
A

THE POLITICAL
ECONOMY OF
TRANSITION

Coming to grips with history
and methodology

JozefM. van Brabant

London and New York

 
 

  
© 2008 AGI-Information Management Consultants   

May be used for personal purporses only or by  
libraries associated to dandelon.com network. 



CONTENTS

Tables xi
Acronyms xii
Preface xiv

Introduction 1

1 The essence of the transition and economic transformation 2

2 Principal purposes of this monograph 4

3 Ideology and economic analysis 6

4 Terminological conventions 9

5 Measurement problems during the transition 12

6 A road map 15

PART I
His tory , s t a r t i n g c o n d i t i o n s , a n d t r a n s f o r m a t i o n t a s k s 17

1 Historical backdrop 19

1 History and ideology 20
2 The ideology of communism and core precepts of economic development 21
3 The communist strategy of industrial development 25
4 The orthodox economic model 31
5 Economic policies of state socialism 32
6 The institutional infrastructure of the state-socialist economy 43

Conclusions 58

2 Reform t inkering and the start ing condit ions of transit ion 60

1 The treadmill of administrative and organizational reforms 61
2 Policy dilemmas and macroeconomic imbalances in the 1980s 74
3 The multifaceted origin of state socialism's collapse 86

vn



CONTENTS

4 On the starting conditions of economic transformation 88
Conclusions 99

3 The marke t economy and the transformat ion agenda 101

1 Shock therapy versus gradualism - a pointless debate? 102
2 The market as social institution 108
3 A taxonomicframework 111
4 Intermediation, markets, and transformation 114
5 Coordination failures 120
6 Comprehensiveness, speed, and sequencing 126
7 Critical instances of uncertainty 128
8 Knowledge and information in formulating transformation policies 130
9 Success and failure with transformation policies 133

Conclusions 138

PART II
C o m p o n e n t s o f t h e t r a n s f o r m a t i o n a g e n d a 139

4 Stabilization as an early pol icy task 141

1 The need for stabilization and macroeconomic prudence 141
2 The initial approach chosen in transition economies 146
3 Money as an instrument and weapon 153
4 Main features of a currency board 157
5 Stabilization programs 166
6 Monetary policy and instruments during transformation 169
7 Fiscal policy and instruments during transformation 173

Conclusions 176

5 Internal and external l iberal izat ion 177

1 Coordination in a market environment 178
2 Prices of goods and services 180
3 Fostering competition 184
4 Abolition of the MFT and its implications 191
5 Instruments of trade policy 194
6 Managing the exchange rate 196
7 Financial-market liberalization and capital-account convertibility 199
8 Access to foreign exchange 200
9 Reorientation of foreign economic activity 202

Conclusions 208

6 Privatization and the market economy 210

/ Privatization defined 210



CONTENTS

2 Motivations for pursuing privatization 215
3 Alternatives to outright divestment 219
4 Obstacles to privatization 220
5 On the techniques of privatization 232
6 Experience with privatization since 1989 241
7 Outcomes of privatization 243
8 The remaining problems with privatization 246

Conclusions 248

7 The role o f inst i tut ions in a m a r k e t e c o n o m y 249

1 On the institutions of a functioning market economy 250
2 Property rights 251
3 The legal foundations of the market 262
4 Commercial banking 264
5 Capital, credit, and risk markets 276
6 Labor markets 282
7 Information, the market, and the state 287
8 Governance 292

Conclusions 296

8 Transformation and the sociopol i t ical consensus 298

1 Shrinking social security - expectations and realities 298
2 Reaching and sustaining the consensus 303
3 Governing the transition 307
4 Overfull employment as a legacy for transition 315
5 Salient features of labor markets in transformation 317
6 Social services and rearranging property rights 326
7 Pension reform 328
8 Budgetary policies, social security, and human capital 334
9 Corruption, crime, and personal insecurity 339

Conclusions 341

9 The evolving role o f the state during transformation 343

1 The broad role of the state in transition 344
2 The state as market organizer 346
3 Economic theory and the state 350
4 The state as producer and the future of SOEs 353
5 The desirable role of the state during the transition 358
6 Legitimizing the new role of the new state 365
7 Governance and managing the transition 368
8 Improving governance capabilities 371

Conclusions 378

IX



CONTENTS

PART III
T o w a r d s u s t a i n a b l e g r o w t h a n d g l o b a l i n t e g r a t i o n 3 7 9

10 Transformat ion and integration into the world e c o n o m y 381

1 Integrating into the global economy - its meanings 382
2 Multilateral institutional integration 394
3 Universalism and systemic differences 398
4 The desirability of joining the IEOs 402
5 The TMCs, modernization, and the transformation 408
6 The transition economies and the EU 416

Conclusions 425

11 Transformat ion and international ass i s tance 427

1 Transition and international assistance 428
2 The case for assisting the transition economies 431
3 Institutional arrangements for assistance delivery 436
4 Europe's early assistance approach 438
5 The Europe Agreement: hopes and disappointments 442
6 How best to assist transition economies 446
7 Shaping the EU's prospective relationship with transition economies 452

Conclusions 457

12 Sustainability of the transformation 459

1 Successful transformation - its meanings 460
2 Putative transition fallacies 464
3 Modernization and transition aspirations 474
4 The foundations and environment for sustainable growth 477
5 Basic development and catch-up modernization 485
6 Historical experience and modernization 487
7 Catch-up in east and southeast Asia and its lessons 490
8 On the sustainability of the gains booked and policy options 492

Conclusions 497

Conclusions 499

Bibliography 508
Index 540


