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The economic history of the recent past reminds us that in the mid-20th century, one third of the 

world’s population lived under communist regimes, stretching across a landmass from Berlin to 

Canton. The main institutions of the Soviet economy were established by Vladimir Lenin and Joseph 

Stalin in the 1920s and early 1930s: nationalization of industry, collectivization of agriculture, and 

centralized state control over the economy. Allocation of resources in the Soviet economy was the 

exclusive purview of higher authorities, whose commands – in Soviet parlance “plan targets” – were 

legally binding; and enterprise management, at least in theory, was assumed to respond exclusively 

to the commands of the central planners. As communist regimes spread across the globe in the post-

World War II era, so did the main institutions of the Soviet-Type-Economy. Although the experience 

of Soviet-Type-Economies, with the exception of North Korea and Cuba, can now be written in the 

past tense, its legacies in terms of industrial structure, economic geography, institutions, and possibly 

behavioral patterns, have continued to be felt in the post-transition eras. 

Business historians have provided several studies of enterprise in a number of 

totalitarian regimes of the 20th century, i.e. Germany under Adolf Hitler, Spain under Francisco 

Franco, and Nicaragua under the Somoza dynasty (Bucheli 2008; Jones & Lubinski 2012). All 

totalitarian regimes have in common the extreme politicization of economic activity. One important 

distinction between right-wing totalitarian regimes and those established by communist rule is that 

the former never abolished the institution of private property even when they introduced 

restrictions on ownership and managerial structure (although there were important exceptions, such 

as the Nazi German expropriation of property held by Jews).2 Right-wing dictators and autocrats have 

often also sought cooperation (through concessions or direct investment) with foreign multinational 

firms as a means to forge political alliances and modernize their domestic economies. Communist 

regimes, in contrast, have striven for self-sufficiency and kept to a minimum any “dependency” on 

their capitalist rivals, even when they engaged with the outside world (with the main exception being 

China since 1979). 

Contrary to the expectations of Karl Marx and other socialist intellectuals in the 19th 

century, the communist revolution did not originate in the most advanced capitalist states of Europe, 

but in Russia. On 7 November, 1917, the Bolsheviks overthrew the Kerensky Provisional Government 

which had succeeded that of the Tsar, and set about imposing on society their visions for the 

economic, political and military modernization of the Soviet Union. During World War II, the Red 

Army defeated Nazi Germany and her allies, and the Soviet model was exported to Eastern Europe 

and China. The purpose of this essay is to provide a historical background and comparative analysis 

                                                           
2 Nazi Germany also confiscated private property in occupied territories, and in Germany proper, during World 
War II. Hitler also confiscated property of resisters, such as the business of Hugo Junkers.   
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of the Soviet and Soviet-Type-Economies which emerged in the 20th century, with particular 

reference to the enterprise level. 

 

Background 

Following the geopolitical fragmentation of two world wars, the communist club expanded in 

concentric circles. From the creation of the Union of Soviet Socialist Republics (USSR) in 1922, de 

facto Soviet territory was expanded during World War II to include also Estonia, Latvia, Lithuania, 

Moldova, and eastern Poland and Finland. With the backing of Soviet authorities, communists 

assumed power in Albania, Bulgaria, Czechoslovakia, East Germany, Hungary, Poland, and Romania. 

Communist regimes were established in also Yugoslavia, North Vietnam, North Korea, Mongolia, 

China, Cuba, Laos, and Cambodia; and in the wake of anti-imperialist movements in Asia, the Middle 

East, and Africa, the Soviet Union gained adherents as an attractive alternative to colonial and semi-

colonial models of economic and political development (Appelbaum 2013; Frieden & Rogowski 

2014). For the purposes of this essay I will focus mainly on the Soviet Union, and to a lesser extent 

Eastern Europe and China, although it means excluding the experience of Soviet-Type-Economies in 

for example India, Ethiopia, and Syria.  

Communist regimes by the mid-20th century had in common two important themes. 

Firstly, virtually all of them had been created following a period of war or political calamity, and none 

of their leaders had been elected by popular mandate. As a result, the usurpation of power by 

communist parties was often followed by military hostilities (inherited or self-created). Secondly, 

countries where communist regimes were established tended to be comparatively poor: Eastern 

Europe was poorer than Western Europe, and China was poorer than India or Japan (Harrison 2012). 

Some members of the communist club, however, had been more economically developed than 

others prior to communist rule (primarily Czechoslovakia, which had also been a democracy, and East 

Germany), and all countries had a relatively congenial environment for enterprise and so were 

capable of attracting foreign direct investment and government loans; institutions such as stock 

markets, joint-stock companies, and private property existed virtually everywhere in Europe 

(Teichova 1997). In no communist regime was development therefore ever started entirely from 

scratch, something which is true even for China. 
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Economic Policy and Industrial Structure  

There are many criteria for distinguishing between different economic systems, and between 

varieties within the individual systems. As the characteristics and varieties of market economies are 

covered elsewhere in this volume, I will merely state the most useful distinction for our purposes: the 

market economy is a system in which the market mechanism performs the chief task of coordinating 

the activities of individual economic units. A command economy, in contrast, is one where the 

producers (firms and households) employ resources primarily by virtue of directives from higher 

authorities, directives which cannot easily be ignored under the threat of punishment. In a command 

economy – what I refer to in this essay as the Soviet-Type-Economy – the manager of a firm executes 

commands as his or her principal mode of behavior (Grossman 1963). But while command is the 

dominant mode, this does not preclude the presence of other elements such as markets and 

customary behavior (Temin 1980). In order to understand more fully the functioning of Soviet-Type-

Economies, and their varieties, it is necessary to analyze how the three different modes interacted 

over time.3   

Communist regimes are often described as both monolithic and politically stable. This 

is a statement in need of qualification. Although the emphasis here is the history of the Soviet-Type-

Economies, their functioning cannot be separated from the fact that all of them have materialized in 

countries that were also dictatorships. As a result, Soviet-Type-Economies have been highly sensitive 

to the ideals of their political leaders. In the 1920s, Stalin altered his position on economic policy 

more than once before securing his undisputed personal rule by 1929. After Stalin’s death in 1953, 

his successors would never again resort to the levels of repression reached in the 1930s and 1940s, 

and experiments were made to introduce more market elements. Mao Zedong repeatedly changed 

economic policies in accordance with the changes in his own revolutionary ideals or personal whims 

and wishes, and in contrast to both the Soviet Union and China, North Korea remains the only 

communist regime to maintain a hereditary succession of power. So, even though the main 

institutions of Soviet-Type-Economies have typically remained stable (in the former Soviet bloc, until 

1989-91), policies have shifted between different countries as well as over time.  

Communist regimes have historically defended their policies in the abstract as the 

most efficient means to reach a “higher” development phase characterized by abundance rather 

than scarcity of goods. Under Stalin and Mao, this aim would in practice entail decisions to shift 

                                                           
3 By focusing only on economies where command was the dominant mode of behavior, I exclude other mixed 
economies such as the New Deal in the USA, or the Swedish welfare state system, where markets and private 
ownership were never rejected. I also exclude other state-oriented economies, such as Egypt under 
Muhammad-Ali in the 19th century, or Japan after 1868 and the Meiji restoration. 
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resources from consumption to accumulation and defense through forced savings and surpluses 

extracted from collectivized agriculture. The importance of defense and security in Soviet strategic 

thinking in the 1920s and 1930s, rather than visionary socialist ideals, has been reemphasized by 

recent scholarship (Davies 2008; Kontorovich 1986; Simonov 1996). In fact, Communist Party leaders 

never made their larger security concerns a secret. In 1931, Stalin (1949: 40–41) remarked how the 

Soviet Union was “fifty or a hundred years behind the advanced countries. We must make good this 

distance in ten years. Either we do it, or they crush us.” These sentiments were later echoed by Mao 

in 1965, who explained that “we have begun to build steel, armaments, machinery, chemicals, 

petroleum and railroad base areas, so that if war breaks out we have nothing to fear.”4  

What differentiated leaders in communist regimes from those in capitalist countries in 

the 1950s was not their belief in heavy industry as a key to modernization as such, but rather their 

view on industrialization as a means to achieve primarily defense and security related objectives 

(objectives which, however, would have been readily recognized by Sergei Witte or Otto von 

Bismarck, and nationalist governments in Japan and pre-revolutionary China). Both Stalin and Mao 

sought to secure their regimes from foreign and domestic threats. Translated into economic policy, 

this threat perception motivated the construction of a railway grid linking previously isolated parts of 

the Soviet Union and China, respectively; the exploitation of ferrous and non-ferrous metals and 

minerals; the erection of hydroelectric dams and coal power plants; and the construction of modern 

manufacturing enterprises. The manufacturing enterprises built included metal forming plants 

capable of producing missiles, sputniks, and airplanes, and factories with the capacity to mass 

produce heavy machinery, trucks, tanks, chemicals, and modern armaments. 

Drawing on the Dexter-Rodionov database, Figure 1 details the annual number of 

Soviet defense plants from 1917 to 1991 for seven important branches – armaments (artillery, 

infantry, naval), munitions (ammunition, explosives, chemical agents), shipbuilding, radio electronics 

(radio, radar, air defense systems, telephone, electronic components), aerospace (aircraft, missiles, 

space), armored vehicles, and atomic weapons. These seven branches were few in comparison to the 

total number of enterprises in the Soviet economy (in 1988, there were in total 47,000 industrial 

enterprises in the Soviet Union), but they were significant in terms of size, strategic import, and 

employment. Looking at the dynamics, two interesting phenomena of the Soviet economy stand out. 

Firstly, the rapid expansion of basic defense industry beginning in the 1930s – especially regarding 

armaments, munitions, shipbuilding, and armored vehicles –, an expansion which accelerated 

                                                           
4 Translation by Naughton (1988: 351). There exists alternative translations, see “Directives After Hearing The 
Reports Of Ku Mu And Yu Ch’iu-li On Planning Work”, at 
http://www.marxists.org/reference/archive/mao/selected-works/volume-9/mswv9_39.htm (accessed 2014-
11-25).  

http://www.marxists.org/reference/archive/mao/selected-works/volume-9/mswv9_39.htm
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through World War II. Secondly, the subsequent stability of aforementioned industries in the post-

war arms race complemented with the massive build-up of new branches. By 1991, of the 5,060 

defense firms in our sample, 2,030 were in radio electronics, a branch which together with atomic 

weapons had expanded the most since 1945. Why radio electronics in the post-war period became 

the largest branch in terms of establishments can be explained by deliberate policy: Soviet planners 

tended to make electronic firms small by Soviet standards (1,000-3,000 workers), and the firms were 

widely scattered across a large territory (perhaps for security and mobilization reasons).5 But radios 

and communication equipment had also been in short supply during World War II, so it is possible 

that the changing composition of defense industry in the post-war period reflected a sense of 

urgency.  

 

Figure 1. Annual Number of Soviet Defense Plants by Industries, 1917-1991 

 

Source: Adapted from Dexter & Rodionov (2015). 

 

Defense considerations do not only explain the industrial priorities, but also the geographical 

allocation and size of new industrial plants. In Tsarist Russia, industries had been built around Saint 

Petersburg, Moscow, and the western districts of the empire. Soviet planning, in contrast, paid less 

consideration to factors such as distance to markets or costs of transportation. Under Stalin, 

construction of large enterprises was shifted to the Urals and western Siberia, where production was 

more secure in the event of invasion, although preexisting industrial capacity would remain in the 

western parts of the country until the large scale evacuations during World War II (Coal & German 

                                                           
5 This paragraph relies on the author’s comments from Mark Harrison and Julian Cooper.  
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1961; Kumo 2004). Under Mao’s “Third Front” program in the 1960s, the industrial center of gravity 

was transferred even more dramatically from the coastal enclaves to the inland regions or the north-

east (Naughton 1994). 

Because of a preference for “gigantism”, size distribution of industrial enterprises in 

both the Soviet and Chinese economies was also highly biased towards large firms (Yudanov 1997, 

398), with very few industrial firms operating with less than 100 employees – a noticeable contrast to 

the size distribution normally observed in market economies. As illustrated by Figure 2, industrial 

enterprises with more than 1,000 employees constituted 51 % of all enterprises in Poland (year 1986) 

and 73.3 % in the USSR (year 1988), but only 25.8 % in the US (year 1985). At the other end of the 

spectrum, only 1.8 % and 10 % of the Soviet and Polish industrial enterprises, respectively, had fewer 

than 100 employees, whereas the corresponding figure for the US economy was 27.6 %. Services 

provided by small and medium-sized firms in market economies were simply absent, or internalized 

in larger Soviet-Type firms.  

 

Figure 2. Size Distribution of Industrial Enterprises in the Soviet Union, Poland, and the United States (share 

of employees) 

  

Source: Adapted from Fischer (1994, 241). The percentage share of Soviet industrial enterprises with less than 

100 employees was only 1.8 %, for which reason it is not visible in the Figure.   
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Enterprise 

Soviet-Type enterprises do not possess any of the features we associate with normal corporate 

governance in market economies. Firms do not engage in strategic planning, spending decisions, or 

marketing, nor do they fully control related activities such as logistics or personnel capabilities. All 

real powers of ownership are exercised by the government through a multilevel bureaucratic 

hierarchy. Because managers do not make any strategic decisions, or influence the pricing of its 

products, they are not held accountable for the firm’s eventual profits (which are taken by the 

government) or losses (which are made up by the government). The primary role of the manager is 

to fulfill the plan targets that he or she had been assigned, with the enterprises operating under soft 

budget constraints. The term “soft budget constraint” was coined by Kornai (1980) in his study of the 

Hungarian Soviet-Type-Economy, and has since been applied to phenomena arising also in the more 

decentralized market economic systems. In the apt formulation of Maskin (1996: 126), a soft budget- 

restraint “pertains wherever a funding source – e.g., a bank or government – finds it impossible to 

keep an enterprise to a fixed budget, i.e., whenever the enterprise can extract ex post a bigger 

subsidy or loan than would have been considered efficient ex ante.”  

 In contrast, a perfectly hard budget-restraint exists when a company has to finance all 

of its activities in a given time period from its own income. In market economies with normal 

financing regimes, access to outside funding relaxes the hard budget restraint without removing the 

incentives for efficient risk management and cost-benefit analysis. In the Soviet-Type-Economies, 

differences in state priorities could influence the severity of the budget restraint. Soviet defense 

industry, because of its high priority, was allocated the best available material inputs and provided 

with funding for comparatively favorable conditions of employment and recruitment. It was also a 

sector characterized by excess capacity and stock-piling of resources for war (including, besides 

armaments and other military hardware, non-ferrous metals and oil which technically belonged to 

the civilian sector), creating bottlenecks and hold-ups in other sectors in the economy. Lower priority 

sectors were deprived of the funding necessary to maintain equal standards of production quality 

and terms of employment. This structural feature of the soft budget constraint conditioned Soviet 

economic development for six decades, causing significant structural distortions in the allocation of 

resources (Cooper 2013). 

 The soft budget constraint of Soviet-Type firms at the macro level created behavioral 

patterns at the micro level which deviated from behavior normally regarded as desirable in market 

economic systems. We can observe these deviations in a number of important situations, such as 

behavior regarding the role of money and credit, use of informal negotiations over resources, and 
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patterns of organization of production – phenomena which in various degrees contradicted 

command as the dominant mode of behavior. Our knowledge about these behavioral patterns in the 

Soviet economy heralds from the pioneering work of Berliner (1957), Granick (1954) and Fainsod 

(1958). Archive based studies in the last two decades have provided more details (Ellman 2008), and 

we now also possess a better understanding of the Chinese experience. An analysis of the enterprise 

level provides a vision of how the three modes of behavior outlined above – command, market, and 

customary – interacted in the allocation of resources. 

 

Money and Credit 

According to theory of socialist planning, money and finances were not supposed to matter for the 

allocation of resources, and national currencies were only financial expressions of physical 

transactions. Money, in the Soviet-Type-Economy, was “passive”, and its role was restricted in a very 

narrow sense – i.e. the monitoring by financial authorities (with the exception of household wages, 

which were paid in cash). In contrast to a market economy, where the financial ability determines 

allocation of resources and not the other way around, plan targets determined what amount of 

financial resources were allocated to Soviet enterprises. Archival research on the Stalin era, however, 

suggests that money and credit did play an active role in at least two important ways. Firstly, 

enterprises had the discretionary ability to hoard money and petition for a softening of their soft 

budget constraints, preferably for cash. Secondly, enterprises could expand the size of outstanding 

debt through the horizontal issuing of credit outside of plan. 

 How Soviet enterprises in practice could circumvent their budget restraints has been 

shown by Gregory and Tikhonov (2000). To simplify, firm A had to perform its delivery plans to firm B 

in accordance with command regardless of B’s solvency. If B was financially restrained, some ministry 

would always guarantee that A received the value of its deliveries regardless (or A was compensated 

indirectly, through for example subsidies or tax reliefs). In order to manage the increases in 

subsequent debt arrears, the State Bank – i.e. Gosbank – reluctantly became a de facto Lender of 

Last Resort for every industrial enterprise in the country. Intermittently, accumulated debts were 

simply cleared from the books. There was no other way around a universal soft budget constraint, a 

behavioral pattern which inevitably gave rise to moral hazard. Bank money was siphoned into cash 

and hoarded by enterprises for similar reasons. Cash was used in transactions outside the formal 
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plan, and siphoning became so widespread it created inflationary pressures (Kim 2002; Harrison & 

Kim 2006).6  

 

Shortages 

One of the most distinctive features of the Soviet-Type-Economies was the chronic deficit of input 

supplies, a shortage which not necessarily was a consequence of a deficit in the aggregate production 

of the inputs. The problem of shortages, unavoidable in economies characterized by soft budget 

constraints, was addressed primarily through customary behavior such as queuing or informal 

networks, with the exact behavioral pattern depending on the situation. Shortages were most keenly 

felt among households. Whereas insiders (the nomenklatura, high-ranking officials, managers of 

large enterprises) could bypass queues and waiting-lists, outsiders were requested to patiently 

adapt. The supply of ordinary consumption goods such as meat, soap, light bulbs, and radio sets was 

rationed for the majority population, who also had to wait several years for access to an apartment 

or a car. The shortages were not arbitrary, nor were they historical legacies from a distant past or an 

outcome of comparative underdevelopment. Shortages were system-related: per capita density of 

trade in 1931 in the USSR was less than one-fifth of Russia’s prerevolutionary average (Hessler 2004, 

195).7 Shortages, in other words, occurred because command took systematic precedence over the 

market for the allocation of resources. 

Enterprise managers were also confronted with shortage restraints: resources had to 

be constantly negotiated, inputs were often insufficient or of the wrong quality, and workers had to 

be kept from withdrawing effort or leaving their workplace (Kragh 2011). The shortage problem was 

exacerbated by the aforementioned tendency of Soviet-Type-Economies to favor large industrial 

establishments (the “gigantism”-syndrome). When forced industrialization was introduced in the 

Soviet Union under Stalin (in 1929) and in China under Mao (in 1952), 80 % of their respective 

populations lived in the countryside. In contrast to growth patterns under market conditions, Soviet-

Type industrialization in both countries saved on factors of production that were in relatively 

abundant supply, such as labor; whereas demand was raised per unit of output for factors that were 

in very short supply, such as capital (and in particular imported capital goods), skilled labor, 

                                                           
6 At the macro level Soviet authorities issued mandatory bonds to the population, on which they subsequently 
defaulted, and the ruble was redenominated twice (in 1947 and 1961) in order to reduce cash holdings of 
households (each time by 90 %). These monetary imbalances would persist until 1991, when dramatic price 
adjustments and hyperinflation followed the disintegration of the Soviet system (Nakamura 2011). 
7 Shortages may occur in any economy where command takes precedence over market, the most notable 
example being housing shortages in cities applying strict rent controls and/or other regulatory restrictions on 
the market. 
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managerial and technological know-how, processed raw materials, and transport (Smolinski 1962, 

145). In the long run, economic growth would somewhat remedy these distortions. In the short run, 

large and capital intensive establishments exacerbated the shortage problem, even if it was believed 

to simplify economic planning. 

 

Table 1. Completion of Important Construction Projects in Soviet Light Industry, 1959-1962.  

 

 

Number of Firms under Construction 

1959 1960 1961 1962 

Number of new Construction Projects                                   102 (100 %) 127 (100 %) 135 (100 %) 152 (100 %) 

Completed 25 (25 %) 39 (31 %) 19 (14 %) 37 (24 %) 

Non-Completed, of which:                                                                                                                                                                                                                               77 (75 %) 88 (69 %) 116 (86 %) 115 (76 %) 

      Completion level: < 50 % 8 (10 %) 9 (10 %) 24 (21 %) 23 (20 %) 

      Completion level: 50-75 % 19 (25 %) 17 (19 %) 32 (27 %) 40 (35 %) 

 Completion level: 75-99 % 50 (65 %) 62 (71 %) 60 (52 %) 52 (45 %) 

Source: The Russian State Archive of the Economy (RGAE), f. 1562, op. 337, d. 6431, l. 117. 

 

Firms in the light industries faced comparatively harder budget restraints than the high-priority 

heavy and defense industries. The phenomenon of shortages and delays, consequently, may 

therefore be illustrated by looking at the industries producing shoes, furniture, clothes, consumer 

electronics, and kitchen supplies, and how the construction of light industries was subject to delays. 

According to a Soviet government report for the years 1959-1962, “construction of different 

important firms in light industry is implemented unsatisfactory. The allocation of capital investments 

is incomplete, and concentrated on the wrong projects.”8 Certain projects commenced already in 

1951, the report complained, had been completed only 40 % some 12 years later. Table 1 illustrates 

the discrepancy between plan goals and actual outcome in light industry. Of the circa 100-150 new 

construction projects started each year from 1959 to 1962, 10-20 % were completed by less than 50 

%. Another 20-35 % of the projects were completed only 75 %. The number of non-completed 

investments in light industry accumulated over time, resulting in capital waste (Sanchez 2010). 

 

 

 

                                                           
8 RGAE, f. 1562, op. 337, d. 6431, l. 117. 
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Informal Networks  

Market-like enclaves of various kinds existed in all Soviet-Type-Economies and complemented 

command as the dominant mode of behavior. The role of market transactions in the allocation of 

resources was sometimes perfectly legal (as in the sale of agricultural surpluses at peasant markets), 

sometimes informal but tolerated by authorities (as in enterprise negotiations outside of plan), and 

sometimes illegal (as in theft, “speculation”, or self-enrichment schemes). The combination of highly 

aggregated plan targets on the one hand (plans which were not sufficiently detailed to provide 

enterprises with operative guidelines), and shortages of inputs on the other hand, meant that actual 

resource allocation was often achieved through market or customary modes of behavior. Behavioral 

patterns including informal networks, patronage, and collusion, have therefore been inherent 

features of Soviet-Type-Economies in order to solve structural restraints which could otherwise not 

have been easily overcome. 

Since communist regimes criminalized a range of activities which in a market economy 

would be deemed legal, the notion of illegal economic activity needs to be qualified. Soviet 

authorities criminalized (or restricted through law, taxation or regulations) property ownership, 

currency exchange, reselling of goods, foreign trade, labor and travel opportunities – phenomena 

which are typically intrinsic to normal market economies. In China during the Cultural Revolution, law 

had virtually ceased to function as an institution. However, other types of scams which existed in the 

Soviet-Type-Economies – such as false invoicing, theft of public property for private use, or the 

buying and selling of public office – would be serious crimes in any legal system. These types of 

economic activities, according to Grossman (1994), grew in importance in the last two decades of 

Soviet rule, causing growth-retarding corruption throughout the political system.9 In China, law was 

rehabilitated after the death of Mao, followed by renewed campaigns against economic crime 

(Townsend 1987). 

 Recent scholarship has emphasized the similarities between the Chinese and Soviet 

practices of guanxi and blat – two idioms denoting the flexible use of personal networks to solve 

various sorts of problems (Ledeneva 2008; Yang 2002). Most commonly, the idioms have denoted 

behavior such as the exchange of favors and gifts, or the cultivation of personal relations and mutual 

dependence. In the Soviet-Type-Economies, informal and personal networks were important for 

enterprise managers in the bargaining process for plan target reductions or the procurement of 

resources subject to shortage. The individuals managing these types of relations between enterprises 

                                                           
9 Grossman’s intuition has later been substantiated by empirical research, arguing that rent-seeking activities in 
the 1970s increased pari passu a decline in economic growth (Harrison & Kim 2006).  
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were referred to as “supply agents”, or caigouyuan and tolkachi in their respective Chinese and 

Soviet institutional contexts. Soviet authorities were aware of and tolerated informal horizontal 

transactions, provided the purpose of the action was plan fulfillment rather than personal self-

enrichment (Belova & Gregory 2002).  

 

Foreign Enterprise and Trade 

The Soviet economy benefitted in its early stages from foreign enterprise in at least three ways, some 

of them coercive, others through the market. Firstly, the legacy of foreign investment in Tsarist 

Russia before 1917 was a source of gratis capital stock in the Soviet industrialization plans. The 

Bolsheviks had initially renamed all nationalized industries – so that Putilov was now “Red 

Putilovets”; Browley Brothers, “Red Proletariat”; Ludwig Nobel Machine Factory, “Russkii Diesel”; 

and J.P. Goujon’s Metal Factory, “Serp i Molot” (the “Sickle and Hammer”) – or concealed their 

identity with a numbering system (for secrecy reasons or convenience). But the factories by and large 

remained the same. In fact, one paradoxical tendency of Soviet-Type-Economies has been to 

preserve plants and their machinery for long stretches of time, whereas firms in market economies 

have replaced their technologies through phases of creative destruction within much shorter time 

horizons. In the Soviet economy, new technologies often complemented, rather than replaced, 

existing capital stock. When the Swedish representative of ASEA (now ABB) in the early 1980s visited 

a Yaroslavl factory of electric machines delivered by the company six decades earlier, he could 

observe how all of the original equipment was still in use (Berglund, Dunbäck & Ericson 1996).      

 Secondly, Soviet planners and engineers learned how to efficiently adapt new 

technologies. By the mid-1920s, somewhere around 100 foreign firms had remained in the Soviet 

Union as concessionaires (Heywood 2000), providing stimuli to the revival of the Soviet economy 

which had collapsed during the revolution and civil war. Among the concessionaires were important 

industry leaders such as SKF, AEG, Westinghouse (Metropolitan Vickers), and Brown-Boveri. Siemens 

established an office in Moscow in 1928, whose task it was to provide technical input and advanced 

technology to high-profile projects such as the Moscow subway the Istra dam (Feldenkirchen 2004). 

Beginning during the more isolated political climate of the first Five-Year Plan (1929-32), import and 

adaptation of foreign technologies substituted for concessions which by then had been almost 

universally suspended. For example, the Red Putilovets tractor was based on the Fordson model, the 

GAZ-AA truck a licensed copy of the Ford AA, and the T-40 tank a developed version of the American 

Christie. Several large projects, such as the Dnepr dam, was built using American General Electric 
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turbines, and the oil industry in Baku was rebuilt using aggregates, pipes, and special tubes from 

Standard Oil and Vickers (Shpotov 2005).10  

 Lastly, Soviet authorities claimed as war reparation properties and whole factories in 

East Germany, Hungary, Romania, and Poland in 1945. Out of 17,024 medium and large factories 

identified by Soviet authorities in East Germany, more than 4,500 were dismantled and transferred 

to Soviet territory. Some of these factories had been industry leaders before the war, such as the 

Zeiss Jena optical factory (subsequently the Kiev camera works). Through the Council of Mutual 

Economic Assistance (CMEA), Eastern European satellite states were also required to sell resources 

to the Soviet Union at artificially low (administrative) prices, and Soviet authorities took a 50 % stake 

of many large firms. Poland provided Soviet industry with coal at prices well below world market 

prices, but the Soviet Union, in turn, also reciprocated the favor for a number of other goods 

(Sanchez 2014). 

 Communist bloc trade was based on a two-pronged principle in the post-World War II 

period. On the one hand were Soviet-Type-Economies participants with the advanced Western 

nations on the global market, where nations normally enter as price-takers. Whatever plan 

authorities wanted to charge for their goods, price setting could not deviate substantially from world 

market equilibrium. This was in particular true in export of grains, where there are many sellers, and 

oil and gas, which in the 1970s emerged as Moscow’s key source of foreign reserves income (Gaddy 

& Ickes 2005). On the other hand, most Soviet-Type trade was with countries in the communist bloc, 

where exchange was conducted under different institutional circumstances. A foreign trade 

monopoly transacted all imports and exports bilaterally, almost never multilaterally, and all 

currencies involved – unless an agreement was made to use hard currency – were inconvertible 

(Holzman 1968).11 

In contrast to the Soviet government, China did not formally nationalize foreign 

properties sensu strictu, but created instead a regulatory climate (restrictions, predatory taxes and 

fixed prices) which in practice amounted to de facto, if not de jure, nationalization (Thompson 1979). 

                                                           
10 The concession sector in the Soviet economy was completely abolished in 1937 by decision of the Soviet 
government. Technology transfers continued throughout the Soviet era. During World War II, the US 
government provided lend-lease, and in the post-war period normal imports coexisted with larger turnkey 
projects. Under such arrangements, the plant contractor undertook all facets of the production process, from 
design and procurement to installs, training of staff and continuous maintenance and service. Two such well-
known arrangements were the Fiat based car factory in Tolyatti on the Volga River built in 1966, and the 
synthetic-fiber complex built at Mogilev by the British Polyspinners Consortium in 1964.   
11 Technically speaking, exchange rates in Soviet-Type-Economies were disequilibrium rates, in the sense that 
they failed to: (1) generate without controls a balance on the international current accounts, or (2) reflect in 
any meaningful way the relative domestic purchasing power of the respective currencies on internationally 
traded goods (Chao & Mah 1964). 
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The major exception was the factories in Manchuria, including railways and heavy industry, 

expropriated from Japan by the Soviet Army in 1945. This district had large economic significance: 

Manchuria possesses rich deposits of coal and iron ore; before and during the war, industries there 

had produced the bulk of China’s electric power, iron, and cement, and more than half of industrial 

output value. As a result of Moscow’s interventions, the seeds for a Soviet-Type-Economy in China 

were therefore in the ground well before the People’s Republic was created in 1949 (Kirby 2006). 

China’s first Five-Year plan (1953-57) embodied 156 large industrial projects, all of them built on 

blueprints and technology from the Soviet Union or Eastern Europe. Payment was often in kind: in 

the early 1950s China received five tons of steel products in exchange for one ton of frozen pork, and 

a steel-pipe factory for 10,000 tons of tobacco (Mah 1964).  

 

Legacies of the Soviet-Type-Economies 

Virtually all former Soviet-Type-Economies today possess the formal institutions of a modern market 

economy, with rules and legislation to regulate private property, finance, trade, and business activity, 

and enterprises applying normal corporate governance procedures in their business operations. 

However, legacies of command continue to influence and restrain economic policies and 

opportunities in several post-Soviet countries. These legacies may be observed in at least three 

dimensions: industrial structure and economic geography, institutions, and possibly behavioral 

patterns (Ericson 2014).    

The structural legacy of Soviet-Type industrialization is the most visible. All communist 

regimes where possible created vertically integrated companies in the oil, gas, electricity, banking, 

engineering, and steel sectors, sectors which in the post-Soviet era have been resistant to reform. 

Certain countries, however, have witnessed more dramatic reform than others, a variation which to 

some extent can be explained with reference to the varieties in command which existed already in 

the communist era. China’s hierarchical structure was more decentralized than its Soviet precursor. 

The number of products directly under the central plan in China was relatively small, only 791 in 

1979, whereas in the USSR at the same time central planning allocated more than 12 million 

products (Qian & Xu 1993). As a result, China’s transition away from command towards market has 

been less restrained by structural legacies of centralization or bureaucratic inertia (Jefferson & 

Rawski 1994).   

If evaluated by cost effectiveness, factories, power stations, railroads, and whole cities 

in the Soviet-Type-Economies, were from the beginning built in the wrong ways. Military and 
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ideological considerations, rather than careful economic and engineering analysis, decided 

construction of industry. Two hallmarks of Stalinist construction, the Dnepr Dam and the 

Magnitogorsk steel plant (“the world’s largest”), illustrate the dilemma. Since the level of water in 

the Dnepr River is inadequate during winter, and the topography is too flat, the Dnepr hydroelectric 

plant had to be complemented from the beginning with thermal power (i.e. coal). Magnitogorsk, on 

the contrary, was located in an area with iron ore but no coal (and initially no sufficient 

infrastructure, or labor force reserves). As a result, coal has had to be hauled in at high costs of 

transportation (Graham 2013: 50-51). In year 2000, a Russian government report estimated there 

were 467 cities and 332 smaller towns dependent on one large enterprise for their survival – so 

called mono-towns – of which about half relied on state support for their survival (World Bank 2010).     

 One of the most significant institutional legacies of the Soviet-Type-Economies was the 

absence of legislation and established practices to regulate markets and business activity – 

institutions which in Russia had not existed for over seven decades. In this institutional vacuum, 

conditions for rent seeking and opportunistic behavior were ripe in the 1990s when state resources 

were privatized and markets liberalized, resulting in high levels of ownership concentration and 

corruption (Guriev & Rachinsky 2005). The richest “one percent” of the Russian population controlled 

71 % of the country’s stock market capital in 2012, higher than in India (49 %) and the US (37 %) 

(Guriev & Tsivinskii 2012). However, the market reforms which made possible the oligarchs also 

abolished Soviet legacies such as shortages and queuing, and created opportunities for whole new 

sectors to emerge (retail, banking, services, real estate, IT). Also in China, privatization of state 

enterprises and liberalization of trade and foreign direct investments in 1997 reduced some of the 

last barriers left from the Mao Zedong era (Zhu 2012). In countries such as Estonia, Latvia, Lithuania 

and Poland, private property was restituted in the 1990s and market reforms abolished legacies of 

Soviet planning.  

 Economic reform in several post-Soviet economies has been a bifurcated process. 

Starting in 2003, a decade of disinvestment from state enterprises in Russia was reversed. Under 

President Vladimir Putin, new “commanding heights” – primarily in the extractive and banking 

sectors – have come under almost complete state control (de facto or de jure). The strengthening of 

the state in the economy has been an element of a behavioral pattern officially referred to as the 

strengthening of Putin’s “power vertical” (vertikal’ vlasti); the same pattern under President Hu 

Jintao and Premier Wen Jiabao has been captured by the phrase guojin mintui (“the state advances, 

the private sector retreats”). The intertwining of government and industry has created a regimented 

market structure. In both Russia and China (and other post-Soviet states), state-owned firms and 

politically connected private firms have been able to reap significant pecuniary and regulatory 
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benefits, while also being subjected to the “policy burden” (whereby the managers of the firm are 

made to fulfill both economic and political, non-profit oriented, objectives) (Johansson & Feng 2013). 

Command elements, in other words, have to various degrees remained or reemerged in post-Soviet 

economies (with notable exception the countries that are now EU-members).     
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