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LESSONS FROM TRANSI TI ON | N EASTERN EURCPE
A PROPERTY- RI GHT | NTERPRETATI ON

(Enrico Colonbatto and Jonathan R Macey)

1. Acritical view of transition econom cs

Attenpts to transform the comand economies of the former Soviet bloc
into nore or less free nmarket systens have not always nmet unnitigated success.
In fact, the opposite seens to be a closer representation of reality. Al though
it is not difficult to perceive that some econonies perform relatively well
(as in the case of the Czech Republic, for instance), while others are in a
rather chaotic situation (as Belarus), it is not at all clear why sone
countries did well and others very poorly. Even the future of Russia presents
pl enty of anbiguities.

The traditional approaches to the economics of transition are well
known. According to the neo-classical tenet, transition means privatization,
price liberalization and a balanced budget, plus free trade and a fully
convertible currency. The virtues of this stereotype in a frictionless, zero-
transacti on-cost world are beyond dispute. N rvana economnmi es always work, by
definition. It is indeed acknow edged that the adjustment process on the way
to Nirvana involves sonme costs and that, as a consequence, national inconme may
drop in the short run. But this is usually considered an affordable price to
pay in order to achieve "optimality". In other words, transaction costs are
not |ooked upon as part of the transition problens, but rather as an
unpl easant tenporary by-product. In that perspective, neo-classical economsts
therefore maintain that transition should be fast (shock therapy was the
catchword fashionable until recently), so that the "painful” period - i.e.
the time during which living standards would fall - stays short, and the
desirabl e consequences of a successful transition process remain visible to
everybody al nost fromthe start.

In this light, intervention by international agencies such as the Wrld
Bank and the IMF is nost welcome. Aid (support for transition progranmes)
woul d provi de conpensation during the period of hardship, and thus credibility

to both the transition process and the transition |leaders®. In this Ilight,

! The fact that nost programres offered by the Wstern Wrld and by
i nternational agencies go to governnents, rather than private agents, may be
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failure in transition originates from the technical inability or political
unwi | I i ngness (on the part of totalitarian |eaders) to carry out these poli-
cies in full, that is with adequate speed and determ nati on

In partial contrast with the neo-classical stand, gradualists take the
view that fast transition towards a free-market framework is too painful to be
acceptable in one single blow Put differently, transaction costs do enter the
inter-tenporal social utility function of the policy naker. Thus, although
their long-run objectives are in many respects similar to the neo-classica
prescription, gradualists favour a much nore diluted passage from planning to
market, to be supervised by governnent intervention (soft planning) in the
pursuit of the public interest, which inplies - anbng other things - |ow unem
pl oyment and "equitable" distribution of income. Once again, the outside world
- and international agencies in particular - may play a useful role. The
hardshi p of transistion can be softened by foreign resources, and thus policy
makers can proceed at a faster pace than it would have been the case
ot herwi se.

The fundanental shortcom ng of these traditional approaches is that they
are not really concerned with transition, but rather with the nethodol ogy of
transition®’. As such, the traditional approaches can clarify the positive
econonics of success and failure. But are at pains in explaining why in
certain countries transition has been easier than in others, why it has led to
a wide variety of different results, or why in some instances the collapse of
the communist reginmes has had virtually no consequence on transition and
econoni ¢ perf or mance®.

From another point of view, one may observe that in a traditional

perspective the agents who lead the transition process are supposed to behave

expl ained by the fact that the attenpt to strengthen the incunbent politica
| eadership ranks very high in the donors’ priority agendas.

The notion that transition had to be fast, so that the interest groups
opposing transition could not become strong enough to stop or even reverse the
process has been a l|ater developnent of the neo-classical literature on
transition. Although it was raised by a nunber of orthodox econonists, it does
not fit the orthodox idea whereby policy nmakers pursue the public interest
and there is nothing coalitions can do in order to persuade politicians and
policy nmakers not do so.

2 See al so Wniecki (1992).

8 Actually, in some cases where transition did not take place econonic

performance deteriorated after the collapse of the comunist regine.
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according to a public-interest hypothesis. In the neo-classical framework the
technocrat is allegedly led by the long-term public interest of the country;
whereas in a gradualist context politicians care about snoothness and
stability, in order to avoid chaos and not to jeopardize the chances for
transition. However, as argued in MCormnick-Tollison (1981) and, nore
recently, in Col onbatto-Macey (1996), this is in marked contrast with reality.
Policy nmking does not follow a public-interest criterion, but rather a
publ i c-choice pattern

Finally, the traditional views fail to explain why the old system
col l apsed when it collapsed, and not earlier (or later). The standard answer
refers to "poor economc performance”, which aroused popular protest and
favoured change; but is not fully satisfactory for various reasons. In Eastern
Europe public opinion had little opportunities to make its discontent
mani fest, and even | ess opportunities to generate a change in the |eadership.
I ndeed, very substantial |ayers of the popul ation were not intolerably unhappy
about their living standards, as the survival of strong fornmer-Conmuni st

parties witnesses, all of themw th a substantial "popul ar" basis®

2. Property rights, reforms and transition

The property-right approach suggested in this article differs from
orthodoxy in that it draws heavily upon the economics of institutions and the
public-choice literature. As will be shown in the follow ng pages, it provides
a nore enconpassi ng set of answers, by focussing on the origins of the agents’
behavi our in a dying command econony, and on the role of such agents when the
exi sting property rights systemis no |longer viable. Fromthis standpoint, in
some cases transition turns out to display features typical of a path-depen-
dent process, and can be analyzed through the institutional-economcs
paradigm |In others, a public-choice approach seenms nore promising, for it
considers transition as a function of the bargaining conditions under which
old interest groups nmanage to naintain power, or new groups conme to the
surface at the expense of others.

In both cases, however, the property-right approach allows one to draw a

* Actually, in many East-European countries econonic performance at the

end of the Eighties was not significantly worse than in earlier periods. As
matter of fact, people in Eastern Europe often had very confused ideas (and
preferences) about the options available (including "capitalisn) - see
Shiller (1991) and Pejovich (1993, p.74).
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distinct line between reformand transition, thereby clearing the ground from
sone confusion®. Mre generally, the rejection of the public-interest argunent
on how to create Nirvana econonmies in the aftermath of central planning nmakes
it possible to provide nore acceptable answers to the questions rai sed above -
on the relevance of the tinmng of transition attenpts in Eastern Europe, as
well as on their m xed success.

Transition in four groups of Eastern European economies wll be
di scussed in sections 3. and 4.. As regards "reforns", this term usually
refers to the rather frequent efforts to change sone features of the system
Such attenpts have been developed in the Soviet bloc from the mid-Fifties
However, they have always generated poor results, as the post-War economc
performance of these countries has witnessed. This is not surprising. In fact,
refornms in a command econony never inplied a najor change in the existing
property rights system Rather, they were designed to alter the set of rewards
assigned to each of the interest groups in the ruling coalition. Al though the
bal ance of power within the coalition was indeed at stake, the conposition and
legitimacy of the rulers were never in doubt, so that the rent-seeking
strategies and instrunments were |left unscathed. Put differently, the econom cs
of reform was about which group would benefit nmost from the rent-seeking
activities worth fighting for, given the existing criteria for property rights
assignnents. The criteria thenselves always renmained those typical of a
conmand econony. Transactions costs for the econony as a whole therefore
stayed high, and information remai ned very scarce. On these grounds, econonic
performance could not possibly inprove significantly.

Transition is of course different fromreform It refers to what happens
in the period during which one country noves from one property rights pattern
to another, not to the attempts to inprove (refornm the existing property
rights systenf. If successful, transition entails a new and far nore effective
assi gnment of property rights; thus, a drastic reduction in transaction and

information costs. Production and consunption becone nore efficient. The

> For instance, reforms in the Soviet bloc during the Seventies had

stimulated a fairly inportant literature on "Convergence", whereby it was
bel i eved that repeated rounds of refornms would have brought the working of the
typical command econony close to that of a typical Wst-European m xed
econony.

® |n fact, attenpts to reformthe econony appear to be an appealing tool
whi ch the incunbent politician makes use of in order to avoid transition
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potential for growth can be exploited and the catch-up process may follow its
cour se.

In this light, the real question therefore relates to the variables
which determine success or failure in transition. To a large extent, the
property-right approach traces them back to the nonent transition is set into
notion, and to the public-choice equilibria prevailing at that nonent. That
is, transition is not only about teaching the technical arrangenents required
to keep a free- (or mixed-) econony going. Mich nore relevant is to understand
why pressure in favour of institutional change has built up in those
countries. And whether such pressure could and can be expected to lead to a
new system of property rights, given the existing cultural and historical
heritage, which of course includes the informal institutional framework in
place. In other words, successful transition does require that sone
institutional constraints be net’. But the crucial question is whether such
constraints are acceptable in a country starting the transition process. |If
not, transition is dooned to failure, and nyopic or post-nyopic behavior
prevai | s8.

The recent experience in the former Soviet-bloc area offers nunerous
interesting insights in this respect, and also helps explain to what extent
transition was carried out from above, i.e. by easy-to-identify interest
groups; and to which extent it was driven from below, i.e. by the public at
large. As will be analyzed shortly, this is often a critical issue in order to
assess the features of a transition process. For transition from above is
successful only when the new coalitions draw legitimacy to authority from an
explicit commitnment to growmh and to nore efficient property rights
assi gnments®. Constitutional law making will then be aimed at increasing the
transaction costs of rent-seeking; it will enhance information and at the sane

time reduce the cost of entry (and exit) into (fron) the political arena.

" See Col onbatto and Macey (1994).
8 A nyopic behaviour is one where the autocrat tries to maxinize rent-
seeki ng at the expense of the public interest within a short period of tinme. A
post-myopic framework is one where the political life of the autocrat extends
beyond t he expected hori zon.

° It may be appropriate to observe that this successful |inkage between
the source of legitimcy - i.e. conmitnment to growmh - and econonic
performance is not new. Canpos and Root (1996) analyze the case for a nunber
of Sout h- East Asian countri es.



When coning from bel ow, pressure always originates froma desire for a
hi gher | evel of income and individual well-being at large. It seldom supports
specific and consistent projects for constitutional change. Thus, it may not
be enough to solve the contractual problens anobng interest groups. The
existing institutions tend to remain unaffected, and the rules of the gane as
regards ordinary law making are not altered to a substantial extent. If the
desire for better economic performance is acconpanied by a generalized
inability to abandon the old system then constitutional |aw nmaking becones
fairly simlar to ordinary |aw naking. The cost of rent-seeking is actually
| owered, DUP activities and uncertainty increase, while econonmic activities
decline. Chaos tends to be the ultimte outconme, as we have recently expl ai ned
in another paper (1994). But if pressure for better econom c performance goes
hand in hand with the w despread and explicit acceptance of new criteria for
property rights assignments, then transition stands a good probability of

Success.

3. Transition in the fornmer Soviet Union

The collapse of the former USSR doninates the Eastern-European
experi ence, because that system survived sone seventy years; because, after
WA, it becane typical of many countries of the world; and because its recent

fall ignited dramatic consequences in the rest of the so-called Soviet bloc.

3.1 Wiy did the Soviet econony coll apse?

There are two expl anations for the peaceful disintegration of the Sovi et
conmand econony. One is political and one is economic, wth a comon
backgr ound.

The common background is provided by the Stalinist "war-econony" nodel
according to which the autocrat was legitinmzed by the danger of capitalist
aggression, and the econony was ainmed at building up enough strength to win an
arnmed conflict. Personal and ideological loyalty were the qualities in denand.
Technol ogi cal requirements were relatively limted, and the task of the bu-
reaucracy was to transmt orders from Stalin's nministers to the firms. The
arnmy was the only possible interest group in a position to challenge the
aut ocrat .

As suggested in Naishul (1991), the beginning of détente and the

technol ogi cal advancenent led to a change in the sources of legitimacy and in



7
the bal ance of power within the coalition of interest groups ruling the coun-
try. In order to keep the economy going, in the early Sixties the Comuni st-
Party oligarchy had to yield authority to the bureaucrats, who were however
still obliged to conmply with the nonenklatura system i.e. the right of the
Communi st party apparatus [...] to 'recommend’ and ’approve’ appointnments for
all managerial positions in the econonic (and public) adninistration and
managerial positions in enterprises®. The ultimate goal of this wave of
reforns was apparent at the end of the Brezhnev period, when it becane clear
that the top-down planning procedure had been replaced by an iterative
pl anning process within the bureaucracy. But of course, the conmmand-econony
pattern introduced by Stalin was still well alive.

Gven this situation, according to the "politics first" viewoint,
crisis in the late Eighties broke out when President Gorbachev questioned the
rent - seeki ng power of the bureaucrats and of the top nanagers of the |arge
firms. Corbachev’'s attack was successful. The underlying reform raised the
costs of rent-seeking for the bureaucrats, the power of which was greatly
reduced. But since the iterative-planning procedures and the opportunities to
bypass the deadl ocks were based on the bureaucracy, the delegitimtion of this
interest group led to an enornobus increase in the transaction costs for
econom c activity as a whole. Production was disrupted and econom c perfor-
mance wor sened consi derably.

The economic explanation differs in that it belittles the role of the
fight between the coalition led by Gorbachev and the bureaucracy; and traces
the origin of the Soviet crisis back to the ways to conpensate for the
deficient performance of the econony, especially in the past couple of
decades. As a matter of fact, the Soviet potential for growh had al ways been
frustrated by the inherent weaknesses of the command-econony pattern. At the
end of the Stalinist period, however, information, the international clinate,
and the new role played by the bureaucracy created a situation where (a) the
nunber of rent-seekers to be satisfied increased, and (b) the Soviet popul a-
tion would no | onger accept sacrifices for the sake of security and ideol ogy.
This created potential tensions, between the rent-seeking goals of the nmgjor
interest groups on the one hand, and - on the other - the need to reduce
transacti on costs and deadwei ght | osses.

In the Fifties and in the Sixties such tension was partially solved by

10 See Wniecki (1991, p.4).
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extensive growth and informal institutional arrangenments, which nade the
inefficiencies of command planning less problematic. But by the Eighties
ext ensi ve-grow h opportunities had been exhausted. The ruling élite , or part
of it, was thus forced to take a leading role in abandoning the comrand-
econony pattern and advocating institutional change, so as to be a plausible
candidate for the post-conmunist period. In other words, by supporting
econonmic transition the incunbent |eaders took their chance to distance

thenselves fromthe past and try to outlive poor economn c performance.

3.2  Features of transition in Russia

It is clear that the two explanations outlined above have a great deal
in common. In both cases econonic performance is acknow edged to have been
i nadequate, and in both cases transition started as a result of a political
breakdown. The difference between the political and the econonic versions
concerns the ultimte cause which led to the collapse of the conmmand econony -
either a struggle within the ruling coalition (Party agai nst bureaucracy and
top managers), or econonmic failure, which in turn delegitimzed the Party as
traditionally understood.

The two theories also differ sharply as regards the predicted results of
the transition phase. If the command-econony pattern collapsed just as the
uni ntentional by-product of an internal struggle anong interest groups within
the coalition, then it is clear that transition in Russia is heading nowhere.
On the other hand, if the centralized property rights pattern lost its appeal
because the ideol ogical notivation was no | onger enough to conpensate for |ow
living standards, then it is plain the "new' politicians are acceptable as
long as they are conmitted to growth-enhancing constitutional change.
Selecting credible and committed politicians may be a difficult, tine-
consum ng process; and then, that may not be enough to nake prom ses and
expectations real. But the econony would still be heading towards an
identified target, with sone chances of success.

In fact, the abruptness with which the Soviet econom c system broke down
seens to indicate that at the beginning there existed some rather w de popul ar

support for the new wave of reforns', whereby the bureaucracy was to be

1 It is worth enphasizing that Gorbachev’s scenario never considered the
transformation of the Soviet bloc into a free-narket area. The recurrent con-
cepts were "enhanced efficiency", "reduced waste", with a lot of anbiguity
about the role of private property and private initiative. O course, all that
was quite simlar to many previous rounds of reforns.
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singled out as the scapegoat for the econonmic failures. It seens fair to say
that at the beginning hardly anybody was really thinking about transition,
that is about changing the criterion to assign property rights. As a
consequence, the reform programme did go through, but led to chaos, for the
reform progranme hit one of the pillars of the system Attenpts to get
transition started began in earnest nuch later (md-Nneties), when the
weakness of the property rights assignments generated by the institutiona

vacuum induced politicians to claim power by pronising the nedian voter
nei ther ideological purity, nor mlitary mght; but economic growmh and the
end of chaos. The credibility of such a claimis crucial to assess whether
transition is really under way, or whether the institutional vacuum left by
econom c crisis and ill-designed reforns is going to be the arena where old
and new interest groups act to galvanize into effective, possibly long-lived

coalitions, ultimately fighting for power, rather than to pronote grow h.

3.3 Pre-conditions for successful transition

The basic lesson from the Soviet experience is that w despread dislike
of centralized preferences and decision-making is enough to destroy the
property rights system of a command econony, but not necessarily enough to
enhance new property rights assignnments.

Two nmaj or problenms stand on the way to successful transition. On the one
hand, bureaucratic planning in Russia has been beaten, but the bureaucracy is
still there, and it remains an extrenely powerful interest group. Bureaucrats
or fornmer bureaucrats remain in control of industry, have fairly easy access
to various fornms of subsidy, can avoid paying taxes. O course, since they are
afraid to be a net loser from a new property rights pattern, they are
unwilling to lend support to constitutional bills which reduce their rent-
seeking opportunities significantly. If this attitude prevails, property
rights assignments in Russia are going to remain weak and uncertain.
Initially, transition is bound to give way to fairly primtive and inform
econoni ¢ organi zations (local narkets, barter, extra-judiciary enforcenent of
contracts, etc.); at a later stage, the bureaucracy would inevitable take
power again, to enforce some kind of spontaneous, informally-agreed-upon
order.

In addition, there is a time-inconsistency problem Even if pressure in
favour of transition does build up, it takes tine for the new set of incen-

tives to produce results, for the new formal and informal institutiona
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arrangenents to establish their reliability, for agents to adjust their
behavi our accordingly. Yet, a ruler who clains legitinmcy based on his ability
to achieve long-run goals is going to be evaluated on the basis of his short-
run results. The inconsistency between the tinming of the proposed goals and of
nmoni toring mght thus encourage mnyopic behaviour by the |eader(s). Frequent
political turnover - or instability - becones nore than just a renote
possibility. This would entail wundesirable repercussions on institutiona
reliance, and thus on the chances to reduce uncertainty and transaction costs.

Once again, transition would stop short of success.

4. The forner Eastern-European satellites

The situation in the European countries of the former Soviet bloc was
different. The ruling interest groups were indeed committed to rent-seeking by
nmeans of physical planning and bureaucratic bargaining. However, contrary to
the USSR, in these cases legitimacy for the ruling élites came from the very
credible threat of Soviet mlitary occupation, should the conmand-econony
property rights allocation be altered. In short, the alternative to central
planning and a totalitarian regime was Soviet invasion, not free market and
denmocracy. In fact, as soon as President Gorbachev announced that Russian
troops would no longer interfere with donestic politics and policy making in
the satellite countries, the whole area went through bloodless attenpts to
change the system

O course, this does not nean that the practical possibility of dropping
central planning inplied perse a common desire to carry out transition, et
al one successful transition. As a matter of fact, three different patterns of
institutional change can be identified, following the attitude of the various

i nterest groups towards the transition process.

4.1 Transition in earnest

As is known, today only three countries exhibit a nore or |ess success-
ful transition record. Al though state intervention is still substantial in al
of them the Czech Republic, Poland and Slovenia have managed to nake
significant progress towards the property rights system typical of a mxed
economny. Hungary and Sl ovakia are not very far behind.
North (1979) pointed out that there are basically two theories of the state -

the contract theory and the predatory theory.
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Al t hough sone el ements of prey cannot be ruled out, it is fairly clear that in
these rel atively successful countries the contract approach prevail ed.
The new situation did not offer other options, anyway. Contrary to what
happened in the former Soviet Union, these countries experienced pressure for
(bl oodl ess) revolution from bel ow, not from above. The new rulers thus needed
legitimacy fromthe median voter. This was obtained by agreeing on a contract
whereby the new policy makers were committed to political independence (away
from the Soviet bloc) and fast economic growh. OQher issues, such as
m nimzing the cost of transition, apparently had a lower priority. Proximty
to Germany, better trade relations with the CECD area, hope to attract foreign
direct investments, famliarity with Western consunption patterns and culture
surely played an inportant role in defining this ranking.

In particular, the post-Soviet ruling élites could not insist on rent-
seeking for two reasons. On the one hand, their legitimacy came from their
conmitrment to a new, fairly decentralized property rights pattern. This was
the essence of the inplicit contract nentioned earlier

On the other hand, before transition this group of econonm es was rela-
tively open to trade with the "free world", although firnms were not responsive
to the international ternms of trade, but to the domestic bureaucracy in charge
of the foreign-trade plan. In the aftermath of central planning and Comecon
the greater exposure to the new trade patterns and to the world relative-price
system woul d have necessarily brought about a drastic change in the bal ance of
power of the interest groups; and shape new groups altogether. The foreign-
trade bureaucrats were doomed, and the rules of the rent-seeking ganme with the
exporting/inporting firms would have changed drastically. O course, the
outcome of such a change was hardly predictable, for the rules were not
obvious, nor were the actors. But it was fairly clear that any politician
anchored to property rights assignments designed to create rents for - and/or
to extract rents from- pre-transition interest-group distribution would have
made the policy mnaker very weak as soon as transition took off. It is
plausible to assune that in this framework the safest course for the new

political élite was to restrain from rent-seeking with the old coalitions

2 This surely applied to the early N neties, when the new politicians

were aimng at obtaining power, rather than maintaining it. As tine went by,
however, the ranking changed, and the politicians turned out to be reluctant
to face the political cost of hardship. Even in the perhaps nobst conmitted
free-market country - the Czech Republic - nuch of the banking/financial
sector is still controlled by the state.
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accunul ate credibility to spend in the post-transition period, and put off
rent-seeking issues with the private sector at a |l ater stage.

As a result, trade openness in such countries contributed to |essening
the scope for tensions between the need to allocate property rights so as to
reduce transaction costs, and the wish to allocate such rights so as to in-
crease rent-seeking opportunities. Uncertainty was too high to mnmake this

potential trade-off a serious issue.

4.2 The illusion of transition

At the other extreme, there are countries like Belarus, the Ukraine
Bul garia, Runmania, where transition never took off. In all but one case (Ruma-
nia), these are situations where the conmand system col | apsed because its in-
efficiencies could no |onger be conpensated by the Soviet Union, unable to
transfer enough resources to allow people to survive. Politics played a rele-
vant role, too. In one situation the autocrat suddenly lost legitimacy (in
Ceausescu’s case, his political survival was guaranteed by the threat of
Sovi et invasion). In general, incunbent policy nakers found thensel ves without
the only major interest group supporting them - Mscow s ruling élite . The
struggl e for power which followed destroyed the comand-econony pattern which
by the end of the Eighties had beconme the result of an el aborate and delicate
system of bal ances, of formal and informal |inks involving the various |ayers
of the Party and of the bureaucracy.

Surely, in all these cases pressure for change cane from above, not from
bel ow. For the fight for power was anong short-sighted "roving bandits", who
were aimng at taking power, and at keeping it long enough to maximze their
revenues from rent-seeking. O course, since the lack of legitinmcy would
reduce the chances of staying on top for a long tine, and woul d expose the new
rulers to the realistic possibility of being turned out of power any nonment by
ot her equal ly-short-sighted bandits, rent-seeking revenues were naxim zed over

a relatively short tinme interval®®. In a nutshell, the bases of the predatory

13 International support for the ruling coalition and the free-rider
probl em contribute to explain why short-sighted rulers may stay in power for
relative long periods, and thus becone |ong-lived nyopic rulers. But that does
not change their optinmal strategy. The long-lived nyopic ruler is unable to
play the rent-seeker gane, for there is little left to extract. The bandit
| ooks very much like his subject, except for the wealth accumulated in
previ ous peri ods.

See also Col onmbatto and Macey (1996) for a nore detail ed discussion of
the rent-seeking attitudes of a totalitarian |eader in countries characterized
by low information and - nore generally - high transaction costs.
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state were never seriously questioned. In such countries revolution was much
nore simlar to a palace insurrection than to a quest for institutional
change. In particular, the end of the comrand econony was little nore than an
accidental casualty, so that the very clear property rights assignnments
derived from the conmmand econony did not give way to a new property rights
structure, or to a consistent drive towards it; but rather to a vacuum These
countries were dooned to be prey of institutional chaos.

In these cases the outlook for the future therefore remains gloony,
unl ess a major shock occurs, and a new délite legitimzed from below or with
enough power to expect long-termrule enmerges. That woul d be the begi nning of

a state based on sone el enents of contract.

4.3 Slow transition

The third group of countries identifies a set of situations where the
source of legitimacy for the ruling élite is not entirely free from anbiguity.

The col | apse of the conmand econony may have cone from above, as in sone
Asiatic Republics of the fornmer Soviet Union. O from below, followi ng the
pattern of the satellite countries, as in the Baltic states. However, under
both sets of circunstances the sources of legitimacy for the ruling class were
to sone extent vague. Pressure for growth was not as high as in other parts of
the forner communi st bloc; whereas the identity of the nmedian voter was stil
uncertain. It was clear enough that the comrand-econony pattern coul d be aban-
doned wi thout risking an invasion. Similarly, everybody would share the desire
for decentralized preferences, as opposed to state priorities. Yet, the desire
to decentralize decision nmaking in production remained relatively weak, while
it was apparent that the nedian voter feared that transition towards a free-
market pattern mght affect the existing informal institutional setting. In
fact such informal framewrks has probably fared nmuch better in these coun-
tries - where distance from the center (Mscow) and ethnic bounds played a
major role - than in other areas of the Soviet bloc.

As a result, these economies have been featuring a very slow transition
process. In their own way, they follow the Popperian process of pieceneal
engi neering, starting from an obviously undesirable situation. Constitutiona
| aw- maki ng has been |ooked upon with skepticism utopian social engineering
has been set aside. Caution prevails. Little by little, change in the forma
property rights systemwll reflect adaptation to the informal institutiona

framewor k, | aggi ng behind rather than | eading.
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The resulting evolution need not be nonotonic, though; for m stakes can
be made and even encouraged. | ndeed, in a broader perspective one could expect
(pieceneal) transition for the worse, too. The ruling coalitions may take
advantage of the persisting anbiguities to beconme stronger, increase the
degree of governnment intervention, extract rents and keep growh low". O
they may try to keep rents low and adopt a long-run survival strategy by
following and incorporating spontaneous informal institutions into the
| egi sl ati on.

In these cases the outcone is unpredictable, but evolution controlled by
selection is taking place, although at a relatively slow pace. Mopic behavior
by the policy makers is unlikely, for short-term bandits hardly have the
possibility of seizing power. However, fast-growth policies are constrained by
a nmedian voter who is unlikely to take chances and see his political and
econom c situation change drastically. Conmmitted efforts to achieve fast
transition towards a radically new property rights system would spell decline

for any politician.

5. Concl uding renarks

The collapse of the comrmand econonies of the former Soviet bloc has
of fered an al nbst unique opportunity to observe and conpare the inplications
of mai nstream econom cs as opposed to the property rights approach

According to the latter, it is critical to focus on the origins of the
Conmuni st col | apse, so as to understand the sources of legitimcy of the new
rulers, their goals, and thus their ability to keep rent-seeking at bay, and
reduce transaction costs through appropriate constitutional change. As
explained in Pejovich (1995), spontaneous institutional change becones the
very essence of the transition process. Thus, the analysis of how to run or
how to reach the utopian econony is of less interest. Instead, the ability to
create a suitable - not necessarily the optimal, whatever this term may
designate - institutional framework produces the real challenge. Hence, from
this standpoint, and fromthis standpoint only, it makes sense to put forward
and di scuss inforned scenarios about future devel opnents.

As for policy making, its purpose is to single out the barriers which do
not allow the nost efficient organizations to arise, and to renove them This

is of course even nore inportant during transition. Wwen this process is

14 See North (1990, ch.11).
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successful, then transition wll be realized, although the timng and
sequencing patterns wll necessarily follow, not |l|ead, informal changes.
Whereas if weak property rights assignments and deliberate short-sightedness
allow policy nakers to behave differently, either in order to please the
medi an voter and preserve power over a |long-termhorizon, or to maxinize rent-
seeking over a limited time interval, then econonic performance is going to be

di sappointing, to say the |east™.

1> One may note that these conclusions are fully consistent with Al chian

(1950) and Wniecki (1991), where the role of policy making is analyzed in
greater depth.
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