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basis of political criteria. The regional government, that had ir}stalled
itself in the old regional party headquarters, acted just like its pre-
decessor, either dictating the distribution of loans to the Central Bank
or finding resources from its own budget.

However, banks had to assume responsibility for any government
loan given to its clients. For servicing the loan the bank received a
mere 3 per cent. At such a rate (spread) not surprisingly banks were
often unwilling to assume loans, even on behalf of their.best clients,
and a special bank (the biggest bank in the region which acted as
pocket bank of the government) was used to channel the money to
enterprises. Under orders from the regional government, the regional
branch of the Central Bank was forced to relax its standards of fiscal
liability.

This new economic order dominated by banks is in effect a
rationalization of the system of soft budget constraints. The regional
government and regional office of the Central Banl-< work tqgether
to guarantee the survival of all enterprises irrespective of their eco-
nomic prospects. Instead of having to organize the de!lve.ry of need.ed
supplies or machinery, the central organs simply distribute credits
on the basis of need. In this way the central organs perpetuate the
dependence of enterprises on themselves. As the bead of the economic
planning committee told us: ‘Managers are simply not rgady for
reforms, we will have to keep on supporting them for some time.’

The argument can be extended to the relations betwgen Moscow
and the regions. Once economic transactions are monetized and the
party state has disintegrated, the only way the centrgl government can
maintain control is through the extension of credit which comes at
the expense of inflation and escalating budget deﬁcitsi in othe.r words,
at the expense of stabilization. Democracy, if it did nothing else,
precluded dictatorship, and left the state reliant on ﬁs_cal levers for
exercising control over the regions. From each (enterprise) accprdmg
to its ability, to each according to its need becomes the recipe for
perpetuating soft budget constraints and increasing budget deficits,
inflation and a rising real cost of living.

4 Privatization, Trade and Worker Control

The irony is that soft budget constraints continue despite privatizg—
tion. What form does privatization take? Following experiences In
Eastern Europe the Russian government realized that few would be
interested in buying even the best of Soviet enterprises. Locally, there
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was not the capital and internationally, foreign capital simply could
not work in a context so uncertain and so dependent on personal
contacts, bribes and racketeers. Foreign investors expected immediate
returns and would only be likely to participate in joint ventures
for the exploitation of natural resources. Even then, only the most
unscrupulous of Western capitalists would risk investment, particu-
larly when opportunities were rife in so many other countries where
the rule of law obtained.

In the summer of 1992 the Russian government distributed 10,000
rouble vouchers to each Russian citizen, who could deposit them with
a mutual fund or invest them directly in an enterprise. They could also
buy and sell these vouchers, although their market value never reached
their nominal value. Enterprises prepared their own privatization
plans according to one of three models, the most popular of which
was to sell 51 per cent of the shares to employees. The system of
evaluating enterprises was arbitrary, often equivalent to the voucher-
buying power of the employees and their families. In effect, 51 per cent
ownership was given to enterprise employees. In this process managers
would receive a higher per capita share of ownership than the average
employee and the enterprise was effectively handed over to those who
had run it before.

However, employees as stock owners could replace their managers
and herein lay their power beyond the shop floor. They might rise in
rebellion when managers were caught feathering their nest by selling
off parts of the enterprise, making side agreements that benefited only
themselves. In one case, in Vorkuta, the director of the largest
and richest mine was caught distributing Volga cars to his friends in
high places; cars that were bought out of the mine’s revenues.
Workers staged a rebellion, organized a strike and a sit-in under-
ground, seized the managerial offices, threw out the director and
installed their own. In the furniture factory, where I worked, falling
wages, mismanagement and corruption charges were leveled at the
director and his entourage. They were thrown out of office by the
labor collective and elections produced a new manager. With the
evacuation of the party, no body has emerged to mediate relations
between workers and managers in such employee-owned firms.

Managers have been prepared to make concessions to the labor
collective, trying to guarantee wages and resisting layoffs, but they
have been unwilling to subject themselves to being overseen by the
shareholders. Given the short-term strategies of many directors and
their immediate assistants, this is not surprising. Rather than use
profits to reinvest, managers seek to maximize immediate gains by



