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In Defense of Socialist Planning

Left Forum

Pace University, April 19, 2009

I. In the discourse inherited from the age of Reagan, syphilis, leprosy, and planning more or less rank together: they are all no longer frightening, slightly ridiculous, curable afflictions from another time.  What Joseph Schumpeter thought drearily inevitable, what Friedrich von Hayek denounced as the greatest threat to freedom, a later generation has reduced to a sound bite.  After all, the Soviet economy collapsed.  Does anything more need to be said?  .  .  .  .  No economic topic except price controls is more easily pushed off the table; no declaration comes more easily than that one favors the market and opposes planning.  This needs to change.

A. So says, not die-hard Marxists like the members of this panel, but James Galbraith (son of John Kenneth Galbraith), holder of the Lloyd Benson Chair in Government and Business Relations at the LBJ School of Public Affairs at the University of Texas in Austin, in his recent book, The Predator State, the subtitle of which is "How Conservatives Abandoned the Free Market and Why Liberals Should To." 

B. The quote I just read is from the final chapter of the book, "The Need for Planning."  I couldn't agree more.  We need planning.

II. This may surprise some of you, who may remember a book published a decade ago, edited by Bertell Ollman: Market Socialism: the Debate Among Socialists, in which Jim Lawler and myself defended "market socialism" against Bertell and Hillel Ticktin.  

C. I have not recanted.  I still believe that competitive markets are an indispensable part of a viable socialism.  I also believe that we will need some capitalists in a socialist society--not the deadwood who merely "supply capital" for business expansion or start-ups, but entrepreneurial capitalists, those who actually develop new technologies, start new businesses, develop new products, etc.  (The distinction between capitalist and entrepreneur is a distinction every socialist should take to heart. There is a place for "good" capitalists is a socialist society.)

A. But I also believe--and have always believed--that planning is essential to a viable, desirable socialism.  What is crucial is what is to be planned.

III. What we should not try to do is plan an entire economy.  What we should not do is try to eliminate all market relations.  

A. There are three fundamental, in my view insurmountable, problems confronting any attempt at comprehensive planning.

1. The information problem: How does the planner know what the economy should produce?  This must be fine-grained knowledge, since the economy produces concrete items, not abstract categories of items.  That is to say, it won't do to say we need 400 million pairs of shoes next year.  We need to know what sizes, what shapes and colors, whether they should be dress shoes, athletic shoes, work shoes, etc., etc. 

D. To be sure, in a primitive economy in which wants and needs are simple, the knowledge problem is manageable (witness the initial successes of Soviet and Chinese central planning), but as the senses become (in Marx's phrase) "emancipated," where we all become (in Marx's phrase) "rich in human needs," comprehensive planning becomes inefficient and counterproductive.  

a. Consumer input becomes vital.  The market solution is simple and elegant.  People buy what they like, don't buy what they don't like.  Enterprises get immediate feedback as to what people want and don't want, and respond accordingly.  

E. To be sure, competitive enterprises will try to influence these desires, but "sales effort" can be regulated.  The alternatives to the "revealed preferences" signaled by consumer purchases--household surveys or back-and-forth computer messages--are far more problematic.

2. The motivation problem:  If we were somehow able to know in precise detail what our enterprises should be producing, how do we motivate producers to follow the plan, how do we motivate them to use their resources efficiently, how do we motivate them to work diligently, how do we motivate them to develop new products, new technologies, better ways of distributing what has been produced.

F. Except in exceptional circumstances--popular enthusiasm following a successful revolution or during a wartime mobilization--one cannot rely on "moral incentives" as opposed to "material incentives" to get effective results.  Such incentives have often been tried.  We know the results.

a. To be sure, we want to move toward a world in which everyone has good, intrinsically-satisfying work that one would want to do, regardless of material remuneration.  But socialism is a transitional system, not the ultimate goal.  Moreover, even "the higher stage of communism" will likely require a certain amount of "material discipline," linking consumption possibilities to work performance.  "Human nature" is malleable, but we can't be turned into gods.

G. Tying an enterprise's income to its success in satisfying consumer demand at the least cost is not entirely unproblematic, but it resolves the motivation problem more effectively, in most cases, than non-market alternatives.  This would be particularly true in a socialist economy where labor is not a "cost of production" to be minimized, but the residual claimant of the difference between total sales and non-labor costs; that is to say, in a socialist economy where workers receive, not wages, but profit shares.

3. The Robert Burns problem: "The best laid plans of mice and men gang aft agley."

a. All plans, dependent as they are on estimating the future consequences of present actions, are subject to failure.  Few if any conscious undertakings turn out exactly as planned.  All plans fail to some degree or other.

b. This does not mean we shouldn't plan.  The fact that planning does not work perfectly does not mean we shouldn't plan at all.  The alternative is to give oneself over to blind market forces. All economies require planning.  Consumers plan for future expenses.  Enterprises plan.  Governments plan for future contingencies.  We the people can attempt to mold our collective future in certain ways.

c. But we should be wary of grandiose plans.  In Chicago we celebrate Daniel Burnham's famous dictum, "Make no little plans. They have no magic to stir men's blood. . ." and indeed he did give us a beautiful lakefront.  But his is  dangerous advice.  Witness the disastrous failure of so many Third World development schemes.  (For a particular poignant account, read Arundhati Roy's brilliant essay, "The Greater Common Good" on the damming of the Narmada River, and see the companion film "(Dam)age."

d. To be sure, we sometimes need large plans, when faced with great emergencies, but as much as possible we should keep our planning modest and decentralized, taking care not to overload our planning apparatus.  

1. There are two versions of non-market socialism that I have frequently criticize, the  "Soviet model" of top-down, centralized planning and the decentralized bottom-up version long advocated by Michael Albert and Robin Hahnel. Neither, in my view is feasible or desirable.

H. The Soviet model, although successful at industrializing the country, albeit at horrific human cost--particularly among the peasantry, when agriculture was collectivized--proved to be both massively inefficient, and also--except in selected areas, notably military and space technology--weak at fostering innovation.  Such a model is also prone to authoritarianism, since planners, for the sake of their own sanity, want as much autonomy as possible.  (Comprehensive planning is complicated enough, mind-bogglingly complicated in fact, without having people screaming, shouting, and second-guessing every decision that is made.)  The Hayek-Friedman claim that comprehensive central planning is structurally incompatible with liberal democracy is not without merit.

I. A couple of years ago I wrote a review of the latest version of the Albert-Hahnel model. I titled it, "Nonsense on Stilts" Michael Albert's Parecon."  It was not a flattering review.  To my great surprise (and to his credit) Albert posted the review on the Znet, together with his long response, my response to his response and his response to my response to his response.  In my humble opinion, his responses didn't come close to refuting my main criticisms, namely that Parecon would be unworkable in practice, but even if it were feasible, it would not be desirable.  It would, in fact, be a nightmare.  Just to remind you how Parecon is supposed to work:

a. Each year you will get a list of products that will be available the coming year, their prices, and the hourly rate for labor reimbursement.

b. You sit at your computer, and list what you'd like to purchase during the coming year, and how much work, and of what type, you are willing to do, making sure that your projected income matches your projected expenses.

c. All replies are then collated.  In those cases where supply exceeds demand, prices are lowered; in those cases where demand exceeds supply, prices are raised.  The lists are then returned, and everyone readjusts, taking into account the new prices, again making sure that income matches expenses.

J. This process (going through the list of everything you'd like to purchase in a year, tweeking it in light of price changes, sending it up, getting it back) is repeated several times.  Then a planning board puts everything together into five different plans, representing five different choices of public and private expenditures.  Everyone votes--on five comprehensive plans for the whole economy.  The most popular plan then goes into operation.

d. "Democracy from below" or "nonsense on stilts"?  You decide.

IV. If we shouldn't try to plan the whole economy, what should we plan?  My answer is, and has always been: investment--both the level of investment, and its allocation.  We shouldn't try to plan the day-to-day allocation of goods and services already available, but we should attempt exert a degree of conscious control over the future of our economy.

K. Here I'm also in agreement with Galbraith:

V. Planning, properly conceived, deals with the use of today's resources to meet tomorrow's needs. It specifically tackles issues markets cannot solve: the choice of how much in the aggregate to invest (and therefore to save), the directions to be taken by new technology, the question of how much weight and urgency are to be given to environmental issues, the role of education, and of scientific knowledge, and culture.  Decisions on these matters involve representing the interests of the future--interests poorly represented by the market.

VI. It doesn't follow that market considerations should play no roll in investment allocation.  We do not want investments being made in things nobody really wants.  But market considerations should be decidedly secondary.  

VII. To be more specific, let me sketch what I take to be a viable, democratic investment mechanism for a viable, democratic socialism.  It's the investment mechanism of the model of socialism I call "Economic Democracy."

VIII. The first thing to do in getting democratic control over investment allocation is to break the link between private savings and investment.  The level of investment is too important a matter to left to the uncoordinated whims of private individuals.  Private individuals may still deposit a portion of their income in cooperative Savings and Loan associations, which make mortgage and other consumer loans.  But funds for business investment should come from another source.  I propose a flat-rate capital assets tax on all enterprises, a business "property tax" if you will.  Our investment fund should come from taxes, not private savings.

a. The procedure is simple, transparent and fair.

b. Moreover, the quantity of funds available for investment is easy to control.  If the demand for investment funds is in excess of supply, the tax can be raised.  If demand slackens, the rate can be lowered.

IX. The capital assets tax should be collected by the central government.  The proceeds should then allocated to all regions of the country on a per capita basis.  (At least this is the prima facie allocation.  Exceptions could be made for special circumstances.)  That is to say, investment capital should flow to where the people are.  People should not have to move to where the capital is flowing.  Every region, as a matter of right, receives, every year, its proportionate share of the national investment fund.

X. Within a region, a certain portion of the investment funds (to be decided democratically by the representative institutions in the region) is set aside for public investment.  The remainder is allocated to public investment banks, which then make loans to private or cooperative businesses needing funds for expansion or for technology upgrades, and to private individuals or collectives wanting to start up new businesses.  

XI. Market criteria should be invoked at this stage--though not before.  At this stage loans should not be made to projects that do not promise to be profitable.  

a. But other criteria may be invoked as well.  Priority may be given to those promising a greater increase in employment.  The region or community may wish to offer lower interest rates to businesses converting to green technologies or intent on manufacturing green products.

L. The point of this investment mechanism is to replace capitalist financial markets by what I call "social control of investment."  The state, regions and communities gain a degree of democratic control over what Marx calls the "surplus value" of society.  There is planning here, but it is not comprehensive planning.  Much of the planning is decentralized.  It represents a mix of public planning and indicative planning that uses market signals.

XII. If we combine this kind of planning with a market for goods and services, and then add workplace democracy--the third element of Economic Democracy, we would have, I believe, a viable, democratic socialism well worth struggling for.  Socialist planning, yes, workplace democracy--and also markets.

