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0. Introduction

Managerial activity in industry and enterprises has been developed
25 an immediate condition of social division of labour and large-scale
production. The main task for managing the individual enterprises as well
as the whole industry-under socialist conditions of production-is, there-
fore, o coordinate social produciion process based on a social division

of labowr,

The direction of production and reproduction process represenis an
absolutely aecessary pregequisite for a continuous and econonic production.
This demands th & managerial activity and structure of management have to
correspond to these main tasks of direction of production. =y .

Before speaking, however, about the system of managing the industry
and enterprises, we have to explain the main functions of coordinating
the production process in more detail, It is not just a2 simple coordina-
tion that is required. Halhave rather to guarantes asabsolute conformity
in the discharge oft&uties which are directed at realizing the uniform
object. Managing in socialist industry aims, therefore, at including all
the individual workers as well as the working teams in this process of
managing. That means, it is one of the important duties in managing so- -
cialist industry to enable working people %o develop their creatiwe fa=-
culties and talentssin connection with and in favour of a ratiomalized
organization of production process. Such arrangements have to be made that
will stimulate the motive power of workers in order %o achieve an economic
thinking based on the harmony of social and individual interests, In
this direetion, socialist managing differs mainly from management under

capitalist relations of production.

" 'Mopeover, the management of socialist industry is quite different
from the management of capitalist enterprises as socialist leading is
directed at making all levels and aspects of national economy the subject

of conscious social activity.
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These uniform and different *tasks of capitalist and soclalist managing
have always to be kept in mind when reading the further explanations on
management of industry and enterprises.

1, Egoromic basis of socialist management in industry and enterprises.
The system of management depends, as mentioned above, on the orga=
nisation of production and reprocduction process in industry and on the
relations of production given. These relations of production result, in
turn, in a special position of industrial units, i.e., enterprises, asso-
ciations etc., within the national economy. This position determines de-

eisively the tasks, organisabion and gtructure of industrial management.
A 3 £

If, therefore, anybody wanits t¢ analyse a special system of industrial
management, he will be foreced to study the relationz of production or owner-

: : The sl St .2 : . )
ship and economic positlon of the respective industrial uniis.

What's to say about ithe sconomic position of public enterprises and
associations or organizations of public enterprises within national

sconomy?

1.1 Bconomic position of public industrial entergrises

A public enterprise as en industrial unii, selfesustained in the field

of production technique and economy, mugt be characterized by a high degresa

of authority on its own . Tha® means, all the workers and the managerial

personnel of an enterprise are responsible for supplylng a large volume of
products at low cost according to the needs of national economy. These
products are expected to c@rrespond to or to determine the world top level
in the scientific—techunical field. This aspect of managerial activiiy is
based on information about home and foreign trade; scientific~technical
development, activity of competitors, etc. These informations have to be
callected in closzse collaboration between enterprise; azscciation or orga-—
nizations of publi#&y—ownad enterprises, and organs of home and foreign
trades,

»
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For carrying through the production process according to the tasks
mentioned, the enterprise has to dispose of its own material and financial
funds, These funds form the basis for its economic activity and they are
used on its own authority within the scope of the plan. The respective
members of the managerial personmnel as representatives of the enterprises
and, there-by, the enterprises as a juridical person, are legally and eco=-

nomicly fully responsible for their activity.

The enterprise itself is responsible for the sale of its products
and for the supply with material, equipment, etc., by means of commercial

contract

n

L 3

In this field, the central direction by the state is limited to the
delivery of relatively few and usually rather condensed figures derived from
the national economic plan., The central figures. concern, for example, the
production volume of a few important products, the volume of commodify pro-

duction, production cost and returns as well as investments and state~di-

~“rected activity with-in the field of scientific and technological develop=

.

ment.

It should be noted, however, that the degree of authority, the in-
dividual industrial enterprises dispose of, depends not only on the in=
dependence in the directive system, Above all ,.two other aspects are of

importance for making independent decisions, These are:

a) - the effectiveness of economic stimuli that induce activity of the
enterprise, and the relations between these stiumli and the plan,
b) the problems with regard to investments. |

Ad a) Central authorities, for example, have to take into consideration
that fixed prices which do not correspond to the amount of socially
necessary labour expended will have positive or negative effects on the
assortment and volume of products provided by the national economy. If
so, it will scmetimes be necessary to counter such negative impulses by
ceatral instructions,.uThis, however, can rapidly result ;n a state of
affairs in which the scope of decisions that can usually be taken by the

enterprise is going to be limited.
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Ad b) The second aspect concerns the effective degree of the enterprises
own authority as for the supply of means of production in ratio to the
demandg 1e€s 0 certain materials and equipments. The right, for
example, t0O decide independently on investments will become a farce if
the equipment needed cannot be bought on the market., It depends on the
whole system of managing the national economy what degree of independence
the individual enterprise will hawe in this field. 1In any case, it has
to be aveided that the handing over of rights to an individual enter-
prise will practically bte cancelled from one day to the next according

to the economic situvation,

Moreover, the individual enterprise represents the main link in the

comprehensive system of managing socialist national economy.

According to the principle that every question has to be desided where
this can be done expertly and to the best benefit of national economy, the
individual plant bears high ecomomic and legal responsibility., The pyra-
midal set-up of state smthorities easures, on the other hand, that the eco=-
nomicly decisive problems are centrally determined. These are problems and
questions that decide strusture and development of national economy as, for

' examples

= the distribution of investments for expanded reproducticng
- the direction of large investment projects,
- the main features of scientific and technological development,

the development, i.e., training and distribution of manpowergetc.

Decisions on these questiecns have to be based on strict definition
and careful evalution of the interests of the natioral economy.as a whole.
All the other problems, that means the entire managing system of socialisi
industry as to current affairs and to the implemention of these tasks, is
based on 2 high degree of economic independence of the individual entere

priseo

Bubt, both the position of an enterprise within national economy and

the administrative mechanism of industry are not only determined by relations



L

(5)

between enterprises and superior authorities. They are, simultaneously,
determined by the character of relations befween individual enterprises and

other institutions.

There are, in ggneral, two kinds of relationss :
i, the correlations between supplier and consumer of products and
services,
2., relations between enterprises belonging to the saﬁe industrial

branch.

The correlations between supplier and consumer of products and services' are
te be carried through- to@%rowing extent—on a commercial basis. That's %o
say that state authorities make use of the conditions of commodity pro-

duction so as to organize the reproduction process with a minimum of imme=-
diate state intervention, because commercial relations between enterprises

are giming at tackling jointly the economic tasks.

The system of collaboration is supported and coordinated by central
state instructions. The balance of demand and supply shows, for instance,
possible disproportions. They can be straightened out by means of investe
ment, or if needed, by foreign trade organized by public companies. In this
direction, correlations between public or socialist enterprises differs diswe

tinctly from those between capitalist enterprises.

Correlations between enterprises belonging to the same branch and
producing similar or related products are .going to become more. and more
importance in view of the technical revolution, In m;hy cases, a speedy
introduction of new technique depends on the close cooperation in tackling
technical preparations, on an efficient concentration and spezialization of

production upon certain types of products, semi-products or compenents.

This represents an other expression so as to prove the necessary
implementation of the production principle. Consequent direction according
to the production principle will be achieved by combining the major public
enterprises of a certain industrial branch in an association or organization
of nationally-owned enterprises. As it renders impossible for any asso-

ciation or organization to lead directly all the seperate and often widely
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digpersed enterprises producing the same or related goods, cooperation of

these enterprises is organized by means of producer groups.

1.2, Boonomic position of associations of nationally-owned enterprises

In the past, the economic position of associations was subjected to
many changes. Thase changes were and are brought about by the development
of naticnal economy, by the improved qualification of managerial personnel,
andy last not leasty by the requirements of the effective introduction of
new technique into production. The process of establishing associations or
other forms of organizations of industrial enterprises reflects; therefore,
an objectively existing trend in the development of managements, i.ce., this
holds true under capitalist and under socialist relations of production as -
wall, Generally speaking, associations of publie factories in this direction

are partly comparable with capitalist concerns.

The partiad comformity as to the form, however, doesn't express any-
thing about the economic pesition and the contents of the management hy means
of associations or organizations, In recent years; the associations of enbtere
prises in the GDR, e.g8., represented more or less administrative organs
working on behalf of the National Economic Council. The respective departe—
ments of the assoclations distributed targets set by the National Economic
Council and collected the requirements of the enterprises. The expenditure
of the asscciations was paid by the state budget. In genaral; the asgo-
ciations had been without responsibility for the-activity of administrade

ively subordinated enterprises alfhough some instructions were given by them,

On the other hand, the development of science and technology forces
ue to lead the production process not only from the wiew point of cne
enterprise but from this of the whole branch. Thus, the redefinition of

the ecomomic position of associations became necessary,

The new economic peosition of associations has been drafted in cou-
nection with the new economic system of planning and managing the national
econonmy, It is characterized az follows:

L)= Cofs Memoo No. 495 of the JNP, Chapter 2,1
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= The association of nationally-owned enterprises represemts the au=
thority responsible for the whole reproduction process of the subor-

dinated enterprises.

~ The association is conducted according to the principle of eccnomic
self-gsupport (economic accountancy) and disposes of own funds (ma=-

terial and financial funds)e

= The agssociation leads the scientific and technological development
of the whole branch and determines, e.g. the introduction of néwly
developed products and technologies into production. Scientifie-
technical institutes for research and development are affiliated %o

the assogiation.

~ The association has to balance the plan~proposals of the single enter-
prises and is charged with elaborating a plan congerning the whole
branch, Supply with and demand for products and materials have to

be balanced within this plan=proposal of the association.

.= The assoeiation takes the lead in shouldering the responsibility for
fulfilling all the planned targets of enterprises, that means, as to
production as well as returnsi for the expenditures of the associa=
tion are to be financed by the returns of gubordinated enterprises,

it is materially interested in supporting them.

= The asscociation is charged with distributing those financial means
between subordinated enterprises remaining after having fulfilled
the state targets sets

—~ The association forms the centre and leading organ of the branch for
socialist competition, exchange of scientific and technological

experiences, and socialist teamwork,

- The asscciation leads the subordinated enterprises by means of
producer groups comprising all kinds of enterprises connected with
the production of the branch.

In summarizing the main features of the new economic position, we are

able to state that the associations represent a new type of industrial
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manggemneni, Their economic position corre&ponds to the menticned new tasks L
arising, As experiences show, the associations are able to meet the require- o

&

ments very successfully. This can be proved by the following examples,

a) By establishing producer groups, the assortment of production has been
brought in line with the productive capacity given., That means, the pro-
duction programs of the single enterprises have been redistributed in such
a way that those enterprises got the tasks which are able to produce the
products at the highest quality and at lowest cost. In connection with the
redistribution, assortments of products have been analyfed and technically

improved. (sbandardizstion of products and components.)

b) Another preference of newly established associations is marked by the
concentratlion of research and development, In doing so, it renders possible
to shorten the time necessary for developing and introducing newly developed
produchs and technologies into production. We are abie, therefore, larvgely
te avoid the intreductlon of technieally out-dated products and techunologies.

¢) The distribution of fina@cial means and materials is deciszely influenced
by the association, Sincegﬁgainst former times-the association is fully
responsible for the efficiency, investments are granted only if the ef=
ficiency, has been calculated in advance. Thus, enterprises will get
investments when proving thig efficiency for the branch or the national
.economy., In result of +this, higher returns per .unit of capital in-,
vested have been reached, :

This shows very obviously that the new economic position of associa-
tions of nationally-cwned enterprises within our managerial hierardry of
indugtry enables us to increase labour productive, production, and returns

for the benefit of the national eéonomy as a whole,

2, Main features of socialis?® management

2el. Manmagement by insiructions and economic incentives.

Management by instructions and economic incentives is closely cone-
nected with the new economic system of planning and managing in the GDR.
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It would be quite wrong, of course, to suppose that 1n the past years economic
activity of people in enterprises had been triggered off only by instructions

coming from the superior authorities. In the past gerlod, economic activity

was determined by instructions handed out from var%ous directive authorities,

on the one hand, and by individual or collective interests, on the other, A

wide range of personal activity within the scope of instructions has already

existed though there was a relatively stronger trend towards administration,
towards alreﬂ+ion by 1nstructlon, which was connected with a large expenditure
of paper. Such a system is not always suitable to develop economic axid
material responsibility at the various managerial level. In order to avoid
excessive adminigtrabion , it is necessary to use objectively existing eco-
nemic laws and their reguirements in such a way that helps to understand

every individual worker and every working team to what extent their efforts
contributes to the national economy. Furthermore, it has to be ensured that

the interestsz of collectives and workers coincide withk the interest of

national economy.

Tn the ideal circumstances, i.e., when prospective processes have bggm
car;ectly evaluated and when economic reserve funds are sufficient enough to
sompensate small fluctuations and deviations from the original plan, state
divection can be limited to the state=plan and effective utilization of the
economic levers. If the two systemsof economic levers are used properly,

only a very minimum of immediate central direction on details is needed.

There are, however, certain provisions to be made for such an ideally
working system of managing, This holds true, especially, with regard to
economic incentives and levers, i.e., price, wage, returns etc. The system
of managing has to allow exact evaluation of the efficiency of managerial
activity at all levels, while managerial personnel at all levels bear full
responsibility for their activity. This responsibility has to be defined
in such a way that there is no possibility for shifting the blame for de-
ficiencies from one person to another, The solution of this problem requires
some changes of organization in the system of planning and managing the
national economye. This shall be illustrated by an example.
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It was quite.a job in the past years to find out who was responsible
when deficiencies occured concerning the supply of goods for the home market. &,
The industry shifted responsibility to the trade organization, the trade

organization, on the other handldid,their best to make industry the scapegoate

7. :
As the responsibility of industrial enterprises and associations for the sale

S

of their products was limited, this tendency was actually promoted.

In order to change this situation, it was necessary to redefine the
responsibility of enterprises and associations for the sale of their pro-
ducts and for the production of saleable goods by means of legal instructions
and application of scopomic levers. For example, such figures of production
plan as commodity or market preduchion and sale have become more imporiance
than gross production, Granting-of-bonusses. for managerscharged with sale
and marketing has been bound with the sale of producis reached, Simul-
tanecusly, relations between trading organizations and industrial enter-

prises have besen put on a commercial basis,.

This example may serve to point out that the effective utilization of -
economisz categories of commodity production and the changes in the activity
of state authoritiag i.e., the accelerated transitfon to lead by economic
means, makes it imparaﬁive to delegate complete, but strictly defined,
responsibility to individual enterprises and their directorats, the asso-
ciations, and to central state authorities. By applying such sconomic
levers, mentioned above, enterprises and association have been forced to
establish and to ensure the conSistency of market investigation or investie
gation of demands, research and developﬁent of new products and technologies,
production, and the sale of their products. Both the economic and legal
responsibility of enterprises and associations have to be bound with this

new kind of economiz activity in socialist economy.

These regulations and the new principlss of price policy form the
basis for an increasing significance of such an econcmic lever as returas.
Nowadays, returns are one of the essential criteria of economic activity -
in secialist industry. This serves to establish and to improve a sorrest

gombination between economic activity of enterprises and asscciations and
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state regulations for securing the interests of national economy as a whole,
On the other hand, by means of a efficient use of returns by state autho-
rities, 1l.c.y 10 bind the granting of returns with reaching the aims of
national economy, for instance, detailed direction by central state autho-

rities can be replaced.

The ratio of immediate direction by central state authorities to the
utilization of economic stimuli, i.e., direction by economic levers, is not
only important for the relations between central state authorities and in-
dustrial enterprises. This ratio is also of exiraordinany significance for
the organization of management withiﬁ the enterprises themselves, In a
number of major industirial enterprises we have already atftained a correct
evaluation of the importance~ of seperate depariments. Their activity can
be improved again by handing over to them responsibility for planned cost
and the figures of economic efficiency. You will notice that this process
bears, although on a quite different economic basis, some analogy to the
internal management of capitalist enterprises and trusts, This serves,

= owever, under socialist relations of production, to reach an increasing
consistency of the working people with the interests of the enterprise and

national economy.

2.2. The problems of ' centralized and decentralized decision:mgking in manage-
nent :

It has already been stressed the principle that every question has to

be decided where the decision can expertly and correctly be taken. This
means practically that subordinated managerial levels must have a maximum
of scope so as to develop their own initiative within the rough aims set
by the respective superordinated authority. Actually, the degree of de-
centralization in decision-making depends, for the individual managerial
level and the whele organization of management, on quite a number of obe

jective and subjective factors.

- As a matter of factyit is necessary to react centrally when dispro-
portions and deficiencies eccur in one economic sphere or the other. Such
decisions are expected to secure that, for example, such goods or cther

elements of production process (materials,machines), for which exist an urgent
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demand, are directed to those enterprises and branches where they are most
urgently required, according to the needs of the national economye This
holds true ab present in other countries with regsrd to the employment of
iabour., Labour is very scare, for instamnce, in cur country. In conse-
quence of this, ceniral state authorities have to pay careful attention to
the distribution of lsbour regionally and with respect to the various eco-

nomic and non-economic branches.

In other countries, certain elements of disturbances may result due
to a insufficient stability of the foreign market, This influences the

ration between centralized and decentralized decision-making.too.

These sxamples should be noted only in order te show that objectively
existing facts have to be taken into account when the level for decision-
making is to be considered. If the level of desision-making is incorretly
dafined and determined within the managerial hierarchy, the result will be
that there are no repensibility and correct zelutiecn for the respective

problens,

Basides such objectively sxisting factors, there are, of course,
subjective factors, too. They affect the extent to which autkority for
decision=making is delegated from one level to another, That means, €.8.,
the capability of a director heading the respective department has also to
be considered, There is no reascn for teo many scruples about delegation
of decision-msking if the subordinated mansgers ave well-skilled and sup-
ported by superior authoritiese. Nothing will be more derogatory to the
whole managerial system than the existence of a director whe principally

lcoks up-on all subordinated heads of départments as failures,

The consequent decentralization of directive authority presuppeses
that hezds of departments at =z lower level are at the same time materially
and morally interested in solving the problems and tasks correctly. Di-
recting by economic means snd levers becomes an increasing significance.
Thus, it exists an inescapable need. for making‘salaries and income cf the
heads of dapartments in enterprises, of enterprises and at other managerial

level dependent on the efficisncy of their own activity.



(13)

203e Methods of socialist management

As mentioned in the introduction of this memo, the main differences
between capitalist and socialist management exist in the mode to practice
management. Direction of socialist industry means primarily leading of
collective groups of people. Thus, successful socialist managing requires
to understand the following problens:

a~ Which are the motive powers that inspire an extraordinary

performance and creative activity of working people?

b= Which are the laws determining the formation and development of

cellective groups in production process?

g= What forms the subjective position; of a leader of collective

groupsy, and what subjective abilities are required of him?

d=- What are the criteria for the quality of leadership that we
expect from a socialist manager?

These questions can only be answered if we proceed from the require-
ments and conditions of the socialist relations of production. They result
in the equality of interests and social position of the director, single . -
worker,and working teams. Socialist relations of production necessitate
and facilitate as well comprehensive participation of working people in
management of enterprises'and industry. This participation is expressed, .
for example, in the position of the social organizations of working people,

i.e., trade yniong; in the work of such special bodies like the production .. .

committee existing in our country in major plants. These committee contw=
ribute to and participate in soluting these problems concerning the entire

industrial enterprise.

This shows that the system of participating in management is widely
varied. It represents itself, furthermore, in such forms as. socialist
competition, as meetings dealing with problems of production; etc,

Moreover, the new relations of production are reflected in the powers

that motivate the actions of working people, Such motives are:
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- personal consistency, on principle, with the objectives of the enter-

prise and national economy,

- material interest in the resultz of the work exprezsed in wages being
paid ascording to the efficiency;

- the struggle to relieve the strain of works

-~ the endeavours to achieve higher productivity and, therefore, the in-

terest in implementing new technique into productiocn;
=~ the ambitlions of working people to diseover something that is news

= the pride of working people in the results of their individual or
collective activitys

-~ the ambition to be appreciated by and among the collective groups

= the example of the leader ard the aitmesphere in the collective group.

To make these factors fully effective, twe things are required:

1, Consideration of the laws that govern beth the formation and the
development. of teams and

2. proper leading activity by the socialist managers.

The manager is responsible for establishing uniform aims and for
developing a correct prospective within the scope of the department he
leads, He has to develop his own ideas on these problems and to prepare
suggestions, firstly, for consultating his collective group ang,secondlyﬁ
over against his superordinated authority. Furthermore, he has to coordinate
and to advise the efforts of the team, In doing so, he has to secure a
sufficient flow of information necessary for himself and the activity of
the members of the team. Furthermoresthe activity of a socialist leader
is considered to be a personal example in different fields like
reliability , loving order ,, theoretical training, etc. In this way s
he will encourage the development of positive standards, habits, and tra-

ditions in the life of the directed group of working people,

The authority of the socialist manager has, therefore, both an ob-

jective and subjective aspect,
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The objective aspect of his authority results from the fact that
leadership forms a function of collective vwork. Social large~scale pro-—
duction as existing in industry enforces one-man direction. The objective
aspect of the authority of a leader is further supplemented by the fact
that he has been commisioned by the socialist state. Thusythe leader has

become =z representative of the socialist state,

The subjective aspect of the leader's authority is formed by his
ability and his preformance, He has to realize the objective aspect and
authority in his daily routine work. He himself has to endavour to be
voluntary acknoledged as authority. Hence i#) follows, this subjective
aspect represents a demand that has to be met if the leader wants to be

successful .

Leadership in socialist economy is not based upon ownership or title.
A manager, tierefore, can acquire and consolidate his position only if his
activity earns him full respect of the teams he leads. The susccess of a
leader depends on his ability to use his positive qualities in practical
managerial activity. These qualities must be consequence and persistency
in his work, in preparing and taking decisions, high professional quali-
fication correspending to the scope and sphere of his activity, genuine
mutual confidence in his relation to people working with him, fare-

sighte&ness, and equability in his personal decisions, stec,

Practical managerial activity,in turn, has tc based on collective
consultatlons. It must be distinguished by respect for the personality
of every team member and confidence in the whole team. “Fﬁrbhsrmmre, it
must be distinguished by a clear definition of the “duties and el
high demands on their fulfilment by the individual worker and the team

as welle.

The reader will have noticed that there is a certain similarity to
scientific conceptions of so-called "Human Relations® spread in many
capitalist countries. But, at the same time it could be noted the dif-
ferences between “Human Relations® and socialist managerial activity. In
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socialist countrieg)we are concerned with making fully effective the ob-
Jective and genuine consistency between working people and leader. We

are not forced to reach a harmony of working pecple and leader by using ¢
above all, psychelogical means which is the sssential consequence of this
theory of "Human Relations®, This doesn't mean, however, to neglect scien-
tific results of research in the field of "Human Relations® in socialist
leaderships On the contrary, the results of scientific activity as to
social organization of working people in socialist and eapitalist coune-
tries argoéﬁbroughly studied for making them effective on the basis of
socialist relations of production,



