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REPORT BY ALEXEI KOSYGIN, MEMBER
OF THE PRESIDIUM OF THE CPSU
CENTRAL COMMITTEE AND CHAIRMAN
OF THE USSR COUNCIL OF MINISTERS

“ON IMPROVING MANAGEMENT
OF INDUSTRY, PERFECTING
PLANNING AND ENHANCING

ECONOMIC INCENTIVES
IN INDUSTRIAL PRODUCTION”

Comrades! The Presidium of the Cendral
Committee is submitting for discussion at the
Plenary Meeting proposals for improving the
planned guidance and organisation of industrial
management. The solution of this most impor-
tant problem is imperatively demanded by the
practice of communist construction n our
country.

The October Plenary Meeting of the GPSU
Central Committee has taken the first steps ip
a new approach to essential problems of nation-
al economy based on a deep analysis and all-
round consideration of the objective laws of eco-
nomic development. The Party, drawing on the
historic experience of socialist construction in
our country and the experience gained by the
entire world socialist community, is gaining an
ever deeper insight into the essence of economic
relatlions in our society, in order to utilise its eco-
nomic laws and tremendous creative potentiali-
lies correctly.



The Soviet Union is on the threshold of a
new five-year plan. We have to make a big slride
forward along the road of cconomic development
and considerably raise living standards. The Pre-
sidium of the Central Committee and the Council
of Ministers hold that a series of measures have
io be taken to improve planning and industrial
management and strengthen economic incen-
tives in production, in order to cope with the new
tasks in developing indusiry—the basis of the
entire national economy—and to create condi-
iions facilitating the acceleration of technical
and economic progress.

The correct solution of these problems is of
tremendous political and practical significance.
It is no exaggeration to say that the successful
completion of the programme of building the
material and technical base of communism, the
funther raising of the nation’s well-being and the
strengthening of the defence capacity of our
country will largely depend on how they are
solved.

The problems concerned with improving
planned industrial management have been exten-
sively and vigorously discussed for a number of
years by Parlty workers and economy executives,
scientists and the press. Many useful proposals
have been made.

The basic measures which are being submit-
ted to this Plenary Meeting of the CPSU Central
Committee, have been thoroughly discussed by
executives, Party workers, economists and others
in many industrial enterprises in Moscow, Le-
ningrad, Volgograd, Minsk and other cities, by
scientists and experts in planning and economic
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organisations. The proposals were also consid-
ered by the Councils of Ministers of the different
Union Republics, the USSR State Planning Com-
mittee, the Presidium of the Academy of
Sciences, Ministries, State Commiitees and De-
partments. The essential theses of the draft have
met with universal approval.

I. Industrial Development and
New Demands on Management

Comrades! Our industry is developing on the
sound and firm basis of socialist production re-
lations. A considerable increase in the volume
of production has been achieved in the course
ol the Seven-Year Plan; the pattern of produc-
tion has improved; the foremost branches are
progressing at an advanced rate. Ever new areas,
and especially areas in the eastern part of the
country, are being drawn into industrial devel-
opment.

In the course of the Seven-Year Plan, which
is being completed this year, the overall volume
of industrial production will grow by 84 per cent
instead of the 80 per cent envisaged by the plan.
The production of electric power will more than
double, from 235,000 million kwh in 1958 to
509,000 million kwh in 1965. Steel output is fo
increase from 55,000,000 to 91,000,000 tons,
which is much more than the total production
of steel in Britain, France and the FRG com-
bined. Oil production will rise this year fto
242,000,000 tons compared with 113,000,000 tons
in 1958, and extraction of natural gas will total
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approzimately 130,000 million cubic metres as
against 30,000 million cubic metres in 1958. The
2.4-fold increase in the output of engineering
and metal-working industries and the necarly
2.5-fold increase in the output of the chemical
industry are an important result of the Seven-
Year Plan. Output in light and food industries
has increased 50 per cent.

More than 5,500 major industrial enterprises
have been built and put into operation in Lhe
course of the past seven years. Fixed assels in
the national economy have increased by 90 per
cent, and in industry by 100 per cent. This
means that in the course of the Seven-Year Plan
we shall have increased the fixed assets in in-
dustry to twice the value of fixed assets at its
disposal in 1958 as a result of all previous de-
velopment.

The technical standards of Soviet industry
are rising. This is expressed in the constant
growth and renewal of fixed assets and increas-
ed amount of power per worker, in the develop-
ment of new branches of production, the creat-
ion and introduction of most modern highly
productive equipment and mechanisation and
automation of production processes. Thus the
amount of power per worker in industry has
increased over 50 per cent in the last seven
years.

The
ing and
secure
economy, are steadily assuming a bigger share
of the tolal production volume. In the course
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of the seven years the share has increased [rom
27 to 35 per cent.

Soviet science and technology have outstand-
ing achievements to their credit which have mer-
ited world-wide recognition and a leading posi-
tion in a number of important fields of world
scientific and technological progress. The won-
derful achievements ol our couniry in space
exploration are well known. Vast opporlunities
are opening up for using sputniks and rockets
to improve communications, weather forecasting
and navigation. The Soviet Union is in the fore-
front of world progress in nuclear physics and
atomic engineering.

Major successes have been achieved in the
sphere of electrification, in the design of the
world’s biggest hydro-turbogenerators, thermal
lurbines, and in transmitting electricity over long
distances.

Sovietl science has made a major contribution
ators. Achieve-
have provided

broad opportunities for evolving new ellective
methods of processing materials. Tangible pro-
gress has been achieved in increasing the hard-
ness and durability of many structural materials.
Industrial production has been started of arfili-
cial diamond crystals for abrasives. Important
achievements have also been registered in other
branches of science and technology.

As a result of technological progress new
branches of

steadily growing. A step forward has been
9



made in creating a number of specialised bran-
ches, such as the manufacture ol spare parts,
metal castings, hardware, forgings and other
ilems of general use in industry.

In the course of the Seven-Year Plan, a num-
ber of major measures have been implemented
to improve the well-being of the pcople. Work-
ing hours have been cut, average wages have
risen, taxes on the wages of a substanlial section
of factory and office workers have either been
abolished or reduced, and pensions have been
introduced for collective farmers. There is a
much better assortment of goods available on
the home market and the supply of consumer
goods has increased. Housing construction is
being conducted on a large scale.

All this is the result of the crealive efforts of
our glorious working class, engineers, technicians
and scientists; it is the result of the major organ-
isational and political work carmied out among
the masses by the Party, government, trade
union and Komsomol organisations.

But in order correctly to understand the
tasks of achieving a further advance of social-
ist industry, we have to take into account a
number of factors characterising the present
stage in the development of social produclion.

The scale of production, the volume of capi-
tal investments and the value of the fixed assets
have grown immensely. Economic relations have
expanded considerably and become more com-
plex.

The rate of scientific and technical progress
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olution advamces to the fore such problems as

lations for capifal investment and al the same
time secure a considerable increase in the ma-
terial well-being of the people. This poses very
sharply the problem of expanding the means
of securing a growth of resources.

This moves to the forefront, as the central
problem, the need to raise to the utmost the
eiliciency of social production to save live and
materialised labour, and considerably and stead-
ily to increase the returns from capital invest-
ments and fixed assets.

Of great importance, in this connection, is
intensification of the siruggle against all manner
of mismanagement, squandering and unproduc-
tive spending. Our administrative apparatus is
greally overstaffed and too costly. We must in-

ception, and first of all in industry, is assuming
decisive importance at the present stage of de-
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velopment of Soviet economy, science, lechno-
logy and culture.

And how do matters stand with regard to
raising elliciency of production and produclivity
of social labour?

In order correcily to evaluate the slale of in-
dustrial production, it is necessary clearly lo see
not only the successes achieved but also the
shortcomings and difficulties, as well as Lhe

near future.

It must be said that our economy scientists
are doing very liltle to analyse the effectiveness
of production and work out ways to increase it.

The tremendous socio-economic advantages

means can be allocated for the development of
production and raising the well-being of the peo-
ple. That is why we must strive to achieve a
constant increase in profits from each rouble
invested in fixed assets.

The fact that our fixed assets are not yet
sufliciently utilised necessitates tremendous in-
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vestments in creating new productive assets. This
directly affects the distribution of the national
income and the magnitude of the share allocated
for popular counsumption.

inc

mmust also grow steadily, We have the possibili-
ties for this. All we need is to use them rational-
Iv. This calls for a comstant improvement in the
use of the tremendous and ever growing produc-
tive assets created by the labour of the people,
and an increase of the productivity of social
labour.
We must admit that the advanta and op-
ol eco-

and on the whole is overfulfilling the targets of
the Seven-Year Plan, we are/mnol satisficd with
the results achieved, especially in such branches
as the light, food, chemical, timber and paper.
industries and in tHe buitding materials industry.

We are aware, comrades, that in the not too
distant past quite a few errors were committed

thoughtl

n solvin

led {o an
between the different branches of economy. For
a long time we have not had the necessary cor-
relation between the development of agriculture
and the development of industry. The lag in ag-_
riculture has resulted in a slowing down of the
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rates of development in industry, and especially
in the branches producing consumer goods.

The March Plenary Meeting of the CPSU
Central Committee considered in delail the rea-
sons for the lag, and evolved concrete measures
to step up the development of all branches of
agricultural production. We must say outright
that it was only the March Plenary Meceting
which mapped out effective measures o do
away with that disproportion. The consistent
implementation of these measures can already
be felt in practice.

incomes of the population and the standards of
material incentives. The elimination of this lag
by raising the efficiency of all social production
is the principal task today.

Some negative phenomena in the national
economy have also developed as a result of un-
derfulfilment of plans in some branches of hea-
vy industry, mainly in putting new capacities
into operation. This has caused certain difficul-
ties in the supply of raw materials and semi-
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finished products, which has been the case, for
cxample, in the chemical industry.

There are serious shortcomings in capital
construction: the time set for putting new ca-
pacities into operation is exceeded, which in-
creases the cost of putting the enterprises into
operation and ties up considerable state funds.

In modern conditions, when technology is
developing rapidly delay in building enterprises
means that the equipment installed becomes
lechnically obsolete even before the plant beco-
mes operational.

To a great extent the major drawbacks in ca-
pital construction are related to wunsatisfactory
planning. Inflated plans for capital construction
result in funds being scattered over many pro-
jects, lead to financial and material difficulties,
and harm the national economy.

The USSR State Planning Committee must
play the main role in regulating the system of
capital construction planning. The State Plan-
ning Commiitee must in its plans adhere strict-
ly to the correct correlation between financial
and material resources and the volume of capi-
tal construction, irrespective of pressure brought
to bear on it by government departments and
local organisations. We must ﬁrrnly and consist-
ently adhere to this approach in our plan for
1966, which will greatly accelerate the develop-
ment of our economy and cut down the extent
of unfinished capital construction.

It is also necessary to reconsider the system
of planning capital construction. The work of
construction organisations must not be evaluated
on the basis of how much money they have
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spent but by their output, i. e., by the enterpri-
ses and housing actually completed.

A radical improvement in capital construc-
tion calls for the implementation of many mea-
sures with regard to financing, to improve the
cost-accounting system between the contracting
organisations and their clients, to improve on
the designing and quantity-surveying of projects
and construction work as such. We must evolve
such measures that later on will enable us to
consider all problems of organisation and plan-
ning of capital construction thoroughly and as
an entity.

The decrease in output per rouble of fixed
productive assels is connected to a considerable
extent with retarded utilisalion of new capaci-
tiecs. The planned production indices, at enter-
prises being put into operation, are in a num-
ber of cases reached over four years or even
longer. Especially poor usc is being made of new
production capacities in the chemical industry,
the iron and steel industry, the building mate-
rials industry, and the pulp and paper industry.
More often than not this is due to putling in-
complete plant into operation at new enterpri-
ses, and the result of errors and miscalculations
in design and technological processes. Poor or-
ganisation in supplying pnew plants with raw
materials and a lag in training the necessary
personnel for these plants also exercise a detri-
mental influence.

There has beem a serious lag in utilising the
capacities of the synthetic rubber plants as, for
instance, in the Kuibyshev, Volzhsk and Efre-
mov plants, where capacities for producing new
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types of synthetic rubber exist. Our national eco-
nomy has nof been getting large quantities of
synthetic rubber, for which there is a very great
need. The capacities which have becn made
available for the manufacture of double super-
phosphates are also being poorly used. Thus, of
the production capacity commissioned in 1963 at
the Voskresensk Chemical Plant, only 17 per
cent is being used, and of the capacities put into
operation in 1964 at the Volkhov Aluminium
Plant—32 per cent.

Acceleration of the utilisation of new capaci-
ties is a fundamental problem of scientific and
engineering progress.

At present, industry has entered such a stage
of ils development where the rates of growth are
increasingly determined by technical progress
and the speed with which scientific achievements
are employed in the production process, Bui we
have substantial shortcomings in this sphere
which tend to exercise a delrimental influence
on the rates of growth of industrial production
and the technical re-equipment of many enter-
prises.

The reasons for retarded introduction of sci-
entific achievements stem, on the one hand,
from the impracticality of a number of scientif-
ic projects, and, on the other hand, from the
slowness with which  industry masters the
highly effective technological processes, machin-
ery and useful materials which science has
miade available. Permit me {o cite a number of
examples.

Several yeans ago, and for the first time in
the world, our scientists evolved a highly effec-
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ment and to work metals at high speeds. It was
necessary to organise the production of_high-
in order to secure the wide-
of the new method. The
quipment, however, has not

yet been organised.

Several years ago our scientists evolved fun-
damentally new and highly-efficient transisto-
rised electric current converters. These conver-
ters, as compared with the old mechanical or
mercury converters, are highly elficient and
smaller in size. Despite all their advantages our
industry is lagging inexcusably in developing
their production on a broad scale.

Over five years ago Soviet scientists evolved
a method of producing polypropvlene,a highly
effective structural material. Polypropylene can
be used to manufaclure pipes, fixtures and parts
of machines resistant to chemical attack, parts
for radio- and electrical-engineering industries,
film for industrial, agricultural and domest-
ic purposes, and very durable fibres. The
first plant in our country for producing polypro-
pylene was to have been put into operation in
December, 1964. However, the Moscow City Eco-
nomic Council and the State Chemical Commilt-
tee have not as yet put it into operation.

Plans for research work and the introduction
of achievements of science and engineering in

18



production processes

fulfilled. The situatio

ry in the designing

production of new machines. Complex mechani-
sation and automation of production is being in-
troduced too slowly, and the cfiiciency of a num-
ber of the measures relating to automation is
very low. The introduction of new technological
processes in produclion is inadequate.

The pattern of production of machinery and
equipment being turned oul by many branches
does not conform to modern standards. Up to
now, for example, precision casting machines
and forging and pressing equipment account
for a very insignificant share of the total output
of metal-working equipment.

It is necessary that we should considerably
expand the output of modern types of machin-
ery and equipment. Above all we must increase
the output of forging and pressing equipment,
machines for precision casting, machine-tools
and machines for working metals with the help
of electrophysical, electrochemical and other
highly productive methods.

While comprehensive development of our en-
gineering industry is essential we must make
broader use of the achievements of foreign
technology. \

The quality of our goods must be up to the
best international standards. This requires an
improvement in technological and production
routines at all enterprises and higher overall
production standards, in order to genuinely
satisfy our own needs and the needs of our
cxport trade.
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The raltonal use oi manpower résources 18
of greal importance in accelerating rates of de-
velopment of production and in improving the
well-being of the people. At the present time
85 per cent of our total able-bodied population,
including 75 per cent of the women, are either
employed in social production or are studying
and the rest of the population arc cngaged in
the work on individual plots or in houschold
work. This data indicates there are opportunities
for drawing additional manpower into social pro-
duction or the seTvice sector.

There are considerable reserves of manpower
in small towns, especially in the western areas
of the Ukraine, Byelorussia, a number of places
in Transcaucasia, and in some of the central
areas of the Russian Federation. It must be
stressed that one of the reasons for such a state
of affairs is the tendency of economnic organisa-
tions, committees and ministries to develop pro-
duction and build new enterprises primarily in
large cities. That cannot be considered as cor-
rect.

The State Planning Commiitee must explore
manpower resources according to their nation-
wide distribution and must envisage, in nation-
al-economic plans, such a distribution of pro-
duction and construction work as will secure
the most complele utilisation of manpower re-
sources in the national economy.

The Presidium of the Central Committee of
the Party and the Council of Ministers of the
USSR have thoroughly analysed the shortcom-
ings in the national economy and have laid bare
the reasons for the slackening in rates of eco-

!
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nomic growth. This analysis has shown that cer-
tain difficulties in the development of our eco-
nomy are of atemporary nature and must be
overcome very quickly.

The Presidium of the CPSU Central Commit-
tee and the Council of Ministers of the USSR are
of the opinion that in tackling the problems of
the further development of indusiry and the rais-
ing of the people’s living standards, the great-

economical conditions and the present level of
productive f[orces.

The economic initiative and the rights of en-
terprises are cramped
sibility is insuflicient.
fem is in many ways
system of material en

cy are needed in

pro planning wunder
pre mportant to take
the on into account
at the correct vre resources,
adequately to from the top,
bhut also from with the in-

creased needs and  demands of the population,
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rapidly to introduce scientific and engineering
achievements into production and to f{ind the
best solutions to economic problems in the con-
ditions of each enterprise.

and by using sound business principles. Only
then will the system of economic management
be able satisfactorily to tackle the tasks of rais-

by a planned socialist economy.
Improvement in planning methods, and an in-
crease in economic stimuli with regard to in-

of communism.
In the conditions of teday, when production
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progress and the develop
of production. For this
principle of management
branches is an essential

the correction of this situation.

of the republics.

Proposals on the following are entered for
consideration by the Plenary Meeting of the
CPSU Central Committee: [irsily, the improve-
ment of planning, the increasing of economic
initiative of enterprises and economic stimuli of
production and, secondly, the improvement of in-
dustrial management. The first group of ques-

tions is the new and re-
cently e Socialist Enter-
prise an with the Resolu-
tion on Economic Rights

of the Union Republics. Together these ques-
tions comprise an entity.

The main aim of the submitted proposalsis
{o bring the planning system and methods of
economic management into conformily with the
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tasks of communist construction, to develop
further the most important aspects and advan-
tages of the socialist system of production, and
thus to secure a more rapid development of our
economy on the road to communism.

Allow me to proceed to an exposition of the
problems connected with the improvement of
planning and the increasing of economic stimuli
in industrial production.

II. Improvement of Planning and
Increasing of Economic Stimuli
in Industrial Production

Whatl are the main tendencies by which it
is proposed to improve the forms of economic
planning and the methods of economic manag-
ement at each and every enterprise?

Firstly, a number of measures are envisaged
to raise the scientific standards of state planning
of the economy.

The rates of growth of production and the
national income, and the basic proportions en-
visaged in the national-cconomic plans must be
optimum, i. e., they must guarantee the best and
the most effective utilisation of all existing pos-
sibilities in conformity with the objective econ-
omic laws of socialism. In conditions of the
present scientific-engineering revolution, the task
of the planning organisalions is to envisage a ra-
pid rate of industrial application of the latest
achievements of science and engineering in their
plans. Plans must be compiled taking into ac-
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count the prospects for scientific-engineering de-
velopment. It is necessary 1o augment the impor-
tance of long-term plans, and to work out a sys-
tem ‘of scientifically substantiated planning
norms.

Thus we shall be able to avoid cases of volun-
tarism in planning and create the conditions for
raising the effectiveness of social production.

Secondly, a complete system of measures are
being proposed in order to expand the econom-
ic independence and initiative of enterprises
and associations, and to naise the importance of
the enterprise as the main economic unit in our
economy, In condjtions of the growing concen-
tration of production and expanding rela-
tionships between enterprises, the existing fra-
mework of economic independence has become
too cramped for modern socialist enterprises and
tends to restrict their ability to raise labour pro-
ductivity and production efficiency. The expan-
sion of economic independence of enterprises
and the growth of the political consciousness
and activity of the working class provide the
possibility for collectives to participate on a
broader scale—under the leadership of Party or-
ganisations—in the management of production.

To this end it is necessary to abolish the im-
position of excessive regulations on the econo-
mic activities of enterprises, to provide them
with the necessary means for developing produc-
lion and to establish firm legislative guarantees
for the expanding rights of the enterprises.

Thirdly, it is proposed to strengthen and de-
velop the system of cosl accounting, to inten-
sify the economic stimuli in production with the
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help of such indices as price, profit, bonuses and
credit. It is necessary to increase the interest
of each enterprise in the growth of its produc-
tion, in increasing incomes and the optimum uti-
lisation of its tremendous wealth—the fixed as-
sets assigned to the enterprise.

It is planned greatly to increase the interest
of wage and salary-earners in improving the
overall results of the work of their enterprise
and thus to strengthen the economic foundation
for expanding mass activiies and initiative in
economic construction, and to ensure greater

workers.

On the Improvement of Industrial Planning
and on the Expansion of the Economic
Independence of Enterprises

In order to expand the economic independen-
ce of individual enterprises it is proposed to re-
duce the number of indices demanded by higher
bodies. At the same time those indices that are
retained in the plan should be aimed at raising
production efficiency.

As seen from experience, the index of ove-
rall volume of output does not stimulate the en-
terprises to produce goods which are really need-
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overall volume of output, such an enterprise
would have been considercd to have fulfilled its
plan.

However, it would be not sufficient to ap-
praise the work done by an enterprise conly on
the basis of the volume of goods sold. The na-

uires definite items of pro-

ing social needs. TFor this

for the more essential as-

must be retained in the sys-
tem of planned indices.

When economic ties between enterprises are
well organised and the contract system is well
developed, it will be possible to reduce steadily
the assortment of goods produced according 1o
the state plan, and to substitute for it a group,
or enlarged list of commodities.

2



The assignment for goods sold is aimed at
establishing a closer link between production
and consumption, and to orientale the enterprise
towards raising efficiency, it would appear to
be better to use the profit index, the index of
profitableness. The amount of profits characte-
rises, t0 a considerable extent, the contribution
made by an enterprise {o the couniry’s net in-
come which is used to expand production and
raise the people’s well-being.

It goes without saying that profit assignments
do not tend to lessen the importance of the need
for lower production costs but, on the contrary,
increases it. One of the most important tasks of

ers is io lower production costs.
osls index should command spe-
the technical, production and
the enterprise.

take into account not only the amount and incre-
ment of profit obtained, but also the level of
profitableriess that has been attained, ie. the

am assels.
in the
pla
labour
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indices from enienprises—the productivity of la-
bour, number of workers, level of average wages
and the size of the wage fund. From now on it
is proposed to cul down the number of these
indices to one—the wage {und. This, of course,
does not mean that the other indices have lost
their significance. The indices of labour produc-
tivity, the number of workers employed and that
of average wages remain, as belore, important
elements in the national-economic plan and the
production plan of the enterprise itsell. Bul is
it really necessary to hand down all these assign-
ments to an enlerprise {rom above? We have
discovered {rom experience that such a system
of planning hampers the initiative of ihe enter-
prises in searching for a way to increase labour
productivity.

There have also been proposals not to have
the wage fund of an enterprise assigned from
above. But to discard the planning of the wage
fund would be premature. The neccssary balance
between the quantily of consumer goods manu-
factured and 1he population’s purchasing power
must be guaranteed in the mnational economy.
And the populalion’s purchasing power is deter-
mined in large measure by the wage [und.

In future, when we are able considerably to
expand the production of consumer goods and
accumulale necessary reserves of these goods it
will be possible to abolish the system of pre-de-
lermining the wage {und for enterprises. This is
planned, first of all, for industries producing
consumer goods.

Thus, an enterprise will have the following
indices set from above:



the volume of goods to be sold;

the main assortment of goods;

the wage fund;

the amount of profits and level of profitable-

ness;

payments into the state budget and alloca-

tions from the state budget.

Besides these, the following indices will be

set:

the volume of centralised capital investment

and exploitation of production capacilies and

fixed assets;

the main assignments for introducing new

technology;

material and technical supplies.

All other indices of economic activity will
be planned by the enterprise independently, with-
out endorsement by a higher organisation. This
will relieve the enterprises of excessive control
and will permit them to adopt the most econom-
ical decisions in the light of actual production
conditions.

While extending the economic independence
of enterprises, the state will continue to observe
a unified policy in the sphere of technical pro-
gress, capital investment, labour remuneration,
prices and financing, and will organise the com-
pilation of accounts and statistical returns ac-
cording to a unified system.

One of the main tasks facing the planning
and economic organisations is to improve the
quality of goods in conformity with the de-
mands of consumers and modern technical
standards.
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The plans must incorporate the most impor-
tant indices relating to technical standards and
the quality of goods, and all financial, man-
power and material resources necessary o Se-
cure them.

It is necessary to raise the role of State Stand-
ards as an eflfecti