine 
thorough grounding in the socia1 sciences with industrial 
theory and practice. 

The schools for technical education within the Soviet 
Union are of the following general types: 

1. Professional (technical and trade) schools, training 
workshops and factorY workshop schools. 

2. Higher technical schools. 
3. 'Workers' faculties (Rabfacs). 
4- Universities (advanced technical schools). 
5. Research institutes. 

'II The professional (trade) schools are very similar in 
their organization to the agricultural and technical high 
schools which exist in the United States, with the excep­
tion that the students who attend them also do practical 
work at factories or workshops. They give to their 
students an elementary technical, or professional, educa­
tion and they constitute a second rung on the Soviet 
educational ladder. Most of the children who attend 

I them have been through the "labor" schools, i.e., the in­
stitution corresponding to the elementary school of the 
United States. No child under fourteen is granted·' 
admittance into the professional schools. . 

"Most children in the Soviet Union are 15, 16 or 17 
years of age when they complete the labor school. They 
are then expected to pick out the trade or profession 
which they wish to follow and to enroll in a school 
which specializes in this line of activity. 

The course of study in the professional school varies 
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from three to four years, depending upon the trade ot: 
profession which is being taught. During the school 
term, part of the student's time is spent in the actual 
work of the industry for which he is preparing. Aftet 
completing the course the students are expected to serve 
as apprentices in establishments correspon4ing with the 
specialty they have chosen. After completing his term 
of apprenticeship, the student is considered to be tech­
nically trained for the class of work for which he has 
been preparing.. . 

The professional schools are not on! y of the industrial 
~e. Others prepare for such callings as pharmacy, or 
agriculture, etc. In each field the curriculum and length 

. of course is varied, according to the particular conditioru 
prevailing in each. In the agricultural schools, fOl 
example, students spend about eight months each yeat 
at school and during the three summer months they de 
practical work on a farm. 

The trade unions usually consider the upper grade 
professional students to be eligible for membership in 
the regular trade union organizations. The students are . 
also organized for purposes of self-government. Disci-

. plin. and standards of work are enforced by the students 
. themselves through boards of representatives elected 
from each class. 

In the same class of schools are the "training work­
shops" which cater to the needs of rural economy. 
Artisan and ;handicraft schools, the usual type of train-; 
ing workshOps, train young people for more highly 
organized and perfected forms of labor than those 
which prevail among the village populations where they, 
live. They also train students in the use of modern' 
up-to-date agricultural machinery and methods. 

"Factory workshop schools" are professional schools 
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for juveniles who have entered industry prior to eighteen 
years of age. They are organized in conjunction with, 
and on the premises of a factory, workshop, mine. or 
other productive enterprise. 

The Soviet law prohibits children under 16 years of 
age from going to work. In special cases, however, the 
labor inspectors may grant special work permits to those 
between 14 and 16 years. They may not; however, be 
employed for over four hours. each day. Young persons 
between the ages of 16 and 18 years may not be em­
ployed more than 6 hours per day. These young work­
ers, who serve as apprentices in the factories, therefore 
have co~derable free time upon their hands. In order 
that they may not be compelled to remain in the un­
lkilled and uneducated class, and that all workers be 

Itrained and efficient, part-time factory schools are pro­
'vided for them. 
" Every enterprise is required to furnish this type of 
'ipractical and theoretical training for apprentices be­
'tween the ages of 14 and 18. The factory must provide 
I for apprentices numbering not less than 6 percent of 
; the number of workers in the enterprise. There may 
r not, on the other hand, be more than one apprentice to 
i every two workers. The percentage of apprentices in 
i each industry is usually specified in the collective agree­
Iment. 

Children between the ages of 14 and 16 attend school 
four hours each day and work in the factory four hours. 
Those between 16 and 18 work six hours a day and at­
tend school two hours. 
I The students at factory schools are given the basis of 
: a general academic education as well as technical instruc-I 
i tion. The latter phase of their training lays before 
them all available particulars and details of the enter-
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prise with which they are a!liliated. They are system... 
atically instructed in the mechanical and technical ele­
ments of all branches of their trades. 

A large number of these apprentices, usually 50 
percent, are selected from among the children of work" 
en in the enterprise. For the work they perform they 
are placed in the first wage category and they receive 
between I j and ao roubles per month. This is gradually 
increased as their courses progress until, in their last 
school year, they are receiving between 40 and 50 
roubles per month, which is slighdy less than is received 
by the full-time unskilled workers in the plants. While 
these amounts look small in terms of United States 
money, in the Soviet Union their purchasing power i$ 
sullicient to provide for the needs of the srudents during 
their apprenticeship periods. When these have beeJ1 
completed the students are given positions in the plant. 
Their wages are then higher than the average and if they 
display proficiency and capacity for their work they are 
soon in the ranks of the skilled workers. 

These juvenile worker-students are, of course, eligible 
for the trade unions of their plants. They pay one per, 
cent of their wages as dues to the union and they enjoj 
full trade union privileges. Many 'of them are aIse 
members of the Young Communist League. The schook 
are run upon a self-governing basis. The scudents handle 
school discipline themselves, participate in school a~ 
istration and elect their own committees to supervise 
such problems as hygiene, working conditions, etc. 

Because of the limited material resources, many d~ 
tails of the program oudined by the authorities for W 
professional schools can not as yet be put into force. 
An excellent beginning has been made, however, and 
each year conditions are improving. Eventually, evert 
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child will have passed through at least one of the 
branches of the system of professional trade-schools. 
'!'here will then be no worker in the Soviet Union who 
has not had the equivalent of the technical high school 
education in the Uuited States. 

From the point of view of the industrial machine, the 
professional schools ensure a steady suppJ y of workers 
who have had a background of both theoretical and 
practical training. From the standpoint of the individ­
ual worker, the schools assure him an education, regardf 
less of his economic conditions, or those of his parentS~ 
Even if his parents are poor, the graduate of the pro-\ 
fessional school will not become an untraioed drudge, , 
but will be fitted for a responsible post in the Soviet , 
economic system. From the point of view of the Soviet' 
State, the entire population will eventually be a traioed 
and literate one and will possess that education which is 
requisite to the building up of a full measure of Social­
ism. 

Technical education in the Soviet Uuion does not 
necessariI y cease when the student has passed through 
the professional school. "Higher Technic.l Schools," cor­
responding in grade to American colleges, are organized 
for the fields of agriculture and industry. 'Higher tech­
nical schools are also organized in other fields, such as 
medicine, pedagogy, economics and social science, music 
and art. Ouly those, however, which train for direct par­
ticipation in the industrial machine need concern us here .• 

'!'he aim of the higher technical schools is to create 
a nucleus of highly trained specialists for industry. Ad­
mission is open ouly to citizens of the Union who have 
reached 17 years of age. 

Students are admitted upon the recommendation of 
an organization connected with the labor movement-
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1JSually their trade union-in sdme· cases the Communist 
.Party. Students must also be eligible under the regula­
tions of admission published by the Commissariat for 
Education. These regulations vary slightly for each 
republic of the Union. In general, they require gradu­
ation from the profes!iional school plus a minimum: of 
<lne year of practical experience in industry. It is during 
this year that the trade unions and economic authorities 
.,bserve the aptitude of the young worker and they 
recommend him to the higher technical school if he 
displays the inclination and ability to pursue higher 
work. 

The average course at the technical colleges is of three 
years' duration. The workers are of greater than average 
skill before entering the institutions. While in attend­
ance they receive general cultural instruction (history, 
mathematics, etc.) with thorough specialization in their 
<:hosen fields. 

At the present time these higher technical schools 
serve over 25 trades. Each organizes its work in very 
dose contact with the industry which it serves. The 
schools are all located in the vicinity of the fact<>ries or 
works for which they are preparing specialists. In addi­
tion to his scholastic work, each student is assigned to . 
a factory, mine or other establishment. There he is re­
quired to spend at least one day each week and also a 
large part of the school recess during the summer 
months. He must present periodic reports upon the 
<:onditions in the plant. 

Upon completing his studies at school, the student 
.spends one or two years in practical industrial work. If, 
at the end of that time, the school authorities and the 
industrial authorities are convinced of his competence, 
he is given a certificate of proficiency as an engineer. 
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Students of working class parentS are given preference 
in admission to these institutions. They are also exempt 
from the payment of fees and are paid subsistence sti~ 
pends. Sons and daughters of business class families are 
required to pay tuition. In many places evening instruc~ 
tion is arranged. Evening stud~ts study for four years. 
Practically all of the students are organized in their 
respective trade unions. 

In many ases mature factory workers, who have had 
no educational preparation, display an aptitude for work 
of a higher grade than that which they are doing. In 
order tbat these men and women may have the oppor~ 
tuniey to receive higher technical training and prepare, 
if they wish, for the Universities, special "Workers Fac­
ulties" (Russian abbreviation: Rabfacs) have been or~ 
ganized. Rabfacs are intended only for mature workers 
who, having spent their youths under Czardom, had no 
educational opportunities. Gradually, as this generation 
passes, the Rabfacs will probably disappear. 

Students are sent to the Rabfacs by Trade Unions, 
Communist Parry organizations or Village Soviets, which 
in many cases support them during their school course. 
Here all of the students are organized in their respective 
trade unions and political organizations. 

The Rabfacs offer three to four year courses; all of 
,which are designed to meet the needs of those who ex­
: pect to be employed at skilled occupations. In some of 
: the institutions full-time day courses are given; in others 
I students work by day and attend school at night; still 
I,others are organized on a part time basis. In all of them, 
"however, workers come direcdy from their jobs and 
,!!Ceceive a technical training. 
:, For mature workers who cannot attend the Rabfacs, 
.the Commissariat for Education and the trade unions 
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arrange numbers -of .ion-school technical courses and 
evening technic:! classes. The instruction is divided 
into: (IJ Elementary training to ~. older workersl 
(2) Advanced courses to train highly -skilled workerS; 
foremen and administrative workers; -:in"d (J) Emw 
gency subjects which are given %S special needs arise. llIi 
the evening technical "classes, . the coUJ:S! 9f study -is 
spread over four years. . 

All of the forms of education thus far ex,amined, tr.Un 
students who go back into industry. The purpose of ill 
is to train more competent workers--in no case is it to 
lead people out.of the working class. A few who sholli' 
unusu:l promise continue their studies in higher institu~ 
clons where they are trained to hecome managers, en~ 
neers and scientists. 

The Soviet "University" is not, as in the western 
countries, a collection of different college faculties em­
braced in one organization:! unit. Rather is it a highly 
specialized technical school operating in a single field. ~ 

Universities in the Soviet Union are organized at the 
point of production. The student is given actu:l contact 
with his speci:! activity. For those students who are 
specializing in mine engineering, study and research "'" 
carried on in the mines; prospective electrical engineeri 
learn their callings at electrical plants, the electrical 
plant itself serving as their laboratory; and so on.. 

Every large il;Idustri:! unit h%S departments of re. 
search and investigation. Here experts carry on theoreti 
ical work and they also direct the activities of tho! 
younger men. While some universities in the old sense 
of the word still persist in the larger cities of the Soviet 
Union, they are rapidly being replaced by this newel 
type. 

University life usu:lly extends over a period of threci 
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years. Students who have no other means of support 
receive stipends which, while not very large, cover the 
necessities which the student requires while studying. 
Upon the conclusion of his course the student goes into 
industry, transport, or whatever else may be his special 
calling, ~ the capacity of a director or an engineer. 

The very highest type of ~titution for technical 
education is the "Institute." The institute corresponds 
to the graduate school of the United States. 

The institute" fulfills a two-fold purpose in the Soviet: 
economic structure. Firstly, it trains teachers and ip.­
struetors for the higher technical schools; secondly, it 
carries 01.. technical research and investigation. Special 
institutes for the social sciences carry on similar work 
in their fields. 

For improving the body of industrial knowledge the 
State has created such institutes as the State Institute 
of Electrotechnics; the Central Aero-Hydrodynamic In­
stitute, and so on. 

In the institutes practically no teaching is carried on. 
Research occupies the full time both of the students and 
their directors. Each institute has its own field with its 
special problems. The scientists set to work to solve 
existing problems and to improve upon existing methods. 

One of the institutes whose work is different from 
that of the others, but which is of particular interest, is 
the Central Labor Institute in MoscoW;. This organiza­
tion has for its purpose the study and application of 
methods of industrial administration, scientific manage­
ment and methods of industrial efficiency. Another de­
partment receives students whom it trains to become 
instructors in scientific methods for industrial plants. 

The institute has a series of laboratories in which 
workers are photographed while performing industrial 
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operations. The mechanics of the movements are th~ 
studied with the view of eliminating waste motions. 
Other labOt-atori .. study such problems as fatigue, work­
ing conditions, etc. Another department studies tool. 
with a view to their standardization; yet another studie. 
;working space and working time; while a separate sec­
tion works upon the task of how best to train appren­
tices to become skilled mechanics in the shortest possible 
tim~ , 

The institute maintains a comprehensive library whea 
all of the bOOks and periodicals upon scientific manage­
ment are gathered from many countries and in several 
languages. Correspondents abroad also keep the institutl 
in touch with the newest developments in foreigt 
countries. 1 

Both the number of technical schools and their atten: 
dance are growing just as rapidly as material conditioIll 
will permit the concentration of funds and resourcel 
upon the educational front. Full statistics are not avail, 
able for all forms of technical education, but the follow' 
ing :figures will give some idea of the growth, durin! 
the period of a single year, in four major fields: 1 ': 

19'".-21 1921-.1' 
BsIJJlhh- Mlm. IW.blirh- Ailmtl. 

fIlfth till« 1IHtIIs tma ~ 

Lower Grade Technical Sdwott .......• } 109}1 4,lS.lJl ).H3 349..911 
Middle Grade Technical Sc.h.ooI......... 977 do~p.~ 
Higher Educational Establishmmts........ IS8 16r • .z68 lSI 169.014 
Worke.rt" Faculties ._ ...... _ ................ _..... 'lf+ 'U~I09 101 47.11' 

In the Soviet Union workers are being trained t( 

become skilled members of their craft. Education is nol 
for the purpose of lifting them out of their class; it hal 

• the end in view of making them skilled and intelligen1 
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rmembers of ~t class. This is the first outstanding 
; characteristic of Russian technical education. 

The second characteristic of education in the Soviet 
Union is that the members of the working class and 
their families receive first preference, from the kinder­
garten through the university. If there is lack of "facil­
ities, the child of a worker or'peasant always receives 
preference over the child of the non-worker. Lasdy. it 
is made economically easy for workers to receive an edu­
cation. In the lower schools tuition is free. In the higher 
institutions the student of working class origin not only 
receives free tuition but board and room, in addition, 
and usuilly a small monthly allowance. Under the 
Soviet system no worker need lack an education because 
of an economic handicap. 

When conditions in the Soviet Union make possible 
the fnlfillment of the educational program of the au­
thorities, every worker will have been trained and made 
proncient in his craft. Every industry will be turniog 
out from its own ranks skilled mechanics, technicians 
and engineers. In this way the Soviet Union will meet 
the need for higher labor productivity and will also 
Jill the demaods of an expanding industrial machine for 
leaders and directors. 



CHAPTER XIV 

THE PRODUCTIVITY OF THE SOVIET UNION 

WHEN the Bolshevik Revolution took place, prophets 
of the western countries looked at Russia and declared, 
"Chaos will triumph there in three weeks." They ex­
tended the time to three months and then to three years. 
The sySj;eIJ1 of Soviet economy has entered upon its 
tenth year. 

During these ten years the industrial structure of the 
country has gone through three mam phases. The nrst 
was the short period of Workers' ControL The second 
the period of Military Communism and the last is the 
period of the New Economic Policy. 

The nrst oj these periods Was too short to justify con­
clusions. The country had hardly taken its breath and 
realized what had happened when Workers' Control had 
to be abandoned in favor of Military Communism. 

Military Communism was the product oJ cast-iron. 
historical necessiry. It was mobilization, or militariza­
tion, of all of the productive forces of the country for . 
the purpose of waging war against internal and foreign 
foes. 

Military Communism carried the country through 
this series of conflicts. But the economic structure of the 
country was nearly ruined under the stram. The output 
of factories fell to between 15 and 10 percent of their 
pre-war levels. The wealth of the country, which was 
92,5°0 million roubles prior to the W2<, declined to 

us 
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59,100 million roubles after the World War, Civil War 
and intervention had been terminated. The direct losses 
inflicted on industry alone by the intervention and 
blockade were estimated at the Genoa Conference at 
9,212 million pre-war roubles. ,; 

It was not until I92I and I9U that Russia was able to 
demilitarize her economic machine and place it upon 3, 
peace-time basis. During the years since that time the' 
precedence of military strategy has given way to the 
systematic extension of the productive forces of the 
country and her rate of economic development has been 
greater than that of any other country in pre-war or 
post-war times. The military general staff yielded to 
the economic general staff-the State Planning Com-' 
mission, or Gosplan. '_Gosplan, in spite of objective di1Ii-. 
culties, has been cii;rying .through its extremely com-; 

. plicated planning work" and the Soviet administration 
has accomplished the- tiUraele of restoring economic life 
to its pre-war level in nve years. 

The Soviet Union contains a wealth of natural reo 
sources to serve as the material basis for her economy. 
Of her land area, covering one-sixth of the entire sur· 
face of the earth, only about 20 percent is not cultiva· 
. ble. The remainder is covered with forests, farms, 
pastures, vineyards, and the like. The country has 17 
percent of the total of the world's area under wheat, 
60 percent of the world's area undet; rye, more than 
20 percent of the area under barley and zo percent 01 

the area under oats. Her livestock compares with the 
world's total almost as favorably. 

Russian mineral deposits are also extensive. Her 
known deposits of coal comprise S.6 percent of the 
world's supply; she has H.I percent of all the oil; 4·9 
percent of the iron, as well as extensi'7-. deposits of 
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platinum, gold, copper, manganese, silver, precious 
;tones, lead, zinc, etc. In addition, she has 27.9 percent 
of the world's timher, rich supplies of fur, fish, and 
so on. 

The production of all branches of industry, light and 
heavy, was 3,414 million pre-war roubles in 1'''3-2+ 
Within two years it increased by over a hundred percent, 
reaching 6,923 million roubles in 1925-26. This repre­
sented 9 ..... percent of the pre-war status. During 1926-
"7 productivity should he 7,855 million pre-war roubles, 
or about the pre-war leveL The process of restoring in­
dustry may he said to have been completed. From this 
point on.. new economic construction will be the order 
of the day. 

The number of workers engaged in industry, as well 
as their productivity, and their wages, have also been 
advancing steadily. Exclusive of seasonal workers, in­
dustry, during 19,tZ-23, emploY'1d ... 043 million work­
ers. In 19"5-26, thenumher waS-3.092 million. Produc­
tivity of labor, during the same period, advance,d 203.9 
percent, while wages went up 24 ..... percent.. . 

The recovery of agriculture has parallele&- that of 
industry. During 19"4-25 the value of agricultural pro­
duction at pre-war prices amounted to 9,000 million, 
roubles, which was 75 percent of the crop values during 
the good pre-war crop year, 1913. By one year later, 
1925-.. 6, the crop values had gone up to II,300 million 
roubles at pre-war prices, the latter value being 94." per­
cent of 1913. In 19"5-16 the total areas under cultiva­
tion were about 95 percent as great as in 1913. During 
1926-"7, as in the case of industrial production, the agri­
culrural output, as well as the areas under cultivation, 
will exceed the pre-war standards. 

Livestock ~as increased, both in number and in qual-
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ity, during the past five Ye2rs. Big-homed cattle are 
1.88I million greater in number than they were in 
19I3. Other kinds of stock have almost, though not 
quite, atuined their 1.9 I 3 numbers. 

With the general recovery in the productive branches 
of the countty's national economy, trade turnovers 
have advanced correspondingly. The purchasing power 
of the peasant, and his demand for industrial commod­
ities, has grown with the increased value of his crop. 
The general increases in the wages of industrial workers 
have similarly expanded their purchasing capacity. 

The Soviet economic authorities have not been able 
to meet the unprecedented demand of the Soviet Union 
for commodities of all kinds, and the country is ex­
pefiencing a goods shortage. Wholesale trade, which 
went up from +7~" million roubles in 19~3-2" to 
10,,.6) million roubles ,in, ISl2S-~6, and retail trade, 
which jumped from S,027'million roubles in 1.923-2,. to 
10,003 million roubles.in 1.925-26, could both have been 
considerably g=ter had the trading agencies of the 
countty been in a position to meet: the full demand for 
commodities. 

Foreign trade, completely cut off during the years of 
intervention, was resumed in ISl10. In I.9U-23, when 
most of the trade tre2ties and agreements with foreign 
countries had been signed, the total turnover was 3S18 
million roubles. By 1.925-26 it had =ched 1,,.1,. million 
roubles as compared with 1,89" million roubles in ISlI3' . 
lIB in other branches of the national economy, there has 
not been a year since 1.920 that the foreign trade turn­
over has not increased substantially. 

The Soviet: Government inherited a very feebly devel­
oped and badly equipped system of railways from the 
Czarist regime. In I SI I 3 the total length of the railways, 
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within the territory which now constitutes the Soviet 
Union, was 36,140 miles. Approximately 2.8,000 miles 
of this fen within the field of military operations, of 
which only II,OOO miles escaped destruction. As a re­
sult of new construction each year, however, the total 
length of railway lines at the present time is 46,434 
miles, about I2.0 percent of what it was in 1913. Addi­
tional construction is planned for at the rate of about 
%,000 kilometen (1,14" miles) a year. 

The recovery and stability of other branches of the 
n:otional economy have been reflected in the realm of 
:6n:once. The budget has been balanced since 19"4-"5 
and h..-grown in proportions from 1,460 million roubles 
in 1922.-13 to %,935 million roubles in 192.4-:<5 and 
5,00:< million roubles in 1916-2.7. A gold oocked cur­
rency has been issued and its volume has increased from 
2.71 million roubles on October I, 1923, to 1>4I2..6 
million roubles on January I, 1927. In 1913 the amount 
.in circulation was 1,921.7 milliOn. roubles. Since the 
new Soviet currency was first issued at the end of 1922. 
it has maintained its par value in European markets. 

Due to the prevailing political conditions, the Soviet 
Government, alone among the powen of Europe. has 
contracted no debts with foreign governments or foreign 
banken. The Soviet Union has; therefore. carried 
through her reconstruction entirely out of her own ac­
cumulations. On January 1, 1927, she had an internal 
debt amounting to 750.1 million roubles. 

The basic capital of all branches of the national econ­
omy-agriculture. industry, electrical concerns, munic­
ipal undertakings, house construction, etc. - totalled 
49.5$8.7 million roubles in 19"3-"4. New capital in­
vestments (exclusive of concessions) have been made at 
the.rate of 1,2.73.5 million roubles in 1923-2.4; 1,72.4.8 
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million roubles in 19"4-1j; and 1.716.1 million raublois 
in 19"5-16. During 1926-17 the sum expended UPOD 
new capital in all branches will be upwards of 3.25j 
million roubles. 

The national economy of the Soviet Union had been 
completely restored, by 1,17, from aU of the ravages 
of the war, counter-revolution, blockade, intervention 
and famine. The process of restoration has been practi>­
cally completed. From this point on the country will 
be building up anew. _ 

The development of the country'. national economy 
is continuing in all fields. Industry is becoming modern.­
ized; the primitive methods of the Czarist period atk 
being scrapped; modern machinery is being added as f~ 
as money or credit is available for its purchase. Wages 
are going up; the productiviry of labor is rising; the 
people are growing mo~ prosperous. I 

The Soviet Govertl$ent is also breaking down the 
barriers of ignorance and illiteracy which have sur­
rounded the Russian people for ages. With a system of 
widespread education, a political and economic system 
organized and operated in the interest of the workerS, 
and, as a result, an intelligently cooperating population, 
coupled with the country's tremendously large supply of 
natural resources, the Soviet Union is steadily be~oming 
a larger and larger factor in the economy of the world. 



CHAPTER XV 

THE ECONOMIC TREND 

THERE is not a Communist in the Soviet Union who 
would venture to suggest that a full measure of Social­
ism has been achieved. Lenin pointed out in I9%1 that 
"the exp~ion Socialist Soviet Republic means the de­
termination of the Soviet Power to realize the transition 
to Socialism, and' does not by any means signify that 
the present economic order is regarded as Socialistic:" 
The Soviet Union is in the transition stage, the period 
between Capitalism and Social1sm,. the period of the 
"Dictatorship of the ,Proletariat." During this period 
the work which is being done is that which was indicated 
by the present head of the Communist International, 
: Nikolai Bultharin, when he entided his recent pamphlet, 
"Building Up Socialism:" 

What, during this period, is the trend of the historical 
forces which are at work? What are the relative coefIi­
'clents of the capitalistic and the socialistic factors in the 
Ilational economy? Is the Soviet Union headed toward 
Socialism, or is it veering back in the direction of 
capitalism? 

The successful transition to Socialism involves three 
prime factors. Firstly, the State power must he in the 
hands of the new order and wielded in the interests of 
the working class and against the growth of the capital­
istic forces. Secondly, Socialism is not possible without 

UI 
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large-scale industrialism. It cannot be accomplish;,d in 
a backward country; it requires "technique constructed 
according to the last word in science.'" Lasdy, the 
socialized forces of production, distribution and ex­
change must continually expand and those of private 
capital must lose ground in the struggle. The answer 
to these three problems points the direction in which the 
economic life of the Soviet U ruon is moving. 

The capture of the State by the forces of the new 
order has been complete. The group in power, which is 
guiding the work of the State, represents only the 
workers and the poorer peasants. As to the dass nature 
of their rule they are quite frank. They neither repre­
sent nor pretend to represent all U;tterests, but make 
deliberate use of the Sta~ machinery as an instrument 
against the private interests and for the furtherance of 
the interests of the working class and the peasantry. 

The proletariat. therefore. dominates the State. It has 
the full force of the State power behind it in its struggle 
against private capital. A person above 17 years of 
age, who has no physical or mental defects, who is no~ 
classed as a worker (hand or brain). has no political or 
social rights. He cannot vote and is subject to extra 
taxes. The acquisition of great wealth by private indi­
viduals is being made extremely difficult, and the use of 
wealth for securing political influence or power has been 
rendered practically impossible. The Soviet State is 
unreservedly throwing the full force of its po:w:et, into 
the fight to build a Socialist economy that wilJ,~1ant 
Capitalist economy. . : "-,\ ::' ,,':, ~ 

The first element in the transition to Social; ..... ~ 
capture of the State, has been successfully cOmpt_· 
The Soviet Union is, thus far, the only State :~tJ:\iI' 
world based upon the repudiation of the principles of. 
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private property and the acceptance of the principles of 
Socialism. 

The chief economic task which the Bolsheviks have 
set for themselves, the industrialization of the whole 
country, is rapidly going forward. Industry is growing 
much faster than other branches of the national econ­
omy. If, for example, the production of agricuulture 
and industry in 1923-24 are each represented by the 
index of 100 percent, the growth of ~ in the subse­
quent years has been in the following proportions: 

1923-2 4 1924-2 5 1925-26 1926-27 
(forecast) 

Agriculture 100 108 128 134 
Industry .......... 100 ,148 203 2)0 

Further, in 1922-23 industrial production represented 
only 2.%.S percent of the prod~on of industry and 
agriculture combined. In 1923-24 it was 27 percent. 
In 1924-25 it again rose to 35.3 percent and in 1925-26 
to 37.9 percent. For 1926-27 it is estimated by the 
State Planning ConImission that it will be 39.7 percent. 

In absolute values (in 1913 roubles) the total pro­
duction of industry was 3 .... 14 million in 1923-:1.4; 
5,039 million in 1924-25; and 6,923 million in 1925-26. 
According to the forecasts of the State Planning Com­
~,the amount in 1926-27 will be 7,855 million. 

\rl*.se'ugures all show dearly not only that industry 
is ~ at a rate far exceeding its pre-war rate 

(~i"averaged 3.87 percent between 1900 and 1913. 
a,n,hluring the most favorable of these years. 1908-13. 
c.i',percent) but that its Tate of increase is far greater 
_ that of agriculture. The country is rapidly becom­
i.:tg induS:trialized• 
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Harmomous relations between the country and tb'e 
city are being established by a number of measures 
which are lowering the costs of production to a point :k 
which manufactured commodities will be within tHe 
economic reach of the peasantry. Economy in adminis'r 
tration, industrialization, dectrification, standardization, 
scientific organizattion of labor, are some of the meallS 
that are relied upon to bring about this result. ~ • 

A vigorous "campaign of economy" is steadily lowezi. 
ing the costs of administration in all departments of the 
Soviet machine, abolishing bureaucracy and enforcing 
frugality in the expenditure of the State income. The 
economic and administrative apparatus noW' swallows 
up about :z billion roubles annually. This is approxi\-. 
mately the same amount that was being spent by the' 
government of the Czar prior to the war. but th'i 
amount of work being carried on by the present appara;'i 
tus is much greater because of the number of Statel 
enterprises which were in private hands prior to the! 
Revolution. As a result of economies now being put inool 
force, however, this annual amount will be reduced bji 
between 300 and 400 million roubles and additional., 
funds for the country's industry will thus be liberate41 

The overhauling of the old machinery, the reequip~i 
ment of old factories and the building of new ones "i 
proceeding rapidly. We have already seen that from d :" 
beginning of the economic year 1923-24 to the end .. 
19%5-26 some 5,754-4 million roubles were invested,. 
neW capital in all branches of the national econom, 
During the year 19%6-%7 more than 3,Z55 - - . 
roubles will be thus invested. Of this amount COM 

erably more than a third will go into industry and de" 
trification. i 

Foreign methods and foreign technique are heina 
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borrowed and introduced. According to Trotsky, more 
than half of the Russian engineers have been to Europe 
and America and are continually bringing back methods 
·and ideas that are likely to accelerate the economic prog­
ress of the Soviet Union. Technical experts from abroad 
are being employed regularly. In February, IlIZ7, there 
were 135 foreign specialists, 7'" foreign engineers and 63 
foreign mechanics engaged in Soviet industry! Foreign 
technical equipment is being purchased just as fast as 
home economic accumulations and foreign credits will 
permit. Imports of articles of luxury are being made to 
wait upon the more urgent call of industrialization. 

Further elements which are accelerating the process 
of indusuialization are the inuoduction of the planning 
principle to economic construction, the specialization of 
productive enterprises and distribution, the combination 
of similar enterprises into State trusts, and the stan­
dardization of production. 

The socialization of science and technology has broken 
down the harriers which private property always places 
upon the findings of scientists. In the Soviet system 
'there are no closed doors to the universal appplication 
of new discoveries and inventions. There are no "trade 
secrets," and new findings immediately become the 
common property of every enterprise of the Union 
:which may possibly profit by them. 

Standardization is also being applied to industry with 
rigidity. The number of types of products are being 

. studied, the best ones determined, and production lim· 
iced to these. In this manner production costs are being 
lowered, quality improved and the greatest possible 
results achieved from the existing industrial equipment. 

There remains one other important economic answer 
to the question "Whither is the Soviet Union Bound?" 



:ali SOVIET ECONOMIC OR.GANIZATION 
. I' 

That is the relative positions occupied in the national 
ec:oaomy of the Union by the aoci·liud eoonomi<: fon::es 
and those of private aapital. 

In 192.3-.14. the total industrial production of thi· 
Soviet Union amounted to }",14 million roubles. Of 
this amount 7$-) percent was produced by the social­
ized (State and cooperative) forms of production and 
24.7 percent was produced by private capital. In 19"4-
2. r the total rose to 5,040 million roubles, of which 79.2 
percent: was socialized production and 20.8 percent was 
priva~ In 192J-26 all forms of production tota1led 
6.923 million roubles; h'9 percent was sociaUwl, IS.r 
percent Was private. In 1926-.17 the State Planning 
Commission estimates that the production of the coun­
try will again rise and reach 7,855 million roubles. They 
expect 81,7 percent of this to be produced by the $0-

cialiud age.ncies; 17.3 percent privately." 
These figures include not only large scale production 

but also small and handicraft industry. If the small and 
handicraft forms be eliminated, the production of the 
large-scale and basic industry was divided among the 
State. cooperative and private producing agencies as 
follows: 

Tokl Pml1tl 'bJ-
Tol.' PtrrtnI p"cmJ Ft:'ICNIt wh {itJel. 

(milI. rtJ1Iblu) 81* C~. ~ etnunsioa) 
.9%3-......... ·· ..... ·•• 2,6"2.7 go.a +1 "'"' S·I 
'914-.a,. ........... _ ",061 9".1 ,.1 '5-9 +1 
1'~S-%'·.·····.___ jJ97 ,I.. +J 95.9 4-1 
1)'%6-%].............. 6,640 91.1 .. ' 95.' 4-1' 

Both of the above sets of· figures upon indUS~ 
duction are very significant. The State has pra • 
overwhelmed private industry. When all forms are con­
sidered, the participation of private capital is seen to 

.. Private proctuctioa. lDc:1udca both Dative printe, capital ad forehPl 
M"C ,,' ilia. ( 
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have dropped, from ~4'7 percent in I92l-~4 to I7.} 
percent in 19~6-~7' Even in large industry, where the 
State grants concessions to private foreign capitalists, the 
total participation of private capital is only very slightly 

, over ... percent. Moreover, the concessions are for strict­
ly limited periods and eventually they ~ return, with 
their equipment, to the State. 

In the field of agriculture, where production is in the 
hands of many millions of peasants, and therefore diffi­
cult to bring within the scope of State planning and 
regulation, the achievements of the social forms of pro­
duction have not been very great. The percentage of the 
participation of each group since 191.3-1.4 has been as 
follows: 

l'ear State 
191.3-1. .... " .. "............. 13.2 
191. ... -1.5 ... " .......... "... 12.8 
19.15-.16 .. " ....•......... " II .... 

191.6-1.7 (forecast).. II.5 

Cooperative Private 
.7 86.1 
.8 86,4 
.8 87.8 
.8 87'7 

Agriculture is, then, small-scale,; individualistic pro­
duction which has not lent itself to socialization. The 
State is. therefore, giving encouragement to the partici­
pation of the peasantry in the cooperative societies as a 
method of making them socially conscious and accus­
tomiog them to group activity. About 30 percent of 
the peasant households are members of the agricultural 
,cooperatives. . 

In the field of trade, as in that of large-scale industry, 
'the soeialized forces have scored notable successes. In 
wholesale trade the socialized forms participated to the 
extent of 78.2 percent in 19~3-2'H 90.5 percent in 
19 ..... -~5; 90.6 percent in 191.5-26 and 91 percent (esti-
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mated) in 19.16-27. Private panicipation in wholesale 
turnover consequently dropped from 21.8 percent of 
the total in 191.3-24 to 9 percent in 1916-27. 

In retail trade the participation of private capital is 
greater, but: here, too, it is rapidly diminishing. The 
sociaIized turnover in 191)-.4 was 41-4 percent of the 
total; in 1924-25 it was 55.7 percent; in 1925-26, 61.2 
percent; and for 1926-27 it is estimated at 64'S percent. 
The private turnover, consequently, has dropped every 
year, its panicipation being as follows: I92}-Z<f, s8.6 
percent; 1924-.S, 4+3 percent; 1925-26, 38.S percent; 
1926- 27, 3f.f percent. 

The other three fields of national economy-foreign 
trade, transport, and finance--ate virtual State manop­
oliea and may be entered almost entitely upon the sociaI­
ized side of the economic ledger. Although the State 
occasionally grants special permits to private capital to 
conduct a single foreign trade transaction (permits are 
not granted for more than one transaction), foreign 
firms and private persons, together, panicipate to an 
extent of less than l percent of the total turnover. 

Socialized forms of economy in the Soviet Union have 
a Inonopoly over foreign trade, firumce, credit and 
banking, and transport. They are rapidly driving capital 
out of both wholesale and retail trade; they have a near­
monopoly of large-scale. basic industry' and an over­
whelmingly large portion of large and small industry 
combined. Only in the :field of agriculture have they 
failed to make notable advances, hut there production is 
distributed between millions of small peasants, whose 
holdings are so small that they are not likely to become 
serious accumulators of private capital before the State 
is able to industrialize and mechanize rutal production 
and direct it in the path of cooperation. Besides, the 
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tempo of industrial development is much faster than 
that of agricultural development, and it appears as 
though agriculture must yield place to industry as the 
predominant element in the nation's economy, as it has 
already yielded in the principal industrialized countries 
of the world. 

It appears. therefore, that the growth of the Socialist 
elements in the economy of the Soviet Union is contin­
uing steadily and that private capital is receding. More­
over. and this fact is significant, it is the State-the 
socialized economy-which is making the attack upon 
'private capital, not vice versa. 
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