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Systemic Change:
Constraints and Driving Forces
Liszlé Csaba

can be seen from the concepmal framework elaborated in Chapter 1,
alization of the trade regime and the policy of opening up the national
nomy makes sense only inthe context of overall economic and political
beralization—in short, “systemic change.” Systemic change in the case of
ex-socialistcountries s quite different from previous reforms. Thelatter

“re meant to preserve the underlying (power) structure via change,
sent policies aimat changing the fundamentals of the state

Therefore, if previous decentralization endeavors were

to founder as they reached the limits of the inherent

_ ic order, by the 1990s it hasbecome a real possibility
{hat liberalization of the external sector can take place as part and parcel of
anoverall—politicalas wellas economic——liberalization of thestatesocialist

that, given the new overall historic context as well as the
rationality postulates of economic theory, qualitative changes of the be-
queathed systems will or should take place in one bold stroke. Influential
political parties in the ex-socialist states as well as respected figures of the
international community indeed repeatedly cal for shock therapies—or
the instantaneous introduction of the liberal order. The message of this
essay is that such advice cannot be heeded. T will attempt 0 sum up the
factors necessitating that the transformation to 2 pluralist economic order

. beaprotracted one. Later on, the driving forces of systemic change are also

surveyed to support the forecast: notwithstanding all the difficulties, the
trend of evolution does point toward the market order.

e ——

Useful commenis were madeby theeditors of this volume onan earlier version of this essay.
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In formulating long-t xpectati i :

unprecedented Eask cﬁ‘ S;:tr:erexﬁc c}:aa::onsﬂ?nd-fomsm’ itis the histori reaucratic coordination' takes place not only through the conven-
i - change that is O_fnP:;a{nount sigm’ﬁc 1o al channels of planning governmental priority projects and via the
the ;‘;:F;F;:odfs (mo oral ministries. Particularly in the reformed socialist economies of

a practically fully nationalized : ‘ nsiorm Yugoslavia, Hun ,and Poland, a peculiar economic order had emer
: ¥ ha economy into a market economy based dﬁfi?\g the '19803.galgyecisions were made mostly in financial forms, ogte:??\
- decentralized. 5till, the predominanceof bureaucratic coordination remained
of such a transf L i * (and this explains to a fair degree the disappointing performance of these
anstormation—has yet to be ;i reforming economies). Although those economies were no longer centrally
planned, they were monetized and decentralized, even though money,
* credit, and banking did not play the same role as in market economies. This
, as Hungary’s 4 . M . is whatthe new governments have inherited and sc the situation is quite the
) 2ary’s experience during 1988-19 " same today. Financial organs remain, for the most part, integral elements of

amply illustrates, the issue i

conventionally postulated ins ;ZtlTerely the proxy versus real proprietor.:5 ~ the state administration and subordinate their way of functioning to it.

{social acceptance) of the entire Prclﬁci;ash;; (:hon reform_g:,, bf‘lt the legi timacy Dismantling planning thus has not led to the market.

closely resemble the old nomenklaturg tl:le ﬁt?: VIV ‘;?p ltal,l st class will y ' ~ Although many of the reformist ideas stem from people working in the

bac.k soonina populistdirection, Asis’ Seenplf)n ex . :ielrlltﬂe o bOu‘nd to m. Vet financial sphere, even in the reforming countries the fiscal and monetary

anti-Western and anti-capitalist government (p? P La.tm Americ ' authorities remain part of the state administration. Thus, as an institution

arise, and may halt in their tracks both llberasho tt'he left or right variety). i they have a vested interest in preserving their management role: to remain

formation in the name of social justice. The samzcil alon lail;_l dtSystemlc tran T the visible rather than the invisible hand. Therefore, in the reformed ex-
. PPplies to other sociall socialist economies itis in the interest of the financial authorities and banks

to maintain their discretionary power to decide, case by case, the fate of
companies. This might turn out {o be the most serious immediate barrier to

change, and the politi inabili - crossi icon n ureaucratically ov i

Condigtfons) are ongectisciir]esil:;a(;?;l:gysgi tt? € process (as well as its pre- ' fxmtglythn?ag;;osy:etehn:?n t]t-ul;eo:e rlfaans, iﬁngargafmiiitte;?;egnat;g
various factors conditioning the long r-narch 2??:‘3‘3‘?“ to survey first the {5 other. Thus, contrary to the consensus of reformers that had emerged as far
pean countries toward the market—especiall p ol and East Eur back as the 1950s, enhancing the role of money alone will not lead to the
radical change. pecially those hindering fast an j::.  predominance of market coordination.? Most probably, only a long learn-

ing-by-doing process can lead to more and more ex-socialist economies
crossing the Rubicon. The first liberalizing steps will probably transform
them only to the intermediate stage of an indirectly managed economy.

The controversial role of the irregular, underground, or second economny
isa crucial element in the overall process of systemic transformation.? In the
second half of the 1980s, the conviction grew that the size and level of
activity of the non-state sector is, in fact, a success indicator of systemic
change.! In reality, however, the unofficial economy is a rather intimate
bedfellow of the bureaucratically overregulated and coordinated formal/
first economy (the public sector). In most cases, non-state activities are
either integrated into the state-run ones {as in agriculture), or they operate
under circumstances conditioned by the former. In services, the entrepre-
neurs often live on market imperfections, whose continued presence {e.g.,
effective barriers to entry) is secured by their active contribution (such as
corruption money paid to thelicensing authorities to keep outnew entrants).
Thus, they live in a symbiosis with the bureaucratic structures.

. Sociopolitical Cons&ainis :
r;ﬁ,_ the once alrmghty communist party apparatus, the old-time maip
plam n?gblocktoradlcal reforms, has mostly been pushed out e
ces of command. There are, however i i
. . re, » BOVerning parties for whi
;z :::a:yslt'he tempt”atlon to “run” socioeconomic affairs directly with an
o eir ¢ lentel‘&-u for the time being” and “in order to speed up transfo
ra on.” More Important, the state administration has not been subsia
tially cut. And even when it is reduced, it feney.
prc;;;;r:; ;ni;u; ;if:(')crac'y’s sake”). From the branch ministries to munii:
: rious commissions, there are bodj " ¢"
Ay ‘ » th 1€5 eager to “arran
licengss;nMomr, as Inany system, political virtues deserve a reward. Thgus
g P ures, “consultations,” and various other sorts of politicai

interference may well survivederegul islati
i ato izati
1s easy to declare but hard to carry out. * lgislation De bureancratization



economy is anything but the forward bastion of free enterpri

oppressive environment that it i . . :
contrary, many ch titis sometimes considered in the West. On|

hm\jr togetaround ina generally nontransparentand arbitrari

:lt;‘;:)s;t;h;y ui%:]i,nlft the Soviet co-ops is but one example of our concern, In
such an al ere governments are easily temp,  oft
profiteering,” thereby constraining the ex ension of the senponim O
consumer goodsand services as wellas limiti
overhand can be siphoned off.

In sum, governmental poli i
icyhasacru
place for the informal ec}())?\ocn): e,

Economic Constraints

One of the most paradoxical outcomes of th

that the system fai e state socialist experiment is

led most conspicuously in the areas where the compara-

ampions of the second economy are people who know
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advantages of centralized decision-making could have been the great-
These are the fields normally seen to be beyond the scope of profit-
izing entrepreneurs: the social network as well as infrastructure,

education, and environmental protection. Itis important to face this uncon-

- ventional feature of the East European crisis. Customary propositions of

* severely cutting back extra-economic outlays and simply letting the free
* market function (within the limits set by monetary policy alone) are out of

- touch with the nature of the very problem to be tackled by the twinstrategies
_of systemic transformation and external liberalization. In other words,
~ conditions for a liberal economic order are far from given in the region. The

~ task of the transition strategy lies precisely in bringing them about.

What are the economic consequences of having imposed an artificially

* gonstructed theoretical model on a Central and East European landscape
" that was evidently unfit for it? The model was buiit on the presumption of

uninterrupted high growth rates and, based on this, on an ever-expanding
and ever more comprehensive state paternalism vis-a-vis the citizens—
“supplying” them with housing (flats), catering, transportation, medical

" treatment, education, news, entertainment, foreign travel, and so on, all

allocated through a benevolent central authority.

Though the idea was rather naive, the consequences are serious. The
“expropriation of the expropriators” eliminated the interest in the returnon
capital. Consequently, the macroeconomic efficiency of growth remained
rather low. This is illustrated by the internationally high rates of accumu-

- lation that were necessary 0 maintain world average growth rates during

1950-1980 and stagnation during the 1980s. Meanwhile, both standardsand

* rates of social outlays lagged behind those of the most advanced nations.

An equally serious consequence of the application of the state socialist
model has been the two-dimensional shortage of capital. This means that
part of the social capital has been wasted on investments that never paid off,
whereas another part was not accumulated for decades. Among the items
of the first dimension are physical infrastructure, human capital (especially
education and medical care), housing, and the neglect of the entire tertiary
(service) sector (employing 60-70 percent of the population in the advanced
countries). Among items of the second dimension are thesources for paying
indexed old-age pensions, unemployment benefits, expenditures for re-
training and resettlement, the substantial outlays needed to integrate a
growing number of socially deviant or deprived groups, and the sizable
sums needed to maintain the environment. In other words, the social
welfare network criticized by standard economic theories as being overex-
tended in the West is yet to be created all across Central and Eastern Europe.

What are the long-term economic repercussions of this state of affairs for
the strategy of liberalization?. First, growth performance of the region
should be corrected downward both retrospectively and prospectively. The
officially reported growth rates of the 1950-1985 period should be adjusted



266

not only for measurement biases but also for the “omissions and dela

that i i i
mustbemade upinkeeping residential areas inhabitable and pollution

free, schools functionin
s sche g and so on, The potenti i i
e : on. potential economi
reac a]sut:“tmg the structures is also limited by the bottlenecks sfe::ﬁins??r
ctural decay and environmental degradation e

ployment will be a tong and costt i
. y socioeconomi
the Tsl-u p.eed“:l of adjustment to market signals. icproble
Hohird, poverty has grown into a serious problem b
o n%atu;yé ;uestxzzln}ale s}l:ows. Old-age pensions and social tr
: or the significant (double digit) i i

are no git) inflation

.f these payments was already so calibrated that only in an ever-

Hungary, for example, th ;
having retired in 1950 v’vasel: purchasing power of the pension of a pe

a position to react to market pr i
8 : t pressures by improved perfor
m;e;t:il:fos:c‘:ggloi;?:;{ }I)I::sls(u:? to putanend to ninetegﬁth-crer;atﬁcr;g:;;?
r e » x - 3 - l-
prcl::]:.)e;i{ eckonen pﬁan_(.)rces will be irresistible unless this factor is’
oft 1:: ric);{ oigays ci;c»r:elwiroru-Jnefutal protectionare anything but the luxu :
managed 'haveig dw:vea:jter pollution, and the way in which waste is beu:y ]
g d haver oa 1ed such a degree of decay during the decades of theig
Phystat o, clt:lssue that the need for substantial action is urgent,.
it ol onprast Te, too, has to be developed to some degree; otherwis §
sf..Wiﬁnpola vefy h._amper economic recovery and transform;tion Ans;
o Sagl rge foreign debts implies a serious drain on the domes;i Iy
IEJO e resources of most of the East European states. =
Smceoessarymre 4 ;pte}?dmg 1_’0!' these three items—social safety net, the infra-
, ¢ environment—add up to a single factor from the

‘Change: Constraints and Driving Forces 267

acroeconomic point of view—namely, that the availability of capital for

economic modernization and structural readjustment will remain limited.
talso implies that budgetary redistribution will remain larger, the level of
interest rates higher, and consequently the expansion of the private sector
substantially slower and the time needed for economic recovery much
longer than optimal. Therefore, liberalization of the external sector and the
move toward currency convertibility will probably remain gradual.

‘ Driving Forces of Systemic Change
An egalitarian ideology no longer constitutes a barrier to a market-
determined income structure. The economic crisis of state socialism, and the
obvious inequalities and inefficiencies those arrangements have brought,
add up to a mighty impetus to create market-conforming regulationsinall -
walksoflife. Thesocial acceptance of remunerationaccording to performance

‘has never been greater. There is a growing belief that there is no return to

state socialism, property is legitimate, and savings in any monetary form
will be melted away by inflation. Thus the propensity to invest and to start
a new business, as an individual’s way out of the ailing public sector, is
bound to increase.

The collapse of the CMEA is an accomplished fact, as elaborated in the
chapter in this volume by Kéves. There is no return to previous normalcy.
There is no easy way (soft markets) open to protected industries. It also
implies that economic reorientation and the policy of export-oriented
growth has no alternative. Unlike in previous years, this is not just a
declaration of intent but an unavoidable fact of life. True, the shock effects
of the immediate changes are considerable and the recession and unem-
ployment they bring about will be substantial. Still, they did give the
necessary first push to systemic and policy changes that otherwise might
have been delayed. And if the road leads to the world economy, the need to
create systemic congruity with the “outside world” has become immediate
for all the Central and East European countries.

In all those countries that have opted for systemic change as defined in
the introduction, there is now a social consensus on the need forbankruptcies, -
free prices, equilibrium exchange rates, and the necessity of balancing the
budget by cutting back on the direct economic involvement of the state, In
all these countries, as a consequence of one-sided priorities of socialist
industrialization, there is an extreme concentration of employment in
industry. Since the tertiary sector is underdeveloped, profitability in many
of its sectors is usually high. This bodes well for the possibilities of job
creation, as there are considerable incentives for people formerly employed
in industry to switch over to the service sectors. -

The reduction of the paternalistic economic role of the state will mean

 that more and more individuals will have to depend on themselves. The
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experience of Hungary, where durin, '
. A g the last two decades there .we
tg':owmg pressures as well as opportunities to find new or additioenl:i v:"a
beoo. er;\te eg:nonucally active, suggests that there are considerable creati
emar19 soflth o be tapped in thes?e countries. Given that in Hungary during th
et :emv;aesans:ttsa;dy t{:'“ l:;; real wages in the public sector, people found

or this by taking jobs in the second economy;
hour work weeks have become a standard for over 80 rcyén??the
eoo'Ir‘;:mucally active population. pe il
e five listed factors and their interacti i desp
| on make it probable that despite
;:e ﬂfior;stramts enume1.'ated, systemicchange and libergli_zation will emel:':é::
e 1990s—though it may take longer than many believe.
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China’s Industrial and
Foreign Trade Reforms

Dwight W. Perkins

as in most other countries that have

rimented with fundamental reform, wasinitiated with narrow economic

oals in mind. But reforms as sweeping as those attempted in China can
rarely be kept confined within the boundaries of economicsand technology.
Such reformsinevitably spillover into the political sphere. How thepolitical

sphere reacts profoundly shapes how the economic reform process itself

Economic systems reform in China,

~ evolves. :

Why did China begin the economic reform processin the late 1970s? The
principal answer is that Deng Xiaoping and mostof the others who regained
power in 1978 were dissatisfied with the pace of economic growth. By the
standard of Eastern Europe and the Soviet Union in the 1980s, China’s 4-5
percenta year GNP growthrate in the two decades prior to reform does not
seemn o slow. But compared with the 9-10 percent annual rates of China’s
East Asian neighbors, China was indeed falling further and further behind.

There was alsolittle doubt thatslow or negative productivity growth was
atthe heartof China’sinadequate GNP growth performance. Accumulation
as a share of net material product (NMP) had risen above 30 percent, an
extraordinarily high figure for such a poor country. As the accumulation
rate rose, the NMP growth rate stagnated and may even havefallen slightly.

Certainly further increases in the rate of accumulation were neither feasible
nor likely to lead to higher growth. By the mid-1970s, China had serious
worker morale problemsand stagnant wages. The unavailability of consumer
goods was widely believed tobeamajor source of thislow morale. A further
rise in the rate of accumulation could only have made matters worse.

The goal was to increase productivity growth by reducing the wasteand

misuse of resources. But there was no roadmap for how this goal was to be
attained. The Chinese were not lacking for ad vice or models of how reform
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