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. Referring ta your letter of July 15 \dth rm%‘* —
address at the Tﬂﬁy-rira Anmasl National Business c.onfarmg. ,
Harvard Business School, 9. Jine 1961, I enclone harswith a
mimeguph copy of the Wﬁp&ﬁieh 1 pmparcd for that
address,

I hnd 3 mbor ‘of rogmtts for copiu of the speech
and it 1s this mmseﬂpt that I amzmma to quite a few people.
It diffars only in minor respects frofm the text &s actually de- -
© livered, particulsrlyin the opening paragraphs where I tawk
 some liberties with the text before me. - Also in apeaking, I
. did = little "adlibbing" hers and there and one or two paragrqhs
N in the text wcn omitted bbm:e of tkq ﬁma Wt. ,

. Toavoid having two texts in pumc etzcumieu. L cheuld
P sx that you mc tke mlaaad t&xt _ |

1 um yon and youyr cou“;un to know lww much I

anjoyéd my visit to the Hamrd ¢ Wﬂ
Shccroly,

Enﬂosure : : SRR
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MEMORANDUM FOR: THE RECORD

Pursuant to the Director's instructions, I
advised Mr. Dan H, Fenn on 2 August 1961
that there was no objection to his using the man-
uscript enclosed with his letter of 14 July 1961
for publication in the August issue of the
HBS Bulletin and for the McGraw-Hill book
based on the conference.

FORM NO. REPLACES FORM 10-101
101 (47)

1 AUG 54 WH1ICH MAY BE USED.
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Y-5737
HARVARD BUSINESS SCHOOL ASSOCIATION

ALUMNI CENTER, SOLDIERS FIELD, BOSTON 63, MASSACHUSETTS

ELIOT 1. SNIDER, ’43, Vice President ALEXANDER T. DAIGNAULT, ’39, President DONALD M. WRIGHT, Secretary-Treasurcr
Massachusetts Lumber Company W. R. Grace & Company Director of Alumni Relations
400 Portland Street 7 Hanover Square
Cambridge 41, Massachusetts New York 5, New York

JOHN L. HENNINGER, '47
Assistant Director of Alumni Relations
S. ALFRED HALGREN, AMP 25, Vice President
Carnation Company
5034 Wilshire Boulevard
Los Angeles, California

DAN H. FENN, JR., Editor
Harvard Business School Bulletin
Harvard Business School
Boston 63, Massachusetts

JOHN H. BRINKER, ’47, Vice President
Cherry-Burrell Corporation
Cedar Rapids, Iowa

WILLIAM S. EDGERLY, ’55
Assistant Secretary-Treasurer
Cabot Corporation
125 High Street
Boston 10, Massachusetts

July 1k, 1961

Mr, Allen W, Dulles, Director
Central Intelligence Agency
Washington, D.C,

Dear Mr, Dulles:

May we have your approval of the enclosed manuscript of your address,
"Incentives in the Soviet Union" (presented at the 31st Annual National
Business Conference, Harvard Business School, June 9, 1961), as prepared
for publication in the August issue of the HBS Bulletin and for the
McGraw-Hill book based on the conference?

I would appreciate it if you could correct any errors which may have
crept into the article in the course of our editing and return the
corrected copy to us as soon as possible,

v Thank you,
Very truly yours,
Dan H, Fenn, Jr, )t&
Editor
HBS Bulletin
DHF/nbc

encl: 2 ms,

JUL L& RECD Approved For Release 2002/07/29 : CIA-RDP80B01676R003500080014-3
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i‘n the passions, A&ﬂ have all

aoction; a Har 1n.p1rn us to deeda of courage and oxhibitiom of mmm..
Vv',sswhrly, leaders of men, in free societies, in @vermant or in xu'ivato
11!0 can gain influence over men's minds and become tho driving force that
leads thgu t,o a.ctd.on. Dictators s too, can da this on & Mivo scale,
And then thm are the 1ncmtivoa which come from within us -- nbiﬁ.ﬁn.
religious fervor, the urge to reach for fame or fartune, teo croat»l, or to
build, Iﬁ m be an’ ‘édifice, a work of art, a plece of utmm, an :lnv-ntiou; |

a business tntorpriao, career,

' Ono of the princ factora diatinguiahing a free frou a totaliwhn state
is the rohtivo mpmjanco givon to internal as p;posod to m.mi moentim. :
In an open society, in a govermment of the peopls, and fer tho pople, it is L
}f‘ron the 1nd1vidu;1 that the major incentivea spring. In a closod socioty,
the individual is forccd to look primarily to the di.ctm, to the latdu', ‘
to the Stata. . ‘
| Not. many years am we saw the strange and sad phomumn of & m'eat comtry
and a great pooplo liued by a md dictator, Hitlor, who took hold of the

minds of the popu‘htion and nolded a controlnng- grrmp :Lnto bl!md obedience tp
the State, Individnal inoentive was lost in t.hq iugo of the Raich, and
Mein Kampf was the bible, St e
In the Soviet Union the major incentives, too, are dorivad fron the dictatea
of the State, It is true that, as contrmd\with the old 8talin days, there
has been some relaxation under Klmuéhchov. m frmwofk is more ample, But
) | . ‘the State st:kll gerves as the primary eburco and ,co'ntroi of incentives, -

ApproyedA For Release 2002/07/29 : CIA-RDP80B01676R003500080014-3
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ont of Soviet affairs, Ph

smuarly, in order to mold the Soviet peoplo and ‘to 'mppxy ther with
‘ﬁ.neentd.m vhioh will oontsributa to the growth of the Somt Uaion, there are -
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A by 4 v : = . N oo ;’
- wave of the “futuro. e will ‘M“ Khruahchov uys te tho rest of us,

| "not physically, but by evidencing the superiority of’ our syatem, and the

sdence of yours Hu proclaims that just as aspit.lm" took over fron,
reudﬂm 80 epmmmiam will ‘take over from dapita}.isn. R
. ‘8acond, th‘rmhchev declares that Communist society has 7 mkaya
E to industrial and scientific progress; that it is mvmg - at a faster

gud that in the. courn

rate ﬂn:b its great industrial rival, the’ United Statn e

decW:Br 80 it will surpass us in the actual valus of ita 1th’ ‘

production, Heanwh:lle s the Soviets claim leadcrahip in spacl,
ud.ulat ’ and in ccrnin other fielda of industrial endeawr. |

And tintlly, to maintain dommunist grouth, xhrushchﬂ Cn:joim each. M ._}
every Soviot. citiseu to play his part in the manner cnd forn dictat«li "0.7 the
State, He mnst dﬂote to ’che Sta.te the product.s of h:u nind; thu fruits of his-

toil, He must nolp t.o overfulfill the guala of the mme plan, L

When xhrushchev m:tted Los Angeloa in September 1959, hQ mgagad :ln n briak
debate with one of hia hosts at a luncheon, ‘nm usuo/::‘guod over who' Yud
come from the hulbhst boginninga to the higheat pheq zn 111‘0 wd socisty. In X
the course of it, nn'nahchov called on tha chuirm of thc Dnepropetrovsk .
Economic Council t.o riu and ‘take a bow, Ho pointed out. that this official
administered huge metlllurgiual planta o.nd chenicll factorha. A third of the
ore mined in the Snvitt Union comes from h:La region; m) om in the United Statos

controlled so much wulth, h& uid. Khmahchov wmt on to say that the chaimn

himsel f possessed nothing excopt. the pants he uore. A‘J.l the rest bolongs to the

people, he told his asudience,

Approved For Release 2002/04¥3Rk31A-RDP80B01676R003500080014-3
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The fact is, however, that ‘Bévi&ﬁ*o‘f_ficigi}i possess great -ppnir” ‘a8 wollu

pants, and power is a tremndonu "i

“While this- is true mmnca as uell, the Sovlet umw haa much more rospono
sibility for hia vorhrt thnn does his Amsrican comorpart. He controls
schools, housing, mut homel, and part of tho fopd aupply for all the workers
in his plant, He hna, Juctiﬁably, a strong sense of patcml power and -
achiovinx this podition is a zul m«htim for h:ln. Mthomora, t.here are

system ,
othor 4{rcentives built into the ﬁmmmist M.

'l'he Sev!.ata were the fint to dovelop tho idea. of the ﬁvo-yur pl.an, ‘with ‘
' a.ﬂ mdication of haw much uhould be produced uch ym. Thia aehm makes uck

induatrial worker a kind of participant in 'y r;&c to aeo that each yearts
and m; total is over-fulﬁlled. In offect ’ emy Soviot worker it tau;ht ‘bt
reel 'bhat ha is an mtogrgl part of thia groat mdmtrm mathan bct-wun the
0.8, and the Soviet Union, Travelers to’the Soviet Union report that ‘the slogan
"Beat America" is inncrs.bod on cowharna in variou- pcrta of th- USSB.
By contrut, M| e fru socioty does not attmpt to gear its mdutrial pro-
| duction to that of any ot.hor country. Rather it. responds to the d-mandc ‘of the
market place 5 it 1s prov!.ded with both its dymmics and its ludmuhip by what
the people may want to’ ncquire to advance their stmdarda of living.

‘What I have been dueribmg 1- an over-all popular mcantiva to help roalize
national goaa. “In nddi’cion, there are managerinl incenti'ns vwhich are applicablo
to industry, and tha mturo of these mcentivea has baon a mttor of unproceo
dented concern in the USSR over the past two yoarc. - |

It 1s quite clear that Soviet political 1eadtrabip has succeeded in devising
incentives which bring' capable managers to poaition:, of key roaponsibility.

But/ in the Soviat ‘Union / the politicians do mt. trust the busimns mmgora.
‘To hel.p rule them they have established elaborate controll and checks, under

the supervision of local Comunist Perty types; on the hoads of enterpriseg.

Approved For Release 2002/07_/29(%0%0301676R003500080014-‘3 |
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‘fhese include t!,:';q nttins of dét#’-h&iw

- Boviet st.andurds. Indud the differential betwesn the mago worker's wage

Dulles article - p.5
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’1on targets, the alloogt:lon of

’ ‘:ah‘:

The Party llao m to it that the managarial class is very well paid by

‘ and t!' nmger's Mﬂ 1ncom is probably wider in ﬁw USSR than it is in the

~UsBe M fnot, of caurn, is not advertised and much of mt tho successful

'v,f'mger reoeim are e fr:lngo benefits -- an apmm, : oountry house, the

m pf ‘an autonobd.lo, travel and axpense uccounts)and the like,

Until quito receutly, tho pajor criterion for the coipensation of busineaa

(nmgers in hho USSR l!ld beon the mlﬁllmant of the physical outpub goals

uilignod to t'.ho plm tw central authorities, This has meant that costs of

preduction and qmlity have b«n rolutivaly unimportant to Soviet managers for

“too long, . !hey huve o'poutod under oonditiona of a perpatual seller's market,

 with the emphaais en physicul volums of production, and this has orestod one

of thc njor ditﬁcultiﬂ 1n t.heir bulinoas organintion.

F\n'thwnre, 1n 'bhg @v:ht lln‘.tnn thara i.a no prf.oo oowetition ,8ince the

govermam is the nole purchaser for t.!ie mt mjori.t.y of the Soviet production.

!ukn ahoeu » for culplos SOuat tootwur oimly has not boon as good as shoes
produoui :Ln m othar oountry. In Ocstober 1959 a lottcr to a Hoscow newspaper, ‘
signed aimply “Sovut citd.un,“ uid that tho uriter m more interested in new
shoes than he was 1n Bputaiks of TU-11L airliners, Ho uid that,u far as
trmportation vas conoomd, he was perfectly huppy to: r:ldo the streetcar.

"However, he pointod,m that his only pair of ‘aho« \_ruﬁ rour years old and that

they wouldn't have hatod that long had they not been a Western bra_nd. The
Moscow newspaper printed this letter, calling the writer a slug and an earthe
worm who was 1rioap§bh of understanding the higher ruéhua“of‘ the c¢ommunist

way of life,

‘Approved For Release 2002/07M?AQRDP'80301676@003500080014-3
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Thia quality prohlen, an a nttor of tnot, has crutod one of m dirﬁ.”
 conection with some of thdr !m-'dﬂ

the Soviets have boen mnnd.ng i

aid programs, The gooda dol:l ﬂ':’theae progrm, other thm”uili

equipment, have not. been up to standard in many uul‘
The ablest managers and skilled workmen are largaly mmd

dnstry, particularly their defense programs, so the conditions I havo doacrihod

. de not generally acply there., Consumer goode and um mduﬂ.ry have both'- o

auffer«! from these circumstances,

" But the point here is that the criteria by wnich m sans#srs have been

. 'ovaluatad and rewarded have been much uimlor than w-. rhua » in contrast
- with un American businessman who has to balance com, qunzy, profit, return
on m«:tmnt, production, company :ngo, laber relatiom, urkct. share, and & |
.host of other oonaidoratiom, tho Rusaim unagor'a ohmtim m clear and
: - well-marked, Thia imvltably means that thoy uro usior to rmh and their
lincentd.u power 13 gnat. ’ TN ' |
I wish now to turn briefly to the polit.icd. enviromm in which the Sova.ot’
manager finda himself, ‘
In the final uulyl:ll, thoro is only one induatrhl owpention in the USSR
-=- the Soviet Stth. Thia nemlith, through a hiwrarely/bf adniui!t!‘ativo o
organs, 13 an induatrhl gimt vhon employeu nwu' m-ﬁnh nort than t.hu
total number of mkm 1n ull mnufnot\zring pll!lts i.n thn Un!.tod St.atoso
“The chcirmm and mlbora oz‘ the board of direotorl m the chairmen and -
various deputy chaimn of t.ho Gouncu of Hinist.era. In oftoct. the sbock-
holders of t.he oorpoution sre mbera o!‘ the Co:mmnm Party of the USSR.
It is no ure ediwide&cg M Hr. Khrushchev hia"}:both chairuln of t.he board
and majority atockholder, in his-dual rolc as Ghaimn of the Council of
Ministers and First Secretary of the Comuniat Pnrty Fnr'bhemro, at the

highaat levels, a dunlity of mdividual‘rplea in party-at.ato poaitions is t.he :

. Approved For Release 2002/07/299551. IR-RDP80B01676R003500080014-3
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- ‘rule rather'tﬁai"& tho ;&6'option. This means that, pnrauing higher 1ncono and
prestige, the 3ﬂuian plart director, like the Anerican mm, Vi1l stets

"t mvn rron a nnll plant to a larger one, from a 1cw-prior1ty :{ndnntry to
one of Bt priority. Alternatively, the plamt d:l.::octor, boiﬂg a mbor of

nist Pu'ty, could seek advamement in induatxy through ?my ehmls.v
- ;3.3- -:I.ght, for anmlo, be appointed to the stutogic ponition of socretary in

~ ope of the regioml Pnrty ccmdtteea.

In spite of rocent. mns in living standards, the ordimry smn citigen
" on oubm allowed hia

atm ﬁndl himult nmnlly the maidual claimait |
by th.n ‘Pn'ty loaders-mmgera. The highly aemti,sed "Cemunist Man" -e one
who gm accordint to his ab:llit:les and rocnivn nceotding to hia nnda
'i hu yet to appear on tla Soviet tcon-. Until h. d«o, 1t 1s thé primiplc of
supplies tu. px‘im motiwating ‘foree: ré- the Boviet mmgorm

Salary scales nro ﬁxod by 'oho USSR'& Stau Mﬁtu on L-.bor and Wages

in consultation with = ~ the m-Union Central Council of

'l'rade Unions, They are eatnblishod, firs*b of all, on the bu:ls of impertanoa
%o the State of a particular maunry. Consequéntly, m major financisl
revards lie in mnaging ‘heavy induatry and lilit.uy fmj.lit.iu, not consmar
goods plants, 'mus, ulariea ere much higher in conl, Mnllnrgy, and aaehina-'

building induntrias thnn in food and textile plantc.

In addition to u:v "oarrots ," the Ruesian ayutu o!' incentives for it.a
managers also 1nc1udu a mmbor of "sticks," If. a mger faila to perforn as
expected, not only does ha lose his home, but he can alao be fired, demoted,
or reassigned to a job m a loss important plaub. b{s failnres inwlw
violations of the law, and they are quito likely to, he ean be ﬁmd or ime
‘prisoned., He can also bo expelled from Party mborship, whioh would mean thov

ond of his career as a manager,

, Approved For Release 2002/07/29 CIA RDP80801676R003500080014 3
(MRE) o

SRR S s




R R R RIS
Dulles article - po 8 ‘ ' '

S 2 Approved For Release 2002/07/29 CIA- RDP80801676R003500080014 3

s
AT

4 ” lt- a m‘JO!‘
what, to do with som mowtmf
’ stica, ..“;

Khrushchev underlined such ‘discip]

this Janunry Responding to a queltio %
who concoct- inflated figures. md flko at i
”!hou poopls m m Oommniat.-,

"Out of the Party with thq.
ﬂuy are hangerseon .... and n 4 ‘be pnnished. '... If we don't restore

: ordu', the plans will bo atatistically ‘ﬁh& but there won't. bo

nmgh products. .la is k'nmm. you OM\: 'nako pnmaku out af

statistics,"

«-&f;tlthom nnnuoouam Sovut mgora are not 11k¢:,y te bo nnt. off tc
Siberian forced labor cwo any morg, pomlt.i« for fau.un under tho Soviet.
system are ltill far more aovero “than they are under ouro, w0

o One interea‘bing sidtligh‘b on tho SOM iym is thlt phnt unagerl do

occasionally mnipuhto m:mt md imentory dnta,tm at the rilk of atiff

- Jail tcm md th z‘tﬂ.n of t.hcir careors. Thore 1: plmy or m&m oa o
. this praot.ice printod in ‘the Soviet pro“ i‘lmt dlily. iﬂv :Ls it tlwb Soviat

umgere tnko auch chanm?

Basicany, becmse the contrﬂ.ly detemined plant prbdmtion gnla are set
very high, end a directm"a best efrortc to meet gula aro oﬁ.en !'mst.utod
" by the failure of supplhra to delivu' necoasary usoriala. He takes a chamo ,3 '

\n”..«

with ; hope of be:l.ng able to "catch up" 1n tho next scoo\metng period.

t'"

As loag as'a production mwiu is’ Mioning anly \nll,

great variety of political "uaf.chdogs", Mm .‘1’@.}.’&%“?3”4 eam in
the factory, look the other wly. If a dirocm naod- to’ "borrm-r" a few per

~ cent of next nonth'a expected output t;o mt thn mnth'a plan goal, ‘they allew
him legal olbov roon. Bnt borrowing xmst. be mads up. If a diromr continues
to fall behind, eommmding shortagn, one or anothﬁr ar tho cntorprin'a watche
dogs will donounce hip to higlwr authoritiea snd roccivq oredit for uncovering

- an nnsmry acandal. '

”‘App"" ve 'Fo Release 2002/07/29 : CIA- RDP80801676R0035000800143 s
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Impelling as it was towards

B mjdr goel, this incentiva system had

BDM-,PX‘MOUBIS pei.d acloly for fulfilling physical productian
. plans are boing dnmummd.

2, To stismulste research and development on new high-g

“"?‘aoqnipment, w cocts on such mchinea, until thcyk # 1:\rrl:o
series production, m no longer paid by the entarprue doing the
dovelopmub work. All these npemu now come out. of . spacul

. fund, adminiatered from the center at Mcov. ‘!h:\.a nhould W
the effect of reducing prices on new oquipunt, as well as sti.\mhting -
itse doyolopmnt. and prodmtien. o ‘ | - o

3, Large bomea are mw uutlable to rward phht persomdl who |

- are directly conmotod with what 1s onllod "croatien nnd imeduction"
of new technolow. ~ ciso of t.hc bonuses is eoqmtpd by a com~

| ‘plicated neaaurmnf of. cocb roducbion aohiev-d t.brauw introduotion

of new technology. Snvinga are comxtod in tho plaut mld.ng the

innovation, und auownnoo is made for savings ouwhm 1:! otha'

facilities where tho inmvation ‘can bo adcptcd.

Lo Bonuaea are now ‘peid quarterly instead ot nonthh to reduce
end-of-month pressures and borrouing from future production.
Se At least 20% of a plant's retained earnings, called the

"enterprise fund," must now be spent for t.he in‘brodnction of naw

N bochnology, modernisation of nquipuoub, otce .
Appro ed/For Release 2002/07/29 CIA-RDP80801676R003500080014 3
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M‘ &mtim to pronot.a groater tochmlogical adumt ml '

effioiuﬁ»pp ,)_
expect

mortant as they sre, are not the end ot c’ j

. come, as the Soviets strive for increased efficiency to '

' economic growth. ﬂhile it 1s alwawa hazardoun to rorecast, it cppura
41 ,m 8¢viot«a are on the. right. track m ths ma:}qr ovorhaul ot n-thods ;

managn'm ' caupcnsation.

The mmnn m industry, which bave worked rsuambly am and which

1: corrected as mmwplttod will work oven bott.er, arc not reflectod is.

sgricultare. Agriculture has been the nup;y dnckling" 1in m_;g e
’m nis r.u;‘ |
 the aat.utmmf; ot‘ ontright owmrahip has mt been reflactod ad all in tho

sﬂw. ecomnic arive. There is an affinity bu‘bmn\\hhc farmer

' Savist systen of collectivisstion and the Soviets have paid & price for ite
A nnn will work eonuntodly on the producticn 1ine and ‘accept his pay u full
conpensat.inn for hia uhor; a farmer uho tills the coil lmich bolow toa .
State coepcrntin finds um.o inoentivo to. increm or mmuc in prod\mt:lon. ’
So, the farm coubimu to be a h.adacho for Hr. Khruhoh.v and the ststutica
"‘wcm » breakdown in the incentive system, By way of evidence, the Soviet
Unionenployaubmztnmtimaummkmouthfamum&m |
the u.s. and producu one-third less in ternms ef valnt than do wve, We cu
concludo that Harx md lenin htw m‘b holpod mh 1& ﬁht field of agrisulture.
Turaing bri.oﬂ.y to tho profcuim, t!u inoenti.m dLrfer vu'y larsoly .
between differeub branches, Soviet udical and 1.@1 profouiom onjoy -m.m
| the social status nor the income advantages of -r,m oounmwu in the U8,
But 28 a lawyer, I regret to have to add that thi! 10 mmo th-n profo-mu
are considered “non-pmdnot.in" pursuits in the somt Unioa It is no oolin-
cidence that the Soviet Jeadéra have offered a spoehl incentive to women m
the professions, m«-qu-rtors of Soviet doctora snd phy-as.cim are women,

(MORE) .
ApproVed For Release 2002/07/29 CIA RDP80801676R003500080014 3




thc cause. of Communiqn)both in the Soviet Union md throughout,i e world, m '
Soviet .’mwders seem to have acquired a koen sanse o.t‘ mt is mportant. for !
t.hase purpena. They have long neglocted the creature canfarts of ﬂhir
B ":aitiunn in order o pour their resources into the ouential

 of strong industrhl and military power and they han indneed thei?’zc‘:itizm B

.a"oo accept this decision, We should clou'l.y recogniu t.h: exbemt- of their: i

‘ ',‘mccou. Whatever the excesses ot their promgandt, they ca.n right.mm
truly remrkable 1nduatrial and scientific accomplistmontn. '

Wn do. not accept- thoir visw that },/omim is the: wave ot the future.
o Hmver, this is zmir conviction; this 1s their inoentin for action; this
is the basis for thoir domestic and foreign pol:leiu 3 md this is the nature of

the- t.hroa‘& and tha challonge which they ﬁ@resen’a,‘

I wendez if we ‘are ae clear 4n otr own: minda aboﬁt ‘our 1ngentim as they
are about thaira? ‘!‘he free world does not have i npnolithic un:lty. We do not
gear our industrial machine to compete in a atatixt.tcal race uit.h the Communist

‘world, We do not try to inpou our phuhica syatan on others, Each of us has
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 wome—sense—s# conviotionsabout the 1de ' rroodom, democratic institutions,

md m“dunity of ‘the individual whidkendy VﬁfY semewhal Yrom thoce of our “2‘9“\”“‘

t.ime, We seem d.dioated too nueh te m ereature conforts, too

little to the' advanoemenb of the grut prim.ipld s.. In November of 1959

i ;,

o S

o christian Herter, w‘ao wu then Secretary of State, udo an eloquent address

*bhc. Foreign Tndn Cotmcil, pointing ogt the atakns, the imontino, md the

. He saids
fﬁi M“l, of late, been too abeorbed, I feol, m uhe nere enjaymnt
..oof a proapwm m- bohi.ml dmr Mom curt.ain of nuclear powers, e

uust rnlimo inzﬁo;d that the fateful oompotitiou Hi‘bh Ommim hu
:amoa a first cmn on the snergy and j.nteraa*bl of us -11. nm |

'snbordimtinz om' private interests to tho parnb\mt pnblic

1nt-erest. It alno mans using our economy leas for th- thinga vhich
do not roally mtt.r. and more zor th. things vhich do - rcr tha uses

g )wbich would trun and infom our mindn. pronote the hulth of our
society md bup om' country free. |

More racently, em Presidont w:w ‘the mrican smmy of Newspaper Editorss
The neuau of Cuba, hoa, M‘ thn rising din of Coumniat 'mion

in Asia and Latin Auricu == these nsuges are all the same, Tha
oomphcant. the nlf-indulgont, tho aoi‘t socic‘bi.u sra ‘about to be
swept ua.y with ths dnbrie of hiatory. Only t.ho ltmnz, on_ly the
industrious, only the deterninad, on.‘l;y the com'moua s only tho

- visionary who detersine .the real natura of our aty\;gglp can posaiﬁly
e A - ;

The business mmw ‘knows perhtps better than anwtmo elae tha state of our
econony, the proport:lon o:t‘ cur effott as divlded bomn our ngtional security
nnd our own comforts, and it is for him -= as it u £or all of us -= to

. rcexmim what our true incentives ahould ba in these c:itical dayse
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1ntentim and oapabm&av o They -

cally, but thor m going to use

consumr:, the mjgr thruat of theiii'

imrd apeoiamed 1nduat~rial, military, and national pmr goals. The major

i W | Conparisans men grpsa natioml produc’ca or indicoa of mdnétrm proe
Mion are not- the mpcrtant consideration. " Our concem nust. bq with the

. nsas to whioh :Lndm!trial st.rength 18 p\tb. '
The tm unsure Qf our rel;tive pover positiona in tho final .malysia

dlpends on what m 40’ to defend our national security and. to advance the cam

of freodm here and throaghou‘b the world,

’*nuo;l
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SUMMARY OF REMARKS
by
ALLEN W. DULLES
DIRECTOR OF CENTRAL INTELLIGENCE
at
Thirty-First Annual National Business Conference
. HARVARD BUSINESS SCHOOL

Boston, Massachusetts
9 June 1961, 7130 P.M. (EDT)

WINCENTIVES IN THE SOVIET UNION®

I was honored to receive your invitation to participate in the 1961
National Business Conference and to visit again the Harvard Business School.
I can testify from personal knowledge to direct and specific benafits which
we in gbvernment have received both from you in business and you in the
academy.

The Agency which I represent has been improved by close association
with tho Harvard Business School. Members of your faculty have visited
our Agency, and we see to it that our senior executives seize their oppore
tunities to enroll as students in the school. You have added to our incentive
to improve management in a type of work which defies the ordinary rules of
orgenization,

Incentive, the dictionaries tell us, is that which incites to determina-
tion and action, that which moves the mind or stirs the passions,

Incentives spring from two main sources. They are either imparted from
without or engendered from within the individual.

External forces give incentive, A great crisis stire men to action.

A war incites us to deeds of courage and exhibitions of fortitude. Leaders
of men, in free societies, in Government or in private life can also gain

dominion over men's minds and becoms the incentive force that leads to
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action. Dictators can also do this on a massive scale.

And then there are the incentives which come from within us =~ ambition,
religious fervor, the urge to reach for fame or fortune, to creats, or to
build, It may be an edifice, a work of urt.,‘a piece of literature, an .
invention, A business enterprise, & career.

In an open, free society, in a government of the people, and for the
people, it is from the individual that the major incentives spring.

In a closed society, the individual is forced to look primarily to the
dictator, to the leader, or to the State, But even here individual initiative,
‘though restricted and often canalired by Government, may play & role,

Not many years ago we saw the strange and sad phenomenon of & great
country and a great people whare a mad dictator, Hitler, took hold of the
people's minds and molded a controlling group into blind obedience to the
state. Individual incentive was lost in the image of the state. Their
bible was Moin Kampf because a written charter can help to serve as the .
instrument for inspiring and controlling incentive.

In the Soviet Union the major incentives are derived from the dictates
of the state. |

True, as contrasted with the old Stalin days, there has been some
relaxation under Khrushchev, The framework is more ample, But it is still
the state which is the major element in providing and controlling the
people's incentives, Here, too, they have their doctrinal literature,
starting with the works of Marx and Lenin and, until his degradation, the
teachings of Stalin,

2w
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An eminent student of Soviet affairs, Philip E. Mosely, writing in

the April issue of Foreign Affairs, puts it this way:

"The picture of a Soviet system that has chosen, or been
2 driven == to abandon its police controls and to leave the way
open to all kinds of initiatives welling up from below is & most
appealing one, but one that can hardly stand the light of Soviet
day."
But the Soviets are showing some degree of pragmatism and flaxibility.
Take the case of lLysenko, the notorious geneticist, whose theories have long
been ridiculed by Western scientists and even by some of his Soviet
colleagues. Khrushchev had this to say of him:

"ILysenko is & narrow, authoritarian, sectarian individual
who wishes to impose his scientific doctrine on everybody by
sending all those who don't agree with him to Siberia. He's an
impossible person., However, I prefer a bad character ﬁho can
grow wheat to a good character who can't,."

Khrushchev has recognized that politics can not dictate the findings
of the scientist. But while the scientist may be free to expound the laws
of acience, he is not free in charting the course of his conduct. There
must be & conformity with the needs of the state,

In order to mold the Soviet people and to supply them the incentives
to contribute to the growth of the Soviet Union, there are a series of
incentive~creating principles which the Soviet leaders, and Khrushchev in
par@icular, teach. |

The first, and possibly the most important, is the doctrine they
preach, of the supremacy of the communist way of life, Comuwuniem they

- 3 -
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portray as the wave of the future, We will bury you, Khrushchev says to
the rest of us, but not physically -- merely by evidencing the superiority
of our éystem, the decadence of yours. As capitalism took over from
feudalism, so communism will take over from capitalism, he preaches,

Second, Khrushchev preachss that communist society has found the keys
to industrial and scientific progressj; that it is moving ahead at a faster
rate than its great industrisl rival, the United States; and that in the
course of a decade or so it will surpass us in the actual value of its
industrial production, Meanwhile, the Soviets claim leadership in space,
in ballistic missiles, and in certain other fields of industrial endeavor,

And finally, to maintain communist growth, Khrushchev enjoins each and
every Soviet citizen to play his part in the manner and form dictated by
the state, He must devote to the state the product of his mind; the fruits
of his toil., He must help to overfulfill the economic plan goals,

When Khrushchev visited Los Angeles in September 1959, he engaged in
8 brisk debate with one of his hosts at a luncheon., The issue was as to
who had come from the humblest beginnings to the highest place in 1life and
society. In the course of it, Khrushchsv called on the Chairman of the
Dnepropetrovek Economic Council to rise and take a bow, He pointed out that
this official administered huge metallurgical plants and chemical factories,
A third of the ore mined in the Soviet Union comes from his region. No one
in the United States controlled so much wealth, he said, '

Khrushchev went on to say that this official pésseases nothing except
the pants he wears. All the rest belongs to the people. However, Soviet

officials do possess great power as well ao~panta, and power is a tremendous

incentive to the ambitious Soviet citizen.

ol =
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There are other built-in incentives to the Communist schems of things.

The Soviets were the first to develop the idea of the fi?e-yaar plan
with an indication of ho; much should be produced each year. This makes
each industrial worker a kind of partieipant in the race to see that each
year's goal and the total is over-fulfilled,

In effect, every Soviet worker is taught to feel that he is an integral
part of this great 1ndustri§l marathon between the U.S. and the Soviet Union.
Travelers to the Soviet Unién report that on cowbarns in various parts of
the USSR the slogan "Beat America" is inscribed.

| In a free society, we do not attempt to gear our industrial production
to that of any other cquntry. It is largely a response to the demands of
the market place; what the people may desire to acquire to advance their
standards of living.

- In addition to what I have been describing as the overall popular
incentive to help realige national goals, there are managerial incentives
applicable to industry. The nature of these incentives has been a matter
of unprecedented concern in the USSR over the past two years,

It is quite clear that Soviet political leadership has succeeded in
devising incentives which bring capable managers to positions of key
responsibility even though, in the Soviet Union, the politicians do not
trust the business managers. To help control them they have established
elaborate controls and checks on enterprise heads which are undér the
supervision of local Communist party types. These include: the setting
of detailed production targets; the allocation of raw and semi-proeeased

materials; the control over manpower; the allocation of investment fund;;

- the control over prices; and the monitoring of performance,

- 5 -
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The Party sees to it also that the managerisl class is very well.paid
by Soviet standards. Indeed the differentiel between the average worker's
wage and the manager's t&tal income is probably wider in the USSR than in
the U.8. This is not, of course, sdvertised and mueh of what the successful
manager receives are the fringe benefits in the form of an apartment, a '
country house, the use of an automobile, travel and expense accounts and
the like. )

Until quite recently, éhe major criterion for the compensation of
business managers in the USSR had been the fulfillment of physical output
goals, assigned to the plant by central authorities; This has meant, and
it has been one of the difficulties of their business organization, that
costs of production havp, for too long, been relatively unimportant to
Soviet managers. They have operated under conditions of a perpetual seller's
market with emphasis on physical volume of production.

In the Soviet Union there is no question of price competition aince'
the Soviet government is the sole purchaser for the vast majority of the
Soviet production. Quality has, until recently, been too much neglected,

For example, the ;utput of shoes by Soviet factories has not been in
a quality competition with shoes produced by any other factory. Speaking
of shoes, in October 1959 a letter to a Moscow newspaper signed "Soviet
citizen" said that the writer was more interested in new shoss than he was
in Sputniks or TU~-11h airliners, He said that as far as transportation was
concerned, he was perfectly happy to ride the strestcar. However, he pointed
out that his only pair of shoes was four years old.and that they wouldn't
have lasted that long except they were a Western brand, The MoScow newse
paper printed this letter calling the writer & slug and an earthworm, who
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was incapable of understanding the higher flights of the Communist way of
life.

As a matter of fact; one of the difficulties the Soviets have been
running into in connection with some of their foreign aid programas is the
- fact that the goods delivered under these programs =- I am not speaking now'
of military equipment -- have in many cases not been up to standard,

What I have said here gpplies chiefly to the consumer goode area of
their production and light i:ndustry. Their ablest managers and skilled
vorkmen are largely reserved for their heavy industry, particularly in their
defense programs,.

I wish now to turn briefly to the political enviromment in which the
Soviet manager finds himself, .

In the final analysis, there is only one industrial corporation in the
USSR ~= the Soviet State. This monolith, through the hierarchy of administra~
tive organs, is an industrial giant whose employees number one-fifth more
than the total number of workers in all manufacturing plants in the United
States, '

The chairman and members of the board of directors are the chairmen
and various deputy chairmen of the Council of Ministers. In effect s the
stockholders of the corporation are members of the Communist Party of the
USSR.

It 1s no mere coincidence that Mr. Khrushchev is both chairman of the
board and majority stockholder, in his dual role as Chairman of the Council
of Ministers and First Secretary of the Communist Party. Furthermore s &t

the highest levels, a duality of individual roles in party-state positions
ie the 1ule rather than the exception,

: -7=
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In spite of recent gains in living standards, the ordinary Soviet ]
citizen still finds himself essentially the residual claimant on output
allowed him by the Party leaders.

The highly advertised "Communist Man" == one Wwho gives according to
his abilitles and receives according to his needs -~ has yet to appeafL on
the Soviet scene, Until he does, it is the principle of material gain that
is applied as the primary motivating force for the Soviet managerial class,
Salary scales are fixed by't..he USSR's State Committee on Labor and Wages
in consultation with «- believe it or not -~ the All-Union Central Council
of Trade Unions.

Salaries are set first of all on the basis of importance of a particular
industry to State. This means the major financial rewards are in managing
heavy industry and militery facilities, not consumer éoods plants. Thus,
sélariea are much higher in coal, metallurgy and machinebuilding industries
than in food and textile plants.

Pursuing higher income and prestige, the Russian plant director, like
the American manager, will strive to move from a small plant to a larger
one, from a low-priority industry to one of higher priority.

Or the plant director, being a member of the Communist Party, could.
seek advancement in industry through Party channel advancement. He might,
for example, be appointed to the strategic position of Secretary in one of
of the regional Party Committees. |

Besides earning his salary, bonuses, expense account, car and
preferential housing to which I have referred == the Soviet mag& has

other concerns which affect his advancement.

8 e
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The Soviet manager has much more responsibility for his workers than
does his American counterpart. He controls schools, housing, rest homes,
and part of the food aup;;ly of all the workers in his plant., He has,
justifiably, a strong sense of paternal power,

In addition to many "carrots," the Russian system of incentives for
its managers aiao includes a number of "aticks." If a manager fails to
perform as expected, not on;ly. does he lose his home, but also he can be
fired, de;noted, or reassigne.d to a job in a less important plant,

If failures involve violations of the law, and they are quite likely
to, he can be fined or imprisoned. He can also be expelled ﬁ’om Party
membership, which would mean the end of his career as a manager,

Khrushchev made this plain at a major party meeting this January.
Responding to a question on what to do with Soviet executives who concoct
:lx;flated figures and fake statistics, he said,

"Out of the Party with them. These people are not

Communists, they are hangers-on .... and should be punished.

eve If we don't restore order, the plans will be statistically

filled but there won't be enough products. As is known, you

cannot make pancakes out of statistics.®

Although an unsuccessful Soviet manager is not likely to be sent off
to Siberian forced labor camp these days, penalties for failure under f.he
Soviet system are more severe than they are under ours,

Yet plant managers do occasionally manipulate output and inventory
data even at the risk of stiff jail terms and the ruin of their careers,
There is plenty of evidence on this practice printed in the Soviet press
almost daily. Why do Soviet managers take such chances?

-« - .
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Basic reasons ares (1) cenﬁrally detarmihed plant production goals
are set very high, ands (2) a director's best efforts to meet goals are
often frustrated by the failure of suppliers to deliver necessary matqriala.
He takes & chance with a hope of being able to "eateh up" in thea next
accounting period. ’

As long as a production enterprise is functioning reasonably well, the

great variety of political "watchdogs," which are always stationed right

" in the factory, look the other way. If a director needs to "borrow" a few

per cent of next month's expected output to meet this month's plan goal,
they allow him legal elbow room. But borrowing must be made up, If a
director continues to fall behind, compounding shortages, one or another of
the enterprise watchdogs will denounce him to higher authorities and receive
credit for uncovering unsavory scandal,

The key question for a Soviet manager is, how much did you turn out
last month, not how much profit did you show?

Impelling as it was towards maximiszation of output in the USSR, still
a major goal, this incentive system had some built-in dis-incentives. To
earn bonuses, managerial actions taken were not always in the best interests
of the State,

About two years ago the Central Committee of the Communist Party took
up the whole question of efficiency in industry, and last July they decided
upon a number of specific reforms which are now being introduced. They
include:

1. Bonus arrangements for plant managers are now tied to
reducing production costs, and in some cases to quality of

product, Bonuses previously paid solely for fulfilling physical

w«-]l0e
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production plans are being discontinued.

2. To stimulate research and development on new high per-
formance equipment,.all experimental costs on such machines, up -
to the stage where they go into series production, are no longer
paid for by the enterprise doing the development work. All these
costs are now paid for out of a special fund, administered from
the center at Moscow. 'Thia should have the effbct of reducing
prices on new equipment.., as well as stimulating its development
and production. ’

3. Large bonuses are now available to reward plant personnel
who are di;ectly connected with what is called "creation and
introduction™ of new technology. The size of the bonuses is com= ': -
puted by a complicated measurement of cost reduction achieved

o through introduction of new technology. Savings are computed
not only in the plant making the innovation, but also allowance
is made for savings elséwhere'in other facilities where the
innovation can be adopted.

L. Bonuses are now paid quarterly instead of monthly to
reduce end-of-month pressures and borrowing from future production, |

S. At least 20 per cent of what is called "enterprise

fund," which essentially is a plant's retained earnings, must

now be spent for the introduction of new technology, modernization

,Lof equipment, etc.

These incentives to promote greater technological advances and

‘managerial efficienciles, 1mportant as they are, are not the end of

changes, We can expect that there will be other measures introduced next

-ll - .
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year and in years to come, as the Soviets strive for increased efﬂcie'ncy
to promote a high rate of econond.c growth, '

While it is always t'mzardoug to forecast, it appears that the Soviets
are on the right track in the major overhaul of metheda of managerial
compensation.

The incentives in industry, which have worked reasonably well and
which if corrected as conte.mplated will work even bettear, are not reflected
in the field of agriculture; Agriculture has been the "ugly duckling" in
the Soviet economic drive. There is an affinity between the farmer and his
farm; the satisfaction of outright ownership which ﬁas not been reflected at
all in the Soviet system of collectivigation. A man will contentedly work
on the production line and accept his pay as full compensation for his work.l
. A farmer who tills the soil which belongs to a State cooperative finds
l:i;ftle incentive to increase or economize in production. In any event, the
farm continues to be a headache for Mr, Khrushchev and the statistics in&icate
a breakdown in the incentive system.

f'or example, the Soviet Union employs about seven times as many workers
on the farms as we do m the U.S5. and produces ons-third less in teﬁns of
value than do we.

In any event, we must conclude that Marx was ‘not mich of a farmer and
the principles of Marx and Lenin have not helped mmch in the field of
agriculture.

Turning briefly to the professions, the incentives differ very largely
between different branches. Soviet medical and legal professions enjoy
neither the social status nor the income advantages of -their counterparts
in the U.S. But as a lawyer, I regret to have to add that this is because
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in the Soviet Union these professions are considered non-productive pur-
suits in the Soviet terminologye.

The Soviet leaders imve offered a special incentive to women in the
professions, Thres=quarters of Soviet dostors and physicians are women.
This compares with just over five percent in this country.

About one~-third of the lawyers in the Soviet Union are women, In this
country it is less than five percent.

I willingly grant that-women have special skills and talents in these
fields, But the fact remains that the e.xtensive use of women in these
professions and in the more highly paid teaching profession, does free men
for work in priority Soviet defense and heavy industries.

Some reforms in the so-called non-productive professions are in prospect.,
I understand that a new wage scale will give them some more income during
t};e coming year, .

In spite of what might seem to be serious defects in the incentive
system that prevails in Soviet economic 1ife, these are perhaps less
important to them and for us than their overriding incentive or goal to
produce to advance the cause of communism both in the Soviet Union and
throughout the world,

The Soviet leaders seem to have acquired a keen sense of what is
important for these purposes. They have long neglected the creature com=
forts of their citizens in order to pour their resources into the essential
underpinnings of strong industrial and military power and they have
induced their citizens to accept this.

The extent of their success should be clearly recognized by us,
Whatever the excesses of their propaganda, they can rightfully claim truly

-B.
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remarkable industrial and scientific accomplishments,

We do not accept their view that communism is the wave of the future..
However, this is their c;:mictiong this is their incentive for actionj this
is the basis for their domestic and foreign policies; and this 1s the
nature of the threat and the challenge which they present.

I wonder if we are as clear in our own minds about our incentives as
they are about theirs? Th? free world does not have a monolithic unity.

We do not gear our industri;;l machine to compete in a statistical race with
the communist world., We do not try to impose our political system on others.
Each of us has some sense of conviction about the ideals of freedom, demo~
cratic institutions, and the dignity of the individual.

At the same time, we seem dedicated too much to our creature comforts,
too little to the advancement of the great principles, In November of
1559 your former Governor Christian Herter, who was then Secretary of State,
made an eloquent". address to the Foreign Trade Council, pointing out the
stakes, the incentives, and the challenge. He said:

"We have, of late, been too absorbed, I feel, in the mere
qnjoyment of a prosperous life behind our defense curtain of
 nuclear power, We must realize instead that the fateful com-
petition with communism has placed a first claim on the energy

and interests of us all. That means subordinating our private‘

interests to the paramount public interest. It also means

using our economy less for the things which do not really matter,

and more for the things which do == for the uses which would

train and inform our minds, promote the health of our soclety

and keep our country free,"

«1 -
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More recently, the President told the American Society of Newspaper
Editors: |
"The message oi‘ Cuba, Laos, of tye rising din of communist
5 | volces in Asia and latin America == thase messages are all the
same., The complacent, the self-indulgent, the soft socleties
are about to be swept away with the debris of history. Only the
strong, only the 1ndu§§rioua s only the determined, only the
courageous, only the v:l..siona.ry who determine the real nature of
our struggle can possibly survive,"
You here tonight know perhaps better than anyone else the state of
our economy, the broportion of our effort as divided between our national
security and our own comforts, and it is for you == as it is for all of |
us == to reexamine what our true incentives should be in these critical days. .
o 'Let us make no mistake about commmist intentions and capabinties;
They are not about to inherit the earth economically, but they are going
to use the period of so-called coexistence to carry out their political,
economic and subversive plans and thus endeavor to expand their power and
also to advance their prestige in the world., Even if they do make mo:;e
concessions to the consumers, ths major thrust of their economic develop=-
ment remains directed toward specialized industrial, military, and national
power goals, The major thrust of our economy 1s still directed to production
of consumer goods and this adds little strength to our national security. |
Comparisons between gross national products or indices of industrial
production are not the important consideration., Our concern must be with
the uses to which industrial strength is put. '
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The trus measure of our relative power positions in the final analysis
dependa on what we do to defend our national security and to advance the
cause of freedom here and throughout the world. _ .

* # ¥ »
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