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A nation so unused to acting for itself was bound to begin a
wholesale destruction when it launched into a program of
wholesale reform . .. An absolute monarch would have been a
far less dangerous innovator. Personally, indeed, when 1 reflect
on the way the French Revolution, in destroying so many
institutions, ideas, and customs inimical to freedom, abolished
so many others which were indispensable to freedom, I cannot
help feeling that had chis revolution, instead of being carried out
by the masses on behalf of the sovereignty of the people, been
the work of an enliphtencd autocrar, it might well have left us
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INTRODUCTION

In accomplishing any difficult task, recognition of the problem to be
solved is one thing, providing a workable solution is quite enother. A
clear conception of the problem, however, i a necessary prerequisite.
In fact, one of the major stumbling blocks to the transformation w a
more liberal and civil society in the former socialise countries has been
the failure to apprectate the depth and nature of the problem at hand.
Moreover, the cultural legacy of the previous system of economic
organization ~ the administrative command econcmy - has been
misunderstood.

Nat only were scholars, intellectuals and palitical actors confused over
-the nature of the Sovict-type system, people in both the East and West
swere generally confused over what the economicorganization of a liberal

and civil society would lock like." This confused state is a result of a
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tailure to understand the historical lesson offered by twentieth-century
economic policy. The experience of L cLoliOilie SYSLEDS il bulli Bast
and West have more in common than is generally recognized.

The historical experience of government-managed economic policy
ia both East and West has much to offer for developing sound and
tiberal economic policy in the rwenty-ficsc century. Recognition of the
structural problems confronting government-managed €COnOMIES
provides the basis upon which we can begin to understand the
political realities that liberalization policies will [ace.

RENT-SEEKING: EAST AND WEST

Difficulties in government economic management are not peculiar to
the Soviet-type economies. The failure of econamic policy in Western
democracies also illuserates the fundamental problems of government
management of the econom)r.a Budger deficits, public debt, monetary
and credit manipulation, disruptive raxation and failed public services
are fucts of life in the West and are consequences of econormic policies
that demanded an active role of the government in managing the
affairs of capitalism.” Western consumers are ridiculously well-off
compared to their East and Central Buropean counterparts, but chat

ST , _“,-' LTI .h‘.,-.}'n? pre Treey ']‘('"T‘ “'."“""‘!!"Hl

problems and providing information to would-be reformers about the
failures of Western political economies.

While most commentators discuss what the East can learn from
Western democracy and managed marker capialism, we stll have
much to learn from the East that relates to vur own problems. And,
rather than learn from our legislative ecanomic ‘successes’ the East
could learn a lot from our failure to protect our constitutional
heritage. As John Kenneth Galbraith has reminded us, the political
and economic systems of the West are not examples of laissez-faire
capitalism, but are forms of incomplete social democracy.”

While laissez-faire capitalism does provide answers to the econ-
omic problems of incentives, information and dispersed knowledge
discussed in Chapter 3, the constitutional democracies of the West
have failed to address the political organization problem in any
lasting way! The noble and inspiring original attempt at consti-
tutional democracy derived from the work of Montesquieu has failed
to produce the poliry it envisioned because of the internal workings of
democracy.” The rule of factions that James Madison warned us about
has become the norm of governmental practice in the West."
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The rule of factions is a logical outcome of representative
demwcracy Gon W polities loes nat always make for prod econnmics
Rational sbstention and rational ignorance on the part of voters
undermine to a considerable extent the preference revelation function
of electoral campaigns. Moreover, democratically elected politicians,
who by definition must rely on votes and campaign contributions to
get elected, cater to those who have a selective incentive to cast
iaformed votes. As a result, the bias in policy-making under represen-
rative democracy is to concentrate benefits on the well-organized and
well-informed and disperse costs oa the ill-organized and uninformed
mass of citizens. The best way to do this is to sponsor policies which
yield short-term and easily identifiable benefits at the expense of
long-term and largely hidden costs. Continual deficit financing or
financing government activity through the hidden tax of inflation are
just two of the wals that politicians have at their disposal for pursuing
such a course. Public policy in the Western democracies, therefore,
conrains both a concentrated benefit and a short-sightedness bias.

Western institutions such as the United States Federal Reserve
System, Federal Trade Commission, etc., even though they are lauded
as fuidamental institutions for regulating the excesses of capitalism
are quite susceptible to political influence. Much of the evidence of the
histary of these institutions, in fact, suggests that they were instituted
for the purpose of protecting special interests trom tne rigors of tree-
market competition.

We are, therefore, faced with a peculiar situarion in assessing
comparative political econemies in Fast and West, On the one hand,
complete and comprehensive socialism is simply an economic
impossibility. The economies of the East did not conform to the ideal
model of socizlism. This was not because of political perversion of the
ideal by the leaders, but for the simple reason that the socialist model
cannot exist in reality. Instead these economies were commodity
production systems that relied on the decentralized decisions of the
market (however deformed) as the basic coordinating mechanism.
The system granted de facto ownership of scarce resources 0
members of the bureaucracy who derived profits from their positions
of power through artificial scarcity rents and patronage rents."”

On the other hand, Western economies do not conform to the ideal
model of capitalism. Laissez-faire capitalism, unlike socialism, how-
ever, ir an economic possibility. But, individuals find that through the
use and manipulation of government they can achieve and protect
contrived scarcity rents that competition would otherwise disperse
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among consumers, From an organizational viewpoint, the real exist-

INg eCONDIMIC SYsteins 1 East and West are the sang the difference

lying in degree not in fundamental kind - 2nd can be studied and

criticized by employing the same principles of economics. The
economies of Fast and West are quasi-mercantilist, rent-seeking
societies,

Whether we call these economies state capitalist or stare socialist
(deformed capitalism or incomplete social democracy) the main
problem facing the reform of the government-managed economy in
both East and West is the powerful vested interests that benefit from
the pre-existing organizational arrangement. The failure of both the
Thatcher and Reagan ‘revolutions’ to produce any lasting structural
change should warn the would-be reformers in the Fast of the
difficulty in turning back the state. As Anthony defasay has
concluded: 'Democracy's last dilemma is that the state must, but
cannot, roll itself back.""”

Within a democratic regime such as the US, as Milton and Rose
Friedman have argued, 2n iron triangle consisting of politicians,
beneficiaries and the bureaucracy forms which produces a bias toward
the scatus quo.” Morcover, as Racquel Fernandez and Dani Rodrik
have argued, even in cases where che welfare implications of a pelicy
COdugE A reinT g, e T 1o Vhee'izarinn, refrrme will be
resisted by the p{)lit)ﬁH The bias toward the status quo results not only
Secause of the interest group pressures that the Friedmans discuss, but
also can be shown to follow logically from the asymmetry thar exists
within the political process. Informational uncertainty about
individual gainers and lasers from political economy reform prevent
desired reforms from ever being adopted in che first place even if they
would receive popular support after the fact. And, once a reform is
rejected it is unlikely to ever be accepted.

In other words, even assuming away pressure groups, voter
preferences may still be revealed in a manner which possesses a status
quo bias. An electorate, for example, that rejects a policy reform will
not possess any incentive to change its vote in the future for the
simple reason that no new information about the efficacy of the policy
will be provided by the passage of time. Information concerning the
rejected policy will not be readily available and, thus, there will be no
reason why the electorate would change their behavior. A rejected
ceform will remain rejected, whereas an accepted reform will either be
supported as it proves effective or it may be reversed in the future if ic

proves to be unpopular.
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The incentives and information generated by voting procedures, as
well a5 interest proup pressure, penerate a bias toward the political
status quo and the rejection of welfare enhancing econom:c poLicies.
Only a shock to the system coupled with a major reform package can
break this hold that existing political structures have on the economic
system. The upshot of this analysis is that public policies that
generate economic inefficiencies can have a rather long life once they
are instituted. Moreover, the focus of reformers should not be on
correcting past incfficiencies because the difficulties of reversing the
particular policy will be considerable. Rather, reformers should be
concerned with establishing insticutions which protect against eco-
nomically incfficient public policies from being accepted in the future.

The reformers in the East would do well to learn from the failure of
Western democracies to check the encroachment of the state into
economic life and the apparent inability to reverse the process. And
the West would do well to acknowledge intellecrually thar the same
pretense of knowledge that inspired the socialist experiment in the
Eastern Bloc also inspired, and continues to inspire, cur attempts at
managed capitalism and social democracy.

THE PROBLEMS AND PARADOXES OF REFORM

Perhaps the inust LOMINUN CBLPIIAL UL ALy wwiictiiing e
transition of the economies in Last and Central Europe and the
former Soviet Union, is that there does not exist a transiticnal model.
While the transformation task is daunting, the mainstream perspec-
tive tends to overstate the difficulty.

There should be rezl concern on how to get there from here. Bur,
the economic problems of reform are systematically overstated in the
conventional wisdom because of erroneous comparisons between the
real levels of output, employment and prices in a market environment
with the spurious levels recorded under the previous administrative
command system. For example, there is a standard of living measure-
meat problem in the reform process. Traditional measured real
incomes are nominal incomes divided by prices, but in an excess
. demand economy {i.e., where prices are fixed below market clearing
levels) incomes divided by prices do not measure actual living
standards. A rise in prices that brings forth supply may actually
' increase well-being whereas the measurement would show a decrease.
A similar problem is associated with standards of economic growth.
The previous system valued production independent of the net
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market value produced and as such overstated economic growth.
W peer, 1he o ouUfpLt 1argers provided an inceprive 10 include
physical, but valueless, bulk output in measurements of growth. A
decline in measured growth during the transition, therefore, might
actually correspond to increased coordination of production with
consumption and satisfaction of consumer demands, including an
increase in product quality. Needless to say these problems are further
compounded if we include the problem of falsification of economic
statistics. From a purely positive economic perspective reform is
much more tractable and the attendant costs much lower than are
usually stated. The political economy problems of reform are real
enough without including bogus econOMmiC COSts.

Moreover, while there appears to be an intellectual consensus about
the failure of the old regime in East and Central Europe, 2 similat
consensus has not emerged concerning where the transformation
should lead. Therefore, the two major  difficulties confronting
structural reform are: (1) ideas concerning the nature and logic of
economic organization; and (2) the vested interests of the cld regime.

At the level of ideas there are those experts from the West who
continue to voice opposition to unfertered capiralism” The majority
of Western economists, especially chose advising the governments in
ceamaivien snch as leffrey Sache and Seanlev Fischer, are convinced
that the problem with the formezly socialist economies was that the
planning principle was pursued too comprehensively and vigorously,
thus confronting the bureaucracy with an overly complex task. In
those cases where partial marketization had occurred (such as Hung-
ary), the problem was simply that East Luropean economists did not
learn how to manage their economics effectively. With the right
insticutional framework, €.g., a centra! bank, a Federal Trade Comumis-
sion, an Environmental Protection Agency and so on, the task of
managing the economy could be accomplished efficiently and the
anarchy of unfettered markets could be controlled. The context and
implementation of planning under the old regime is challenged, not
the principle of planning and government management of a market
economy. That is the logic of the position of the mainstream reformer
even if they do not state that position epocitly.m Mix macroeconomic
stabilization policies with microeconomic regulation and the coaven-
vional wisdom espoused by Western advisors for economic
transformation emerges.

Western institutions, such as the World Bank and the Internartional
Monetary Fund, continue to provide aid for the planning and
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management of economic development to some 75 governments
arennd the world. including former socizlist economies. Continuous
appeals have been made by American politzcians and intellectuals
throughout the Gorbachev, and now Yeltsin, period to aid the East
European economies in this period of transition along the lines of the
Macshall Plan’ On 1 April 1992, President George Bush and
Chancellor Helmut Koh! of Germany unveiled the plan for a $24
billion aid package to the Russian government to assist the process of
economic reform.’

This practice persists in spite of the overwhelming evidence of the
failure of government planning of economic development and foreign
aid [;arug,rzuns.lq The very aid package offered would, by subsidizing
existing political/economic structures, undermine the revolutionary
transformation necessary for the formerly communist economies 10
become prosperous and thriving.

These ideas and practices concerning government manzgement
translate into two trends in policy-making that undermine even the
best intentions of reform. Tt is argued that what is needed 15 a careful
and detailed plan for the transition, which is envisicned as & process
of phasing in reforms. Drawing up 2 detailed plan requires the
specification of hundreds, perhaps thousands of laws cancerning the
regelation f atkers Phasing in cequires Leriding on eeORAMIT
priorities, e.g, which subsidies stay, which go, what firms are
privatized, which ones zre not and so on, before market competition is
introduced. Both trends in  policy-making tend o undermine
structural reform.

Racher than concentrate on werking out details of economic
regulation, reformers should commit themselves ta fundamencal
change in the structure of the polity's refationship ro the sconomy.
The problems with the phase in strategy are twofold. First, the time
lag gives oppositicn forces the opportunity to organize and develop
their counter-strategy to reform. Second, if the government could
outline priorities and select out the economicaily strong companies
from weaker ones and enact “hard’ budget constraints in the absence
of free marker processes then there would be no need for reform in
the first place. But only real market competitton can provide the
discipline of the hard budget constraint. Politics, on the othet hand, in
both East and West lcads to 'soft’ budger constraints and their
corresponding inefficiencies as politics dominates £CONOMLICS.

Thus, the reform decrees should neither be overly detailed nor
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come in a series of small steps. The decrees must cOMme, as it were,
overnight. Immediate and unconditional repudiation ol government
planning and management of the economy must be instituted.
Protection of private property, the elimination of consumer and
producer subsidies, the climination of all restrictions on labor
mobility and the elimination of all restrictions cn currency exchange
are just some of the decrees necessary. But in order to accomplish such
2 reform the political actors need to have tremendous conviction and
power.m This, of course, is potentially one of the great paradoxes of
reform.

Great centralized power may be necessary in order to implement a
great decentralization of the power of the government over the
economy. Such power would be needed because the very reason why
reform is necessary, i€, the dominance of bureaucraric interests over
economic, also provides the strongese resistance to reform. The vested
interests of entrenched bureaucracy provide formidable obstacles to
fundamental changeﬁ1 Bureaucratic inertia, as the reform econcmist
Vasily Selyunin pointed out in 1088, possesses the patential to
undermine any effort at change. "Today, Selyunin stated,

Lo shaels larpe and apinnely impotent 2pparatus is engaged
in :rmslatiﬁg the Party’s decisions on restructuning into the
language of various instructions and directives. Since bur-
eaucrats’ chief concern is self-preservation and, therefore, the
preservation of administrative management methods, it is not
hard to guess what the results of this process will be. The
existing bureaucratic machine cannot be incorporated in res-
tructuring. It can be broken up and eliminated, but not res-

22
rructured.

This problem of bureaucratic inertia and the paradox of centralized
power to accomplish decencralization are not phenomena new to the
post-CoMMURIst political economy. They actually represent the
fundamental problem and paradox of all actempts to change gov-
ernmental struccures in a direction thar reduces their scope and
power. [ronically, for example, trade liberalization in Taiwan and
South Korea in the 19605 and Chile in the 1970s was imposed by
authoritarian  regimes. Unfortunately, authoritarians often claim

power with a statement of good intentions, but rarely live up to

23
them.
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THE LOGIC OF POLITICS AND OF REFORM
SOVIET BUREAUCRACY AND PERESTROIKA

Since its inception, the Soviet state was al auiocraly, although not
necessarily a dictatorship. Ultimate authority usually was shared by 2
small group. At times a single individual, such as Stalin from 1928 to
1953, exercised approximate absolute power. But the Soviet political
system would best be described as rule by 2 small clique centered in
the Politburo.

The polirical structure of the mature Soviet system was estabiished
by Lenin in the spring of 1921. In order to alleviate the economic
catastrophe of “War Communism’ and eliminate the political
challenge to power that had emerged, Lenin introduced the parrial
economic liberalization of the New Economic Policy, but simulta-
neously he decreed absolute political power to the Communist Party.
Not only were opposition political parties effectively eliminated, but
even free debate within the Party was decreed illegal. Though many
Western cbservers of the Soviet scene, such as Stephen Cohen and
ferry Hough, refer to the 1920s as a period of cultural liberalism and
as z sort of ‘Moscow Spring,’ this averstates the freedom of that
period. Surely, the NEP period could be characterized as one of
relative freedom compared to the period of "'War Communism’ that
preceded it or the Stalin period that came immediately after, but it
was 004 a pelivd ob polilicdl ubidaton Ju st e, nppeste:]
It was, rather, a period of solidifying an authoritarian political
monopoly. That was the political system that Stalip inherired and
manipulated in his struggle for succession zfter Lenin’s death in 1924
and subsequent consolidation of power in the late 1920s.

Stalin simply became the sole power within a mornopoly of power.
Lenin's ‘testament,’ which has been a subject of controversy for years,
warned against this outcome.” But Lenin did not at any time suggest
that the Bolsheviks should forsake their privileged political position.
Rather, his letter to the Congress could be interpreted 15 suggesting
that leadership should be a collective leadership and not controlled by
any one individual in order to prevent a split of the Central
Committee, Stalin had concentrated encrmous power, but Lentn was
not sure he knew how to use that power wisely, besides which Stalin
was 'too rude.’ Trotsky possessed exceptional abilities, but was w0
attracted to the purely administrative side of affairs. Zinoviev and
Kamenev could not be fully trusted because of their hesitation in
October 1917. Bukharin was the most valuable theoretician in the
Party and considered by many the favorite of the whole Party, but
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he was too scholastic. No one man, in Lenin's assessment, had the
aracreristics to rule effectively Thev muse rule collectively and
avoid 2 split. Nevertheless, Stalin was able to outmaneuver his
politiczl opponents and consolidate his power by the 1930s.

One of the consequences of Stalin's purge of the 1930s was the
creation of a loyal cohort, The average age of members of the Sovic"t
bureaucracy fell drastically as younger individuals assumed r}?elr
purged seniors' former positions. 'In 1930, Michael Voslensky points

out,

69 per cent of the regional and district secretaries and secretar-
ies of the central committee of the Union's constituent republics
had joined the party before the revoiution. In 1939, 80.5 per
cent had joined the party oanly after 1924, ic, after Lenin’s
death, Of the 1939 secretaries, 91 per cent were under forty; in
other words, they were adolescents at che time of the revolution.
The figures for the secretaries of regions and towns are similar.
In 1939, 93.5 per cent had joiq(ed the party only after 1924, and
92 per cent were under forty.”

A comparison of the Seventeenth Party Congress in 1934 and the
Eighteenth Congress in 1939 also demanstrate this purge effect. At
rhe 1024 canprece 80 ner rent of the delecates had joined the Party
prior to 1920, but at the 1939 congress >U per cent ot the delegates
were under 35 yeats old. Stalin's purge of the 'Old Bolsheviks' served,
among ather things, to creare 2 layer of very young and loyal
apparatchiks. .

In representative democracies government bureaucracies grow
slowly over time and members tend to be of various age CDhOI-'tS. Thc
process of hiring and retiring is continuous, but gradual. '1th situation
in the former Scviet Union prior to Gorbachev was quite diffecent.
The Communist Party closely controlled the appointment of person-
nel o positions of power through the nomenklatura system and
political patronage. Moreover, since the bulk of the state bureaucracy
came to power at about the same time, the same Cf)hort controlled the
strategic positions within the bureaucracy. This system c0ulld be
expected 1o be extremely stable in its ordinary operations until that

cohort began to retire or die of natural causes.
In addition, the Soviet state had been an exceptionally stable

autocracy because of its method of succession. The usual route to
autocratic power is either military coup or dynasty. A third route
avoids many of the problems associated with either the coup or
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dynasty models of political succession, and has proven very stable in
the few cases that it has been successfully implemented ¥ The maior
characteristic of this system is thar a voting body is appoiated to
determine the autocrat's successor afrer the autocrat’s death or
retirement. Like his predecessors, Gorbachev rose to Chairmanship of
the Communist Party of the Soviet Union (CPSU) as the result of a
Politburo vote.

This system of succession effectively screened candidates for their
ability to rule in the interest of the cohort who elected them. Av the
time of Gorbachev's ascension to power, the Soviet economic bur-
eaucracy consisted of over 400 state committees, union ministries,
union-republic ministries and regional ministries and zuthoritzes.
And, each of these organizations had its own bureaucracy. The Soviet
economic burcaucracy employed millions of people and permeated
the encire industrial and agriculrural systems from top to bottom.™

Many interpreters have viewed Gorbachev's efforts from 1985 1o
1991 as a revolutionary challenge to the Soviet bureaucracy.” In chis
interpretation, Gorbachev s seen as an enlightened autocrac bent on
modernizing and liberalizing the Soviet political economy, Peiss-
troika was said to have a net decentralizing effect on the management
of the f:c:onom;,'.50 But this 'decentrzlization’ never did represent a
movement toward fairsez faire. The basic structure of rhe Sovier
poltical economy remamed the same.”

What Gorbachev was up to can perhaps betrer be understood as a
rediscribution of patronage perquisites.” Unlike his predecessors,
Gorbachev faced significantly lower transacrion costs in redistributing
patronage opportunities because of the demographic transition of the
bureaucracy. Finally, by the mid-1980s the cohor: which had col-
lectively controiled the bureaucracy since Stalin's rule began to die or
retire. With them went the struccure of informal quasi-contracts
within and berween the bureaus which formed the basis of the
stability of the Sovier power structure.

Garbachev liberalized government restrictions in some ways. But
much of perestroika seems to have been primarily an effort to
reallocate patronage apportunities to consolidate his power base, a
rather routine practice of fresh autocrats throughout history. His
redistribution of political rents, however, was couched in liberaliza-
tion rhetoric. The market-oriented rhetoric of the Gorbachev period
bore little resemblance to the reality of continued bureaucraric
management of the economic system. No serious effort was made to
end the domination of the economy by the central government.
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Gorhachev's activities, however, unintentionally confhcten.i with the
wng-run stabild, Sf e Comeunii political ond economic system.
He presided over the demise of Soviet state socialism as an

i sxploitati ortunities (0
unintended consequence of the cxplu:r.&smn af opp u )
reallocate positions of privilege 1n the Soviet bureaucracy.  in other
wards, Gorbachev's perestroika never was an attempt o change the
basic political and economic system of Soviet rule. He wafs r}l]ot alr;

L the structure ol the o
agent of change, but rather a guardian of ;

regime - even if populated with new faces.

THE CLASH OF LOGIC

cform is a fairly simple matter. Private
property in resources must be established and pr.othcred by a rul:? of
law, consumer and producer subsidies must be climinated and prices
must be free to adjust to the forces of supply and dsmand,.rc_spons:ble
fiscal policy should be pursued that keeps taxation to 2 mmlmur:n;m(;i
reigns in deficic financing, and a sound'cu‘rrcncy should be esrablxs ed.
Iatroducing such reforms - even within Western economies — 15

b . . .
And the major problem (s oot just another

anything but simple. : orher
conceprual one of designing the appropriate sequence of plan o

Conceptually, econamic t

elalibi ) .
One of the most important insights derived from academic rescarch

in modern political economy 13 the potential conflice that exists
between good economics and good politics as discussed above. To
reiterate, in democratic regimes, whete politicians depend on votes

and campaign contributions to remain in office, research has shown

that the logic of politics produces a concentrated benefits and shore-

sightedness bias with regard to economi.c policy. Popular economic
policies are those that will tend 0 yicld short-term and a?as:ly
identifiable benefits ac the expense of jong-term and largely hidden
COSts.

In the formerly communist political ecanomies I . -
the logic of politics can be intensified. The benelits of public pollscy
fell mainly on the only constituency that matrcn:*d: the dcsccndi.ng
layers of the Party bureaucracy that permeated sociery. From [hfz nice
dacha to special access 10 SLOres, the Party elite were the- pnmnkrly
beneficizries of the system. Fconomic reform promised to distupt ¢ e
old system and yield very real short-term costs. Structural economic
reform promised short-term and easily identifiable costs to bc'{tj):i)rn
mainly by the Party bureaucracy and long-term and largely hidden
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benefits in terms of increased economic efficiency and consumer well-
heing The Inpic nf reform was in direct conflict with the logic of
politics.

Rea! reform of the basic structure of the constitution of economic
policy within any given polity seems to face a daunting task.
Endogenous reform seems impossible because it would violate the
basic maxims of voluntary exchange since it would require that some
individuals, namely current beneficiaries, agree to a Parcto inferior
position. Gradual and marginal policy change cannot do the job either.
Only a large policy change preceded by an exogenous shock could
move the system in the desired direction.

Even though the ruling elite in the former Sovier Union fought real
economic reform at every step, they could not repudiate economic
reality.”” The Soviet cconomy had exhausted its accumulated surplus
in terms of natural resources and Western technology and was unable
to continue to deve{op.y’ The economic situation simply grew worse
under Gorbachev and the demand for structural reform grew louder
and more threatening to the old system. Glasnost, in addition to the
events of 1989 — from Tiananmen Square ro the Berlin Wall -~
mobilized the intellecrual and cultural elite into opposition against the
Gorbachev government and the Communist Parry.”

Bur an exppenons shack, in the farm of either an ideolopical
revclution, a natural disaster or an economic collapse, can precipitate
the regime change necessary for reform. The problem with reform
within any political and economic system is that, as Mancur Olson
argued in his Rise and Decline of Nations, as political stability occurs
entrenched interests form, which through their rent-secking activit
eventually retard the further economic development of a country. !
Reform in a situation with such entrenched interests is a near
impossibility. The logic of reform runs directly contrary ro the logic of
politics. If the logic of politics is to concentrate benefits on the well-
organized and well-informed and disperse costs on the ill-informed
and unorganized masses, then the logic of reform is actually 20
concentrate costs and disperse benefits. As long as the entrenched
interests are not displaced, reform measures within a system will
continually stall. Empirical illustrations of this simple point can be
found in the failure of both Reagan and Thatcher, and the
troublesome reform efforts in the Sovier Union from 1985-91.

Anather side of Olson’s argument, however, points to the window
of opporrunity that exists when for reasons of an exogenous shock the
dominznt interest groups are displaced. At such moments, when the
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daminant interest groups are dispersed by some exogenous shocl_c,
iacellecrual entrepreneurs Lar aut iid thaihct which changes the EW'J‘»‘.C
structural rules governing a society. The failed August coup provided
the shock necessary.

Liberalization demands legal protection of private property and
freedom of entry in the economic arena. Free trade, ic., freedom of
exchange and production, as a principle must be held as an absolute
rule of social interaction and be codified in the body of faw.” In order
to transit the path from powerful central government to governance
structures more amenable to economic freedom the reformers (in
both East and West) will need a vision of a workable utopfa. Such a
wransition will require an evolutionary development of ideas and
revolutionary political action te overturn vested interests 0o 1.ess
dramatic than the previous revolution that got us here 1 the first

place.

CONCLUSION

Garbachev's dithering with the Soviet economic bureaucracy, while
winning him great pratse abroad, totally discredired him at home.

Elena Bonner, the widow of Andrei Sakharov, argued (0 November of
el Weerern intellectuals had

LY Llial i od= -3t T g
not framed their questions concerning the ability of percstrmka‘to
succeed correctly. The real question was whether there was an‘y[hm.g
in content within perestroika that compelled people to bcl:{:ve.‘I
always was 2 bclieve:’u .. she stated, 'l?ut roday my f:uth in
perestroika is waning.” 1n 1990, Bonner voiced hf:r d_lSlUUSlOnmcnt
wich perestroika in evef STTODZED (CIMS. The credit given o Gorba-
chev in the West, she argued, was ‘false credit.’ Perestrmk:x was a
vague and ever-changing policy without a goal or cven direction.
Moreaver, Gorbachev fad failed to establish any pollt.mul base for
perestroika. Afteran initial two-year period of success w1t_h glIIISﬂOSl: -
freedom for most prisoners of conscience, changes 10 fl:m:granon and
travel policy, disarmament and the withdrawal of Soviet troops fr(?m
Afghanistan - the ambiguities of perestroika began to'undermme
efforts at transformation of the Soviet system. All that five years of
perestroika brought was empty shelves, decreased production,
inflation, budget deficits, unlimited prcsidemi"all powers and a com-
plete loss of faith in pofitical authority per se.

The original program of perestroika did not represent a coherent
agenda for economic transformation. Perestroika never was
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formulated in 2 manner which would introduce the discipline of
unfertered markets as was necessary. Rather, decentralization simply
meant 2 movement of the state’s €cONOMIC Managerielit [unwtions
from the center to lower levels of government supervision, such as the
tepublics. And, destatization did not exactly translate into privatiza-
tion of state enterprises.” Moreover, perestroika possessed no stra-
tegic vision for wresting power from the vested interests of the old
regime,

These failings of perestroika as a program for economic
transformation are perfectly undersrandable because the intention
never was to introduce macket discipline nor was it meant to defeat
the vested interests of the old regime. From the beginning to the end,
Gorbachev was quite clear that what he intended to accomplish was to
modify, not fundamentaily change, the Sovier system of state
socialism. The goal was to make the Soviet system more humane and
more efficient, but not to transform the system into a market
economy with a limited government. His rhetoric and, even more so,
his actions never supgested otherwise.

As a result, perestroika did nothing to instill crust in the popula-
tion. Fundamental economic change, hawever, required that trust be
established. Wichour establishing trust, as will be discussed at length
in the next chapter, the economic transformation could not even
Brgin ( get oll L gioutd,
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directly benefited from their possession of instruments of political power

aver the sconnmy

35 For a historical treatment of the leading role.ot the Party 1n industrial

plnning see William Conyngham, Industrial Management in the Soviet
Union: The Role of the CPSU in Indussrial Decision-Making, 1917-1970
(Stanford; Hoaver Institution Press, 1973).

36 See, for example, the discussion in Viadimir Andcle, Managerial Potwer in

the Soviet Union (Lexington, Mass.: Lexingtan Books, 1976), pp. 39-65.

37 See Michael Voslensky, Nomenklatura: The Sowviet Ruling Class, An

Insider’s Report (New York: Doubleday, 1984), pp. 08-111L.

18 Voslensky, Nomenklatura, pp. 127-8 (scc Note Ty
39 T do not have space to establish the argument here, but I would assere that

the entire equity/efficiency trade-off is mistaken. Income di‘suiburion
over time tends fo spread as individuals from different generations move
within different income groups, provided they are not lcg?IIy prevented
from doing so by a rigid caste system. Socialist societics were both
inequitable and inefficient. Competition in (.hc free marker {equ )
compel supplicrs to increase the quality of their product and offer.:f ara
lower price. Economic competition m?ke§ fanllJb.]C to average citizens
products shat only the most wealthy individuals in the previous geoe-
ration could afford. There simply is na inherent “economic law" in (l‘)c
operation of competitive capitalism that leads ro greater discrepancies in
income. Efficiency gains bring with them the cheaper production of goods
and services that ocherwise would be more costly to produce.

40 For an examination of some of the related issues to recontracting see Paul

Hawelehmer ‘Gorkachev's social rantracr” Sovier Lconomy, 30 (1987):

54-89.

5 THE LOGIC OF POLITICS AND THE LOGIC OF
REFORM

1 Alexis de Tocqueville, The Old Regime and the French Revolution (New

York: Doubleday, 1955(1856)), p. 167.
2 For example, Adam Michnik has argued that:

14, after the dogmatic faith in the benefits of the planned economy,
thete comes an equally dogmatic faith in the benefits of the market,
then we are in trouble ... [T]he matket is not a self-activated
mechanism that can replace the economic policy of the stare . . . We
know che difference berween the market as it is seen by Milon
Friedman and the market with a human face.

See Michnik, “The twa faces of Eastern Curope, The New Republic (12
November 1990): 24. .
3 As Ed Hewetr p{}ims our, the problem that confronted GOSPLAN within
the bureauctatic planning system of the Soviet Union was analogous 10
the bureaucratic problems within US Bureau of Budget. Both bur-
eaucracies attempted to atrive at a consensus by mediating among the
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Soviet Lconomy (Washington, DC: Brookings Institution, 1988), p. 121,
See Jaues Budianan aod Richard Wagner, Democracy s Deficn (INew
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ation of fiscal policy and tax-funded politics. Also see Jeffrey Friedman,
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intervention is felt throughout the entire economic system.

N B T L S T S I N Sarn

Peltzman, 'The growth of government, Journal of Law and Economics, 23
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Government {Chicago: Aldine, 1971). Bccau_sc'nf t‘h.c prllnc:pal/agc.nt
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