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Causes and Consequences of the East
European Revolutions of 1989

Ramnath Narayanswamy

The grand transformation in central Europe clearly proves the democratic impulse to be more enduring than
the socialist impulse. The latter appears to be in a process of dramatic breakdown while the former continues
to be on the ascendant, asserting its relevance and reinforcing its determination 1o exist in a unipolar world by

unambiguous!y conveying the message that it has not outlived its purpose.

This paper examines three separate yet interrelated issues—the factors that impelled the grand transformation
L] - . . .. - .

in eastern Europe, the nature of the problems involved in effecting the transition to a democratic regime based
in the market and the theoretical issues they raise in the analysis of comparative economic systems.

IT is customary in the social sciences to
distinguish between the appearance of a
phenomenon and its essence. The object of
scientific inquiry is commonly perceived in
terms of uncovering the essence by delving
into the tension underlying the complex rela-
tionship between appearance and essence. If
we restrict ourselves to the level of ap-
pearances alone, the functioning ot a ccns
trally planned cconomy as viewed by the
person in the street can be roughly sum-
marised as follows: there is no unemploy-
ment, yet almost nobody works. Despite the
fact that nobody works, the plan invariably
gets fulfilled. Despite the fact that the plan
is always fulfilled, the shops are frequently
empty. Despite the fact that there is never
anything in the shops, the refrigerator in
most houses is always full. Despite the fact
that the fridge is full, everybody is always
<u:plaining. Despite the fact that everybody
complains, the same people always succeed
in getting elected.’

It is perhaps appropriate to begin this
exercise by noting that this disparaging pic-
ture of daily life under a centrally planned
economy is not an exaggeration born out of
an ideological opposition to the socialist
tradition but is in effect a representation that
is actually firmly grounded in reality. Accor-
dingly, howsoever dramatic the dismantling
of Stalinist regimes in eastern Europe in 1989
may have been to the outside observer, it is
important to underline the fact that the seeds
of the collapse of these systems were present
in these systems from the very outset. This
is because there is an implacable dilemma
confronting every centrally planned
economy which causes the system to choose
between ideological legitimacy and
economic performance. It should be evident
to anybody tamiliar with the contemporary
;history of eastern Europe, that the com-
munist regimes of central Europe invariably
chose the former at the expense of neglec-
ting the latter. This resulted in poor
economic performance which every suc-
cessive regime attempted to offset by a series
of abortive ‘economic reforms’, none of
which were able to register any substantive
degree of success. Paradoxical though this
might appear, poor economic performance
(which can be described as an equilibrium
condition of the system’s normal function-
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ing) was not only rooted to the system itself,
but it also appears to have become a major
threat to the survival of the system.

It is nonetheless a matter of interest to
record that few specialists and observers of
Soviet and east European affairs were able
to foresee the grand transformation in cen-
tral Europe in 1989. Coming exactly two
hiundred vears after the French revolution of
1789, the democratic impulse has clearly
proved to be more enduring than the socialist
impulse; the latter appears to be in a pro-
cess of dramatic breakdown, while the
former—Ilong considered to be no more than
‘bourgeois deceit'—continues to be on the
ascendant, asserting its relevance in what
continues to be a deeply divided world and
reinforcing its determination to exist in a
unipolar world by unambiguously conveying
the message that it has not outlived its pur-
pose after all. The plethora of intrinsically
impressive commentaries that have appeared
in not only the Soviet Union but equally in
Lurope, United States and western Europe,
arc unanimous in their assertion that what
we are witnessing is nothing short of a vir-
tual collapse of the socialist order. They also

suggest—not without a certain element of

foundation—that the only viable alternative
confronting the erstwhile socialist economies
of the Soviet Union and castern Europe lies
in effecting a transition to a free market
economy. It is proposed here to examine
three separate yet interrelated issues in-
cluding (a) the factors that impelled the
grand transformaiion in castern Euarope,
(b) the nature of the problems involved in
effecting the transition to a democratic
regime based in greater or lesser measure
on the market mechanism, and (¢) the
theoretical issues they raise in the analysis
of comparative economic systems.

Rist AND FALL OF THE
uUroria

COMMUNISI

Western scholarship on the Soviet and east
European cconomies, especially those
studies that highlighted the systemic
imperatives behind the working of a
centrally planned economy that caused it to
be intrinsically incapable of delivering the
goods, has been replete with the notion that
the erstwhile socialist countries have been
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in a state of crisis. The unprecedented demise
of Stalinist regimes in eastern Europe in the
wake of Gorbachev's ascension to power in
the Kremlin in 1985 does indeed confirm in
a rather spectacular way, the fundamental
weaknesses of the economy of the Soviet-
type. Not surprisingly, the manner in which
the Soviet Union under Gorbachev began to
throw the economic and political mechanism
into virtual disarray and the corresponding
upsurge of the revolutionary tide in eastern
Europe in late 1989, have produced the
image of the socialist planned economy as
a crisis-ridden mechanism that is sooner or
later doomed to result in an unmitigated
disaster on the one hand and a reassertion
of the virtues of the market mechanism on
the other. This has understandably given rise
to the temptation to view the future pro-
spects of the Soviet and cast European coun-
tries as being contingent upon a tug-of-war
between the plan and the market in which
genuine issues underlying the current debate
such as what kind of market and what kind
of planning are either underestimated or
plainly and simply, ignored. It is perhaps
useful to recall what Michael Ellman re-
emphasises in a recent text that in the real
world, pure market economies or pure cen-
tralised economies simply do not exist. Not
only are they invariably impure, but they are
also necessarily mixed.® What matters then
is the nature of the mix: its durability; its
desirability and feasibility, all of which are
determined by factors that are not exclusively
economic.

Accordingly, despite euphoric assertions
of the triumph of ‘capitalism’ over
‘socialism’ (the extremely stylised use of
these terms makes their usage irrelevant), it
is necessary to bear in mind that the socialist
economies were successful in several do-
mains including growth rates, improvements
in living standards, health care and social
welfare.' A recent, even if outdated though
no less valuable, book on the Soviet
economy argues that if judged in terms of
the tension between equality and efficien-
¢y, the Soviet economic system can be said
to have been successful in accomplishing the
equality side of the bargain whereas it was
the efficiency side of the marriage where
things did not quite work out.* While it is
difficult to endorse such a hypothesis since
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there are good grounds to suggest that even
the equality side of the bargain was not
without its problems, what cannot be
disputed is the fact that Soviet-type
economies were certainly more egalitarian
than their capitalist market counterparts.
The fact that the crisis of the 80s exhibited
such symptoms as declining growth, increas-
ing shortages, stagnation in incomes, infla-
tionary pressures and a more difficult
environment in international trade was not
by itself terribly remarkable. Neither was it
unusual. It seems to me essential to em-
phasise that what we are witnessing is the
breakdown of an economic system that is
collapsing because it was unable to adapt
itself to the needs of these economies as they
became increasingly mature. The fact that
this maturity was brought about by the very
‘administrative-command model’ that is
being so widely condemned today, should
not obscure the early, even if expensive, suc-
cesses registered by the centralised model in
the early years.

In other words, the transformation of
Russia from a relatively backward agri-
cultural country into a modern industrial
power was accomplished through high rates
of investment as a result of which the
economy grew rapidly in the post-war peripd
and despite the fact that a large part of rising
output went into investment and maintain-
‘ing a huge military-industrial complex, this
did not prevent a significant rise in living
standards. The problem with such a strategy
of industrialisation lay in the paradoxical
nature of its result: while it helped to usher
the Soviet Union into the modern age, it also
helped to create and firmly institutionalise
a topsy-turvy system of incentives. The in-
dividual citizen had no interest in produc-
ing efficiently. Self interest took the form
of manipulating bureaucratic institutions for
personal aggrandisement. The isolation,
coercion and terror that Russia suffered for
close to 30 years under Stalin enabled the
system to function for the time it did.
Against such a background, it should hardly
be surprising if the limited liberalisation
following Khrushchev’s denunciation of
Stalin at the XXth Congress of the CPSU
in 1956 (the first major attempt at ad-
ministrative decentralisation was initiated by
Khrushchev a year later) witnessed a gradual
‘decline in growth rates and productivity.

[t can certainly be argued that the break-
down of the planning system in the socialist
economies was caused in effect by the
systemic operation of compulsory planning
and that life has made it its business to show
that a decentralised non-hierarchical system
coupled with a macro-economic policy based
on parametric (indirect) instruments is
preferable to a system in which micro-
management is based on discretionary
micro-regulation by a hierarchically organis-
ed economic administration. On the other
hand, it can equally be argued that it is not
to centralised planning that blame must be
apportioned but rather to the ideological ob-
jectives that were subjectively conferred
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upon the planning process that gave rise to *
certain undesirable voluntaristic policies
(such as forced collectivisation and rapid in-
dustrialisation), all of which resulted in
distorting the working of the planning
system. For example, would centralised plan-
ning in the USSR have led to a less harsh
and more humane brand of socialism had

H
there been no Bolsheviks directing the pro- §
g

cess? While it is hard to answer the ques-
tion when so posed, the issue is not
insignificant. What is more relevant to
our concerns is however the fact that—
ideological considerations notwithstanding—
the economic system that developed in the
USSR after the October revolution and in
eastern Europe in the post-war period was
inefficient, wasteful, bureaucratic, woefully
indifferent to consumer needs and centralis-
ed to such an excessive degree that it could
provide for neither incentives to increase pro-
ductivity nor stimulate technological innova-
tion. It should also be recorded that the
performance of the socialist economies in
terms of production efficiency, social costs,
way of life, freedom and even equality, was
not only not good but decidedly poor.
Why? One possible explanation for the
failure of the administrative-command
model which characterised the erstwhile
socialist world of the USSR and eastern
Europe lies in the extensive methods of
resource utilisation first employed in the
USSR and later transplanted in eastern
Europe in the post-war period. Being heavily
contingent upon a quantitative increase in
the factors of production (notably labour
and capital), such a model of growth which
is based on capital deepening through high
savings and investment, can be useful to a
country which is interested in expanding its
infrastructure which is what it was indeed
meant to accomplish in the USSR and
eastern Europe. The first years of Soviet
planning for example, was quite literally
directed towards planning for development
because its function lay not so much in
managing an infrastructure as much as in
in actually creating it.* The abandonment
of the New Economic Policy in the late
20s—despite its impressive results—and the
model of guided market economy that it em-
bodied and the subsequent incorporation of
the economy under the implacable orbit of
centralised planning (which later came to be
categorised as a ‘law’ of the notorious
‘political economy of socialism’), suggests
that ‘rapid growth rather than recovery
became the pressing cconomic issue. [t was
therefore considered necessary to establish
new ftactories in heavy industry that would
provide the means for turther growth of the
economy. Workers in large numbers had to
be drawn trom the countryside for the pur-
pose. The more rapid the process, the greater
the need for adequate provision of wage
goods 1o sustain the industrial proletariat.
In the historical experience of the west,
industrialisation had proceeded in a market
environment...By contrast, if the aim had
been to push industrialisation beyond this
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balance, with substantial investments in
heavy industry—more steel and more
machines aimed at more growth—then the
market could not have been left to function
on its own. The populace might have wanted
to spend income on bread and shoes, but if
the priority of the state had been to build
steel mills, the populace and the market
would have to yield to the state and its
objectives. Administered allocations would
then have been a necessary policy require-
ment, a natural consequence of the state’s
objectives!®

There are however two problems that need
to be addressed here and both these pro-
blems are intimately connected with the
Soviet and east European experience. The
first problem lies in the exhaustible nature
of the sources of extensive growth, that is
to say, there is a limit to capital deepening
and mobilisation of manpower from the
countryside. An excessive emphasis on
extensive resource utilisation can lead to a
rapid depletion of the very sources on which
extensive growth depends. Essentially, this
is what happened in the USSR and eastern
Europe in the 80s though the process of
economic decline in both these regions
began much earlier. In the USSR, the decline
began in the late 50s (see Figure), while in
the case of ecastern Europe, the decline began
to culminate in the 80s (scc Table 1) after a
period of mixed performance in the seven-
ties.” It may be well worth noting in this
connection that quantitative indicators of
economic stagnation—useful though they
undoubtedly are—represent only one side of
the medal. The medal also has a reverse
side—a qualitative dimension—that is
cqually instructive. A visitor to any of the
cast European countries cannot but be
struck, tor example, by the poor quality of
goods produced, the chronic shortage of
goods and services, overmanning of enter-
prises, neglect of public services, the virtual
absence of maintenance and  service
facilities, poor working conditions, neglect
of environmental considerations for which
the erstwhile GDR had a particularly appal-
ling record and so on.

The second problem— not unconnected to
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the first—lies in recognising the difference
between a strategy of growth and a model
of growth. The Soviet economic system has
for example gone through four distinct
phases until its breakdown in the early 90s.
These can roughly be divided into War Com-
munism (1918-21), the brief interlude of the
New Economic Policy (1921-28), the period
of rapid industrialisation and forced collec-
tivisation (1929-45) and the post-war period
which saw the articulation of a fullfledged
Soviet model of economic development
based on state ownership, centralised plan-
ning and one-party dominance. It may be
recalled that each phase was characterised
by growth strategies that are not reducible
to those that were employed in the other
phases. Yet, all the phases and the different
growth strategies they embodied helped in
articulating what came to be known as the
Soviet model of economic development in
the post-war period. The Soviet and east
European experience suggests that while
extensive growth-oriented practices can help
a country with a low industrial base to
rapidly expand its infrastructure, it is
virtually impossible to disband the system
once its growth objectives have been met.
This is principally so because the set of
behaviours, practices and institutions that
come to be established in the application of
extensive growth-oriented policies become so
firmly entrenched that the economic system
finds itself incapable of making a transition
from extensive resource utilisation to inten-
“sive accumulation. Current developments in
both the Soviet Union and eastern Europe
dre an eloquent testimony of the extent to
which both these factors are at work in

obstructing the transition to a mixed
economy and insofar as this is true, the pro-
cess of transformation will provide a new
lease of life to institutional economics which
despite its increasing importance in the for-
mulation of economic policy continues to
remain neglected.

The breakdown of the command system
in the USSR and its slower disintegration in
eastern Europe following the east European
revolutions of 1989 therefore have their
origins in (a) the depletion of the sources of
extensive resource utilisation and (b) in the
increasingly anachronistic nature of the
economic mechanism as these economies
began to mature.® The waves of economic
reforms which swept the Soviet and east
European landscape first in the 50s, then in
the 60s and to a lesser extent in the 70s
(though these latter do not perhaps deserve
to be characterised as reforms), may be

viewed as unsuccessful attempts by the

political leaderships in the erstwhile socialist
economies to stem the pace of the decline
without substantially altering the status quo;
apart from Hungary, Yugoslavia and China,
where there were concerted efforts to move
away from the Soviet model, in most of the
other countries of central Europe, the
reforms were not directed at challenging the
pillars on which the centralised system
rested, but were instead directed towards
making the traditional system perform more
efficiently by alternately employing tradi-
tional and not so traditional methods and
solutions.?

However, even in countries which
experienced radical reforms, the outcome
was far from satisfactory. In Hungary, the

TABLE 1: STATISTICAL OVERVIEW OF ECONOMIC PERFORMANCH

Price Exchange Trade Privati- Capital

Reform  Rate Reform  Reform sation Market
Bulgaria 0 0 + 0 0
Czechoslovakia 0 + 0 0 0
Hungary + + + + +
Poland + + + + +
Romania 0 0 0 0 0
Yugoslavia + + + + 0

Source: The Institute of International Finance.

reforms have resulted in a hybrid where a
system of direct controls has been replaced
by a system of indirect controls'® while in
Yugoslavia and China, they have led to not
only unanticipated consequences but have
even contributed to undesirable levels of
destabilisation."

The process of economic decline however
could not be stemmed and was reflected in
a decline in the growth of output per worker
in eastern Europe from 5.5 per cent in the
70s to 2.2 per cent in the 80s. There was also
a sharp drop in investment productivity. The
incremental capital-output ratio of eastern
Europe averaged approximately 12 in the 80s
which meant that more than twice as much
investment was required per unit of capacity
in eastern Europe as in a typically efficient
middle-income economy.'* In the 80s, the
economic decline appeared to feed on itself.
It there was popular discontent, the leader-
ships responded by shifting resources from
investment to consumption which resulted
in diminished growth of output, while in
other countries, appeasement measures led
to a sharp rise in external debt and serious
macro-economic instability. What is impor-
tant to note here is the fact that when the
political revolutions of eastern Europe in
1989 laid the grounds for major economic
reforms, the economic crises had compelled
most of these countries to contemplate upon
radical measures to overcome the crises.
Even a cursory survey of economic literature
in such countries as Poland and Hungary
does more than confirm this impression.

The crisis of the 80s which impelled the
grand transformation in eastern Europe was
therefore the result of a combination of
several factors notable among which include
extensive forms of development initiated
through a rigid inflexible institutional
framework which resulted in the absence of
systemic incentives to stimulate either pro-
ductivity or technological innovation, par-
ticular forms of crises specific of a mode of
cconomic regulation through shortage, an
adverse international environment to which
the cast European countries responded with
greater imports resulting in macro-economic
instability, rapid erosion of the legitimacy
of the communist parties in central Europe

TABLE 2: STATUS OF ECONOMIC REFORMS IN EASTERN EUCROPY

(Early 1990)

Popultion ~ GNP/Capita GNP Growth Investment/ ICOR Inflation Debt/ GNP $ Export

Mid-1987  (US Dollars)* 1985-89 GNP 1980s 19805 1985-89 1985-89 Growth

(Millions) (Per Cent) (Per Cent) (Per Cent) (Per Cent) 1985-89

(Per Cent)

Bulgaria 9.0 5,633 2.8 26.5 7.3 1.9 16.0 0.6
Czechoslovakia 15.6 7,603 2.5 21.1 10.0 0.6 6.3 0.6
East Germany 16.6 7,361 36 20.8 5.2 1.1 20.2 - 1.5
Hungary 10.6 6,491 1.3 28.1 18.0 10.6 70.0 2:6
Poland 377 5,453 2.2 27.7 12.7 77.1 S51.7 2.7
Romania 229 4,117 4.2 328 7.4 0.2 1.3 -1.4
Yugestavia 234 4,898 0.4 39.3 55.7 362.6 35.8 5.8
Average 5,946 24 28.0 11.6 64.9 30.2 1.3
Source: The Institute of International Finance and (*) Plan Econ. Inc (based on adjusted CIA data).
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This content downloaded from 86.158.69.236 on Tue, 07 Aug 2018 11:31:15 UTC

All use subject to https://about.jstor.org/terms



which were founded on the hope and
assumption that their economies would
catch up with and surpass the west, the con-
tinued absence of political democracy which
contributed to exacerbate popular dis-
content, the unanticipated consequences of
Gorbachev’s campaigp for glasnost and
perestroika in the Soviet Union which led to
an acceleration of the pace of political
reform (this is perhaps the only instance in
the post-war history of eastern Europe where
the Soviet Union did not directly or indirect-
ly influence any of the changes in the
political leaderships of the east European
countries), and the increasing dissatisfaction
among reform-minded economists in eastern
Europe with market-socialist reforms that
led them to first take a closer look at the
capital market and then went on to a re-
examination of the system of ownership
which contributed to the general acceptance
of the idea of market economy in eastern
Europe. "

What must however be emphasised here
is the fact that the eventual dismantling of
these systems was not only unavoidable but
also desirable. The fact that these economies
presented themselves to the outside world as
socialist systems and by virtue of that fact
were allegedly superior, progressive and an-
tithetical to capitalist market economies and
the fact that (his belief was subscribed to by
overwhelmingly large sections of the left—
and not only the left—in India and elsewhere
does not in any way invalidate the proposi-
tion.'* At the risk of stating the obvious,
something certainly died in 1989 and it
seems to me important to emphasise that
what died in 1989 was the Soviet interpreta-
tion of socialism in which the latter was
defined in the best tradition of the ‘political
economy of socialism’ as a system based on
state ownership, centralised planning and
‘one party dominance. The fact that this
interpretation of socialism was and con-
tinues to be equated with the idea of
socialism as outlined by Marx and Engels
(which perhaps explains why large sections
of the Indian left are deservedly embarrassed
by the recent events in eastern Europe and
take dubious comfort from the claim that
for all that happened in eastern Europe, their
version of ‘socialism’ still survives in China
and Cuba) is in my view, both right and
wrong: it is right insofar as the Soviet inter-
pretation of socialism was a valid interpreta-
tion of the ideas of Marx and Engels, but
it is wrong to equate this interpretation as
the only legitimate interpretation possible
(pre-revolutionary Soviet and east European
claims notwithstanding) since the tensions
present in theirgvritings lend themselves to
a variety of interpretations that are not
reducible to one another. While the welcome
demise of Soviet-style socialism should not
be equated with the demise of the idea of
socialism, the collapse of a dominant inter-
pretation of socialism does indeed pose a
challenge to the socialist tradition' by
underscoring the need to explore ways and
means of combining traditional socialist
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goals with political democracy and market
competition. If the socialist movement has
to have a future, it will clearly have to
drastically reorient its goals and perspectives
in a manner where it can stand apart and
still remain faithful to its hominocentric con-
cerns. But this is a challenge addressed to
the socialist, not to the present writer.

TOWARDS FREE MARKETS IN EASTERN
EUROPE

It is no exaggeration to state that the
massive economic restructuring currently
under way in eastern Europe represents one
of the greatest economic experiments of our
time and if for that reason alone, its results
will be closely watched and carefully
monitored by all those interested in embark-
ing on similar historic journies to explore
ways and means to achieve higher living
standards and increasing the range of
economic choice. But there are other good
reasons as well. The collapse of Stalinist dic-
tatorships in central Europe has paved
the way for such a transformation by
establishing its political preconditions; the
removal of a centralised, outdated and
command-oriented political structure can
certainly be counted as a positive gain to the
projected transformation. But as most of the
east European governments are coming to
realise, this is a necessary but by no means
sufficient condition to effect the transition
to a market economy.

It must be remembered that the world has
yet to witness an example of a centrally
planned economy which has been able to
successfully effect a transition from a
socialist economy to a market economy.
While countries as Hungary and China have
been able to register substantive departures
from command structures, the departures in
both these countries have proved to be more
significant in the agricultural sector and con-
siderably less significant in the industrial sec-
tor where the problems connected with
breaking away from state ownership and
centralised planning have proved to be more
intractable. It is in this specific sense that
current reform initiatives in eastern Europe
may be expected to break new ground and
its outcome will be closely monitored in
China as well as the Soviet Union where the
impediments to marketisation are of a kind
that is comparable.

What is more relevant to our concerns
here is the fact that there are a whole series
of problems that are not only likely to arise
but that these will have to be confronted here
and now if the reforms of the 90s are to yield
the kind of outcome that is expected of
them. We may also straightaway note that
the range and breadth of these problems are
both profound and extraordinary. Apart
from strengthening democratic institutions
and practices in the fledgling democracies,
nearly all the east European countries will
have to meet three challenges simultaneous-
ly. These include stabilisation of their
economies, implementation of economic
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restructuring in earnest and initiate genuine
institutional change.'* The reform
experiences of the erstwhile socialist world
also suggest that it is imperative that these
three tasks are carried out simultaneously
rather than sequentially because a rapid
reduction in living standards under the pre-
sent circusmtances is in any case inevitable.
The current state of the Soviet economy for
example, is a good illustration of how liv-
ing standards deteriorate in the absence of
structural reform: the postponement of such
critical steps as price reforms, currency
reforms and fiscal reformg contributed to
make things worse than they already were.
But the most significant argument against
gradualism—even if the existence of the re-
quisite political will is taken for granted—
lies in the fact that a market economy is a
very difficult system: ‘A market economy is
a very complicated mechanism and it can-
not function well if all its different parts are
not aligned to each other properly. Replac-
ing the four tyres on a car with tyres of dif-
ferent designs, gradually one at a time,
would unbalance the vehicle and land it in
a ditch. The new tyres will have to be
mounted all at once!'* v

A preliminary survey of the current state
of economic reforms in eastern Europe
(i e, as of early 1990) presents an extremely
mixed picture (see Table 2) with Hungary,
Poland, Czechoslovakia and Yugoslavia
having undertaken reforms in prices, trade,
and exchange rates on the one hand and
Bulgaria and Romania having registered vir- .
tually no reforms at all. While the past year
has witnessed a number of developments in
all the countries (Yugoslavia is in the throes
of economic crises and civil war, a non-
communist government was elected in
Bulgaria in November 1991 and one of the
items on its agenda includes new legislation
on foreign investment, privatisation and
landownership, Czechoslovakia took its first
step towards the establishment of a capital
market in July 1991 and so on) which have
not been reflected here, the table is never-
theless illustrative of the current state of
economic reforms in eastern Europe in at
least one important respect: the more
industrially advanced countries (Czecho-
slovakia, Hungary and Poland) appear to
have begun the journey more readily than
the relatively less industrialised countries
(Bulgaria and Romania) which suggests that
there appears to be a connection between
levels of industrial maturity and susceptibili-
ty to economic reform, a subject that will
doubtlessly merit close attention in the
retorms of the 90s.

The cast European revolutions ot 1989
gave risc to a widespread illusion that is still
prevalent in the region that once the ossified
political structure and the institutional
arrangements legitimising that structure
are removed, the process of economic re-
construction would take no more than two
or three years. It was a similar illusion that
preceded the process of German reunifica-
tion during which time it was not uncom-
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mon to find commentators speaking of the
completion of a process of reconstruction
in east Germany lasting no more than eight
or nine months, let alone years.!” In the two
years that have elapsed since the events of
1989, it is becoming increasingly clear that
what the east European countries need is not
merely changes in economic policy or far-
reaching reforms in the system of economic
management, but comprehensive systemic
change throughout the region.

This is principally because a market
economy and thesophisticated mechanisms
of communication and co-ordination that
are instrumental to its functioning cannot
be decreed by fiat. Neither can the market
be expected to function in an environment
which is not conducive to its functioning;
these conditions will therefore have to be
created. It is in precisely this domain that
the daunting legacy of state socialism will
pose the greatest of hurdles in making the
transition to markets. These hurdles are not
only economic, but include social and
political aspects as well. An understanding
of some of the vital differences that separate
the functioning of a market economy from
a planned economy is essential to appreciate
the magnitude of the difficulty.

The centrally planned economy of the
Soviet-type—based on state ownership, cen-
tralised control and one-party dominance—
was founded on certain ideologically
inspired assumptions that included uninter-
rupted high growth rates and the creation
of"a new type of socialist man who would
be devoid of socially undesirable features.
The significance of these assumptions lies
not so much in their obvious naivete but in
the consequences they resulted in which
included the imposition of a programme of
industrialisation based on a one-sided em-
phasis on heavy industry on the one hand
and a grossly overextended system of income
distribution and social security on the
other.”® In contrast to market economies,
major investment decisions in planned
economies were taken by bureaucrats and
central planners. Since the planning
mechanism in these countries was editied as
a progressive alternative to the spontaneity
of the market mechanism, the role played
by the latter was severely limited.

A number of east European reformers
have therefore come to focus their attention
on exploring ways and means of coping with
the problems created by the earlier system
of plan-based management since it is now
universally acknowledged that the earlier
system precluded any major macroeconomic
adjustments to external disturbances. As a
result of which structural deformations
tended to accumulate over the decades which
means that an ever-growing share of the
GNP produced is bound to be spent on ser-
vicing their hard currency debts. Secondly,
the autarkic policies followed in the past will
cause the adaptation of the east European
economies into the international division of
labour to a long and protracted process.
Thirdly, the excessive preoccupation with
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building heavy industry (which in Stalinist
economic doctrine was seen as the engine of
growth), has resulted in what a Hungarian
econonrist describes as a two-dimensional
lack of capital. This refers on the one hand
to those sums that in a normal market
economy would constitute a part of the
depreciation rate of infrastructural activities
(human capital, housing fund, services)
which in the east European countries were
regrouped and spent on fulfilling the
priorities of industrialisation and to the
other part of capital (good education, finan-
cing pensions, unemployment benefits,
retraining and resettlement arising from the
loss of jobs and outlays to preserve the
environmental balance), which was never
accumulated." Fourthly, almost all the east
European economies will have to cope with
the destruction of human capital that
resulted from the adoption of the Soviet
model: teachers in primary and secondary
education were compulsorily moulded along
political and ideological lines (this did not
exclude harassment and penalties which were
widespread against those who did not con-
form), as a result of which the education
system in eastern Europe is virtually unfit
to cope with the task of training and retrain-
ing either untrained or semi-skilled sections
of the labour force who are likely to lose
their jobs during the transition. Fifthly, the
level of the physical infrastructure in all the
east European economies are so worn out
that it threatens even the normal processes
of reproduction. Finally, the striking
backwardness of the tertiary sector and the
costs of modernising the latter.

. Apart from economic difficulties that are
in most part inherited from the command-
administrative model that characterised
most of the east European economies (except
Yugoslavia), there exists a whole range of
social and political difficulties which will
have to be overcoiir». Under state socialism,
the entire gamut of economic activity from
planning and co-ordination to execution was
carried out by the all pervasive organs of the
state apparatus. Despite the political revolu-
tions of 1989, the role of central interven-
tion and arbitration within these economies
continues to play a significant role since
market co-ordination and democratic
political institutions are yet in a formative
stage.

A comprehensive process of systemic
change will require, among other im-

.peratives, a rewriting of the social contract

that was struck under the old regime which
consisted in a trade oft between employment
security on the one hand and deprivation of
political and civil rights on the other. The
consequence of this trade off are well
known: it not only led to an institutionalisa-
tion of the ‘we pretend to work and they pre-
tend to pay us’ syndrome, but it also resulted
in stifling innovation since the latter involved
only risk but no reward. The widespread
aversion to risk-taking that was a natural
consequences of the system, the lack of
transparency in economic affairs, aggrava-

February 15, 1992

tion of problems of regional imbalances®and
employment and the problem of transfor-
ming the prevailing educational system to
bridge the gap in qualifications and impar-
ting technical skills will be some of the
major obstacles to systemic transformation
in the region.

While the east European revolutions of
1989 have succeeded in dismantling the
Stalinist regimes that had entrenched
themselves in the post-war period, there is
still no guarantee that the development of
democratic institutions will automatically
follow: ‘Currently in eastern Europe, we see
more of a transition from authoritarianism
than a movement toward democracy.
Nothing guarantees that political institutions
will develop rapidly enough to permit the
reform process to unfold smoothly. Certain
“rules of the game” must be inculcated into
the body politic such that the political
system is not just valued for the rewards it
gives, but is valued as a system in and of
itself—even when many do not enjoy the
rewards they believe they are entitled to from
that system. The history of Latin America
on this point is largely one of splendid
democratic constitutions, yet woeful
adherence to the spirit of those documents.
This is the danger eastern Europe must
avoid:*"

SOME CONSIDERATIONS ON
TRANSFORMATION

The current transformation in eastern
Europe can be expected to provide fresh
theoretical insights to the analysis of com-
parative economic systems despite the fact
that the subject matter of traditional com-
parative analysis has rapidly depreciated.
Mainstream economie¢ analysis has by and
large been confined to models, categories
and behaviours that are set against a full-
fledged market order. The fact that the east
European economies do not correspond to
such an order highlights the inability of
mainstream economics to accommodate, let
alone explain, the kind of issues that
underlie systemic transformation in the
erstwhile socialist economies of eastern
Europe. A little over 40 years of centralised
planning has led to such a completely
distorted pattern of economic behaviour
among economic agents that the process of
effecting a return to an economy dominated
by competition rather than the planning ap-
paratus in eastern Europe will require the
inauguration of a new field of scientific
analysis within which the new historical
challenges facing these countrics can be
located and analysed.

Indeed, it is the havoc caused by the
earlier system of command-administrative
planning that lends the transition in eastern
Europe its specificity: ‘Let it suffice to note’,
writes Lazslo Csaba in a recent volume, ‘that
this makes the central European starting’
point fundamentally different from that of
the privatisation drive which swept through
many of the developed and developing
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nations during the 1980s. The story in cen-
tral and south-eastern Europe is not about
expanding an already dominant private sec-
tor and cutting back an overextended state.
It is about creating—and letting to evolve—
the market order, where bureaucratic
co-ordination is subordinate to market co-
ordination;?'
Quite apart from the fact that socialist
_economic doctrine has suffered serious
reverses with current developments in the
erstwhile socialist economies, the economic
decline of eastern Europe under state
socialism has underlined the value of
markets. This implies that a large part of
economic thinking during this transition will
be focused on how can markets be made to
work in terms of what they can and cannot
do. Among other imperatives, this will
involve the recognition that markets should
not be narrowly perceived as economic
categories alone; they embody important
social, political and cultural constituents as
well. Irrespective of the eventual failure or
success of the cast Furopean reforms of the
90s, the urrent tiainsformation will provide
fertile ground for tresh perspectives on the
dynamics of institutional change whose
_import will not be restricted to eastern
Europe alone, but will also provide valuable
insights to other developing countries
involved in embarking on similar journies.

CONCLUSION

The erstwhile socialist economies of
eastern Europe have committed themselves
to effecting a transition from state socialism
to a pluralistic market order. Despite the
political changes that have taken place in
these countries, the new democracies of
eastern Europe continue to remain ‘planned’
in the sense that they are still bureau-
cratically co-ordinated. A survey of the
various steps that have so far been initiated
in these countries suggests a long-term direc-
tion towards privatisation and deregulation,
a process that will easily take 10-15 years at
the very least and which will be one that will
be largely dependent on the ability of these
economies to successfully overcome the pro-
blems associated with genuine economic
restructuring including inflation, recession,
uiemployment and external indebtedness,
not to speak of ethnic strife, social unrest
and the political commitment required to
sustain the pace of the reform process. While
the eventual possibility of reaching the end
of the tunnel might compensate the arduous-
ness of the exercise, it is perhaps prudent to
remember that the east European economies
have so far done little more than entered it.

The major obstacles that will have to be
overcome in all the countries precludes any
prospects of a ‘smooth’ transition. These
include deteriorating economic performance,
domestic opposition to free markets by
vested interests, the lack of both experience
and skills for functioning in a competitive
market economy, the high costs of rectify-

-ing past errors, overcoming the legacy of a
huge capital stock that is technologically
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obsolescent, the emergence of profound
historically derived ethnic conflicts that were
supposed to have been amicably ‘settled’
under the ancient regime, the need for a
strong political commitment towards effec-
ting the transition that is able to tailor public
expectations to existing realities which in the
world of realpolitik can never be taken for
granted and the fragility of new political in-
stitutions that have sprung up in the wake
of the collapse of the old order.

Despite the enormous difficulties confron-
ting the east European economies, there are
however a number of factors that contribute
to make the process of systemic transforma-
tion in eastern Europe irreversible. In other
words, the possibility of a restoration to
anything resembling the old order in eastern
Europe is not only highly improbable, but
virtually impossible notwithstanding the
demise of the USSR and the future course
of economic reform and political change in
the newly established commonwealth of
democratic republics. The factors that
militate against such a return in eastern
Europe and thereby promote the evolution
of a market order include the popular rejec-
tion of the ideological premises of state
socialism which was based on increasingly
high growth rates and the creation of ‘a new
socialist man’, the absence of feasible alter-
natives other than those of drastic economic
restructuring, the collapse of the Soviet
Union and resulting abolition of the institu-
tional arrangements and exigencies con-
nected with the ‘special relationship’ which
have opened new prospects and options for
all the east European countries, their avow-
ed intention of integrating themselves with
the European order, greater possibility of
foreign investment, the acceptance in eastern
Europe of competition as a public good and
the willingness on the part of several inter-
national organisations to help these
economies to set them on the road to
economic recovery.

The economic experiment currently under
way in eastern Europe has no parallel in con-
temporary history and if for that reason
alone merits serious attention in several
respects. Be that as it may, there can be no
doubt about the fact that it is a long and
tortuous way ahead. Neither is there any
guarantee that the end of the tunnel will in
fact be reached. What can at best be said
as of now is that there is no feasible alter-
native to the existing order other than going
ahead and changing it.
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