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ENGINEERS OF THE TRANSITION 
(INTERVENTIONIST TEMPTATIONS IN EASTERN EUROPEAN

ECONOMIC THOUGHT)

J. M. KOVÁCS

T he p a p e r  focuses on cu rren t developm ents in  th e  h isto ry  of econom ic th o u g h t in E as te rn  
E urope. In c o n tra s t to  the  conventional in te rp re ta tio n  p ositing  a  neo liberal b reak th ro u g h  in p o s t­
com m unist econom ics, th e  a u th o r  em phasizes th e  old-new  in terven tion ist (constructiv is t) e lem ents 
of E aste rn  E u ro p ean  econom ic th ink ing . In  th e  first p a r t  of th e  p ap er, he  draw s parallels betw een 
th e  scholarly a n d  sociological positions of th e  fo rm er reform ers an d  th e  p resen t “transfo rm ers” . 
In  th e  second p a r t ,  he provides sam ples of th e  tran sfo rm e rs’ a rg u m en ts for th e  “engineering” of 
th e  tran sfo rm atio n  processes by th e  new governm ents.

It is again time to bid farewell to a metaphor. I am saying goodbye to the 
imaginary pendulum which—according to Western experts—would swing Eastern 
Europe from the one extreme of a command economy to the other extreme of laissez- 
faire. “Tit for tat” is how I would irreverently rephrase the logic of this thesis, if I 
did not suspect its inherent vision of the future—namely, that collectivism would 
shift to liberalism. To put this in the language of the daily newspapers: the more 
Stalinist the economy/economics used to be, the more Thatcherite they should 
become. Or to adopt Habermas’ somewhat loftier style: a nachholende Revolution, 
that is, a revolution staged with the purpose of catching up with the West, is taking 
place in this part of Europe.

In any event, the really good news was announced by Fukuyama: the “end 
of history” is almost upon us. There is no reason to deny that these prognoses are 
dramatic, since they envisage a major turnaround—at least in theory. They fore­
cast a neo-liberal (libertarian, conservative) breakthrough in, among other things, 
postcommunist economic thought.* 2

‘ An earlie r version of th is  p a p e r was p resen ted  in  B u dapest a t  a  session of th e  H u ngarian  
Social Science A ssociation on  D ecem ber 18, 1991. I t  was published la te r  by th e  2000 (cf. „A jövő  
m érnökei” , 2000  Jan u ary  1992). T h an k s a re  d u e  to  Ján o s  G ács, M ihály  Laki an d  th e  e d ito rs  of 
th e  2000 for th e ir  com m ents.

2Cf. Jerzy  Szacki: A Revival o f L iberalism  in  P o lan d ? , Social R esearch  1990/2; E lem ér H ankiss: 
E aste rn  E u ro p ean  A lterna tives— Are T h ere  A ny? , O xford  1990; Jacq u es R upnik: T h e  O th e r 
E urope, L ondon  1988; Jo h n  K. G a lb raith : T h e  R u sh  to  C apita lism , th e  New York Review of 
Books 1990/10 /15 ; A m ita i E tzioni: E as te rn  E urope: T he W ealth  o f L essons, Challenge Ju ly -A u g  
1991; Sam uel Bowles: W h at M arket C an— a n d  C a n n o t— Do?, C hallenge Ju ly -A u g  1991; R obin  
B lackburn: F in  de  Siècle: Socialism  elfter th e  C ra sh , New-Left Review 1991/185; P e ter W iles: D ie 
kapitalistische Siegessicherheit in  O steuropa, E uropäische  R undschau  1991/3 .
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Over the past few months Western newspapers have carried headlines like 
“Maggie Thatcher Goes East,” “Chicago Boys in Warsaw,” “Champions of the Wild 
East in Prague” and “Young Liberals in Moscow.” These headlines refer both to 
the economies in transition and the leading economists. Indeed, the individuals in 
question have been reluctant to issue a disclaimer. Leszek Balcerowicz still speaks 
proudly of the Polish shock therapy (whose Big Bang philosophy seems to justify 
the pendulum metaphor); Václav Klaus rarely misses a chance to quote from Free 
to Choose by Milton and Rose Friedman. (An associate of his, Czech Privatisation 
Minister Tomás Jezek, professes to be an ardent follower of von Hayek.) Yeltsin’s 
economic advisers wish to cross the Rubicon dividing the really existing socialism 
of yesterday from the capitalism of tomorrow in a matter of a few hundred days. 
Let us not forget Hungary, our own country: Márton Tardos, who is the head of 
the parliamentary group of a liberal party, now uses the seemingly ultra-liberal 
expression of “privatizing privatisation” ; and J ános Kornai has recently published 
a pamphlet in the United States under the title The Road to A Free Economy, a 
reference to Hayek’s Road to Serfdom. Every now and then, Harvard’s “diabolical” 
Jeffrey Sachs shows up in their company. This “Grand Stabilizer” is touted by the 
national populists throughout the region as an advocate of unfettered liberalism.3

Nevertheless, it is not only the Hungarian government in Eastern Europe 
that boldly refuses to obey the law of the pendulum. Most of the new adminis­
trations seem to be doing their best to reject the allegation that no statist (i.e., 
interventionist, dirigist, recentralizing) programmes—and no economists who keep 
inventing such programmes—can thrive on the ruins of communism.

Those who attached their expectations to the magic force of the pendulum a 
year or two ago are so horrified by the recent symptoms of a new authoritarianism 
under post-communism that their first reaction is to hasten to readjust the short­
term political forecasts about the triumph of democracy and the rule of law in the 
region. Instead of keeping track of the actual movement of the pendulum in the 
economy or the dominant economic discourse, they adhere to the earlier practice of 
describing most of the Eastern European scenarios of economic transition as ultra­
libéral. At the same time, they are busy developing elaborate prognoses based on 
the model of “authoritarian rule-cum-free market.” As has happened several times

3 Leszek Balcerow icz: Die “U nreife” d e r freien  M ark tw irtschaft in  Polen , N eue Z ürcher Zeitung, 
1991/1 /13 ,14 ; V áclav  K laus: A R o ad  to  M arket Econom y, P rague  1991; V aclav  K laus & T om ás 
Jezek: Social C ritic ism , False L iberalism  a n d  R ecent Changes in  C zechoslovakia, E as te rn  E u ­
ro p ean  Politics a n d  Societies, W in te r 1991; K o rn a i Ján o s: T he R oad  to  a  Free Econom y, New 
Y ork 1990; Jeffrey  Sachs: W h a t Is To Be D one, E conom ist 1990 /1 /13 ; D . L ip to n  a n d  J. Sachs: 
P riv a tiza tio n  in  E aste rn  E urope. T h e  Case of P o lan d , B rookings P ap ers on  Econom ic A ctiv ity  
1990/2; J . Sachs: C rossing th e  Valley of T ears  in  E a s t E u ropean  R eform , C hallenge, S e p t-O c t 
1991; Im  N iem andsland  zwischen P la n  u n d  M a rk t, Die Z eit 1991/11 /1 .
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in the past, the analysts now start out from Latin American and Southeast Asian 
examples.4

Let us confess that, to a certain extent, we “domestic observers” tend to ac­
cept this attitude. True, Hungarian economists who have experienced the various 
reform cycles of market socialism cannot be impressed by any optimistic proph­
esy about a rapid shift from extreme collectivism to liberalism. This is because, 
over a period of several decades, their chief concern was to reconcile pragmatically 
the moderate elements of these two world of ideas. In the end, they did not suc­
ceed in working out an original and logically coherent paradigm for the reform of 
real socialism—even though that was widely hoped for. Nevertheless, as the years 
went by, the concept of a command economy disintegrated in Hungarian economic 
thought. At the same time, while few experts predicted a neo-liberal breakthrough, 
hardly anybody expected the present proliferation of illiberal political aspirations. 
Consequently, it is now very difficult for former reform economists who have be­
come disillusioned with the utopia of a “socialist market economy” to find even 
moderately liberal versions of the “social market economy” politically unfeasible.

Sensing signs of a new authoritarianism in Eastern Europe, we economists 
rapidly brace ourselves and attempt a diagnosis. Endowed with historical experi­
ence, it has not taken us long to discover the early symptoms of the emergence of 
a new, postcommunist party-state: we unmask the old-new bureaucratic elite and 
their growing clientele; we lay bare the new interventionist political ideologies— 
sometimes I have the impression that the patterns are all too familiar. As a rule, 
we avoid flirtation with any new enlightened absolutist rulers; we feel antipathy to 
the notion of a corporative state and are far from being enthusiastic about the idea 
of replacing the parliamentary system with a presidential one. However, apart from 
these political reservations, we rarely think about the illiberal economic tempta­
tions which Eastern European scholars also ought to resist while examining what 
comes after communism.

We should be especially aware of these dangers because it may well be that 
our “Great Transformation” is incompatible even with the “Chilean Road.” From 
an economic point of view, the puzzle called “transition” may have no liberal 
solution, let alone a radically liberal one. The new dictatorships which appear to 
be emerging in our region would probably be unwilling to give a free hand to the 
economy (at least not to the degree that Pinochet did).5 Even more importantly,

4 Oleg R um iantsev : A u th o rita rian  M odern iza tion  a n d  th e  Social-D em ocratic  A lternative , So­
cial R esearch 1990/2; L. A. Gordon: Soviet P ro spec ts: N o t A bsolutely Hopeless, Challenge M a y - 
Ju n e  1991; E llen Com isso: Political Coéditions, E conom ic Choices, m anuscrip t, 1991; A dam  P rze- 
worski: Spiel m it E insatz . D em okratisierungsprozesse in  L ateinam erika, O steu ro p a  u n d  andersw o, 
T ransit 1990/1.

'A lfre d  S tepan: S ta te  Pow er a n d  th e  S tre n g th  of C ivil Society in th e  S o u th ern  C one of L a tin  
A m erica, in: P. E vans, D. Rueschm eyer, T . Skocpol (eds): Bringing th e  S ta te  B ack In , C am bridge 
1985; M. A. G arre to n : T he Political E vo lu tion  of th e  C h ilean  M ilitary  R egim e a n d  Problem s in

A cta  Oeconomica 44 1 1992
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the crisis-ridden state economies in Eastern Europe would, almost instinctively, 
appeal on a daily basis for resolute intervention by the governments in power. 
Even firmly established political democracies would find it difficult to resist such 
aggressive claims. Hence it follows that, in contrast to the ideal of democracy- 
cum-market and the second-best option of dictatorship-cum-market, the countries 
of the region might easily find themselves waking up to the depressing reality of 
dictatorship-cum-controlled economy.

Whence the temptation? Why am I invoking the spectre of interventionism 
(which Hayek refers to as “constructivist rationalism”) at a time when the eco­
nomic thought of Eastern Europe is witnessing an unprecedented upsurge in liberal 
fervour? Let me state my answer somewhat harshly: I think the rhetoric, language 
and programmatic trappings of this fervour—as well as some of the practical mea­
sures taken in the spirit of liberalism—make many economists of transformation 
believe that what they are doing is merely assisting spontaneous evolution. Conse­
quently, whenever they do advocate something “non-spontaneous” , they justify it 
to themselves by claiming that they are acting under the compulsion of conditions, 
in the service of a sublime objective, against the dictates of their own consciences 
and, above all, with the sole purpose of finding a provisional solution.

I wonder why we are still so impressed by spectacular symbolic contrasts, 
such as the setting up of the Polish stock exchange in Warsaw in a building that 
used to house the Central Committee of the Communist Party, or the auction of 
Soviet tanks in the satellite countries, or the substitution of party membership cards 
with chequebooks? Why do we only notice the policy of interventionism when it is 
coupled with shallow populist-nationalist ideologies or when, in the worst case, it 
introduces the machinery of political Gleichschaltung in the economy as well?

Reformers and “transformers”

To avoid any misunderstanding, let me state in advance some of the assump­
tions inherent in my train of thought:6

th e  T ran sitio n  to  Dem ocracy, in: G . O ’D onnell, P . C. Schm itter, L. W h iteh ead  (eds): T ransitions 
from  A u th o rita rian  R ule. L a tin  A m erica, B a ltim o re  1986; E. A. C ardoso: P r iv a tiza tio n  Fever in 
L a tin  A m erica, Challenge S e p t-O c t 1991.

6For m ore detail, see Ján o s M átyás Kovács: Reform  E conom ics: T h e  C lassification  G ap, 
D aedalus, W in te r 1990; Ü bergang: das grosse E xperim en t, T ran s it 1990/1; Szocia lista  vagy 
szociális p iacgazdaság? (Socialist o r Social M arket Econom y?) V ilágosság 1990/1; F rom  R eform a­
tio n  to  T ransfo rm ation . L im its to  L iberalism  in  H ungarian  E conom ic T hough t, in: R ediscovery 
of L iberalism  in  E as te rn  E u rope, E astern  E u ro p ea n  Politics an d  Societies, W in ter 1991.; C om pas­
sionate  D o u b ts  ab o u t R eform  Econom ics, in: K ovács J. M. & T ardos M árto n  (eds): R eform  and  
T ran sfo rm atio n  in  E as te rn  E u rope. Soviet-T ype E conom ics on th e  T h resh o ld  of C hange, L ondon 
1992.
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(1) Below I shall use the term “transformer” (in contrast to “reformer”) to re­
fer to those theoretical economists in Eastern Europe who—working as researchers 
or, more often, having been hired on a semi-permanent basis by some party or 
government department—write comprehensive scenarios on key aspects of the rad­
ical transformation of the Soviet-type economy. I intend to observe their scholarly 
and political activities from the perspective of a historian of economic thought. At 
this point, I am concerned with what they recommend, the form in which their 
recommendations are presented and the purpose of such recommendations. Here I 
do not deal with the feasibility of their proposals.

(2) I begin with the assumption that during the 1980s the dominant majority 
of transformers excelled as reformers (often radical ones). For a longer or a shorter 
period, they experimented with market simulation. In other words, they avoided 
challenging, simultaneously and decisively, the two main taboos of real socialism: 
state ownership and one-party rule. I include in this group the members of the older 
generation (Aleksander Bajt, János Kornai, Karel Kouba, Gavriil Popov, Stanislav 
Shatalin, etc.) as well as numerous younger representatives of the middle-aged 
generation (Leszek Balcerowicz, Tamás Bauer, Vladimir Dlouhy, Yegor Gaidar, 
Joze Mencinger, Jerzy Osiatynski, Attila Károly Sods, etc.). I am not going to 
mention those few “unspoiled” young scholars who have no reformist record of any 
kind.

(3) Even if some of them regret it now, most of the reformers did not start out 
as “closet capitalists” who had to disguise their authentic liberal conviction. Liberal 
thought was not an asset a reform economist inherited from precommunist times; 
instead, it was one that he attained. He usually acquired it in addition to (and 
rarely instead of) his socialist commitment during the course of political bargaining 
over economic reform. The typical reformer took up liberal ideas almost reluctantly, 
deriving them from his own trial and error experiences rather than from scholarly 
works about, say, the renaissance of Austrian economics, the economic theory of the 
property rights or constitutional economics. For a long time, he had already been 
instinctively aware of most of the government failures, while doctrines of welfare 
economics about market failures still dominated his thinking.

(4) As a consequence, the reformer should not be seen as a herald of a radical 
liberal dream when he becomes a transformer. Even though, at times, he may 
act with a neophyte’s haughtiness, one can, without a German schoolmaster’s ex­
actitude, consider his liberalism unsophisticated, somewhat distorted and eclectic. 
Reformers have always had a predilection for “introducing”, “building up” and or­
ganizing the market. They have always had a constructive reform programme, an 
expert solution, or an expedient for emergency on hand. They justified, with some 
truth, their constructivist and holistic attitude, as well as their Grand Designs with 
the explanation that in such a naturally non-spontaneous system as the Soviet-type 
economy the policy of “live and let live” must prove ineffective. In fact, that policy 
would let live those who would not let others live.

Acta  Oeconomica 44> 1992



42 J. M. KOVÁCS: ENGINEERS OF THE TRANSITION

The image of the future could not be defined within the framework of reform 
economics; in other words, the question “where does the Third Way between capi­
talism and socialism lead to?” could not be answered for either political or logical 
reasons within the Soviet-type system. Thus, reformist liberalism found its source, 
pragmatically, not in an abstract but definable ideal (natural) state of the past 
or the future, but in the ups and downs of the reform process itself. The reform 
proposals, radical as they were, rarely ever used ethical considerations to praise the 
intrinsic “beauty” of the market, the value of individual initiative or the virtues of 
private property. For a long time, the reform economist had a purely technical and 
pragmatic attitude to the market (competition, entrepreneurship). He considered it 
a tool to be used to repair the malfunctioning machine of the Soviet-type economy 
whenever necessary.

In an ideal situation, that machine was the market itself (see the controversial 
reformist concept of “economic mechanism”), and it was the government’s duty to 
control it from above. This meant switching the market on and off, and coupling 
its cogwheels with those of the plan almost at will. The market seemed to be suit­
able for planners to simulate because it was defined as a sterile institution free of 
the property rights. Furthermore, state ownership seemed to be politically neutral: 
according to widespread assumptions, it could be decentralized and rearranged into 
smaller-scale collectivist forms (managerial socialism, workers’ self-management). 
Because they were dismissed as obsolete and technically not viable, concepts like 
free enterprise, invisible hand and nightwatch state were omitted from the reformist 
plan-and-market discourse. As a consequence, the principle of methodological indi­
vidualism was also ignored. The state, in the reform economist’s vision, remained 
vigilant during the day just as by night. Similarly, to use Mario Nuti’s bon mot, 
the invisible hand weis from time to time disciplined by “visible fists” .

I am exaggerating, of course. It is well known that Eastern European reform 
thinking has always had some liberal mavericks (Tibor Liska, Nikolai Shmeliev, 
Jan Winiecki, Václav Klaus and others of their ilk), radical periods of development 
and pioneering country cases. Also, who would dispute the fact that the theory of 
reform underwent a long process of secularisation/radicalisation starting from the 
cautious adjustment of planning targets in the 1950s to the nearly profane demand 
of “reforming the reform” in the late 1980s? Nevertheless, reform ideas shed their 
mechanical, collectivist and interventionist features very slowly—and always within 
the limits of “political decency”.

(5) As for reform countries in Central Europe, after the early 1970s, it was 
not simply the anticapitalist attitude inherited from Marxism that prevented the 
reform economists from giving up the attempt to reconcile “plan” and “market” to 
concentrate, instead, on the desirable proportions of public and private ownership. 
To a certain degree, the delay was due to the very nature of reformist theory: 
limited liberalisation by trial and error is a slow process; the market in the shadow 
economy was only partly justified, and workers’ self-managment was only partly
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falsified under the old regime, etc. There were, however, significant external causes 
as well, which, in the long run, may have proved even more significant than the 
internal ones.

Here I am referring to the reformers’ well-known intermediary position be­
tween scientific research and politics, opposition and government, East and West, 
and the numerous compromises concomitant with their role as mediators. Let me 
concentrate on just one of the multitude of non-scholarly roles which Eastern Eu­
ropean reform economists have played in recent decades—that of the adviser and 
expert, i.e, the social engineer. I shall focus primarily on the way they offered 
their expertise in social engineering: how they identified themselves with this pro­
grammatic activity and the related search for compromises, whereby the task of 
answering the question “what is?” was overshadowed by active participation in 
planning what “ought to be.” This participation went well beyond the limits of 
independent advisory work (see, for example, the reform economists’ shuttling be­
tween the scientific community and the government apparatus or, God forbid, the 
Communist Party headquarters). The foundation of this relationship was an atti­
tude of cooperation and constructivism. Of course, the economist working as an 
adviser could always console himself with the paradoxical explanation that, even if 
he were cooperating with the party-state, he was nevertheless instrumental in dis­
mantling the state economy. As he explained to himself, his mission was to regulate 
deregulation and plan the “domestication” of planning. (As opposed to the genuine 
dissidents, then, one could characterize the reformers as assenting dissenters.)

Before the reader accuses me of administering justice retroactively, I hasten 
to add that the comments above should not be taken either as criticism or a conde­
scending pat on the shoulder. At a time fraught with the threat of witch-hunts, the 
chronicler should at the very least emphasize the reformers’ crucial contribution 
to “disenchanting” the planned economy and “softening” the communist economic 
elite.' What you have read so far is nothing more than a brief status report that 
serves a practical goal—namely, the demonstration of the similitude I am inclined 
to observe between the former reformers and today’s transformers. Yet there is 
more here than the simple fact that for the most part we see the same faces as 
before. I have arrived at the real subject of my paper...

Liberalism delayed?

What does a radical reformer think when political and ideological restraints 
that once controlled his imagination are one by one taken off? In principle, this 7

7J . M. Kovács: P lann ing  th e  T ransform ation? N otes ab o u t th e  Legacy of th e  R eform  
E conom ists, fo rthcom ing  in: J . M. Kovács (ed): T h e  A m biguous Legacy of C om m unism , T ran s­
action  Publishers 1993.
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may act as a catalyst: his creative powers may begin to soar, taking him to ever 
more liberal heights. Yet, as optimistic as that may sound, that option is rather 
unlikely. An economist who has learnt by doing (I would say, for want of a better 
solution) that beyond a certain stage marketization is logically inconceivable with­
out privatisation, will be apt to paraphrase Churchill’s aphorism on democracy 
even after 1989: private property is the worst form of ownership except for all the 
others . As a result, private property may join the reformist interpretation of the 
market within the category of “necessary evils.”

In a free world, an economist may become a freethinker. Now that the po­
litical and ideological barriers of the Soviet-type system have been lifted, there is 
in principle an unhindered passage to the domain of the “free” market, or at least 
to that of “social” market economy. Apparently, the only thing yet to be done is 
to conclude the train of thought that started in Eastern Europe a few decades ago; 
in other words, the programme of simulated marketization needs to be made both 
real and complete by introducing the essential components of private property and 
political democracy. One wonders how far the transformer will proceed in these 
areas. Or, thinking back on the opening metaphor, where will the pendulum stop, 
once it has passed the imaginary point of suspension?

In our search for an answer let us not interview ex-reformers. They would 
probably respond: “We may have indeed been slow in realizing that the ’emperor’ 
whom we once served ’had no clothes on.’ Nevertheless, from a strictly intellectual 
point of view, 1989 found us in a fairly mature state. Once (self-) censorship was 
abolished, only technical obstacles prevented us from asserting our liberal ideas. 
Consequently, there is no need to revise the original theoretical tenets of reformist 
thought; one needs merely to streamline them by simply removing the former 
taboos. Some of the economic solutions thus put forward may still be ’second- 
best’, but they will be second-best on their own merits, not as a result of the 
sociological and methodological compromises deeply rooted in reform thinking.”8 

Eastern European economists have arrived at this state of relative calm with­
out catharsis. The present mood of the transformers may be briefly characterized, 
with some malice, as follows: “the new democracies in our region may continue to 
produce half-heartedly liberal political elites (who would slow down the economic 
transition); yet, thank God, we are no longer obliged to invent comprehensive the­
ories to prove that half-hearted liberalisation is the best of all possible economic 
programmes” . In other words, there is no more need to incorporate external hin­
drances into the theory.

8Cf. th e  responses of Leszek B alcerow icz, A leksander B a jt , W lodzim ierz B rus, K arel D yba, 
A ndrás H egedűs, B ranko H orvat, G ennadii L isichkin, László Szam uely a n d  M árto n  T ardos given 
to  th e  q u estionnaire  of A c ta  O econom ica (1 9 8 9 /3 -4 ) on socialist m ark e t economy. See also, 
W lodzim ierz B rus a n d  K azim ierz Laski: From  M arx to  th e  M arket, O xford  1989.
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Spoilsports are always booed off the stage. Unfortunately, however, one can­
not overlook another reason for the lack of catharsis. What if the “brave new 
world” the transformer confronts beyond the barriers of the Soviet-type economy is 
greatly reminiscent of the old one? It may well be that neither his new sociological 
status, nor the actual economic processes of the transition will prompt the former 
reformer to readjust his ambiguous liberalism.

Advisers then and now

Strange as it may sound, in 1989 the reformers did not leave the stage of 
Eastern European economics as losers. Except for those who had not been able 
to differentiate between cooperation and collaboration with the old regime , the 
reform economists were not forced to leave at all. They were not compelled to 
withdraw to the seclusion of libraries or to start up businesses as entrepreneurs. 
Even before they had the chance to escape the public eye and ponder “where 
did we go wrong?” , a considerable number of them, if not the majority, became 
incorporated into the new political elite.9 Reform economists were thereby able to 
bounce from the position of potential loser to that of a winner.

Some of the ex-reformers have vaulted into higher places in the political hi­
erarchy than they had previously occupied. They accomplished this due to the 
following circumstances: they had a rather good relationship with the dissidents; 
the new parties and governments had an urgent need for experts; and, most impor­
tantly, these institutions needed precisely those who could become “engineers of 
the transition” ; that is, those who could elaborate party manifestos, draw up plans 
for national salvation or, simply, develop proposals for day-to-day crisis prevention. 
Thanks to the vacuum in political management in the first months of the transi­
tion, the first generation of transformers (Bajt, Balcerowicz, Klaus, Shatalin, etc.) 
could propose their mammoth programmes of stabilization, deregulation and pri­
vatisation in an environment almost free of institutional opposition. They did not 
have to confront in earnest either the nomenklatura—which was collapsing—or the 
parliament, which had not really found its feet yet. Since then, transformers have 
been extremely deft in what had been called under market socialism “reform mon- 
gering” . Just as they did in the past, they are buying and selling Grand Designs, 
experimenting with alternative models, and constructing new schemes, though it

9Here I have in  m ind scholar-politicians su ch  as D yba, Dlouhy, K laus, K om arek, K ou b a  in 
Czechoslovakia; B auer, Bod, K á d á r , M atolcsy, Soós, Surányi, T ard o s in  H ungary; Balcerowicz, 
Jozefiak, Lewandowski, O sia tynsk i, M ujzel in  P o land; Aven, G a id ar, Jasin , P e trak o v , Popov, 
S hata lin  in  th e  fo rm er Soviet U nion; o r B a jt  a n d  M encinger in th e  fo rm er Y ugoslavia. See also, 
Pekka Sutela: T h e  Econom ic Views of G orbachev’s Advisers, C om m unist E conom ies a n d  Eco­
nom ic T ransfo rm ation  1991/1
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is true that market and private property feature higher in their economic policy 
packages than ever before.

Why the fuss over their old-new role—one could ask with justification—as 
long as the intervention devised by the transformer does not serve the preservation 
of the command economy, but rather the dismantling of it and the creation of a 
genuine (not simulated) market economy? Could this be done in any other way? 
Could the state economy be deregulated without the help of new state regulations?

“Sound interventionism”

Below I will do everything in my power to avoid answering these questions. 
My sole pursuit in this paper is to find out in what manner interventionist argu­
ments—some of which are indeed tenable—encourage transformers who began with 
a liberal creed to revert to their constructivist attitude. As years go by without 
the liberal order being firmly established, such arguments seem to crowd out all 
other ones in the economic literature on postcommunist transition. I have started 
collecting them and stopped counting at ten.10 (They are not listed in order of 
importance.)

10Cf. Jan u sz  B eksiak Tornász G ruszecki & A lekszander Jedraszczyk & J a n  W iniecki: T he 
Polish T ransfo rm ation , C R C E  L ondon 1990; H. B loom estein  & M. M arrese (eds): T ransform ation  
of P lanned  Econom ies: P ro p e rty  R igh ts R eform  an d  M acroeconom ic S tability , P aris  1991; C saba  
László: K özép-E urópai ren d szerv á ltá s és stab ilizáció  (System ic C hange an d  S tab iliza tion  in C en­
t ra l  E urope), K ülgazdaság  1991/9; M arek  D abrow ski: A lengyel stabilizációs p ro g ram  (The Polish 
S tab iliza tio n  P ro g ram m e), K ülgazdaság 1991/3; R. D ietz: T ransform ation : F ro m  C om m and to  
Exchange C om m unication , m anuscrip t 1991; R . D ornbush  & J . Edw ards: T h e  Econom ic Populism  
Parad igm , N B E R  W orking P ap ers , M ay 1990; Jo h n  Farrell: M onitoring  th e  G re a t T ransition , 
C om parative  E conom ic S tudies Sum m er 1991; Römern F ry d m an  & Andrzej R apaczynski: E volu­
tio n  and  D esign in  th e  E ast E u ro p ean  T ransition , 1991, M anuscrip t; G ábor R . István : M ásodik 
gazdaság, m o d em itá s , d u a litá s  (Second Econom y, M odern ity  a n d  Dueilism), K özgazdasági Szemle 
1991/11; S tan islav  Gom ulka: T h e  C auses o f Recession Following S tab iliza tion , C om parative  Eco­
nom ic Studies, Sum m er 1991; Ire n a  G rosfeld: P riv a tiza tio n  of S ta te  E n te rp rises in  E aste rn  E u ­
rope. T he Search  for a  Meirket E n v ironm en t, E aste rn  E u ro p ean  Politics an d  Societies W inter 1991; 
Tornász G ruszecki: P riv a tiza tio n  in  P o land , C om m unist Econom ies 1991/2; H isto rical P receden ts 
fo r Econom ic C hange  in  C en tra l E u ro p e  a n d  th e  USSR, O xford  A naly tica  1990; G. W . K olodko: 
A lengyel h iperinfláció  és stabilizáció  (H yperinfla tion  an d  S tab iliza tio n  in  P o lan d ), K ülgazdaság 
1991/2; K o m ái János: T h e  R o ad  to  a  Free Econom y...; A privatizáció  elvei K elet-E urópában  
(T he  P rincip les of P riv a tisa tio n  in  E a s te rn  E u rope), K özgazdasági Szemle 1991/11; Jiri K osta : 
Ö konom ische A spekte  des System w andeins in  d e r Tschechoslowakei, in: R . D eppe, H. D ubiel, 
U. Rödel (eds): D em okratischer U m bruch  in  O steu ropa, F rankfurt 1991; R o b e rt K uttner: T h e  
D u s tb in  o f E conom ics, T h e  New R epublic  199 1 /2 /2 5 ; К . Laski: T ransition  from  C om m and to  
M arket Econom y in  C en tra l a n d  E as te rn  E urope, m an u scrip t 1991; H elm ut L eipold: Die Po litik  
d e r P riva tisie rung  u n d  D eregulierung. L ehren  für die W irtschaftsreform en im  Sozialism us, in: Z ur 
T ransfo rm ation  d e r W irtschaftssystem en , M arburg  1990; P au l M cCracken: T h o u g h ts  on M arke- 
tiz ing  S ta te -M an ag ed  Econom ies, E conom ic Im pact 1990/2; Jo h n  M. M ontias: T he Sequencing
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1. Beware of survivors! Strict government supervision is indispensable both 
to the assembly of parts for the new economic system and the dismantling of the 
components of the old one, unless our objective is to make it easier for the old 
elite to capitalize—literally—on their political privileges. Spontaneous evolution 
favours the strong—however, it was mainly under the ancien régime that one could 
accumulate strength. If privatisation is spontaneous, the result will be capitalism 
for the nomenklatura only. To assure equal chances for all, it is necessary, at least in 
the beginning, to discriminate against the old ruling elite. Anyway, nobody expects 
a transsexual man to increase the country’s birth rate.

2. Checking the lobbies. The supervision of the transition will be ineffective 
unless it is coupled with the systematic dismantling of the economic institutions 
of the Soviet-type system and their accompanying lobbies, the breaking up of mo­
nopolies, and the disruption of the informal networks. If we deduct the state-party 
from the party-state, the result, unfortunately, will not be zero. Until the state 
economy has been fully demonopolized, a strong hand is necessary to keep the 
lobbies under control. The old monopolies must not be allowed to strangle, under 
the banner of laissez faire, the “young markets.” A strong government must dis­
cipline the state sector before, during and after privatisation, keeping all possible 
budget constraints hard. Otherwise, inflation will spiral upwards, capital will leak 
away before it can be privatized, and stabilization will be obstructed by producers’ 
strikes and financial chaos.

3. Old-new socialism. Because the state economy might come not only under 
liberal but also collectivistic criticism, socialist hopes, egalitarian endeavours, self- 
managment programmes and populist illusions may reemerge in the course of the 
old order’s demise, especially in the case of a profound economic crisis causing rapid 
social polarisation. To protect the liberal path of social progress, it is necessary 
to restrain socialist leanings that are reborn along with capitalism. Third Way 
type programmes can, unfortunately, be built not only on the basis of the first

of Reforms, C hallenge S ep t-O c t 1990; W. N o rdhaus: Soviet Econom ic Reform : The L ongest R oad, 
Brookings P a p e rs  1990/1; K laus Offe: Das D ilem m a d e r G leichzeitigkeit. D em okratis ierung  und  
M ark tw irtschaft in  O steuropa, M erkur 1991/4; R ichard  Portes (ed ): T h e  P a th  of R efo rm  in 
“C entra l a n d  E as te rn  E urope” , E u ro p ean  E conom y (special issue) 1991/2; A dam  Przew orski, 
Econom ic R eform s in New D em ocracies. T he P o lish  Experience, m an u scrip t 1990; In d e rjit  Singh: 
Is T here  Schizophrenia ab o u t Socialist R eform  T h eo ry ? , T ransition  1991/7; A leksander Sm olar: 
D urch die W üste . Die D ilem m as des Ü bergangs, T ran s it 1990/1; Jad w ig a  Staniszkis: ’Po litical 
C ap ita lism ’ in  Po land , E as te rn  E u ropean  Po litics a n d  Societies W in te r 1991; D avid S ta rk : P ri­
vatizációs s tra tég iák  K özép-K elet-E urópában (P riv a tisa tio n  S tra teg ies in  E ast-C en tra l E u ro p e), 
Közgazdasági Szemle 1991/12; Szelényi Iván: A m ag y ar polgárosodás esélyei (The Possib ilities of 
E m bourgeoism ent in H ungary), H itel 1989/16; A lte rn a tiv e  Futures fo r E as te rn  E urope, E as te rn  
E uropean  Politics an d  Societies, Spring  1990; J a n  Svejnar: A Fram ew ork for th e  Econom ic T ran s­
form ation  of Czechoslovakia, E as te rn  E u ro p ean  Econom ics, W in ter 1990-91; Tardos M á rto n : A 
tu la jd o n  (O w nership), K özgazdasági Szemle 1988/12 ; T he Soviet E conom ic Crisis: S teps to  A vert 
C ollapse, HASA 1991; Ja n  W iniecki: T he In ev itab ility  of a  Fall in  O u tp u t  in  th e  E arly  S tag es of 
T ransition  to  th e  M arket: T h eore tical U nderp inn ings, Soviet Studies 1991/4 .
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(state) economy but also on the more market-friendly second (shadow) economy. 
The reviving trade unions should be counter-balanced by the government until the 
employers’ organisations grow strong.

4. Horror vacui. The death of the old is not tantamount to the birth of the 
new: unless we are careful in sequencing the economic measures of the transition, 
illiberal wizards with their self-styled recipes can easily find their way into the “no 
more communism—not yet capitalism” void. We must be armed with detailed 
plans for pulling down the old house as well as for building the new one, or both 
might collapse on top of us. It is in this “transitional” stage of the transition that 
fatal mistakes can be committed. Until the rule of law (legal state) is asserted, it 
is the state that represents the law. While the market is not fully in place, the 
state has no alternative but to assist in privatisation. Until the private property 
becomes widespread, who else could launch marketization if not the state? As long 
as the market is incapable of stabilization, and so on...

5. Cleaning up the mess. Transformation does not start with a tabula rasa: 
the first priority is to clear away the physical, spiritual and moral heritage of com­
munism as quickly as possible. The real work ( “unmaking the omelette” , “remak­
ing the aquarium from the fish soup”) can only begin afterwards. Over the past 
decades, things have fallen apart, and one needs detailed instructions to put them 
all together again, if that is even possible. Reconstruction will probably be facili­
tated by innovative experimentation. It is a unique historical trick of communism 
that even the measures designed to eliminate it bear its distinctive characteristics.

6. The missing agent. In the absence of a strong middle class (entrepreneurs, 
civil society, etc.), the state must act as its temporary substitute. At the same time, 
it has to produce and train the natural agents of capitalist development. This is not 
the first time this will happen in this region—sis demonstrated by Gerschenkron and 
Polányi. Once again, a bourgeois revolution has to be launched with the subsequent 
approval of the emerging bourgeoisie. Indeed, the first thing we are building in our 
new house is the loft. To use the language of systems theory: the new economic 
order comes into being in an autopoietic way; that is, it creates the preconditions 
of its own genesis. We are not born to be entrepreneurs...

7. Transition laboratory. Postcommunist transition is an unprecedented ven­
ture in the history of mankind. Similar transformations are either removed from us 
by centuries (early capitalism), are anything but liberal (Southeast-Asia), or tend 
to be unsuccessful (Latin America). Undoubtedly, there have been more recent, 
more successful and more liberal examples which may be instructive for Eastern 
European transformers (the reconversion of modern war economies, the German 
social market economy, privatisation in the United Kingdom, etc.). However, their 
success has rested on institutional conditions mostly lacking in Eastern Europe. 
One thing is for sure: the means we employ today should be at least as statist as 
those of the late 1940s and early 1950s, when the German economy was stabilized
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and freed from the legacy of Nazi rule. Until the appropriate techniques of transfor­
mation are found, there is a genuine need for macro-experimentation. At the same 
time, market simulation no longer works: there can be no more “Monopoly game” 
for adults played on a “plastic Wall Street.” Instead, we have to choose between 
feasible capitalist arrangements, possibly even combining several of these, enriching 
them with new ideas. The only certain element in the transition is that every now 
and then the transformer will be confronted with uncertain developments.

8. Time pressure. The liberal expedition sets out at a time of an acute 
economic crisis. The distance between the point of departure and even a moderately 
liberal stage of the transformation is so long, and the expectations of the population 
are so high (and their limit of tolerance so low) that the transition may easily lose 
its original momentum. Step-by-step modification may be neutralized, whereas 
across-the-board changes are technically unworkable and politically risky. Given 
the interdependence and inertia of—and frictions between—the tasks related to 
transformation, if we want to prevent the process from collapsing, we must strive for 
an effective breakthrough right at the beginning. Therefore, we have to guarantee 
the critical mass of measures at the outset, and we must be adroit in selecting and 
ranking the subsequent steps in order to accelerate or at least sustain the pace of 
change. We are witnessing a new era of Sturm und Drang and we should not be 
ashamed of that.

9. Technical, logical and political dilemmas. There are numerous tasks that 
need to be performed simultaneously. (In the economy: marketization, privatisa­
tion, stabilization, modernization, opening up to the West, etc; in politics: démo­
cratisation, establishing the rule of law, reforming the public administration, in­
stitutionalizing social partnership, etc; in society: embourgeoisment, distributing 
the social costs of the transition, creating the “Capitalist Type of Man”, etc.) 
By contrast, the working capacity of the decision-makers/transformers is limited. 
Moreover, the required tasks often support and, at the same time, counteract one 
another (some logically, some politically), and it is extremely difficult to compare 
the short- and long-term advantages and disadvantages of the qualitatively differ­
ent processes. Thus, without a constant and occasionally daring rearrangement of 
priorities, the liberal transition will become too costly and painful. Similar to the 
truism that “once a leg has to be amputated, it should be done at once rather than 
bit by bit,” shock therapy should only be applied only to certain stages and spheres 
of the transition.

10. Transition is intervention. A number of transformative measures re­
quire, almost automatically, goverment intervention in the economy. Resolute cen­
tral guidance is part and parcel of processes such as macroeconomic stabilization, 
sectoral restructuring, comprehensive welfare reform, and liberalisation of foreign 
trade. A “ stabilization surgery” cannot be executed by an “invisible hand.” After 
all, there must be someone present to regulate wages, consolidate the currency, dis­
tribute subsidies, and adjust exchange rates, taxes and rates of interest. Let us not
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forget, it was the party-state and not the state as such that became discredited this 
past half a century in Eastern Europe. There is a widespread desire for a strong 
but democratic government, administered by a highly qualified bureaucracy, which 
is capable of making limited and mostly temporary intervention in the economy. 
Such types of intervention create an appropriate environment for the market, with­
out either replacing or distorting it. The history of capitalism cannot be started 
afresh: the free market tends to eliminate itself; it is better to have some minor 
interventionTöday than to have a major one tomorrow; the market should be pro­
tected from itself; the mixed economy was not born by accident. Besides, what has 
become of the conservative revolution of the 1970s and 1980s in the West?

After the first push

The arguments above have incorporated some of the stock expressions of lead­
ing Eastern European transformers. Without evaluating the arguments, it is clear 
that they portray the state as a “chief architect” of the transition. Furthermore, 
the state must be prepared to act as a construction manager, dispatcher, program­
mer, designer, laboratory assistant, tutor and arbitrator. Horribile dictu, it may 
even serve as a security guard (but not a night watchman!) and garbage collector. 
As far as the transformer is concerned, he supplies the government with pieces of 
(literally) constructive advice, and joins this crucial construction project primarily 
as a building engineer.

He speaks of tasks to be executed, programmes to be drawn up and deadlines 
to be met, and allows little time for observation and explanation. He is active, 
normative and programmatic. Yet, paradoxically, the uncertainties and theoretical 
dilemmas of the transition, as well as the general shortage of reliable information 
about the real processes of change, could just as reasonably argue not for but 
against state intervention.

Evidently, most of the roles listed above could be fulfilled modestly, with 
wise self-restraint and on a temporary basis. They could be performed in such a 
way that, wherever selection is possible, the less illiberal option is chosen. At this 
stage, let me voice some doubt. I think I have seen this cast of characters before. 
True, as a result of privatisation, the scope of government intervention is bound to 
decrease over the long run. In the short run, however, until the public sector starts 
shrinking, there may even be a considerable increase in state tutelage. Hence, 
it follows that the familiar dilemmas of reformism concerning the political base, 
timing, structuring, etc., of reform moves are unlikely to disappear for good from 
Eastern European economic thought. On the contrary, new dilemmas will probably 
appear. It is sufficient to think of the mixed results of shock therapy as applied to 
the issue of simultaneous liberalisation (stabilization) and démocratisation.
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There was a time when reform economists were justified in thinking that their 
stabilization and liberalisation proposals fell on deaf ears because the party-state 
allowed too little democracy in the economy. Now as transformers, they are about 
to learn, to their dismay, that crisis management, marketization and privatisation 
can be blocked in a parliamentary system as well, even though the new Social Con­
tracts are more permissive than the old ones. The search for compromises through 
experimentation will therefore continue. True, from now on, the reconciliation of 
private property, market and parliamentary democracy (i.e, of historically more 
compatible concepts than “plan” and “market” in reformist thought) will be the 
aim of the trials and errors. Furthermore, even the compromise solutions are likely 
to come closer to the liberal ideals.

Let us return to the Hayekian dilemma of “how to arrive at a spontaneous 
order from an extremely non-spontaneous one, through evolution.” After having 
absorbed the above ten arguments in favour of “sound (defensive) interventionism”, 
one should be astonished if the metaphoric pendulum were to swing to the extremes 
of neoclassical liberalism. One would be equally surprised, if the economists firmly 
opposed to social engineering represented more than a negligible minority in Eastern 
Europe.

It is very telling that even the most devoted advocates of spontaneity (who 
are also the least limited in their political influence) such as the team of transform­
ers working with the former Czecho-Slovak finance minister, Vaclav Klaus, act with 
a kind of “delayed liberalism” when cautiously defining the stages of “laying the 
foundations of capitalism”. They assert that (a) spontaneous market selection is un­
suitable for the rapid deregulation of an overregulated state economy; (b) resolute, 
so-called, “negative” reform measures should be taken by the government to accel­
erate deconstruction; (c) from among the components of monetarism, during the 
first stage of the transition, stress should be laid on restrictive rigour; (d) the initial 
steps of marketization and privatisation have to be taken under strict government 
control; (e) to serve the right goal—“market economy without adjectives”—one 
should not even shrink from collectivist solutions (see kupon privatisation); (f) the 
state should only withdraw, gradually, after the “first push” has been made and 
when the appropriate economic and legal infrastructure for market self-regulation 
has already been established.11

All in all, then, Friedman before Hayek. Confronted with the above argu­
ments, innocent Western observers ask: what should we consider the appropriate 
infrastructure? That of the mixed economy of Sweden, Germany, the United States 
or Japan? Or that of South Korea or Mexico? Eastern observers, who are usually 
less innocent, may raise, full of anxiety, the following questions: who will decide

11 V áclav K laus: A R oad  to  M arket Economy---; D as kann m an  n ich t m eh r kontro llieren , W elt­
woche 1 9 9 1 /9 /; V. K laus &: T . Jezek, Social C ritic ism , False L iberalism ...; T he E volu tionary  
A pproach, F inancial T im es 1989/12 /13 .
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