
        
            
                
            
        

    
  
    

    Economic Reforms in Eastern Europe and the Soviet Union

  


  
    
      Published in cooperation with
    


    
      The Vienna Institute for Comparative Economic Studies
    


    The Vienna Institute for Comparative Economic Studies Yearbook
    I—1988


    
      Gerhard Fink, series editor
    


    
      The Vienna Institute specializes in East-West comparative economic studies and is generally considered Europe’s
      most distinguished research organization in this field. After the first yearbook, the institute plans to issue
      two volumes per year. This year’s selection surveys the most significant studies currently being conducted on
      reform in Eastern Europe and the Soviet Union.
    


    
      Dr. Gerhard Fink is director of The Vienna Institute.
    

  


  
    Economic Reforms in Eastern Europe and the Soviet Union


    
      Edited By
      

      Hubert Gabrisch
    


    [image: Image]

  


  
    

    
      First published 1989 by Westview Press
    


    
      Published 2018 by Routledge
    


    
      52 Vanderbilt Avenue, New York, NY 10017
    


    
      2 Park Square, Milton Park, Abingdon, Oxon OX14 4RN
    


    
      Routledge is an imprint of the Taylor & Francis Group, an informa business
    


    
      Copyright © 1989 by Taylor & Francis
    


    
      All rights reserved. No part of this book may be reprinted or reproduced or utilised in any form or by any
      electronic, mechanical, or other means, now known or hereafter invented, including photocopying and recording, or
      in any information storage or retrieval system, without permission in writing from the publishers.
    


    
      Notice:
    


    
      Product or corporate names may be trademarks or registered trademarks, and are used only for identification and
      explanation without intent to infringe.
    


    
      Library of Congress Cataloging-in-Publication Data
    


    
      Economic reforms in Eastern Europe and the Soviet Union/edited by
    


    
      Hubert Gabrisch.
    


    
      p. cm.—(Westview special studies in international
    


    
      economics)
    


    
      ISBN 0-8133-7652-1
    


    
      1. Europe, Eastern—Economic policy. 2. Europe, Eastern-Economic
    


    
      conditions. 3. Capital investments—Europe, Eastern. 4. Europe,
    


    
      Eastern—Foreign economic relations. I. Gabrisch, Hubert.
    


    
      II. Series.
    


    
      HC244.E2436 1989
    


    
      338.947—dc19
    


    
      88-10738
    


    
      CIP
    


    
      ISBN 13: 978-0-367-01271-7 (hbk)
    

  


  
    
      Contents


      
        Preface
      


      
        Acknowledgments
      


      
        Hubert Gabrisch
      


      
        Introduction
      


      
        Part One
        

        Basic Thinking About Reform
      


      
        Jiří Kosta
      


      
        1. Can Socialist Economic Systems be
        Reformed?
      


      
        1. Introduction
      


      
        2. Is the Socialist System Capable of Reform?
      


      
        3. Barriers Against Reform
      


      
        4. Driving Forces of the Reforms
      


      
        Notes
      


      
        Tadeusz Kowalik
      


      
        2. On Crucial Reform of Real Socialism
      


      
        1. Basic Concepts
      


      
        2. From Success to Stagnation
      


      
        3. An Account of the Reforms
      


      
        4. Neither Capitalism nor Democratic Socialism
      


      
        5. Crucial Reform as Limitation of the State
      


      
        6. The Reform Process
      


      
        7. Reformability
      


      
        Notes
      


      
        Part Two
        

        Country Studies
      


      
        Peter Havlik
      


      
        3. Gorbachev’s Reform Course Confirmed
      


      
        1. New Economic Mechanism for Enterprises
      


      
        2. Central Management Based on Economic Methods
      


      
        3. Changes in Management Structures
      


      
        4. Optimalization of Branch and Regional Economic
        Management
      


      
        5. Strengthening of the Social Orientation of
        Management
      


      
        6. Organization Timetable for the Realization of Economic
        Reform
      


      
        7. Preliminary Assessment
      


      
        8. Necessity of “Political” Reforms
      


      
        Notes
      


      
        Ilse Grosser
      


      
        4. Economic Reforms in Bulgaria
      


      
        1. Groping for a Reform Concept - Hasty Steps Since the
        Late 1970s
      


      
        2. Main Lines of Current Economic Reform
      


      
        3. Self-management
      


      
        4. Organizational Changes
      


      
        5. Price Reform
      


      
        6. Tax Reform
      


      
        7. Wage Reform
      


      
        8. 1987 Hard Currency Measures
      


      
        9. Conclusions and Perspectives
      


      
        Notes
      


      
        Friedrich Levcik
      


      
        5. Economic Reforms in Czechoslovakia
      


      
        1. Political Background
      


      
        2. The Reform Concept
      


      
        3. The Five-year State Plan and the Enterprises
      


      
        4. Individual Tasks, State Orders and Input Limits
      


      
        5. The Position of Enterprises
      


      
        6. Introduction of the Reform by Stages
      


      
        7. Concluding Remarks
      


      
        Notes
      


      
        Michael Friedländer
      


      
        6. More Austerity and More Reform Announced
        in Hungary
      


      
        1. Commitment to Reform
      


      
        2. Leadership Changes in 1988
      


      
        Notes
      


      
        Cezary Józefiak
      


      
        7. The Polish Reform: A Tentative
        Evaluation
      


      
        1. Program of “Unparalleled Reform”
      


      
        2. The Execution of the Reform, 1982 – 1984
      


      
        3. Prospects of the Reform
      


      
        Notes
      


      
        Bibliography
      


      
        Appendix – Economic Ministries
      


      
        Hubert Gabrisch
      


      
        8. The “Second Stage of the Economic Reform”
        in Poland
      


      
        1. The Initial Economic Policy Situation
      


      
        2. A Survey of Reform Policies up to the Middle of the
        1980s
      


      
        3. Reform Policies 1987
      


      
        4. Summing-up and Prospects
      


      
        Notes
      


      
        Part Three
        

        Special Areas of Reform
      


      
        Michael Friedländer
      


      
        9. Changes in the Banking System in the CMEA
        Area
      


      
        1. Hungary
      


      
        2. Bulgaria
      


      
        3. Soviet Union
      


      
        4. Poland
      


      
        5. Czechoslovakia
      


      
        6. German Democratic Republic
      


      
        7. Romania
      


      
        Notes
      


      
        Peter Havlik
      


      
        10. Foreign Trade System and Joint Ventures
        in the CMEA Region
      


      
        1. Foreign Trade in a Traditional CPE
      


      
        2. Foreign Trade Reforms in Eastern Europe
      


      
        3. Joint Ventures in other East European Countries
      


      
        4. Soviet Foreign Trade Reform
      


      
        5. New Cooperation Forms Within the CMEA
      


      
        6. The Assessment of Foreign Trade Reforms
      


      
        Notes
      


      
        About the Contributors
      

    


    
      
        
          	
            Cover
          


          	
            Half Title
          


          	
            Series Page
          


          	
            Title
          


          	
            Copyright
          


          	
            CONTENTS
          


          	
            Preface
          


          	
            Acknowledgments
          


          	
            Introduction
          


          	
            Part One Basic Thinking About Reform

            
              	
                1. Can Socialist Economic Systems be Reformed?

                
                  	
                    1. Introduction
                  


                  	
                    2. Is the Socialist System Capable of Reform?
                  


                  	
                    3. Barriers Against Reform
                  


                  	
                    4. Driving Forces of the Reforms
                  


                  	
                    Notes
                  

                

              


              	
                2. On Crucial Reform of Real Socialism

                
                  	
                    1. Basic Concepts
                  


                  	
                    2. From Success to Stagnation
                  


                  	
                    3. An Account of the Reforms
                  


                  	
                    4. Neither Capitalism nor Democratic Socialism
                  


                  	
                    5. Crucial Reform as Limitation of the State
                  


                  	
                    6. The Reform Process
                  


                  	
                    7. Reformability
                  


                  	
                    Notes
                  

                

              

            

          


          	
            Part Two Country Studies

            
              	
                3. Gorbachev’s Reform Course Confirmed

                
                  	
                    1. New Economic Mechanism for Enterprises
                  


                  	
                    2. Central Management Based on Economic Methods
                  


                  	
                    3. Changes in Management Structures
                  


                  	
                    4. Optimalization of Branch and Regional Economic
                    Management
                  


                  	
                    5. Strengthening of the Social Orientation of Management
                  


                  	
                    6. Organization Timetable for the Realization of Economic
                    Reform
                  


                  	
                    7. Preliminary Assessment
                  


                  	
                    8. Necessity of “Political” Reforms
                  


                  	
                    Notes
                  

                

              


              	
                4. Economic Reforms in Bulgaria

                
                  	
                    1. Groping for a Reform Concept - Hasty Steps Since the Late
                    1970s
                  


                  	
                    2. Main Lines of Current Economic Reform
                  


                  	
                    3. Self-management
                  


                  	
                    4. Organizational Changes
                  


                  	
                    5. Price Reform
                  


                  	
                    6. Tax Reform
                  


                  	
                    7. Wage Reform
                  


                  	
                    8. 1987 Hard Currency Measures
                  


                  	
                    9. Conclusions and Perspectives
                  


                  	
                    Notes
                  

                

              


              	
                5. Economic Reforms in Czechoslovakia

                
                  	
                    1. Political Background
                  


                  	
                    2. The Reform Concept
                  


                  	
                    3. The Five-year State Plan and the Enterprises
                  


                  	
                    4. Individual Tasks, State Orders and Input Limits
                  


                  	
                    5. The Position of Enterprises
                  


                  	
                    6. Introduction of the Reform by Stages
                  


                  	
                    7. Concluding Remarks
                  


                  	
                    Notes
                  

                

              


              	
                6. More Austerity and More Reform Announced in Hungary

                
                  	
                    1. Commitment to Reform
                  


                  	
                    2. Leadership Changes in 1988
                  


                  	
                    Notes
                  

                

              


              	
                7. The Polish Reform: A Tentative Evaluation

                
                  	
                    1. Program of “Unparalleled Reform”
                  


                  	
                    2. The Execution of the Reform, 1982 – 1984
                  


                  	
                    3. Prospects of the Reform
                  


                  	
                    Notes
                  


                  	
                    Bibliography
                  


                  	
                    Appendix – Economic Ministries
                  

                

              


              	
                8. The “Second Stage of the Economic Reform” in Poland

                
                  	
                    1. The Initial Economic Policy Situation
                  


                  	
                    2. A Survey of Reform Policies up to the Middle of the
                    1980s
                  


                  	
                    3. Reform Policies 1987
                  


                  	
                    4. Summing-up and Prospects
                  


                  	
                    Notes
                  

                

              

            

          


          	
            Part Three Special Areas of Reform

            
              	
                9. Changes in the Banking System in the CMEA Area

                
                  	
                    1. Hungary
                  


                  	
                    2. Bulgaria
                  


                  	
                    3. Soviet Union
                  


                  	
                    4. Poland
                  


                  	
                    5. Czechoslovakia
                  


                  	
                    6. German Democratic Republic
                  


                  	
                    7. Romania
                  


                  	
                    Notes
                  

                

              


              	
                10. Foreign Trade System and Joint Ventures in the CMEA Region

                
                  	
                    1. Foreign Trade in a Traditional CPE
                  


                  	
                    2. Foreign Trade Reforms in Eastern Europe
                  


                  	
                    3. Joint Ventures in other East European Countries
                  


                  	
                    4. Soviet Foreign Trade Reform
                  


                  	
                    5. New Cooperation Forms Within the CMEA
                  


                  	
                    6. The Assessment of Foreign Trade Reforms
                  


                  	
                    Notes
                  

                

              

            

          


          	
            About the Contributors
          

        

      


      
        
          	
            i
          


          	
            ii
          


          	
            iii
          


          	
            iv
          


          	
            v
          


          	
            vi
          


          	
            vii
          


          	
            viii
          


          	
            ix
          


          	
            x
          


          	
            xi
          


          	
            xii
          


          	
            1
          


          	
            2
          


          	
            3
          


          	
            4
          


          	
            5
          


          	
            6
          


          	
            7
          


          	
            8
          


          	
            9
          


          	
            10
          


          	
            11
          


          	
            12
          


          	
            13
          


          	
            14
          


          	
            15
          


          	
            16
          


          	
            17
          


          	
            18
          


          	
            19
          


          	
            20
          


          	
            21
          


          	
            22
          


          	
            23
          


          	
            24
          


          	
            25
          


          	
            26
          


          	
            27
          


          	
            28
          


          	
            29
          


          	
            30
          


          	
            31
          


          	
            32
          


          	
            33
          


          	
            34
          


          	
            35
          


          	
            36
          


          	
            37
          


          	
            38
          


          	
            39
          


          	
            40
          


          	
            41
          


          	
            42
          


          	
            43
          


          	
            44
          


          	
            45
          


          	
            46
          


          	
            47
          


          	
            48
          


          	
            49
          


          	
            50
          


          	
            51
          


          	
            52
          


          	
            53
          


          	
            54
          


          	
            55
          


          	
            56
          


          	
            57
          


          	
            58
          


          	
            59
          


          	
            60
          


          	
            61
          


          	
            62
          


          	
            63
          


          	
            64
          


          	
            65
          


          	
            66
          


          	
            67
          


          	
            68
          


          	
            69
          


          	
            70
          


          	
            71
          


          	
            72
          


          	
            73
          


          	
            74
          


          	
            75
          


          	
            76
          


          	
            77
          


          	
            78
          


          	
            79
          


          	
            80
          


          	
            81
          


          	
            82
          


          	
            83
          


          	
            84
          


          	
            85
          


          	
            86
          


          	
            87
          


          	
            88
          


          	
            89
          


          	
            90
          


          	
            91
          


          	
            92
          


          	
            93
          


          	
            94
          


          	
            95
          


          	
            96
          


          	
            97
          


          	
            98
          


          	
            99
          


          	
            100
          


          	
            101
          


          	
            102
          


          	
            103
          


          	
            104
          


          	
            105
          


          	
            106
          


          	
            107
          


          	
            108
          


          	
            109
          


          	
            110
          


          	
            111
          


          	
            112
          


          	
            113
          


          	
            114
          


          	
            115
          


          	
            116
          


          	
            117
          


          	
            118
          


          	
            119
          


          	
            120
          


          	
            121
          


          	
            122
          


          	
            123
          


          	
            124
          


          	
            125
          


          	
            126
          


          	
            127
          


          	
            128
          


          	
            129
          


          	
            130
          


          	
            131
          


          	
            132
          


          	
            133
          


          	
            134
          


          	
            135
          


          	
            136
          


          	
            137
          


          	
            138
          


          	
            139
          


          	
            140
          


          	
            141
          


          	
            142
          


          	
            143
          


          	
            144
          


          	
            145
          


          	
            146
          


          	
            147
          


          	
            148
          


          	
            149
          


          	
            150
          


          	
            151
          


          	
            152
          


          	
            153
          


          	
            154
          


          	
            155
          


          	
            156
          


          	
            157
          


          	
            158
          


          	
            159
          


          	
            160
          


          	
            161
          


          	
            162
          


          	
            163
          


          	
            164
          


          	
            165
          


          	
            166
          


          	
            167
          


          	
            168
          


          	
            169
          


          	
            170
          


          	
            171
          


          	
            172
          


          	
            173
          


          	
            174
          


          	
            175
          


          	
            176
          


          	
            177
          


          	
            178
          


          	
            179
          


          	
            180
          


          	
            181
          


          	
            182
          


          	
            183
          


          	
            184
          


          	
            185
          


          	
            186
          


          	
            187
          


          	
            188
          


          	
            189
          


          	
            190
          


          	
            191
          


          	
            192
          


          	
            193
          


          	
            194
          


          	
            195
          


          	
            196
          


          	
            197
          


          	
            198
          


          	
            199
          


          	
            200
          


          	
            201
          


          	
            202
          


          	
            203
          


          	
            204
          


          	
            205
          


          	
            206
          


          	
            207
          


          	
            208
          


          	
            209
          


          	
            210
          


          	
            211
          


          	
            212
          


          	
            213
          


          	
            214
          

        

      


      
        Guide


        
          	
            Cover
          


          	
            Half Title
          


          	
            Series Page
          


          	
            Title
          


          	
            Copyright
          


          	
            CONTENTS
          


          	
            Preface
          


          	
            Acknowledgments
          


          	
            Start of Content
          


          	
            About the Contributors
          

        

      

    

  


  
    Preface


    
      This is the first yearbook of the Vienna Institute for Comparative Economic Studies, and we are greatly indebted
      to Westview Press for giving us the opportunity to publish it. The Vienna Institute
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      junction of time in the developments of the socialist countries and of East-West economic relations. Therefore we
      start with a volume on the problems of economic reform, probably the most topical subject of present discussions
      in the West. The individual studies first appeared in the publication series of the Vienna Institute (WIIW
      Forschungsberichte, Reprint Serie and Mitgliederinformationen) and are now offered to a broader public in a
      revised and updated form.
    


    
      I would like to express my special thanks to Hubert Gabrisch for the compilation and revision of the present
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    Introduction


    
      Hubert Gabrisch
    


    
      Theme and Content of the Book


      
        The following papers deal with the implementing stage of the recent economic reform thrusts in the socialist
        countries of Europe - the measures and concepts of the years 1981–88. These attempts were undertaken not only
        by countries with a long history of reform experiences, such as Hungary, or - with reservations - Poland, but
        also by countries whose policies have traditionally conservative and dogmatic features, such as the Soviet
        Union and Bulgaria. Even in Czechoslovakia the leadership that hailed the Warsaw Pact armies in 1968 to repress
        the reforms of the Prague Spring, gives some cautious signals of opening. Only the leaderships of GDR and
        Romania are unwilling to initiate reforms. What are the problems faced by the latest reform wave, and what are
        its characteristics - that is the main theme of this book. The authors, many of whom have for long closely
        followed the reform discussion, analyze the chances and limits of the reform.
      


      
        The book is divided into three parts. Part I provides a fundamental
        examination of reform in socialist countries, as reported by Tadeusz Kowalik and J¡ří Kosta. Part II contains country studies dealing with reform projects and with national and general
        problems of transition from centrally planned to reformed systems - Bulgaria (Use Grosser), Poland (Cezary
        Józefiak and Hubert Gabrisch), Hungary (Michael Friedländer), Czechoslovakia (Friedrich Levcik) and the Soviet
        Union (Peter Havlik). Part III deals with two special areas of reform:
        foreign trade (Peter Havlik) and the banking system (Michael Friedländer).
      

    


    
      Basic Thinking About Reform


      
        Comparing the scope and dynamics of the last reform movements with all previous approaches in the 1960s, 1970s
        and early 1980s, a basic difference should be stressed: the support given by the Soviet leadership to the very
        idea of reform in other countries.
      


      
        Thus the present wave resembles the first wave of economic reforms in the mid-1950s. But the middle of the
        1950s was a period of recovery from Stalinist terror and cold war for East European societies, some of whom could still remember more urbane times before. It was the era of Khrushchev’s
        destalinization - a first perestroika - and of Gomulka’s “Polish way to socialism”. Thus T. Kowal¡k in his
        contribution remarks that the first wave of economic reforms was “mainly based on moral and political, not on
        economic principles”. It was still believed even by reformers such as Oskar Lange, that the central planning
        system would be able to ensure high growth rates. It took another thirty years of failures of the old system to
        convince party leaders that central planning of a mature and complex society ensures only one thing: being
        outdistanced by the Western societies.
      


      
        By the end of the 1950s Poland’s Gomulka had thrown out the reforms promised in 1956. Khrushchev had been
        overthrown by Brezhnev. A long lasting period of stagnation followed (except in Hungary). This was a period of
        sterile debate about the “transition from extensive to intensive development”. When reform policies were
        formulated in Eastern Europe in the 1960s, 1970s and early 1980s, they were viewed by the Soviet leadership
        more or less mistrustfully. The latter saw their main task in the containment of reforms to the economic
        sphere, if necessary even by violent suppression, as in the case of the “Prague Spring” in 1968. The tedious
        phrase was the “Completion and improvement of the planning mechanism”, and the outcomes of these policies were
        disastrous: today the socialist countries are threatened by stagnation, and, even worse, there is no fond hope
        of either growth or reform (T. Kowal¡k).
      


      
        The principle arguments for reform are both economic and political. It is no longer believed that central
        planning can enable socialist countries to meet the challenges of the modern world by effecting growth led by
        innovation, competition and the sophisticated demands of the - mainly urban - population. The idea of
        supplementing or substituting the plan mechanisms by market elements is gaining ever more strength.
      


      
        Whereas reform thrusts in the middle of the 1950s arose in politics and spread to the economy, and in the
        1960s, 1970s and early 1980s were confined to the economy, the path is currently reversed to their spreading
        from the economy to politics. This is evident in the Soviet Union, in Poland, Hungary and Bulgaria. Modern
        party and state leaders seem to have learnt from past failures that without political reform, reforms of the
        economy will not succeed.
      


      
        Tadeusz Kowalik and Jirí Kosta deal with the problem of whether socialist systems can be reformed. Both affirm
        this. But they do not offer a blueprint of the system to be aimed at, which, in any case, is probably
        impossible. For Kowalik, with the experiences of Poland in mind, it is far more important to know the limits to
        which reform policy must be adjusted. His plea for a crucial reform rejects unrealistic options, such as
        capitalism, or democratic socialism. In both cases the conservatives would stage a
        successful comeback. A crucial reform is the implementation of institutional rules protecting the socialist
        economy against stagnation and frustration, e.g. principles of self-management and self-financing of the firms,
        limitation of state control over the economy, introduction of private, municipal, and mixed types of ownership,
        accepting social pluralism in non-party form. This kind of a reform would, according to Kowalik, be analogous
        to the Keynesian revolution of the capitalist system, aiming to protect it against unemployment and a
        chronically under-utilized production apparatus without changing the basic principles of the system.
      


      
        But where are the social forces supporting reforms when there is no enthusiasm for either growth or for the
        reform? Previously, the masses believed in new party leaders and the new leaders played their power game. In
        the 1980s the communist parties look for ways to regain lost influence. People expect improvement of their
        economic, social and cultural situation. The problem of support and opposition is the main theme of the
        contributions of J. Kosta, discussing reform experiences in all socialist countries and of C. Józefiak, F.
        Levcik and H. Gabrisch, who deal with the same matter in their studies of particular countries.
      


      
        There is a basic contradiction in the reform movement: the new leaders capable of formulating a meaningful
        reform policy were installed by the conservatives, but the latter are still in control. First, these new men
        have to change the power structure in society. They must become independent of the orthodox wing. Second, they
        must quickly improve the unsatisfactory living conditions of important social groups, mainly of the working
        population in town and country - as J. Kosta stresses. For instance, the Polish leadership is well aware of the
        necessity of an economic reform yet it is unable to put through the reform concept, because of the population’s
        general mistrust.
      


      
        Kosta mentions yet another problem: how to start the reform process? There are two approaches: many
        conservative economists hold that a consistent market reform cannot be entered upon before the structural
        imbalances and severe bottlenecks are more or less overcome. Those who hold the opposite view do not count on
        the likelihood of structural adaptation processes within the traditional system. Let us take Poland as an
        example: here a reform concept following the first approach is being pursued; imbalances and structural
        weaknesses are to be eliminated by price increases and a price reform. But price reforms are not very popular
        and therefore most controversial elements of the starting process of economic reform. To begin the reform with
        the most controversial measure may spark off social unrest and wage increases exceeding the price increases -
        as the Polish case shows. The failure of such measures hamper the whole reform process. This
        lesson should be analyzed by Soviet reformers who envisage a comprehensive price reform up to 1990.
      

    


    
      Country Studies


      
        The present reform wave started in 1981 with hesitant reform attempts in the smaller socialist countries -
        mainly in Poland. It gathered speed in 1987, two years after Gorbachev had entered upon his new office as
        secretary general in March 1985. For two years Gorbachev followed Andropov’s course (continuing the Sumy and
        Togliatty experiments, the temperance campaign, and encouraging the mass media in criticizing abuses),
        interrupted after the letter’s death in 1984. The January 1987 Plenum of the Central Committee and the June
        Plenum, where the “Basic principles for a radical reconstruction of economic management” were adopted, were the
        beginnings of Gorbachev’s own renewal policy (see P. Havlik’s contribution). The present Soviet reform is
        typically one started from above, and supported from below.
      


      
        The Polish reform attempt is the outcome of pressures from below, supported, more or less halfheartedly, from
        above. The economic disaster and the emergence of independent trade unions in 1980 forced the party to try to
        regain the initiative by the promise of radical reform. The scope and character of the proposed changes were
        without precedent - on paper. But in 1981 Poland was still under the shadow of a Soviet Union under Brezhnev’s
        sway, and the imposition of martial law under Soviet pressure caused a major slow-down in reform policy up to
        1986. What was left of the reform was merely a change of instruments of central control from direct to indirect
        instruments - as C. Józefiak maintains in his paper. The personal support given to Jaruzelski by Gorbachev
        found its response in Jaruzelsk¡’s full support for Gorbachev’s reform course, first among all Eastern party
        and state leaders. While the idea of a “second stage of economic reform”, brought up by the Polish Government
        in 1986, was a vague publicity stunt, the program presented in October 1987 went, in terms of the economic
        model envisaged, way beyond any previous concepts of reform (H. Gabrisch).
      


      
        Reform efforts in Bulgaria starting in the first half of the 1980s were rather hesitant and fragmentary even on
        paper, characterized by elements of administrative (rather than economic) decentralization, and an inclination
        towards purely institutional reforms. After the new Soviet leadership had criticized the state of the Bulgarian
        economy in 1985, official criticism became more poignant. The practical failure of earlier reform attempts was
        officially admitted and calls for radical change became clamorous. The 1987 reform analyzed by I. Grosser is
        conceived - as in the Soviet Union - from above and indicated a timely change in the
        direction of more clearly pronounced features of market-orientation.
      


      
        In Hungary mandatory planning was abandoned in 1968. The reform came from above and was supported from below.
        But measured by expectations, the results are disappointing. In view of the deteriorating hard currency
        position the Central Committee Plenum of July 1987 called for a period of stabilization, in other words for a
        rigid austerity policy and for a new set of reforms in order - as M. Friedländer says - “to help sell this
        unpopular strategy”. The reformers prevailed in the Politburo in May 1988; Kádár and other conservatives were
        replaced. The blueprints for reform in the Soviet Union, Bulgaria and Czechoslovakia go no further than what
        Hungary intended to introduce in 1968, and it may be anticipated that the same snags and failures will soon be
        encountered. The opinion, that one must go further along the same path is most clearly held among Hungarian
        reformers. To them the concepts of genuine markets - e.g. a capital market - are no longer just half-hearted
        games.
      


      
        In Czechoslovakia, as F. Levcik shows in his paper, we have the peculiar situation that the most violent
        opponents of the 1968 reform are now obliged to introduce a comprehensive reform of the economic mechanism. The
        worsening economic situation and Gorbachev’s plea for support for his reform measures at the Working Summit
        meeting of the CMEA Party leaders in the fall of 1986 has more or less forced these leaders to agree to a
        reform program. The approach to the reform is characterized by utmost caution so as to keep constant control
        over the development of the reform.
      

    


    
      Special Areas of Reform


      
        There are some new features in present economic reform concepts, compared with all past reform approaches. Not
        only is a transition from direct to indirect control to be observed, but, going even further, from indirect
        control to real market regulation, at least in countries such as Hungary and Poland. The strengthening of
        market forces means monetarization of the economy. It is hoped that some problems of monetary control - e.g.
        the interaction between saving and investments, or the threat of open inflation - will be solved by a banking
        reform, described in Fr¡edländer’s paper. Another example is the foreign trade sector whose reform aims at
        eliminating existing difficulties of the balance of payments, exports of manufactured goods, technological
        development etc. A characteristic catchword is “joint ventures” (P. Havlik).
      


      
        * * *
      


      
        The reform process in the socialist countries is only at its very beginning. The transition from a
        “Stalinist“to a “democratic” order, and, along with that, to a more efficient economy is
        extremely risky. The book is intended to make a contribution to the assessment of the general and national
        factors that facilitate, or impede, this transition.
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      Jiří Kosta
    


    
      1.
      Introduction


      
        In the countries of real socialism attempts at reform had their ups and downs during the past two decades. The
        economic reforms introduced in the 1960s were followed by recentrai¡z¡ng tendencies at the beginning of the
        next decade. The economic reform that was embarked on by China in 1978, and the radical reconstruction
        announced by Gorbachev, seem to herald a new reform thrust.
      


      
        The factors that blocked - and others that promoted - reform in the past were political, social, ideological
        and economic. The political system is determined by the monopoly of dominance of the bureaucratic apparatus of
        functionaries - the “Nomenklatura” - which must dread some loss of power if economic decisions are
        decentralized. Not only the ruling elites but also other social groupings incline to conservative attitudes;
        this is true of sections of the economic bureaucracy, including enterprise managements and, last not least, it
        applies to those workers who must expect to have to face challenges of higher qualifications demands, of whom
        higher performance will be expected and more labor mobility. Ideological prejudices, too, come into play, such
        as, e.g., the dogma of the incompatibility of socialism on the one hand, and private enterprise and market
        regulation on the other. And finally, the party leaderships are concerned about economic uncertainties and
        risks in the wake of a transformation of the system.
      


      
        Such circumstances are counteracted by other propelling forces, which promote reform: among them, the ability
        to learn, shown by some political leaders of the younger generation, who are ready to discard obsolete
        ideological dogmas; and the support of a large part of the working population in town and country, because they
        envisage, tied up with the reform, the chance of at long last improving their unsatisfactory living conditions.
      


      
        But there is the need for a carefully conceived and well planned strategy for the transformation of the
        economic system if the reform should bring the expected results. In the long run it will
        be, more than all else, the economic needs of a market oriented economic reform that will bring a gradual
        democratization of society to fruition.
      


      
        At the end of the 1960s, when following Czechoslovakia’s occupation by the Warsaw Pact forces the “Brezhnev
        Doctrine” had fully prevailed, prospects for reform looked dim for the countries of real socialism.1 The “Prague Spring” of 1968 had waned to be succeeded
        by dismal seasons. The plan reforms introduced in the GDR in 1963 - half-hearted though they may have been -
        were now revoked; in the Soviet Union a timid reform trend in industry, inaugurated in 1965, had led to naught;
        in Hungary, where the “New Economic Mechanism” initiated in 1968 seemed to remain in force, it soon became
        apparent that bureaucratic control mechanisms had survived more tenaciously than had been expected. But even
        beyond the sway of Soviet influence -in Yugoslavia and China, though to different degrees in each of these
        countries - market economic controls, instead of being applied were seen to be on the decline at the beginning
        of the 1970s. This was the time when many social scientists who had doubted the capability of reform of
        economic systems of the Soviet type and who did not believe in the feasibility of their being turned into
        socialist market economies, thought themselves confirmed in their doubts.
      


      
        Undeniably, today, more than a decade and a half later, we are confronted by a totally different
        situation.2 Already late in 1978, in
        post-Maoist China, an astonishing reform thrust was initiated in agriculture, and in 1984 it was extended to
        the other economic sectors. Hungary has given more sway to the market elements in its economic system. In the
        Soviet Union under Gorbachev there is talk of “radical reconstruction”. Economists in Yugoslavia recommend
        “more market”. Though it is by no means clear whether the ongoing discussions and initial measures will develop
        into far-reaching economic - nay, even political - reforms, yet the question is again borne in upon us:
      

    


    
      2.
      Is the Socialist System Capable of Reform?


      
        To answer the question we must first consider a conceptual dilemma. An economic system of socialism may be
        defined in two different ways. For one, institutionally; alternately, founded on value conceptions. In the
        first case three attributes are constitutive: public ownership in the means of production; economic planning;
        and pay in accordance with performance. By and large this definition applies to the Soviet type planning
        societies.
      


      
        But if we interpret the attribute ’socialist’ by the basic values upheld by all emancipatory movements since
        the French Revolution, and whose full realization had been promised by classic Socialism -Liberty, Equality,
        Fraternity - then we find that the economic and social systems of real socialism can by no means come up to
        these norms. This is also shown by the reform program formulated in 1968 by the
        protagonists of the “Prague Spring”:
      


      
        “Socialism needs not fewer but more, and more tangible freedoms than any earlier kind of society: freedom of
        speech and of the press, freedom of association, movement and travel; it demands not fewer but more, and more
        real rights of man: a right to homeland, work, education and self-realization; the right to material
        maintenance, welfare and social security, the right to own personal property, to be democratically represented;
        safeguards against encroachments upon his interests, the right to participate in decision-making: all that is
        required, and for all members of society.”3
      


      


      
        To be appropriate to the emancipatory value conceptions, an economic system must provide the material
        prerequisites for each person’s free development and it must guarantee adequate participation of all economic
        subjects in decision-making. The aim of economic reform must therefore be an efficient economic process which,
        duly reserving consumers’ as well as producers’ rights of disposition, safeguards a just social order. The
        point of departure of the reform is the centrally administered economy of the Soviet type which -
        socio-historically and ideologically conditioned - is characterized by a specific pattern of the system of
        ownership, of planning methods and of wage incentives:4
      


      
        	(1) The rights of ownership are exercised by the State, or more precisely, by the state-administrative
        bureaucracy installed by the Party apparatus;


        	(2) Planning operates hierarchically, descending from above by means of centrally determined mandatory
        directives;


        	(3) The individual performance and the center’s plan preferences determine a person’s remuneration;
        bonuses, gratuities, preferment and promotion depend on fulfillment of plan directives.

      


      


      
        A systemic reform of the economy calls for ownership rights to be shifted from the center to the enterprises;
        in addition it necessitates the replacement of mandatory planning by an economic policy compatible with a
        market, and finally it demands the changeover from the plan fulfillment principle to a profitability oriented
        profit-and-loss accounting. Reconstruction of the prevailing old economic system along these lines offers the
        chance for “real” socialism to be freed - at any rate in tendency - from its intimately interconnected cardinal
        faults: it promises emancipation from economic inefficiency and from deficient decision-making participation.
      


      
        If we want to pronounce on the possibility of reforming the established socialist economic system we must first
        identify the barriers blocking the path to reform, and we must define the driving forces that favor
        reform.5 We shall illustrate the retarding and
        the propelling factors, having recourse to country-specific experiences. This is not meant
        to imply that all problems in the various socialist countries are completely identical. During the past decades
        divergent economic, political, cultural and other kinds of general conditions in the Soviet Union, in China,
        Hungary, in the GDR and in Czechoslovakia have often caused very divergent developments. Nevertheless, if we
        examine the difficulties that obstruct the attempts at reform and the prospects for reform -in short, the
        problem of the potential for reform of the existing economic system - we often find the analogies to be
        striking.
      

    


    
      3.
      Barriers Against Reform


      
        The obstacles previously encountered by incipient reforms were political, social, ideological and economic.
        These four aspects rarely take effect in isolation. Mostly reciprocities may be observed, such as
        interdependence between political and ideological, between social and economic and between economic and
        political factors.
      


      
        It is obvious that the political system of the Soviet pattern, which is characterized by the autocratic rule of
        a bureaucracy of functionaries -the “Nomenklatura” - is hardly compatible with a decentrally market-oriented
        economic system. The market mechanism is set aside not alone by the decision-making monopoly, but equally by
        the information monopoly which is literally precedent to the decision-making process. Those in power are not
        willing to relinquish the command posts in even one single social domain - in this case the economic sector.
        Marxists are only too well aware of this fact, since they are in the habit of thinking in categories of class
        dominance. Under the power elites surrounding Stalin and Brezhnev far-reaching economic reforms were
        unthinkable - just as unthinkable as under the Stalinist party leaderships of the East European people’s
        democracies of the 1950s. Later we shall revert to asking how it is possible, under certain conditions, for
        some parts of the communist leaderships to tolerate or even to initiate reforms although this involves some
        loss of power.
      


      
        The retarding effect of the political structures on attempts at reform was and is apparent in all phases of the
        reform movements -during the reform debates (e.g. in Poland after 1956), at the time when first reform measures
        were pushed through (e.g. in Czechoslovakia in 1966/67), or in the course of successful systemic transformation
        (as presently in China). The interdependences between economic and political systemic change and the limits
        imposed on economic reforms by politics can be most strikingly demonstrated if we examine the Czechoslovak
        reform movement of the 1960s.6 Again and again
        Czech and Slovak reformist economists were prevented by influential apparatchiks from publicizing and
        publishing their critical assessments and radical reform proposals. Only the party leadership’s perplexity when
        confronted with the disastrous economic crisis of 1962/63 speeded acceptance of the reform
        ideas by the political leadership. When finally the reform proposals worked out under the guidance of Ota Sik
        had been approved in January 1965 by the Prague party panels and first measures were introduced, the logic of
        the economic reform process urged further steps, which threatened to imperil the old-established political
        positions of those in power. New questions arose, such as:
      


      
        	- How can enterprise management respond to market signals if the economic calculations are constantly torn
        to tatters by the arbitrary decisions of functionaries who inexorably insist on the principle of the leading
        role of the Party?


        	- How can the manager of an enterprise hope to cope with the dilemma of double dependence? For one, he is
        subordinate to the higher authority that has appointed him, but then, his decisions must also depend on the
        vagaries of the market, since the trading results determine his prestige as well as his material rewards.


        	- Why should the staff of a socialist enterprise, be it State owned or cooperative, be excluded from
        decision making when - profit sharing having been introduced - both their wages and their working conditions
        depend on the trading results earned under market conditions?


        	- And finally: how can market signals prevail if, as is customary under Stalinism, important data are kept
        in the dark?

      


      


      
        In the years 1966/67 the Czechoslovak reform concept had found answers to the newly arisen questions that
        represented a consequent continuation of the initial solutions. This may be outlined in a few random remarks:
        the political echelons, the party officials in particular, were obliged, at any rate in tendency, to retire
        from the economic sphere; workers’ (staff) councils were inaugurated in the enterprises who appointed the
        directors or managers; trade unions in the enterprises and cooperatives in agriculture became independent,
        voluntary associations pledged solely to the members’ interests; security/secrecy instructions were loosened.
        In short, decentralization in the economic sphere brought democratization in the political field in its wake.
      


      
        The Warsaw Pact troops’ occupation of Czechoslovakia, launched by the Soviet Union in August 1968, and the
        forcible replacement of the reformist Dubcek leadership by the group around Husàk were the key events that led
        to the termination of the reform. Not domestic reasons determined the end of the reform but foreign
        intervention.
      


      
        However, it does not follow from the Czechoslovak example that the Soviet leadership would in every instance
        prevent far-reaching initiatives to economic reform in the smaller satellite countries. Hungary was able to
        persevere on the path to reform - politically less objectionable than Czechoslovakia’s - up to the very
        present. In Budapest we may today observe tendencies of democratization in the economy not
        unlike those formerly known in Prague, and some occasional rays of democratic enlightenment are even seen to
        penetrate the murk of real socialist politics and culture. Besides, it is confidently expected that the Soviet
        Union under Gorbachev - despite some continuing reservations about reform in the partner countries - will show
        more tolerance than she did under Brezhnev.
      


      
        Obstruction of reform would be hardly feasible if the orthodox wing of the Party were the only social group
        prejudiced against reformist ideas, even anxious to restore pre-reform conditions. But beside the Nomenklatura
        there are other conservative social strata in the countries of real socialism. They are recruited from the
        ranks of those workers and employees who are not very efficient, and poorly qualified. Their number wanes as
        material conditions improve when improvements are brought about in the course of reform - but they multiply as
        new difficulties arise. Price Increases In particular, arising in consequence of inherited shortages and the
        abolishment of subsidies, and increased efficiency and mobility requirements consequent upon rising performance
        pressure in the enterprises are among such problems. Among the potentially dissatisfied are also parts of
        management, especially incompetent and stodgy shopfloor supervisors and their staffs who arranged themselves so
        well with the old system that demanded no undue exertions.
      


      
        The example of Poland on the other hand shows that, with the crisis-proneness of the old system, it comes about
        that parts of the working population and especially the politicized spokesmen of the workers articulate demands
        for decentralization and democratization, thus also promoting the economic reform. And if, in an agrarian
        country such as China, the peasants themselves can begin to enjoy the fruits of the ongoing reform, the mass of
        the people can become a decisive mainstay for a reformist leadership.
      


      
        A formidable obstacle to reform is present in the surviving ideological taboos of party-official Marxism. True,
        a general process of de-ideologization within the real-socialist camp could be observed in the recent past. For
        who would deny that pragmatically justified measures such as the opening of the economies to the capitalist
        world markets, control of economic processes by means of market-economic instruments and the emergence of
        private small-scale crafts and businesses - now permitted, e.g. in Hungary and China - signify some turning
        away from the old ideologies? Nevertheless, all the old Communist Party leaderships have a hard time of it when
        it comes to abandoning the obsolete dogmas in favor of new, usually economically justified and validated
        measures.
      


      
        Thus for decades the Stalinist thesis of Socialism in the USSR having been fully achieved with the total
        expropriation of all priva- tely owned means of production was grimly hung on to.
        Socialism, it was held, is identical with the exclusiveness of State and cooperative ownership. Even private
        farming within the productive cooperatives was but hesitantly introduced, only to be, again and again,
        suppressed. It took half a century before a law was passed in the Soviet Union making it legal for cobblers,
        locksmiths, joiners and carpenters, housepainters, publicans, taxi-drivers etc. privately to follow their
        occupations - and that, as a rule, only in their spare time. Mind you: only on their own, or helped by members
        of the family, but by no means with the assistance of outside, paid labor. As ever, it remains prohibited
        privately to produce or operate computing instruments, mimeographs, to run gambling places etc. - activities
        classed as “politically dangerous”. On the one hand it has at long last been recognized that goods and services
        up till now rather inadequately provided by the State might be more efficiently supplied with the help of a
        private sector. On the other hand the ideological prejudice is still prevalent that the expansion of the
        private sector is incompatible, in the long run, with Socialism.
      


      
        A different picture emerges in this field when we turn to two other countries of real socialism. To eliminate
        supply shortages, Hungary recently permitted a notable expansion of the private and cooperative sectors.
        Organized in groups and cooperatively, citizens nowadays participate in a variety of trades and crafts. In
        China, where - beside improving the supply position - the private sector is called upon to create jobs for the
        surplus labor potential, more than 17 million were said in 1985 to be engaged in privately conducting crafts
        and trades; that is 5% of all economically active persons. Of even greater significance is the radical transfer
        of property rights in Chinese agriculture. State owned soil is contractually made over to the peasants for
        individual utilization. They may now decide largely in their own right on cultivation, cattle holding, the
        employment of production factors and marketing of their products.
      


      
        The tenacious prevalence of ideology becomes apparent even in Yugoslavia, a country that had shaken off the
        shackles of the Soviet Union’s influence as early as the 1950s. Two decades after the establishment of workers
        councils in the factories and the introduction of market economic forms of control these were replaced after
        1970 by a supra-enterprise so-called self-administering system encompassing all levels and all sectors of
        society. Termed “delegates’ conferences”, “communities of interests”, “self-administration agreements” and
        “social compacts” - these the labels applied to the new institutions - that maze overtaxed the decision-makers’
        capacity for absorbing information and their command of facts. To cope with the flood of decision-making
        processes in these bodies an enormous bureaucracy was established. Under the slogans of stemming inflation and
        ensuring equitable distribu- t¡on these newly created bodies subverted the erstwhile market
        determined price and wage formation mechanism. This I consider to be one of the causes of Yugoslavia’s
        catastrophic economic situation in the 1980s. Instead of a social market economy the Yugoslav system has
        degenerated into an ideologically conditioned, largely bureaucratized “bargaining economy”, where the envisaged
        workers’ self-government plays a minor and a diminishing role.
      


      
        The political obstacles here outlined, the attendant social resistance and the ideological dogmas should
        adequately illustrate the difficulties confronting reformist politicians and their advisers in the countries of
        real socialism. Now what about the economic barriers that impede the transformation of a centrally planned
        economy into a predominantly indirectly regulated socialist market economy?
      


      
        Some economists in East and West are of the opinion that there are definite limits to a market oriented reform
        - especially in the Soviet Union. For one, they hold, the problems lie in the country’s peculiarities - of
        size, of regional heterogeneity, of its low level of economic development - and further in the circumstance
        that a centralized planning system has predominated for decades In Soviet economy and society. A change, they
        feel, would be hardly acceptable.7
      


      
        Such reasoning cannot be accepted. Canada, for example, maintains a market dominated economic system despite of
        her size and adverse climatic conditions. The latest developments in China, a large sub-continental national
        economy of low Industrial maturity and extreme differentials in development, where for two decades people had
        been conditioned to egalitarian and collectivist modes of living and working, also offer convincing proof that
        market forces may quickly and successfully become effective - especially in agriculture, in the personal
        services sector and in the field of small-scale manufacturing and trade. Why should not this apply to the
        Soviet Union too, not to mention the smaller CMEA countries?
      


      
        To my mind, a rejection of a market oriented reform based on the above mentioned reasoning is not tenable. But
        this does by no means imply that a reform strategy does not pose any transformation problems. All past
        experience - and this applies particularly to Yugoslavia, Hungary and China - points to considerable
        difficulties arising in the course of a transformation of the system. Once there is agreement concerning the
        basic direction of the economic reform, viz. abolition of mandatory planning and its replacement by market
        compatible forms of control, the main problem lies in arranging a sensible sequence of the several reform
        measures. The elaboration of a detailed blueprint or target program is not, I feel, particularly desirable,
        since the final shaping of the system should be left open, provided the basic aim has been established.
      


      
        Let us now take a look at three key problems of transition, whose urgency became apparent
        in Czechoslovakia in the 1960s, which beset Hungary right through the almost two decades of the ongoing reform
        process and which were felt in China in the more recent past.
      


      
        First there are the most adverse initial conditions of an economy suffering from chronic shortages - a
        supply-constrained economy: there is a permanent supply gap in the countries of real socialism, a constant
        shortage of production factors - raw materials, energy, machinery, spare parts, as well as labor - and, on the
        other hand, of consumer goods. This is not the place to go into the causes for these systemic shortages; the
        subject is treated at length in the writings of Eastern Europe’s economists. Suffice it to say that, in given
        circumstances, the starting position is most unfavorable to any attempt at reform. And these difficulties may
        be and usually are compounded by additional crisis breeding elements, such as over-ambitious plan targets,
        inappropriate politico-economic measures and unexpected slumps in the world markets. The dilemma is illustrated
        in two counter-positions taken up in the reform discussions. Many conservative economists hold that a
        consequent market oriented reform cannot be entered upon before the structural imbalances and serious
        bottlenecks are more or less overcome. Central planning must first create more favorable preconditions for an
        intended reform of the control system. A centrally controlled structural and growth policy was in fact
        introduced in China in 1978 that succeeded in bringing some sectoral structural change even before the economic
        reform in industry was inaugurated. But the decisive preconditions for balanced growth were created with the
        market oriented agrarian reform.
      


      
        The counter positions were maintained during the past reform debates in Czechoslovakia and in Hungary. The
        protagonists of reform did not count on the likelihood of structural and technological adaptation processes
        within the framework of the traditional centralist system leading to lasting success. The Czechoslovak
        economists emphasized that, precisely in view of the economy’s high degree of industrialization, the economic
        control system ought to be decentralized without delay. Their colleagues in Hungary, for their part, pointed to
        the specific Hungarian problem of the country’s extreme dependence on foreign trade: here, too, they felt a
        prompt and unequivocal transformation of the economic mechanism to be called for, since the system of central
        planning could not, under any circumstances, improve the basic conditions.
      


      
        Second: Transformation of the control system implies a temporary synchronism of elements from the old system
        and the new. In fine, central State officialdom should no longer issue mandatory directives. But since that
        objective can hardly be attained at one stroke, the question arises, to what extent elements of contradictory
        systems - e.g. mandatory plan directives and market conforming enterprise decisions - are
        compatible.
      


      
        During a longish transitional period enterprises in China are directed by higher authorities to maintain
        specified output quantities and to deliver them at the officially determined price. Output in excess of plan
        quotas may be disposed of at unregulated or at partly determined prices in the open market. A considerable
        range of commodities, especially consumer goods, is sold exclusively in the open market. In some important
        fields - such as, for instance, investment control, materials allotment, price formation, banking - forms of
        central administrative planning predominate, and mostly they run counter to the market mechanism. Chinese
        reformist economists point out - and quite justifiably - that under these conditions the market signals cannot
        “bite” and that mandatory forms of planning ought to be scrapped at a faster pace.
      


      
        In principle, Hungary’s New Economic Mechanism knows no mandatory directives in the field of commodities;
        nevertheless there remain some relics of the old system, which contradict the logic of a market regulated
        economy. We need only name the high degree of monopolization among enterprises, the considerable proportion of
        State regulated prices, the substantial volume of State subsidies; insufficient competition in banking; the
        absence of a capital market; and last not least the interference of the political bureaucracies in the
        decision-making processes. These impediments to the market mechanism should be abolished in a “second reform
        thrust” - if the demands of the Hungarian reformist economists should be listened to.
      


      
        Third: In the course of systemic transformation a conflict of aims will arise between economic necessities and
        social concerns. The disregard of criteria of efficiency that was rife in the old system caused a considerable
        impairment of the population’s living standards. Would-be social accomplishments, such as assured job tenure,
        subsidized mass consumer goods and services, or long-term price setting, appear at first glance to be of
        advantage to the workers and consumers concerned. However, the disadvantages to the community and in the long
        run also to those directly concerned are much more serious: misallocation of productive resources, and
        inefficiency - i.e. uneconomic production - in privileged sectors result in a significant impairment of all
        material living standards of the whole population.
      


      
        An efficiency oriented economic reform will of necessity bring social conflicts in its wake. Higher performance
        requirements, more workers’ mobility and unavoidable price fluctuations are telling examples of social tension.
        But there is no other way that leads to generally improving the living standards of the population.
      


      
        The protagonists of economic reform are sometimes prone to gloss over the problem of conflicting objectives. I
        believe that experts and politicians are in duty bound openly to discuss the ineluctable
        strains between economic criteria and social desiderata right at the start of the reform process. If this is
        not done in advance, then inevitably the first setbacks that arise will precipitate a hangover. Let there not
        be any misunderstanding: economic standards should not in each and every instance be given first consideration;
        social hardships must be avoided. But without the improvement of economic efficiency it will be quite
        impossible to improve the general social situation of the people of Eastern Europe.
      

    


    
      4.
      Driving Forces of the Reforms


      
        We have already noted that the factors which impede the advancement of reforms may under certain circumstances
        simultaneously advance the chances for an initiation of reforms. It cannot be overlooked that, since the 1950s
        and in particular since after the Twentieth Party Congress of the CPSU in December 1956, certain advances in
        the direction of democratization - feeble and modest though they were - have brought a degree of relaxation of
        the political system. Beside the social groups opposed to any kind of reform there were, and are, social forces
        desirous of changes in the system. Among them are intellectuals, proficient and diligent workers and employees
        and even parts of the ruling bureaucracy (as witness the situation in Czechoslovakia in the middle 1960s).
        While relics of ideology obstruct the chances for reform, the fact remains that the power elite has a vested
        interest in the functioning of the system; and to the extent that this necessitates a pragmatic approach to the
        open and pressing economic problems, that will, in turn, encourage a cutting-back on ideology. It is especially
        among intellectuals - among them advisers of the political leadership, and who as a group influence the
        intellectual climate in their countries - where learning processes are under way, counteracting the traditional
        orthodox attitudes. Such learning processes may also affect and infect the political establishment -as we
        propose to show further on.
      


      
        But the most powerful propelling forces of reform are of the economic kind. True: rigid economic structures and
        the risks and uncertainties of the socio-economic developments act often as hindrances to a change of system.
        On the other hand, slumps and economic crises may often be the catalysts that enhance the need for reform,
        promoting individual reform measures. Such were the links that dominated in the past.
      


      
        The Czechoslovak reform period of the 1960s followed upon a profound economic crisis, and so did the reform
        movement in Poland almost two decades later. The fact that the Czechoslovak CP-leadership headed by Novotny was
        overthrown and replaced by a reformist party group around Dubcek seems to indicate possibilities of systemic
        reforms in the countries of the Eastern bloc that may be directly or indirectly initiated
        from above. It was otherwise in Poland, where pressure from below had at first carried the reform process a
        long way forwards, but subsequently it triggered the brutal counterblow that was inflicted by the power elite.
        Yet even when the state of martial law was proclaimed, that did not completely eradicate the incipient
        fragments of economic reform that had come under way. The development in Poland demonstrates the kind of
        conflict that may confront the rulers. The Polish power elite is well aware of the necessity of an economic
        reform conceived along the lines of market economic tenets; yet this leadership is unable consistently to put
        through and follow up such reform concept in practice, because of the population’s general mistrust, which
        arises from the leadership’s unwillingness to concede political reforms. This is the difference between the
        erstwhile reform prospects in Czechoslovakia and the state of affairs in Poland today.
      


      
        With these two examples we revert once more to the subject of the various communist party leaderships’
        disposition - their willingness and their ability - to learn. Be it Dubcek or Kádár, Deng Hsiaoping or
        Gorbachev: they, all of them, may be assumed to have learnt that a radical updating of the petrified economic
        and political structures is called for. Yet it remains to be seen how far a Deng, a Gorbachev, dare go. Events
        in China have shown, not so long ago, that there are limits, and the limits are drawn where the “leading role
        of the Party”, or, more bluntly, where the power monopoly of the “Nomenklatura” is in jeopardy.
      


      
        To arrive at a more accurate longer-term assessment of whether the systems of real existing Socialism - their
        economies, their societies - are capable of reform, we must consider one gradual, slowly acting determinant:
        the secular process of modernization. The economic and technological progress of modern industrial societies,
        vehemently though until now not very successfully striven for by the communist leaderships, is nevertheless
        accompanied by a number of positive concomitants, which we shall briefly adumbrate in conclusion.
      


      
        Already the ambitious plan targets set up for the first wave of industrialization in the Soviet Union of the
        1920s and 1930s, and again the primacy accorded to industrial-technological development after World War II in
        the other real-socialist societies had led -beside the traditional socialist predilection for general
        educational advance - to a general rise of the population’s qualification level. The ongoing structural change
        - usually in Eastern terminology termed the “scientific-technical revolution” - makes quite new demands on the
        economic and educational system. Resource saving, rural environment preserving, humane working- and living
        conditions promoting innovative technologies, flexible adjustments to constantly changing needs and horizons -
        such are the postulates that nowadays confront a modern, socially responsible economic
        system and social order. The real-socialist countries, already well behind in these developments, are in danger
        today of altogether missing the boat. To make the grade and cope with present-day needs and requirements, a
        radical reform is absolutely indispensable.8
      


      
        There is no denying that the efforts on the educational sector instituted in earlier phases of socialist
        industrialization might, up to a point, be put to more effective use in the course of reforms in the countries
        of the Eastern bloc too. Now, however, it is a matter of qualitatively new requirements which must produce an
        even greater advancement of the level of both general and professional education and training. If these
        requirements are to be met - and there are many indications that they will be met - then that is bound to lead
        to a substantial rise in proficiency and, in the last analysis, also of emancipatory awareness. This
        development cannot bypass the technocratic elites in the Eastern bloc.
      


      
        If we assume that the Soviet Union is going to maintain its dominant role in the Eastern bloc for the medium
        term, let us say to the end of this century, then the ongoing modernization process in the power center will
        probably create a climate of reform that must favor a change in the system. That process in its turn should
        herald similar changes in the smaller countries of East Central and Southeastern Europe, where substantial
        reformist pressure is rife. Then the advent of a new spring, such as once upon a time dawned in Prague, may be
        confidently expected to break in Moscow and elsewhere in the Soviet bloc. But until that comes to pass, a long
        and thorny path lies still ahead.
      

    


    Notes


    
      1. See J. Kosta, Wirtschaftssysteme des realen Sozialismus. Probleme und Alternativen, Cologne
      1984.
    


    
      2. See P. Gey, J. Kosta, W. Quaisser (eds.), Crisis and Reform in Socialist Economies,
      Boulder-London 1987.
    


    
      3. From the Draft Program of the CPC, summer 1968, in: J. Pelikán (ed.), Panzer überrollen den
      Parteitag (Tanks Crush the Party Convention), Vienna-Frankfort-Zurich 1969, pp. 125/6.
    


    
      4. See J. Kosta, Wirtschaftssysteme…, op. cit, Chapter 3.
    


    
      5. See especially: W. Brus, “Socialism - Feasible and Viable?”, in: New Left Review, No. 153
      (1985), pp. 43–62; A. Nove, The Economics of Feasible Socialism, London 1983, Parts 3 and 4; T. Kowalik, On
      Crucial Reform of Real Socialism, The Vienna Institute for Comparative Economic Studies (WIIW),
      Forschungsberichte No. 122, Vienna 1986.
    


    
      6. See J. Kosta, Abriß der sozialökonomischen Entwicklung der Tschechoslowakei 1945–1977
      (Compendium of Czechoslovakia’s socioeconomic development 1945–1977), Frankfort 1978, Chapter 3.
    


    
      7. See, e.g., H.-H. Höhmann, “The Place of Economic Policy Objectives on
      the List of Soviet Political Priorities”, in: H.-H. Höhmann, A. Nove, H. Vogel (eds.), Economics and Politics in
      the USSR, Boulder-London 1986, p. 51.
    


    
      8. Already in 1967/68 did some Czechoslovak sociologists urge these tie-ups quite forcefully in
      their study, “Civilization at the Crossroads” (R. Richta a kollektiv, Civilizace na roczest¡, Prague 1969).
    

  


  
    2
    

    On Crucial Reform of Real Socialism


    
      Tadeusz Kowalik
    


    
      1.
      Basic Concepts


      
        This essay1 is concerned with the present
        state and the future of “crucial reform” in the communist societies. While analysis and description of their
        economic history would require writing on two types of change - spontaneous change, and changes deliberately
        brought about by the authorities - our present interest is confined to the latter, and particularly to such as
        can be called radical, because of their impact on the functioning of the whole national economy or its core.
      


      
        While emphasizing the intentional character of the changes, and the reformers’ anticipations, we do not
        maintain that the outcomes of the reform correspond to these expectations. Distortions or unplanned results can
        be glaring, although such divergences used to be less enormous than in the case of revolutions.
      


      
        I am deeply convinced that reforms of this type should be considered as social phenomena in their own right, as
        autonomous factors advancing the social process, possessing sociological, psychological and strategic
        characteristics of their own.
      


      
        In my preparatory work in search of relevant points of departure and of literature, while consulting
        dictionaries and encyclopedias, it struck me that only few of them have an entry “reform” or the like, whereas
        “revolution” is usually to be found. The situation is similar with the literature: while one finds a lot of
        research perspectives on revolutions, reforms receive little attention. Apparently sudden revolution attracts
        more attention than reforms and reform movements. And yet, it is clear that if history can teach us any lesson,
        it is that the history of reforms is inherently more instructive than the history of revolutions.
      


      
        Now we shall attempt to relate the concept of “crucial reform” to other relevant notions encountered in
        economic literature. Let us recall that the Freiburg school of thought uses “Ordnungspolitik” - the totality of
        activities aimed at shaping a definite economic or social order - as distinct from “Prozesspolitik”, referring
        to the policies implemented within the boundaries of an existing social order. Similarly,
        Thompson sets the notion of “framework activities” against the notion of “allocative activities”. Buchanan
        followed Hayek in making a distinction between the “general rules” and “particular measures” and explained that
        the former refer to social actions, meant for the selection of the rules, the latter to activities within the
        framework of the chosen rules. Similarly, such notions as Marshak’s “economic constitution”, Hayek’s “economic
        order”, Koopmans and Montias’ “legal framework of the economy” or Hurwicz’s “economic regimes” imply something
        which may be a projection or an outcome of “crucial reform”, although the actual result may be a mixed effect
        of the reforms limited in scope and of spontaneous changes.2
      


      
        Many authors of textbooks and analytical studies who compare different economic systems, while writing on the
        origins of those systems or when considering options for their functioning, seem to be close to the “crucial
        reform” concept when they discuss the transition from one economic system to another. But the concept of the
        economic system has got many different connotations. At one end of the spectrum there are the authors who use
        the notion of “economic system” in a sense close to the Marxist concept of socio-economic formation (e.g.:
        capitalism, feudalism, socialism). At the other end are those who distinguish one system from another by
        pointing to a single, sometimes secondary difference in the organization of the economy. If this criterion is
        used, every country at any particular period of time has, in fact, a specific economic system, dissimilar from
        all others. However, we do not push those differences to the extreme, both approaches appear to be
        complementary to some extent.
      


      
        For the sake of clarity let us explain some notions that will be used. To denote broad alternatives of the
        social order (such as capitalism or socialism) we shall use the expression “socio-economic system”, and
        sometimes, for short “capitalist system”, or “capitalism” (“socialism”). A certain specificity of our approach
        to “broad systemic alternatives” consists perhaps in treating the communist system, or “communism” (also termed
        “real” or “state” socialism), as a separate socio-economic system (a more detailed discussion will follow).
      


      
        Within each of the socio-economic systems different organizational and institutional systemic patterns are
        encountered (or may be conceived of), also different systems of functioning of the economy. Under a capitalist
        system it is possible to have either free competition or an economy regulated (directed) by the state. Under
        communism the following economic sub-systems can be distinguished: a command economy, an economy with regulated
        markets, and one combining the market and workers’ self-management. Also under a socialist system (“democratic
        socialism”) various systemic solutions can be conceived of: the economy with a preponderant cooperative sector,
        municipal and self-management sectors, etc.
      


      
        In colloquial usage the term “model” (e.g. the “Yugoslav model”) is commonly used to denote
        organizational and institutional features of the economy of any particular type. In this paper the term “model”
        is reserved for the theoretical generalization of the economic system.
      


      
        “Crucial reform” is a process of transition from one economic system to another, e.g. from free market
        capitalism to regulated capitalism, or - and precisely that is the main theme of this study - the transition
        from the “command economy” to an economy with a regulated market, but still within the framework of “real
        socialism”. From a purely “economistic” perspective that means, in the first instance, abandonment of central
        planning, where a whole set of commands is given to economic units (enterprises). If this departure were
        consistent and exceptions were clearly defined, if commands incorporated in the plan were not replaced by
        informal “commands”, if the state administration and political authorities at various levels renounced
        hierarchical subordination of the managers of enterprises, this would amount to a radical change of the
        “economic links” from vertical to horizontal ones, to far-reaching independence of the enterprises in respect
        of the three main problems of production: what to produce, how much and how.
      


      
        But those “ifs” are the core of all the obstacles to economic reforms in the communist countries, and
        overcoming those obstacles depends largely on other factors than purely economic ones, the key factor of change
        being socio-institutional change. Two and three decades ago it was still possible to be deluded into believing
        that a purely economic reform could bring about long-lasting success. Now, that the results of the Yugoslav and
        Hungarian reforms are known, it is getting exceedingly difficult to maintain that illusion.
      


      
        Three decades after Yugoslavia had embarked on the path of a market and self-management system, a leading
        theoretician of that system, Branko Horvat, demands “radical socio-economic and political reform”, concluding
        from his abundant experience that “the economic system cannot be reformed without reforming the political
        system… We need this threefold reform“.3 Less
        clear-cut but similar demands have been made by the Hungarian economists. Numerous observers of the Polish
        scene point out that the deficiencies of the economic reform initiated already during the Solidarity period and
        implemented under the umbrella of martial law can be attributed to the political deadlock.
      


      
        Let us accept for the time being the above opinions as an initial substantiation of the thesis that - in the
        long run - a radical and effective economic reform is not possible, unless it is accompanied by corresponding
        socio-political change.4
      

    


    
      2. From Success to Stagnation


      
        The first wave of economic reforms in the communist world coincided with the period of serious political crises
        in several countries. The bloody June events in Berlin (1953) and the less violent incidents in Pilzno were
        followed by political crisis and military intervention in Hungary and the workers’ revolt in Poznan and by
        Gomulka’s triumphant return to power. The Soviet Union experienced other political crises. Although the
        political crises in all those countries had their deep roots in the economic sphere and stemmed partly from
        economic troubles, the euphoria of growth, dating back to the period of the early Soviet five-year plans,
        continued. Let us remember the impression made by the first Soviet sputnik (1957) and the even more profound
        shock produced by Khrushchev’s challenge that the Soviet Union would catch up and surpass the United States and
        other leading industrial countries in the next fifteen to twenty years. As a matter of fact, the economists in
        East and West who considered that challenge to be a serious one far outnumbered those who openly questioned the
        realism of Khrushchev’s challenge. While the precise timing of the process was questioned, the substance of the
        message was not. It seemed to be backed by the indices of economic growth - still considerably higher than
        those of the vast majority of Western countries. On the basis of those growth rates Oskar Lange at the turn of
        the 1950s expected that before long the developed capitalist countries would become relatively backward and
        would find themselves surrounded by advanced communist countries.5 Self-deceiving official statistics certainly contributed to the image of great
        economic dynamism, unprecedented in the history of mankind.
      


      
        Economic thinking was strongly influenced by that euphoria of growth. Since - according to traditional academic
        theory - those impressive indices of growth of the socialist countries should not have happened, the conclusion
        has been drawn that one should reject that theory “and accept a core of Marxist economics, which plunges
        straight into the flood of dynamic theory”.6
        The essence of that euphoria was well depicted in an essay by Peter Wiles, symptomatically entitled “Growth
        versus Choice”7: he argued that the Soviet
        market, with all its imperfections, e.g. a permanent lack of toothbrushes or other similar products, yet
        growing at such a fast rate, would soon bring abundance of almost everything.
      


      
        Since the belief in the growth potentialities of the centrally planned economy was quite widespread, the
        arguments of the reformers enjoyed little popularity. It seems that many East European reformers of the period
        believed, in one way or another, in a notorious theory of stages of socialist development. The centralized and
        bureaucratic model of economic planning and management was considered necessary and
        effective in this first phase of industrialization, when it was the basic objective to mobilize and concentrate
        material resources and manpower in just a few selected areas. Lange provided two more arguments in favor of
        that model: a) that a strong and centralized political authority was required to liquidate the old system and
        create the new one, and b) that the inferiority and scarcity of the economic cadres rendered centralization of
        decision-making necessary.8
      


      
        It Is true that amid subsequent social unrest the failure to raise the living standards of the population had
        to be accounted for by the leadership. However, not only economists but also part of public opinion accepted
        that a quickly expanding production apparatus would soon lead to rapid growth of consumption.
      


      
        For all these reasons the strongest arguments in the 1950s in favor of decentralization of the economy were not
        economic but moral and political. It was held to be of primary importance to challenge the absolute and
        socially uncontrolled power of the party and state elite. But authoritarian rulers could find legitimation also
        outside the economic sphere, in the field of cultural and educational revolution, in full employment and social
        security, in rapid advancement of the village migrants to the towns. The generation, still alive, that had
        passed through the agonizing experience of the war and earlier of the Great Depression (1929–1933) was
        certainly more prone to accept, or at least to tolerate authoritarianism (as the price to be paid for peace,
        employment and social security), than subsequent generations, who had not experienced war and depression but
        were aware of the long-lasting economic prosperity in the Western countries.
      


      
        A quarter of a century later the prestige of the communist countries was eroded and hopes for radical
        destalinization diminished.
      


      
        The euphoria of economic growth already belongs to the past. It is no longer possible for the countries of
        “real socialism” to boast of their outstanding results; rather, they are threatened by stagnation. The rate of
        economic growth in the USSR over that period fell as much as threefold - from 10 to 3 per cent per annum
        -although the investment ratio remains high. Other CMEA countries maintained somewhat higher rates of growth,
        but at the cost of a high rate of indebtedness in the West and stagnation or of falling standards of living.
        All in all, not only did the period of abundant consumption, which would gratify the initial industrial effort,
        fail to materialize, but also two tendencies of that earlier period were maintained - expansion of heavy
        industry and a decline in the share of consumption in the national income.
      


      
        The inability of the communist countries to absorb the achievements of the second industrial revolution - just
        to incorporate them, to say nothing about taking the lead - has become quite glaring. These countries suffer from almost complete lack of their original innovatory zeal and even simple
        adaptation of the foreign innovations (maybe apart from the armaments sector) encounters enormous obstacles.
        The absence of innovations, the low quality of manufactures, their high material input content, put a barrier
        to export expansion to the developed countries, which in turn is an obstacle for the import of modern
        technology.9
      


      
        The Polish crisis, in many respects unique in the communist world, is of a special significance. The depth of
        the economic breakdown and the vehemence of the strike movement had no precedent in the whole of Europe after
        World War II. Equally unprecedented was the solution of the political crisis with respect to time and place.
      


      
        The socio-political upheaval in Poland had equally radical repercussions in the social consciousness of the
        people in the communist world, in economic literature, in the official propaganda and even in the language used
        by the ruling elite. It silenced talk both about catching up or surpassing the developed capitalist countries
        and about the transition to the stage of developed communism based on the abundance of goods. Even in the
        ideologically most orthodox communist countries a marked “secularization” of the economic and sociological
        vocabulary took place. Issues pertaining to the functioning of the economy are willingly expressed in
        praxeological and cybernetic terms. Even so heavily value-loaded an ideological issue as egalitarianism is now
        most often discussed in terms of efficiency. Even in the countries where the doctrine of “further perfection”
        of the economy, and not of reform, is officially accepted, organizational changes and their impact are
        discussed rather in technical than in ideological terms. The countries where the dogma of undisputed
        superiority of the command system of planned economy obtains are but few. Also the list of drawbacks inherent
        in the system, such as over-employment, high material input content, counter-innovative attitudes and low
        quality of products, begins to make its appearance not only in specialized academic literature, but also in
        handbooks; it even starts to pervade the common awareness of both the ruled and the rulers.
      


      
        East European economic literature has recently been enriched by an outstanding generalizing work on the
        economic system of state socialism. The book, Janos Kornai’s “Economics of Shortage“, first published in the
        West, is sometimes considered to set a new paradigm for the theory of the socialist economy.10 Let us note in this connection a striking symmetry
        between the general theory of Keynes -as well as that of Kalecki and one of the Swedish school - which all
        emphasized the demand barrier in capitalist economic development (and of corresponding “excess” of productive
        capacities) and the theory of Kornai who stresses “shortages”, i.e. the supply barrier in socialist economies.
        It can only be regretted that, as if in contradiction with the logic of the economy of
        state socialism, Kornai merely touched upon the political aspects of the economy and considered it legitimate
        to exclude from his analysis the relationship between the political and the economic dimensions, i.e. the role
        of the party and other political institutions in regulating the economy. Perhaps this was meant to facilitate
        the reception of the book in other countries of “real socialism”. But the approach adopted by the author has
        also another danger - that of ignoring political conclusions which follow from his argument.
      


      
        At the turn of the 1970s Poland witnessed the most profound change in the “economic thinking” of society at
        large and of those in power. This should be attributed to the economic breakdown of unprecedented depth and to
        the scale of the concomitant political crisis. This time, not only the critique of the current functioning of
        the economy grew much more radical (as compared with the 1950s and especially of the 1970s) but also the
        demands for economic reform and crucial change.
      


      
        This topic will be discussed later. Now let us only note that a profound change of social consciousness has its
        anecdotic aspect, too: During the Solidarity Congress a number of speakers espoused the idea of a free market
        in the socialist economy. This induced the British TUC leader, Len Murray, to make a public speech, in which he
        attempted to convince his listeners that not all their social and economic problems could be solved by the
        market alone.
      


      
        This time, in order to counterbalance the demands of Solidarity, the government put forward the project of
        economic reform reminiscent of the one prepared by the Economic Council in the 1950s, based on principles
        similar to those adopted by the Hungarian reform. The language of the old-day reformers Lange and Brus had now
        become the language of the government representatives. Initially they even “borrowed” from Brus the term of
        “the model of a planned economy with a built-in market mechanism“. Moreover, in the subsequent debate, the far
        from radical government proposals were presented in disguise of the three “S” - “self-dependence”,
        “self-management” and “self-financing” of the enterprises - a slogan launched by the Solidarity economists.
      


      
        On the opposite end to Poland of the spectrum of official doctrines of economic models there is the German
        Democratic Republic. After a period, in the 1960s, of implementing “the Economic System of Socialism” based on
        partial decentralization, the idea was abandoned in the 1970s. Both in theory and practice there was a return
        to the system of a command economy, altered by the introduction of big industrial complexes as basic
        components. The nature of the evolution of planning and management in Czechoslovakia was similar, although its
        official doctrine does not reflect this as clearly as in the GDR.11
      


      
        Of crucial importance for the prospects of economic reforms is, of course, the situation in
        the Soviet Union, both in theory and in practice. There, too, after Khrushchev’s abortive experiments (often
        considered overhasty) and later on, after implementation of the so-called Kosygin reform (1965), the process of
        re-centralization began. By then the Soviet economic reformers had been on the defensive for many years. Only
        lately some symptoms of returning to the idea of reforms can be recorded. After a long period of silence,
        during which the ideas of the Hungarian reform were not even mentioned officially - certainly a reflection of
        fears or at least of reservations of the ruling circles - one can now trace signs of approval of the Hungarian
        reform in the Soviet press and even mild intimations of intentions to profit from that experience. An
        experiment of partial decentralization began in the period of Andropov, which was subsequently extended to
        several industrial branches. When Gorbachev came to power, he began to call for a radical change in order to
        make the planning and management systems more effective. But there are no indications among the Soviet leaders
        of any will to break with the command economy. So far they seem to prefer to speak about further “perfection”
        of the existing system, although with a supplementary qualification that this perfection should be
        radical.12 That is exactly what has been done
        by Bulgaria in recent years,13 while Romania
        maintained her traditional system almost Intact,14 which does not imply any lack of organizational changes.
      


      
        The most significant events of the recent years, rendering a general account of the reforms in the communist
        world more favorable, are the Chinese reforms of agriculture carried out in 1978, and of industry in 1984. The
        significance of the reforms for the socialist system as a whole could be assessed only after a relatively long
        period of time, since the peculiar conditions of that country make the impact hard to predict. The fact that
        the reforms where introduced in China was the initial surprise, and perhaps the greater to those who believed
        that, the more economically advanced a country, the greater its need for decentralizing the economy and for
        making it more market-oriented.
      


      
        In the European part of the communist world, however, we are witnessing an impasse. The divergence between the
        inefficiency of the traditional system of planning and management of the economy, and the lack of any firm
        commitment of the leaders to look for remedies is evident and striking.
      


      
        If we look for historical analogies, we find that the present situation of the communist countries resembles in
        certain respects the inter-war period in the capitalist world. By then “The End of laissez-faire” had been
        proclaimed (see the famous manifesto of John Maynard Keynes in 1926). The first experiments of governmental
        economic intervention had already started (the war-oriented one in Hitlerite Germany and
        the peace-oriented New Deal in the USA), but a long time had yet to elapse before the need for state
        intervention in the form of a full employment policy was universally recognized.
      


      
        This analogy can hardly be called optimistic, although the Western countries managed to maintain the state of
        almost full employment and a considerable political stability over the period of two to three decades. It must
        be remembered, however, that two unusual historical factors favored that “crucial reform” - and perhaps even
        determined its results: one being the Great Depression, which appeared to undermine the whole capitalist
        system, and - even more significantly - World War II which involved an unprecedented militarization of the
        economies. It was the experience of the war economy which taught the governments the first lesson of the
        Keynesian policy of full employment, without which “internalization” of this concept would have taken much
        longer.
      


      
        But right here the analogy ends, at least in relation to war as an agent of economic progress. Under
        contemporary conditions of the nuclear “umbrella” it is hard to visualize what World War III may look like, and
        even more difficult to see it as a stimulus to economic reforms. Moreover, if the economic existence of the
        communist world were ultimately threatened by the squeeze of the capitalist environment, this would more likely
        produce some kind of restalinization than any broad decentralization, and some forms of social pluralism.
      

    


    
      3.
      An Account of the Reforms


      
        Now let us examine the reforms in the European countries of real socialism. Leaving aside the idea of
        “improvement” of the actual system, we shall concentrate on the economic reforms aimed at - or assumed to have
        attempted, but not necessarily to have achieved -the abandonment of the command economy. Our perspective on
        those reforms is quite specific, since we are concerned with the socio-political and economic conditions under
        which the reforms are undertaken, implemented, and with the motives for the reforms. Our task consists in a
        closer examination of the economic reforms experienced by the three countries - Poland, Yugoslavia and Hungary
        - and in bringing out factors which are common to them and contribute to either successes or failures of the
        respective reforms or to the problems which complicate them.
      


      
        (a) Let us start with a “negative scenario” of the process of reforming, which can be abstracted from the
        history of the reforms which were demanded, projected, being implemented, unfinished and annihilated by the old
        system in Poland. We do not want to prejudge the present reform, but it, too - according to competent authors -
        has not yet passed its point of no return.15
        Let us remember that we are here dealing with the country which in the period 1955–1965
        pioneered in the field of economic reform and which, owing to its great intellectual potential, was the
        hatchery of the reform ideas, particularly in economics (mainly thanks to the individualities so extraordinary
        for the communist world, as Oskar Lange and Michal Kalecki), but also in sociology, particularly in political
        sociology.
      


      
        Why were the chances for radical reform lost?
      


      
        The answer given by the leading Polish sociologist, Jan Szczeparíski, emphasizes the “great forces of inertia,
        inherent in the principles of management of the centralized economy, effectively blocking change”16. This part of his answer seems incontestable. But its
        development, particularly in an attempt to elucidate the origins of those blocks and to show their motivations,
        appears to be biased. Szczepanski emphasizes “the phenomena, mechanisms and processes destabilizing the society
        and hampering its stabilization”, which must provoke a defensive reaction of the power apparatus:
      


      
        “Since society was generally destabilized and the political cadres experienced a feeling of uncertainty, those
        elements which had by then been stable and were perceived as guarantees of progress of the system, deserved
        special protection. For that reason the nationalized sectors of the economy, the nationalized enterprises,
        central planning and management of the economy were considered to be important conditions to maintaining the
        system. The significance of those factors for the system was even greater since the private sector in
        agriculture persisted and was considered to constitute a danger to the system, while in the sphere of
        consciousness there was a strong Catholic Church. Given those two elements, the stabilized components of the
        system should have remained inviolable. The events of the years 1980/81 made it clear, however, that neither
        individual peasants, nor the Church were in the forefront of the battle with the System”.
      


      


      
        At first glance Szczepański’s hypothesis seems to be correct since the last sentence of this quotation
        indicates that the consciousness of the rulers was influenced by an inaccurate understanding of the situation.
        If we were to complete the sociologist’s thought, we should say that neither the peasants nor the Church, but
        the workers of the nationalized industry and the independent intelligentsia attacked those elements, which the
        authorities considered to be foundations of the system, although initially, when the compromise was being
        negotiated, the things which mattered most were the anachronism of the system of planning and management of the
        national economy and the authoritarianism in exercising political power.
      


      
        But a closer look at Szczepański’s text reveals that according to him, the problem
        consisted only in the authorities wrongly locating the processes which destabilize society and make
        stabilization of the system difficult, while their feeling of uncertainty, the awareness of dangers threatening
        the system, were justified. Polish society is really experiencing “extraordinary agitation” and - what makes
        the problem even worse - both the system and the authorities bear very little responsibility for that
        agitation. It is rather irrational social behavior which is to be blamed. True, the achievements are smaller
        than anticipated, but “basic objectives of the planned development have been achieved” - in the opinion of the
        sociologist.
      


      
        “Industry, and the road system have been built, many new towns have been constructed, a huge schooling system
        has been created… a complex system of research institutions has been set up… Many institutions concerned with
        the creation of culture have been established, a lot of literary, arts and musical works have been produced -
        there are magnificent orchestras, theatres and galleries. Why then is the significance of those achievements
        diminished in the eyes of public opinion? Perhaps because they are being compared not with the situation in
        1939 or 1945, but with the ideal state created by propaganda or by loud wishful thinking. Underplaying the
        achievements is also instrumental In social, ideological and political conflicts.”
      


      
        I consider this image to be so biased, that it is simply untrue. I think that such an account of what happened
        during forty post-war years could have been given only by a crazy aesthet for whom orchestras, theaters and
        galleries meant more than anything else as factors determining the living conditions of society and its way of
        thinking. If Szczepanski had given himself the trouble of simply comparing the obligations encumbent on the
        central planner with respect to the growth of living standards, including housing, and if he had compared
        Poland with other countries such as Finland, Spain or Austria - comparisons fully legitimate on the assumption
        of the once similar potentials - he would not be able to write that “objectively, basic goals… have been
        achieved”. And it should be remembered that for decades official propaganda was boosting social aspirations,
        asserting that “catching up with and surpassing” even the most developed countries is quite possible!
      


      
        At the turn of the 1950s Michal Kalecki elaborated a fifteen-year perspective plan, assuming that by the end of
        that period the living standards of West Germany would be achieved. The plan was criticized for its minimalism.
        Now an economist (formerly a minister) warns that not West Germany should be taken as the reference point in
        international comparisons and projections for Poland, but Chile or Portugal,17 which are at a comparable level of development…
        whereas a sociologist18 and a
        historian19 voice serious warnings against
        Poland’s becoming the “Bangladesh of the socialist world”.
      


      
        One could agree with Szczepanski that “people behave according to what they imagine, and not to what really
        is”. But in this case there are objective reasons for great social frustration and distrust. Contemporary
        Poland can furnish a commonplace example to illustrate the thesis of historical materialism that it is “…
        existence that determines… consciousness.” Also the origins of economic reforms, implemented with at least a
        measure of success, were primarily of a political nature.
      


      
        (b) The Yugoslav economic system certainly constitutes the greatest departure from the Soviet type of economy.
        It required the abandonment of mandatory central planning and substitution of an advanced market orientation of
        the economy and autonomy of enterprises, with effective workers’ self-management - at least in principle. The
        process set in soon after Yugoslavia disengaged from the Soviet bloc in 1948. Self-management was recognized to
        be a universal form of étatism and the basic principle of social organization. For these two reasons the
        Yugoslav system came to be frequently described as “self-managed socialism”.
      


      
        Without going into details, let us recall that the Yugoslav economy was reformed stage by stage. A culminating
        point of self-management and market-orientation was reached in the second half of the 1960s, followed in the
        1970s by ever-growing state intervention (although rather formal, and on the Republican, not the Federal
        level).
      


      
        The political intentions of the Yugoslav leaders responsible for the reform are not quite clear. It may be
        assumed that at least in the initial period political considerations were preponderant. There were two
        fundamental considerations: on the one hand the need to break away from the Stalinist tradition, on the other,
        to reduce direct Government responsibility for the state of the economy. A “decentralization of discontent” was
        sought. Decentralization of the economy, founding it on the commodity links, evoked frequent criticisms. The
        defense consists in pointing to workers self-management, the idea of which is firmly rooted in socialist
        literature. Simultaneously justification was sought in the communal bonds, still alive in local society and in
        the combatants’ tradition of the World War II guerilla movement.
      


      
        Thus, “decentralized discontent”, combined in a particular way with self-management, made it likely that the
        authorities, endangered from outside, would be given considerable social support and would at the same time
        have sympathies in the West.
      


      
        Possibly some years later (particularly after the dramatic events in Poland and in Hungary in the second half
        of the 1950s) another motive gained ground - that of providing the example to be followed
        by Eastern and Central Europe, one of offering an alternative to the Soviet model. These two mainstays of the
        Yugoslav reform, coupled with the preservation of the leading role of the Party (monocentric political system)
        facilitated the reception of the Yugoslav model. And indeed, it is the Yugoslavs who initiated economic reforms
        in the European part of the communist world. It is true that their model has nowhere been copied; but also, no
        other program of reform was equally ambitious - the Solidarity program being perhaps the only exception. Yet
        their guidelines for future reforms of market orientation and participation were correct. We should remember
        that their authors were almost groping in the dark, their actions were informed more by intuition than by
        theoretical knowledge. As it turned out later, the Yugoslavs at the moment of Initiating their reform were not
        familiar either with Oskar Lange’s model of a market socialism or with the related Western economic literature.
        Knowing this, we must admit that theirs was a truly pioneering effort.
      


      
        The evaluation of the Yugoslav experience of over thirty years is important to us both with respect to its
        merits and its drawbacks. Among the latter, above all two persistent phenomena, but of varying intensity,
        should be pointed out: unemployment and a high inflation rate. It could be argued, however, that they result
        primarily not from the solutions inherent in the model (although this is not irrelevant for this discussion)
        but rather from the ineffectiveness of the state, torn by national antagonisms. Many economists, as well as the
        representatives of other disciplines whose sympathies are with self-management in the socialist system and who
        (including the present writer) support this idea, think that the economic functions of the state in Yugoslavia
        have been excessively limited, both with respect to planning and to current economic policy; that macroeconomic
        instruments of regulating the market are inadequate, that they are much less effective than in some mixed
        economies of the West (e.g. in Austria and in Sweden). This results in the situation that different organs of
        state and party have to make frequent ad hoc interventions, with the result, that the process of investment as
        well as price formation, are considerably influenced by political decisions. Thus neither the market forces nor
        self-management are of crucial importance in the decision-making process, but party functionaries, levels of
        the party organization or of administrative authorities - local or Republican.20 It is also the Party, and not self-management, who seems to have a
        decisive role in filling managerial posts, although the style of the “nomenklatura” is more restrained than in
        the command economy countries, or even than in the reformed Hungarian economy. Strong backing of the managerial
        cadres by the political power apparatus, as well as other factors, result in vast opportunities for these
        cadres to control the organs of workers self-management In many, if not most, enterprises.
        Thus, if we look not at the program, but rather at actual facts of life, we could easily conclude that in
        Yugoslavia it is not full workers’ self-management of the enterprises (operating within the framework of the
        “economic constitution”) but rather various forms of workers’ participation (differing from one enterprise to
        another) and limited by technocrats and the party, or more accurately, by its apparatus. This induced April
        Carter’s fundamental question whether workers self-management is compatible with a mono-party political
        system.21
      


      
        All these and other weaknesses of the Yugoslav system notwithstanding, that country’s experiences are of truly
        historical significance. Over the period of almost a quarter of a century the Yugoslav economy could boast a
        high rate of growth of national income, more closely correlated with rising living standards of the population
        than in any other country ruled by communists. Thus a principal dogma of “socialist industrialization“,
        alleging the unavoidably of the command type of central planning, has been disproved.
      


      
        Secondly, the Yugoslav experience was instructive for the majority of Marxists and liberals who had until then
        been convinced that, in the long run, the institution of the market and its operation are incompatible with
        public ownership of the means of production and with economic collectivism. The lesson was learned, that even
        if not free of conflicts, such combination can work.
      


      
        Thirdly, and finally - it turned out that the relationship between the organization of the economy and the
        political system can be much more tenuous than was imagined. Long-lasting coexistence is possible between an
        (even excessively) decentralized economy and a monocentric-hierarchical and authoritarian political system.
        Contrary to allegations of official doctrine, the rule of a single party in Yugoslavia has not been breached,
        either by the planned comprehensive reform or by the indirect effects of the now decentralized, and to some
        extent democratized, economy. It has been observed before that the self-management doctrine in force in
        Yugoslavia restricts economic pluralism of that country so that not only the private sector (outside
        agriculture) but even the cooperative sector have limited scope for action and their “life is hard to live“.
        Something which we called an extraparty social pluralism (independence of the social and professional
        organizations) has little practical significance. And yet, notwithstanding all that, the economy has preserved
        its polycentric nature and proved to be capable of lasting coexistence, although not free of conflicts, with
        “monoarchy” (the term used by W. Brus). Without that valuable experience the whole concept of crucial reform
        would be even more utopian than the concept of peaceful transformation of “real socialism” into democratic
        socialism.
      


      
        Presumably it is precisely this ability of political monoarchy to coexist with economic
        polycentrism that helps to explain the external response to the Yugoslav economic system of the past twenty
        years, which communist orthodoxy ceased to perceive as a noxious schism. A situation can well be imagined in
        which, while adopting a market orientation and instituting the self-management system, Yugoslavia, instead of
        continuing with the “leading role of the communist party” would opt for political pluralism; but then
        Yugoslavia’s example might deter other socialist countries from adopting a market orientation and participatory
        solutions.
      


      
        (c) The Hungarian reform and the Hungarian New Economic Mechanism are both attempts at following the Yugoslav
        example and of finding an original development path.
      


      
        The first reform steps taken in the period between 1953 and 1956 were rather cautious (with an exception of a
        shortlived movement of the workers councils in 1956). Yet, they failed, which can be explained, it seems,
        largely by the adverse international factors. It cannot be ruled out, that among the premises underlying the
        decision for military intervention in Hungary there was fear of a spontaneous penetration of the
        self-management schism from over the Yugoslav border. It cannot be ruled out either, according to the
        Hungarians themselves and the foreign observers of the Hungarian scene, that the belated reform implemented
        twelve years later had its roots in the insurrection of 1956. The reformatory steps taken in the meantime gave
        reasons to think that Hungary did not intend to imitate the economic system of Yugoslavia in any important
        respect. At the end of the 1950s, rapid collectivization of agriculture was carried out at considerable
        material cost. That implied a rejection not only of the Yugoslav but also of the Polish experience after 1956,
        as far as family farming dominates the rural economy in both countries (in Yugoslavia this applies to gross
        agricultural output, not to the commodity production). Later on, however, it was admitted that the originality
        of the Hungarian solution in this field consisted in the fact that such forms of the self-organization were
        preserved, and even expanded over the following years, which furthered the self-interest and commitment of
        individuals and of small collectives. Just this, according to most analysts of the Hungarian experience,
        explains the successful performance of Hungarian agriculture and the related success of the whole national
        economy.
      


      
        The New Economic Mechanism conceived in 1966 and implemented at the beginning of 1968 is essentially similar to
        that operating in Yugoslavia; in both cases determination was needed to break consistently with the system of
        commands to enterprises, based on the central plan, and to implement instruments of economic control of the now
        independent enterprises. Trying to avoid the negative implications of the Yugoslav
        solution, instead of proclaiming a “full-fledged” socialist commodity economy, a regulated market was allowed
        to operate within the framework of the central plan for the execution of which financial instruments were
        provided.
      


      
        The specific feature of the Hungarian reform, however, consisted in that it was based on independent
        enterprises of the managerial type, which implied that no institutionalized participation of the workers in
        management was envisaged. Thus no advantage has been taken either of the experience of the south-western
        neighbor of Hungary or of the Polish literature concerning the reform (since 1956 it was full of ideas of
        participation and it was well known in Hungary) or of the projects of the Czechoslovak reform.
      


      
        Although, as we know, the Idea of an autonomous enterprise was quite popular in Hungary in the years 1956/57,
        the reformers did not adopt the solution. Thus the phenomenon of coexistence of the authoritarian, although
        paternalistic and rather liberally-minded political authority, with a decentralized economy became even more
        manifest than in Yugoslavia. It is worth noting how mutual relations between these two elements evolved over
        time: in the period of relative prosperity, lasting till the end of the 1970s, their coexistence was
        harmonious, but over the recent years of crisis discord between them grew ever more pronounced, and symptomatic
        for the need to resume the reform movement.
      


      
        Let us stop here to attempt to fill in the blanks still left in the project of a crucial reform. We shall
        concentrate on the two lines of thought present in the contemporary Hungarian economic literature which, it
        seems, is the most radical and mature in the communist world. The first line concerns principal assumptions of
        the Hungarian reform of 1968 and their practical significance. The second line of thought concerns the present
        stage of the economic reform and related problems. The first line is concerned with the implementation of the
        reform, against the background of its projects, while the second discusses desirable changes, feasible within
        the limits of the present political system, provided conditions are favorable.
      


      
        According to one of the most competent theoreticians of the Hungarian reform, Marton Tardos, the New Economic
        System should be based on the following assumptions:
      


      
        1. Lasting maintenance of the multisectoral character of the economy. This meant that the obstacles to the
        development of the cooperative sector and of rational small-scale private activities had to be removed.
        Complementary operation of the state and cooperative sectors had to be fostered.
      


      
        2. Unrestricted trade between enterprises in materials and products.
      


      
        3. A system of largely free prices, corresponding to the prevailing conditions of demand and supply.
      


      
        4. A close relationship between production and foreign trade.
      


      
        5. Independence of enterprises under conditions of a uniform (“normative”) system of state control.
      


      
        6. Expansion of the democratic rights of workers in determining the operation of enterprises.“22
      


      


      
        Various economists articulate these assumptions in different forms, but the content is similar, or even
        identical. Therefore the six principles formulated by Tardos can be considered typical. The case is similar
        with the comments on what is responsible for the fact that practical outcomes depart from the initial
        assumptions. According to Tardos, the initial small steps towards a broad social program were made in 1968, but
        since then there was no progress and even some retreat followed in the 1970s. Implementation of the new
        economic mechanism was accompanied by some temporary financial measures, meant to cushion the shock of that
        major change. These measures ceased to be transitional and became a lasting component of economic life. As a
        result, the response of enterprises to the market stimuli got less and less flexible, particularly since 1972.
        The enterprises became more and more dependent on the central apparatus since it determined their operating
        conditions in individual negotiations, and granted subsidies, credits and allowances on discretionary
        principle. Thus the behavior of enterprises conformed more and more to the expectations of the agencies
        allocating the resources.
      


      
        None of the six above assumptions of the reform has been satisfactorily implemented, in particular:
      


      
        	- the cooperative sector in the main economic activities (industry, trade, handicrafts) has nowhere managed
        to restore its traditional self-management organization and autonomy;


        	- the private sector gained only restricted freedom of action;


        	- the centralized distribution of raw materials was partly maintained;


        	- prices failed to indicate changes in demand and supply, preserving their “cost-wise“nature;


        	- the discretionary manner of economic regulation and excessive control reduced the enterprises’ freedom of
        making use of their economic potential (by changing the composition of their output or by restructuring their
        business links);


        	- very little was done to promote workers’ democracy.

      


      


      
        Thus, in spite of the fact that the command system was abandoned, the central and medium level organs preserved
        their power, but now it was exercised by more refined and less direct methods. Thus the state, combined with
        the party apparatus, exercise control - not so much over the impersonal market forces, as over the enterprises’
        behavior - by means of countless decisions which are individualized, directed precisely to
        each of them by the superior organs and taken on the discretionary basis.
      


      
        Referring to this situation, Tardos writes about the “present jungle of state subsidies and preferential
        treatments”, and Tamás Bauer about a “neither plan (directives) nor (self-regulating) market”23 system, adding that enterprises are often ruined by
        the normatives, and selectively strengthened by credits and subsidies.
      


      
        Pointing to the absence of the entrepreneurial spirit among the managers,”24 numerous authors emphasize that the position, security and success of the
        managers depend more upon their status in the group of the “nomenklatura” and upon the relations at the top of
        the power hierarchy, than upon strictly economic factors. Under these conditions, all the exhortations to
        initiative and spirit of the enterprise are of no effect.
      


      
        It is true that the assessment of the Hungarian reform by the Hungarian economists remains positive - they
        emphasize its significance for reducing universal control of the state, and for the partial restoration of the
        horizontal economic links - but in their view the essential merit of the reform consists not in what has
        already changed, but rather in tracing a path for further development. Let us add, that the above listed
        principal assumptions of the reform began to serve the reformers as slogans of reclaim. The significance of
        these assumptions consists in that the party and the state authorities admitted them as guidelines for their
        action program.
      


      
        The wording of these slogans, though, has been so general and, in places, ambiguous that their interpretation
        could be very flexible, and occasionally can be given minimizing connotations. This concerns, above all, the
        declared intention to promote democracy.
      


      
        This can mean a lot or very little indeed. But most importantly, the range of discussion broadened and
        communist thinking was encouraged by proclaiming the reform based on the regulated market. In this way the
        model of functioning of the socialist economy as alternative to one of the Soviet type, was ideologically
        accepted and legitimized. The taboo issues in Hungary became an object of regular public debate. Even the
        issues concerning the “nomenklatura” ceased to be discussed in purely ideological terms and began to be dealt
        with in terms of efficacy. Critical analysis of the contradictions between the way in which the “nomenklatura”
        had, so far, operated and the endeavors to raise economic efficiency, was facilitated.
      


      
        By the end of the 1970s a certain revival of the reforms officially proclaimed by the Hungarian authorities had
        begun. Initially the changes decided upon by the authorities had no uniform orientation. To quote some examples
        of the decisions strengthening the interventionist functions of the state administration organs, let us recall
        such facts as giving legal sanction to the ministerial control over transactions concluded
        by the enterprises among themselves or setting up the Economic Council for control of current economic policy.
        Other moves involved an apparent institutional change, such as liquidation of the several ministeries and
        substituting a single ministry, structured on the branch principle.
      


      
        Making economic competition easier seems to be the most significant change accomplished at that stage. This was
        achieved primarily by means of linking the price structure in the internal market to world market prices and by
        dissolving industrial trusts. Various measures taken to encourage economic activity of the private and
        semi-private sector were similarly oriented. Some steps aimed at the revival of the cooperative movement.
      


      
        All that was not enough to put the New Economic Mechanism right; its basic faults lay in that the general rules
        of behavior of the enterprises, formulated in the early documents concerning the reform, continued to be
        breached and in that the managers were still controlled by the administrative organs to which they were
        hierarchically subordinated. Democratization of economic life was not even put on the agenda. Two years ago,
        however, many skeptics were startled by what was hoped to be a far-reaching step towards democratization. The
        decisions of the Party Plenum of April 1984 concerning two important institutions opened up new vistas to
        participation of the employees in the management of enterprises.25
      


      
        In the smaller enterprises - employing up to 500 workers - self-management was set up and the working
        collectives obtained the rights to elect and to remove the director. Due to the high concentration in Hungarian
        industry, the share of that group of enterprises is marginal (about 2–3 per cent). Notwithstanding the
        proportions - what matters most is the fact that a conscious move was made away from the so-called managerial
        type of reform towards the type of reform undertaken in Yugoslavia and in Poland. The Enterprise Board, half of
        which are elected representatives of the workforce, became an intermediate type of participatory institution.
        The remaining members of the Board are to be in part nominated by the director and in part they will belong to
        the board as representatives of the managerial staff. The major proportion of all enterprises will come into
        this group. An important innovation, which may loosen the hierarchical dependence of the directors, consists in
        their being elected by the Boards, thus rendering the process of filling these posts more democratic and more
        amenable to public control. The candidates to these posts are presented to the Board by a spcial selection
        committee. Prior to that, however, the list of candidates is submitted to the Ministry for approval. This
        stipulation is apparently intended to safeguard the rights of the “nomenklatura”, even if its arbitrariness was
        reduced and its actions became more publicly controlled. In practi- cal terms, the
        procedure is such, that the selection committee presents, say, ten candidates and the Ministry cuts down their
        number to three, one of whom is finally elected by the Enterprise Board. According to the present stipulation,
        the director is responsible to the Enterprise Board.
      


      
        While in Poland, particularly in the period 1956/57 and in the years of the legal Solidarity, there was a vivid
        interest in broad workers’ participation, and particularly in the advanced form of the self-management, this is
        not the case in Hungary. Not enough that a social movement for self-management is absent, but there are but few
        economists who opt clearly for similar forms of industrial democracy; at the same time a large number of
        directors of the enterprises stand back from the personal risk of opting thus. All this makes it hard to
        predict, whether the accomplished changes are harbingers of democratization in the enterprises or whether they
        will remain an isolated episode, whether the present Enterprise Boards will develop into sound participatory
        institutions capable of representing the interests which could be articulated at least at this level of the
        economic organization, or whether they will persist as bodies for show only. Both things may still happen.
      


      
        Most important for the prospects of a crucial reform is the fact that employees’ participation became part and
        parcel of the program for reform accepted by the Hungarian communists. So far, their reformatory spirit has not
        been strong enough to push them any further. This type of perspective economic thinking does not agree with our
        vision of a “crucial reform”, for their concept lacks at least one essential element: that of democratization
        of the decision-making process of the central administration. This refers to building up the economic
        institutions, to designing general rules for the functioning of the economy, to “socializing the process of
        planning” (the term used in the Polish economic literature) and to current policy making. All these issues
        (with the exception of the defense industry) should be open to public discussion and decision-making should be
        transparent.
      


      
        Dissatisfaction with the ruling groups’ present thinking on the economy and society should encourage a
        wider-ranging exercise of their imagination and should turn the economists’ arguments into weighty social
        demands. The Hungarian economists seem to be in the forefront of this discussion, although the excessively
        economic approach or even the “econom¡st¡c” bias of their argument, may occasionally disappoint a Polish
        reformer.
      


      
        I consider the recognition of an extra-party pluralism to be an indispensable component of the “crucial
        reform”. This stems from the premise that a sound functioning of the economy with a regulated market requires
        the articulation and defense of the different social groups’ interests. My impression is, that some Hungarian
        reformers believe in other means of reducing étatism, namely through change in the
        relations of ownership on the one hand, and through the expansion of the market, on the other.
      


      
        Tamás Bauer made a comparison of the current demands of the Hungarian reformers with those formulated by Nove
        in his concept of “feasible socialism”. According to him, not only public utilities but also power stations,
        oil and steel plants should remain under direct state control; meanwhile in Hungary steel-works would rather be
        in the category of enterprises managed by the Enterprise Boards. While Nove envisages a monopoly of the state
        bank, the Hungarian reformers demand pluralism of the banking system. The British author assumes that the new
        enterprises will be set up by the economic center, whereas in Hungary a limited capital market is seriously
        considered. Bauer then asks whether the proposals of the Hungarian reformers are not in fact more radical than
        Nove’s, and if so, why; and he answers this question the following way:
      


      
        “Nove begins his presentation of “feasible socialism” with socio-political assumptions. He assumes, int, al., a
        democratic political system with multi-party democracy. Given this, state decisions on investment allocations
        or on the development of the steel industry etc. are also subject to a genuine public control. The Hungarian
        reformers cannot assume this. If, for example, the steel industry remains under administrative control, the
        state will more closely control the steel works, and conversely the steel industry pressure group will have
        more influence on state decisions, without any public control. That is precisely what we should like, if not to
        avoid, then at least to reduce to a minimum. What the Hungarian reformers intend is to limit the powers of an
        absolutely uncontrolled state administration and of an absolutely uncontrolled symbiosis of state
        administration with the management of big state enterprises”.26
      


      


      
        Thus Bauer’s proposal is a sort of a “trade-off” between the political demands (political pluralism) and purely
        economic demands. He is apparently suggesting that - once relatively radical changes of a political nature can
        hardly be expected - pressure for decentralization in the strictly economic sphere should include considerably
        greater demands of decentralization than those incorporated in the initial project of the economic reform. This
        would mean removing as many enterprises as possible from state control and even creating a limited capital
        market. In his earlier article Bauer even demanded that the state sector enterprises be “enfranchised”.
      


      
        Perhaps the suggested changes can be interpreted as substitutes, in some degree, of greater political
        pluralism. But it seems a more adequate interpretation that changes of that type have to be accom- pan¡ed by a greater measure of socio-political pluralism. The capital market could be kept within
        bounds by a “countervailing power” represented by the consumers’ movement, the trade unions and so on. Such a
        countervailing power would be necessary in order to preserve the balance of social forces, undermined by an
        “enfranchisement of enterprises”. It would be hard to find a rational economic and social trade-off in this
        respect.
      

    


    
      4.
      Neither Capitalism nor Democratic Socialism


      
        The need for change in the functioning of the economies of the communist countries seems undeniable. But why
        should that imply an evolution of the existing system rather than a more fundamental change? Why not aim at
        replacing the present system by capitalism or by democratic socialism?
      


      
        The author considers restoration of capitalism in the communist countries to be an unrealistic option. But to
        avoid any possible misunderstanding, let it be understood that this applies to the main group of the communist
        countries, without ruling out that under changed international conditions some countries peripheral to the
        Soviet bloc might indeed revert to capitalism.
      


      
        Western journalists and politicians often maintain or tacitly assume that, had it not been for the presence and
        power of the Soviet Union, East European countries would long ago have rejected their social system and would
        have reverted to capitalism. Let us recall that not only were the Solidarity leaders accused by official
        propaganda of actions conducive to restoring capitalism. In fact many Western observers considered socialist
        slogans in the Solidarity program to be merely a tactical tribute paid to the authorities. The reception of the
        economic reform in China presents a parallel. Radical pronouncements of the reforms in that country were
        treated by the Western, particularly the American press, as evidence that the country is embarking on the
        capitalist path. When Yugoslavia suddenly switched to market-orientation, that too evoked similar reactions.
      


      
        Two things are commonly confused in these assessments. From the premise that the economic, and particularly the
        political set-up of the communist system failed to make people happy, the conclusion is drawn that the people
        want a capitalist system. But on the contrary, the experience of the legal Solidarity movement in Poland
        clearly demonstrated that determined opposition against the prevalent system of exercising political power goes
        hand In hand with considerable sympathy for such traditionally and par excellence socialist values as
        solidarity, egalitarianism, broadly interpreted participation and even self-management. While the typically
        socialist phraseology, and even the very term “socialism” are commonly seen as belonging to the language of the
        Establishment, “their language”, as spoken by the rulers, yet at the same time the
        man-¡n-the-street perceives socialist values and traditional socialist institutions as quite self-evident
        values, with which he can easily identify.27
        The program of a “Self-Governing Republic” adopted by the Solidarity Congress is a good example of the
        Socialist perspective well ensconced in the non-socialist diction. To give an example, a majority of Poles
        would consider unemployment something strange and hardly acceptable. For this reason our “socialist
        Friedman¡tes” considered it necessary to declare the right to work inalienable.
      


      
        I do not feel persuaded by the argument that the socialist option perceived by “the-man-in-the-streeť results
        from his inadequate knowledge of the more fundamental alternatives, attributable to the state monopoly over the
        mass media. Let us recall that in a number of countries of Central and Eastern Europe, capitalist production
        has never been quantitatively dominant in the national economies, East Germany and the western part of
        Czechoslovakia being the exceptions. Also, as a rule, the existing capitalist sector was concerned with the
        production of armaments and it was to a considerable extent controlled by the state bureaucracy. Nor did the
        capitalist class, particularly the entrepreneurs, ever become a dominant social force. Then that class was
        decimated during World War II (particularly in Poland, where, first the Holocoust of the Jews and then the
        elimination, through escape and deportation, of the German citizens, meant the loss of the two most
        enterprising national minorities).
      


      
        In spite of all that, in 1945 or perhaps even later, when the Marshall Plan was getting under way, a slight
        chance for the capitalist path of development did exist. But now? Some could only nostalgically sigh: “We
        missed the bus.” That is why “the Polish road to socialism” is commonly accepted, not only by those, who still
        believe in socialism, and those who think that due to the presence of the Russians it is necessary to have some
        form of socialism in Poland, but also by those who under different historical conditions would firmly opt for
        “free private enterprise” but who realize that this option is now impracticable.
      


      
        But a clear distinction should be made between an option for capitalism as a social system and allowing for the
        coexistence of capitalist enterprises with the socialized sector, and the restoration of the private sector,
        that is, of private handicrafts and trade, small-scale industrial production units and family farms. It should
        be recalled that the traditional program of “socialization” (nationalization) of the private means of
        production excluded this type of private enterprise and considered only those enterprises which would, by then,
        be advanced both in technical and social terms. It is another matter that - due to their simplified concept of
        the “economies of scale” - the older generation of socialists overestimated the rate of
        concentration of production. Subsequently the communists pushed the dogma of concentration to absurd limits.
        Also for this reason the restoration of a considerable - although not dominant - private sector and the
        creation of conditions for its development should constitute an objective of any radical economic reform.
      


      
        One more comment: It has now become a commonplace that history has already provided enough empirical evidence
        to prove that the socialist economy (socialist in a general sense - say the critics, adding that practically
        only the “real socialism” exists and everything else is a day-dream) is inherently inefficient and that reforms
        can only reduce this Inefficiency, but that an economy of that type will never be as effective as the
        capitalist one. The economists arguing in favor of socialism are even accused by some critics of unprofessional
        conduct.
      


      
        The present author thinks that there are no good reasons for taking such an extreme position.
      


      
        It remains debatable, if the accumulated evidence is sufficient to assert that each form of socialized economy
        is doomed to lower efficiency. After all, with the single exception of Yugoslavia, which will be further
        discussed, all other countries keep experimenting with the same model of state socialism, in which the party
        and the state are omnipotent in the economic sphere. Yugoslavia was the first to break with the model of the
        command economy and created the model of a socialized economy with a real market and workers’ self-management.
        Hers was the first model where both the key elements functioned on such a broad scale. Therefore it is hard to
        overemphasize the significance of the Yugoslav experiment for socialist thought, political economy and the
        future of the communist world. But the significance of that experience has some limits, primarily linked to the
        dogmatic rigidity of the Yugoslav party, to the resulting high degree of politicization of economic life, and
        finally to the national question which greatly affects the economic life and undermines political unity of the
        state. All these factors make it extremely complex, If not impracticable to generalize from the Yugoslav
        experience on the “pros” and “cons“of the economic model with a market mechanism and self-management of
        enterprises.
      


      
        The above argument should suffice to substantiate my opinion that a return of the communist countries to
        capitalism is an unrealistic option. Now let us turn to the discussion of a different fundamental option - that
        of transforming communism (real socialism) into democratic socialism.
      


      
        Considering the feasibility of the capitalist option for the communist countries there was apparently no need
        for a detailed description of the socio-economic systems concerned. The differences between them are so obvious
        that they preclude any major confusion which might stem from insufficient clarity of the
        concepts used. The situation is different when we consider mutual relations between communism and socialism.
        Both concepts are liable to numerous misinterpretations. Therefore it should be useful to make some
        delimitations.
      


      
        Let us reiterate that the three terms used in this study - real socialism, state socialism and communism - are
        synonymous and fully substitutable. All of them denote a socio-economic system initiated and fashioned by the
        communist party, which either holds monopolistic power over it or dominates in that system. The communist party
        monopolizes all state structures necessary to perpetuate communist rule, to safeguard that power against a
        periodical test by free elections. The structure of the communist party is hierarchical, which means that real
        power rests with the small political elites in party and state. The system of “nomenklatura” assures domination
        not only over the state power structure, but also over the “social” organizations. Among their number there are
        the trade unions, youth and women’s organizations, even literary and artistic associations and other similar
        bodies, all serving the ruling party as its “transmitting belts”.
      


      
        Also the economy with all spheres of economic activity is controlled by the communist party, either directly,
        or indirectly through the state apparatus. In all versions of the communist system that I am familiar with -
        from Yugoslavia to Romania - the politicization of economic life is pushed very far. The phenomenon there to be
        found is a reversal of the relation, referred to by Marx, between the “economic basis” and the “political
        superstructure” in the capitalist system. Here it is not the first which determines the second, but vice versa,
        since politics dominates the economy.
      


      
        It is often maintained that total control of party and state over society and (or perhaps above all) its
        economic activity could be primarily attributed not to the inherent features of original communism, but rather
        to the mobilizing functions of the state, concerned with the civilizational and technical modernization of the
        economy and of society. This opinion has been expressed by Richard Lowenthal.28 He assumes that the welfare stage to be achieved by society and the
        economy thanks to its modernization will involve the restoration of the original relation between political
        superstructure and economic basis.
      


      
        I believe that the dependence of the economy on the political system has been too closely identified by
        Lowenthal with the mobilization functions of the state, and particularly with the frequent “revolutions from
        above”. Direct mobilization of society by the party or by the state for the attainment of their different
        objectives may become less and less frequent, or even wither away. Those in power may give up making
        “revolutions from above”, yet under “real socialism” the party and the state will exercise a much more
        extensive control over the economy, its organization and adopted goals than in any
        capitalist country, including those where the extent of state interventionism or paternalism - as in Japan - is
        high. We should not be misled by the limited role of the central federal authorities in Yugoslavia. The central
        authorities in that country have no economic power, since that power is concentrated in the Republics and
        perhaps in the local authorities. Further, the party elites of different ranks have vast prerogatives to
        appoint people to administrative posts in the economy and to control the decision making process. Lastly, if we
        also take into account that the state - exercising ownership rights of the nationalized means of production -
        conducts “ultimate control”, its entire economic role in Yugoslavia will become evident; it is far beyond
        anything known in the capitalist system.
      


      
        I do not want to underestimate the importance of the relative autonomy of the enterprises in the Yugoslav
        economy, nor the frequently described unwillingness of “group ownership“and group interest, to give due
        consideration to the social interest, nor presumably the broadest participation of the producers in the
        decision-making process. But it must not be forgotten that the right to autonomy and participation were granted
        by “the sovereign state” and at its pleasure and one can imagine their suspension in an equally “sovereign
        manner”29. This could happen because in the
        course of twenty years of the reformed system’s operation neither sufficiently strong organizations,
        independent of the party and the state, nor special interest groups capable of counterbalancing the political
        power of the communist party and the state have come into existence. The state disposes of the means of
        production, as well as of the means of coercion, and it dominates the mass media. Thus it is not merely the
        “superstructure” in the traditional Marxist sense, which served to explain the relations between the economy
        and the state.
      


      
        The major feature of the communist system consists in the permanent rule of one party, with no alternative,
        exercised by the system of “nomenklatura”. Should it happen that at some time in the future one of the
        Eurocommunist parties, e.g. the Italian Party, comes to power, and if, with social consent, it nationalizes the
        basic economic sectors, but without abolishing institutions which allow a struggle for power to take place in
        free elections, then I would not call such a system communist.
      


      
        Such a definition of the essential feature of “real socialism” may imply that a more adequate term than “state
        socialism” (the Yugoslavs named it “statism”) would be “monoparty socialism” or - with the same connotation -
        “party-state socialism”.
      


      
        This concept of the communist system distinguishes it not only from capitalism - which is obvious - but also
        from the socialist system referred to as “democratic socialism”.
      


      
        What do I mean by socialism? Without attempting an exhaustive definition and without
        discussing socialist values and the process of attaining them, let us outline the main features of the
        “economic basis“and “political superstructure”.
      


      
        For me the socialist economy must be pluralistic in three respects:
      


      
        	- there should be a variety of forms of ownership, but state ownership should not be dominant (other forms
        include self-management ownership, cooperatives, municipal and private forms of ownership);


        	- autonomy of the economic units;


        	- unrestricted opportunities for self-organization of various groups for the protection of their
        interests.

      


      


      
        To all these solutions definite legal and, in some cases, constitutional restrictions apply. It is clear, for
        example, that autonomy - which I really mean, and not total independence of enterprises - cannot amount to
        freedom of monopolistic practices or to preclude control of economic change and achieving certain social goals.
        But spontaneous economic activity should, as a rule, be respected and exceptions to it should be made only when
        the spontaneous process turns out to be socially harmful. By the way, all this amounts to nothing else but what
        has been demanded for years by the believers in a regulated market as the basis for economic reform in the
        countries of real socialism.
      


      
        My first and the last points concerning pluralism need clarification, and they will be jointly discussed. There
        exists an economic, social and political rationale behind the pluralism of the forms of ownership. To put it in
        a nutshell, I see the scope for different forms of ownership in the following way: state ownership seems to be
        most justified in the key industries, such as mining and energy. Part of the infrastructure can be based on
        municipal ownership (local transport). Manufacturing industry can be an area of competition between different
        types of enterprises: they can have self-management, they can be cooperatives, joint stock companies, they can
        be based on individualized private capital or on mixed capital. They should be given equal economic
        opportunities (similar access to credit, equal tax rates) and exceptions to this rule should be publicly
        justified.
      


      
        In one of his earlier works Lange wrote that socialism is more concerned with objectives than with the means to
        achieve them. Achievement of social welfare is the central issue. “If that aim can be achieved not by means of
        collectivistic methods, but on the basis of private ownership in a small-scale industry, in small-scale trade,
        and so forth, then socialism does not in the least deny the right of this type of private enterprises to
        exist”.30 But even medium-size enterprises
        may belong to this category.
      


      
        Let us add that pluralism of forms of ownership assumes not only coexistence but also the
        possibility (within certain legal limits) of transforming one type of ownership into another. Cooperative
        enterprise may become self-managed. Also reprivatization, or transformation into a joint stock company should
        be expressly envisaged by law and made practicable. It is the only way to prevent atrophy of competition and
        enterprises. The Yugoslav case, pioneering a self-management and market based economy experiment, proves that
        any dogmatism in that sphere may nourish a new cult, not of the state sector or a collectivistic form of
        agriculture as elsewhere, but of self-management of the enterprise. Each monopoly, including one of
        self-management, is bad.
      


      
        Pluralism of ownership, viewed from the socialist perspective, widens the scope for choice of a professional
        career, and accordingly, of social activity. Seen from the political viewpoint, it constitutes a barrier to
        bureaucratization and Ίeviathanization” of the state and limits the scope of the authorities’ arbitrariness.
      


      
        Those assumptions alone rule out a “command” type of central planning as a general principle. This does not
        preclude other forms of planning, as long as they respect society’s preferences and are based on broad
        participation in the decision-making process. Social planning involves mediating contradictory interests of
        different social groups - including interests of the professional, regional, age and other groups. It
        presupposes that different interests can be freely articulated, that there are politically independent
        organizations, capable of mediating between society and government, that there is freedom of speech,
        publications and meetings. For economic life - for the choice of objectives and means to achieve them, for
        flexibility to take corrective measures as soon as the problems appear and enough experience is available to
        take these measures, for setting the rules according to which institutions of social control should function
        -for all that, political pluralism is of paramount importance.
      


      
        The image of the socialist economy and society which I have just drawn may seem attractive enough to induce the
        reader’s curiosity, why I do not propose to aim at achieving it by way of reforms, why I limit the task to the
        “crucial reform”, to be carried out within the framework of - however transformed and limited - communist
        monocentrism. Three points must be made to substantiate the view.
      


      
        The first point concerns the time horizon. A feasible perspective of transformation of the communist into the
        socialist system requires many decades.
      


      
        In his book “The Economics of Feasible Socialism” (London 1983) Alec Nove considered the perspective of the
        emergence in Europe (both the Western and Eastern) of a socialism which would be both desirable and feasible.
        The definition of Nove’s “feasible socialism”, although not exhausting, is unequivocal. The
        system is based on multiparty democracy with makes it possible to choose in an organized way from among various
        economic policies, priorities and strategies.31 In the section concerned with Eastern Europe Nove takes that possibility into
        consideration - the transformation of communism into socialism; but, not being particularly concerned with this
        option, he rather “touches upon” than explores the subject. He considers “feasible socialism” to be a
        practicable and real option for both parts of Europe within the time span of some fifty years. The timing of
        the process itself should make it clear, why that crucial transformation of communism into socialism32 would exceed the limits of our analysis. While asking
        a much more pragmatic question - concerning the feasibility of desirable change in the communist world over the
        next two decades, or over a quarter of the century - we may abstract from those questions, which may prove to
        be crucial in the next quarter of the century or even later. Nove makes a tacit assumption that evolution of
        “both Europes” towards “feasible socialism” will be more or less simultaneous. But it could be Imagined, even
        with greater probability, that Western Europe will be the first to turn socialist and that the evolution of
        communism towards socialism elsewhere will only then gather momentum.
      


      
        There are also two other arguments. Historical experience seems to prove that a necessary (although not
        sufficient) condition for freedom of speech, meetings and associations is the existence of a many-party system.
        Therefore all past projections of democratic socialism have anticipated just that solution. But considering
        probable lines of evolution of the social systems over the lengthy periods assumed we cannot rule out the
        possibility of hitherto unknown institutional solutions. It should not be asserted in advance that political
        pluralism under all conditions is inseparable from the multi-party system. And just this contradicts the
        principal feature and the main article of faith of the communist system.
      


      
        And here we arrive at a pragmatic point. For the implementation of the “crucial reform” of real socialism the
        commitment of the ruling elite is indispensable; thus it would be even more unrealistic to expect that the
        reform could be carried out in the teeth of total opposition of that elite. In Poland 1981 (deliberately I do
        not say 1980–1981) it was fashionable to talk about reaching for ever more fields of social life kept under
        party and state control. It would perhaps be possible to win more civil rights in that way, but certainly it
        would not be possible to carry out a fundamental reform of the system, to implant a different type of logic.
        Social pressure is indispensable, but if the crucial reform is to be carried out, the language of the dialogue,
        agreement, consensus and social contract has to be used. Therefore if such a reform is conceived as a stage
        towards the self- effacement of the single-party system, then such an idea must be
        counterproductive.33
      

    


    
      5.
      Crucial Reform as Limitation of the State


      
        Now let us try the second approximation to the contents of the crucial reform of real socialism. In order to
        bring out its specific features we shall resort to a historical analogy with capitalism. Michal Kalecki and the
        present author (Kalecki being of course the main writer) were concerned with that issue in their article
        “Osservazioni sulla ’riforma cruciale’”.34 By
        that crucial reform we meant institutional changes accomplished in contemporary capitalism as an outcome of the
        “Keynesian revolution”.35 We were concerned
        with those changes, which were - generally speaking - designed to protect the economy against excessive
        unemployment and chronic underutilization of the production apparatus. As we know, those changes differed
        according to country, the pace of the process, the radicalism of change and the proportions between direct and
        indirect state intervention in the economy. Marked differences have remained until now between
        “Austro-Keynesianism” and the West German “Soziale Marktwirtschaft”, and they are even more pronounced in
        comparison with the present economy of the United States. But in all these cases an important shift took place
        from former economic liberalism to state intervention. In this sense, it was a crucial reform of capitalism.
        The mainstay of the capitalist system - private ownership - has been limited and simultaneously the economic
        rules of the game were altered. The logic of this change contradicted both the traditional liberal doctrine and
        the Marxist negation of the possibility of effectively reforming the capitalist system. But it was precisely
        the radical reform which secured stability of the Western world for over a quarter of a century. Then
        recurrence of mass unemployment in the Western countries can be attributed either to the insufficiency of
        Keynesian policies, or - and I think this is more plausible - to the fact that current unemployment is of a
        different nature from that in the interwar period; this suggests that another type of corrective measures is
        needed. The Swedish and Austrian experience seems to indicate that mixed economies are less vulnerable to mass
        unemployment.
      


      
        What similarities and what differences could be traced between radical reforms of the contemporary systems of
        capitalism and real socialism?
      


      
        These reforms aim at a greater stability and rationality of the respective systems by means of
        institutionalized mediation between social interest and individual or group interest. Thus it is no wonder that
        a crucial reform of each system provoked stereotype criticism pointing out the inefficiency of the proposed
        solutions. Consistent liberals rejected the idea of regulating capitalism, for it meant implantation of elements alien to the market economy and letting “creeping socialism” in. They also criticized
        the idea of reforming the economic system of communism, maintaining that a veritable commodity type of economy,
        even one with a regulated market, is incompatible with a single-party system and with socialist ownership.
        Consistent Marxists, in turn, consider that the idea of regulated capitalism contradicts the logic of private
        ownership, while reforming communism implies letting “creeping capitalism” in. Understandably enough,
        initiating reforms and subsequent sticking to their basic assumptions under both systems meets with social,
        ideological and political obstacles, quite similar in nature but of a different scale. Privileges and interests
        of any social groups, when at stake, give rise to similar reactions, even under quite different social systems.
        Also psychological reactions of the doctrinaire mind - incidentally not the communists’ monopoly - happen to be
        similar.
      


      
        But here the similarities end, since changes take opposite character and direction. While the main reform theme
        under capitalism revolved around increasing the importance of the state, the expansion of its economic
        functions, the reformers under real socialism demanded the abrogation of the omnipotence of the state in the
        economy, reducing its economic functions, abandonment of command in the economy and of the hierarchical
        economic organization. Enterprises should be based on the principles of self-management and self-financing, and
        state control over them must be kept within the strict limits implied by the use of such economic tools as
        taxes, customs duties and credits.
      


      
        Implementation of such a reform, if only consistent enough, involves a radical change of the role of a
        decision-making center. A considerable part of its prerogatives is given up and basic economic units acquire
        autonomy. Another condition which the “crucial reform” could meet, serves the same ends - private, municipal,
        cooperative, self-management and mixed type of ownership should be guaranteed equal development and functioning
        opportunities. This means more room for independent activity, for which only the general framework and the
        rules of the game are set by the state. Fulfillment of that condition would not only amount to limiting the
        state sector in size but it would also require a change of its internal structure. Even power stations or mines
        under state management, but placed in a much more competitive environment of sectors representing different
        types of ownership, would have to become more flexible and more commercially oriented.
      


      
        The role of the state would then more closely resemble its counterpart in the contemporary Western economies
        than in the majority of the communist countries before the reform.
      


      
        Also the third condition to the crucial reform - already discussed and to be discussed in more detail - of
        accepting social pluralism and institutionalizing it in a diversity of non-party forms, involves reducing the scope of action of state authority - the command function of the state - and a
        growth of its coordination function.
      


      
        Looking at it from the more general, sociological and philosophical point of view one could say that the above
        listed differences boil down to the fact that - while capitalism would experience a turn from individualism to
        collectivism - the crux of the matter in the case of real socialism is a turn from omnipresent collectivism to
        individualism. The second part of this assertion could, however, be easily misinterpreted. Obviously it may
        play into the hands of the communist dogmatics who oppose decentralization and market orientation of the East
        European economies on the grounds that this encourages “burgeois individualism”. Both in the West and in the
        East this misinterpretation results from opposing collectivism to individualism in a rather mechanistic and
        ideological manner, whereas in reality apparent collectivism promotes and frequently serves as a smoke-screen
        for the most unbridled forms of individualism. This concerns not only people in power, capable of mobilizing
        big collectives to serve the interests of that narrow group, but it may also apply to the ruled ones, who do
        not identify themselves with big, anonymous collectives whom they had frequently joined against their own will
        and whom they often opposed by creating various informal social microcosms. That isn’t so bad, if the informal
        group is contained within the limits set by law. But anonymous collectives, based in “no-man’s lands” are
        notorious for germinating different types of crime.
      


      
        Therefore, if the phenomenon of apparent collectivism is no longer ignored, then the turn away from it towards
        individualism may amount to a restitution of conditions to real collectivism.
      


      
        Social arguments in favor of workers’ participation and self-management are rather self-evident. Participation
        of the employees in the decisionmaking process of the autonomous economic units erases the anonymity of
        ownership and facilitates identification of the producers with a clearly defined community. The demand to widen
        the scope of operation of the private enterprise is of a different nature, as it makes an obvious appeal to the
        private interest of the individual, to his resourcefulness. In the long run, however, this may favor the
        socialization of a person, who, on the one hand, becomes more conscious of his personal capabilities for
        individual action, but on the other, of its limits. Let us think of a plumber, a motor mechanic, a tailor, an
        electrician who during the eight hours spent in a state enterprise as its employee acquires the means (the
        illegally appropriated materials) for his private business, attended to after hours and over the weekends. Let
        us imagine that after the reform each of them becomes an owner of a small private shop. It is quite feasible
        that after a period of extreme individualism most of them would reach the conclusion that it could be better to
        unite in an artisans’ chamber or even to join a cooperative, in order to facilitate
        selling, obtaining supplies (the production inputs, tools), to organize recreation and vocational training.
        Abandoning apparent collectivism and opting for individualism would thus constitute a revival of the natural
        socialization process of an individual. From among those formerly alienated and socially indifferent people
        some socially conscious and public-spirited personalities might appear.
      


      
        Let us look at this issue in retrospect.
      


      
        Resorting to material stimuli for producers or even appealing to their private interest has been commonly
        perceived as an unpleasant necessity, unavoidable due to the fact that people have not yet become perfect and
        that their private advantages mean more to them than the social interest. Since, without high standards of
        living, socialism cannot reach its mature form, those material stimuli serve, even if indirectly, the socialist
        goal. A more historical version of that argument states that when communists came to power, they were not
        concerned whether the means of production taken over by the state were technically and socially mature for
        nationalization. Being most often guided by current political considerations - to win or to destroy political
        opponents and to create the material basis for the ruling minority - they carried out a much more extensive
        nationalization than economic rationality would require. Thus no wonder that economic results of such an
        extensive étatization of the economy are often rather lamentable. Therefore decentralization and
        market-orientation of the economy, coupled with the restoration of the private sector, mean in fact dismantling
        something that might be called “a prematurely collectivized sector”.
      


      
        Both past and present authors emphasized that psychological and social maturity of individuals is indispensable
        for them to accept collectivism. The legal forms of public ownership should correspond to “a moral need of the
        people”, otherwise these new forms will only hide strivings motivated by private ownership. It was possible for
        some socialist writers, fully conscious of that phenomenon, to envisage subsequent degenerations of Stalinist
        communism. Oskar Lange recalled the following vision of Edward Abramowski (whom he termed “a constructivist¡c
        anarchist”):
      


      
        “Let us assume for a moment that… there has emerged a group of plotters who believe in socialist ideals, and
        that this group has successfully taken control of the state mechanism and aided by the police dressed in new
        costumes has enforced new communist solutions. What happens next? Under new legal institutions private
        ownership exists no more, but it did remain as an object of the moral striving of the people; new institutions
        officially did away with exploitation, but all factors contributing to social injustice persist and vast
        opportunities for it to materialize remained, even if not in the economic sphere then in
        all other types of human relations. In order to suppress private ownership the communist state organization
        would have to resort to powerful means; natural wants, thanks to which social institutions come into being and
        can freely develop… would have to be replaced by the police. Thus communism would not only be superficial and
        feeble, but it would also transform into state officialdom, suppressing personal freedoms; instead of the
        former classes two new classes would be formed: the citizens and the officials, their antagonism being alive in
        all social spheres”.36
      


      


      
        A crucial reform, which would institutionalize pluralist forms of ownership, including more opportunities for
        group and private interests, would undermine those substitutive functions of the police (or in fact of the
        state) and thus it would open vistas to democracy.
      


      
        All that has been said is not incompatible with my principally negative stand on individualism seen as a direct
        opposite to collectivism. As a matter of fact, socialist thought has long ago recognized the compatibility of
        individualism and collectivism as complementary values. And that is where the ideas of the socialist democrats
        and of the communist reformers should converge. The great popularity enjoyed by the writings of the young Marx
        (particularly those concerning the problem of alienation), in Eastern Europe in the 1950s seems to suggest that
        the communist reforms, too, were genuinely concerned with creating conditions for the comprehensive development
        of the individual. That development implies a diversity of human needs which can be satisfied by joining
        various associations and informal groups.
      


      
        Only the early stage of industrialization, and particularly the process of mechanization of production,
        involved a uniformity of needs and social conditions - the reflection of mass conveyer-belt production. The
        growth of material welfare, however, was accompanied by a growing individualization of both products and social
        activities, as well as of human profiles. The state apparatus, which does things in a fixed and regular way, is
        for this very reason less and less suited for contemporary man, whose already complex needs are rapidly
        diversifying. On the other hand, that diversity and complexity of modern social life would make an individual
        feel lost, if he tried to act in isolation, so he needs help and cooperation of the people belonging to similar
        professions, he has to associate with people with whom he can spend his leisure time, according to preferences
        or with the people of similar artistic tastes or similar needs of self-education.
      


      
        This is the simplest way of explaining the ever-growing inability of the “command economy” to satisfy the
        actual human needs and to prove that people have the need for self-organization in various associations. But
        the latter can only be accomplished by free individuals, representing a variety of
        interests, capable of an independent assessment of the situation and of taking independent decisions.
        Therefore, if modern communist societies are to develop, it is an elementary condition that the functions of
        the state should be radically limited, command planning be given up, the hierarchically structured, rigid
        economic links be replaced by the money-commodity relations.
      


      
        Robert E. Lane could have all that in mind when he writes:
      


      
        “Of all the qualities which seemed most central to the prosperity of the socialist cause, something close to
        individualism is most important: the individual’s belief that outcomes are contingent upon his own acts, his
        autonomy from collective pressure and authoritative command, his capacity for independent moral reasoning, his
        belief in himself and his own powers. Only such ’individualised individuals’, generated by complex and
        nurturant institutions, can work a collectivist system. Further, it is affluence and security, not scarcity and
        threat, which create the possibility of generating such qualities. There may be other roads of socialism… but
        it will not be democratic socialism unless these societies first create the conditions of autonomy, and then
        the autonomous persons themselves”.37
      


      


      
        The process of “individualization” of the communist society as a precondition to its socialization is so
        perceived not only by democratic socialism, but also by the approach that calls for radical social change,
        although kept within the limits of the system, and called “a crucial reform”. It is clear that this view has
        been, and will long be, opposed not only on doctrinal grounds. Similar reactions are known to attentive
        students of a lengthy process of rehabilitation of the market in the countries of real socialism, the process
        which has been going on for several decades.
      


      
        The problem of individualism versus collectivism, linked to the debate on the plan versus the market, has been
        almost permanently open in socialist and communist thought and extensively discussed in the literature, both in
        East and West. Our present concern will be with just one issue: what would be the scope and character of the
        commodity relations after the “crucial reform"? Would the market be a true market, and to what extent? Or
        would it be just an instrument of the central planning authorities?
      


      
        For a start, referring to Lange’s classic model, elaborated in the 1930s, let us try to clarify one point which
        has contributed to misapprehension of that model. Let us recall that according to Lange the main instrument of
        the central planning authority for allocating economic resources were to be accounting prices, which should
        result not from market competition, but which were to be fixed by the central planning board and “imposed” on
        the enterprises. In order to achieve a state of equilibrium the central planning board
        changes the prices according to changes in stocks, that is, by trial and error. So, clearly, the model contains
        no market as such, and its functions are quasi taken over by the central planning authority. Thus it would be
        an imitation of the market and not a true market in the institutional sense. Accordingly, some interpreters
        (Holesovsky) do not consider the system envisaged by Lange’s model to be “market socialism”38, and Pryor has described it as “a quasi-centralized
        case”39.
      


      
        This misapprehension stems from the fact that nowhere in his writings has Lange recommended as a principle that
        prices should be fixed solely by the central authorities, while in the 1930s and the 1940s he did not even
        assume that the state should be the main agency responsible for price determination. It would be hard to
        reconcile such a principle with the pluralism of forms of ownership in the socialist economy, advocated by
        Lange both on the grounds of economic effectiveness and in the interest of political democracy, which requires
        diffusion of economic power.40
      


      
        Oversimplifying, however, one could say that Lange himself contributed to that misapprehension, which he
        himself admitted, when Friedrich Hayek41, the
        main critic of Lange’s model, addressed his major objections to price fixing by the central planning board.
        This is the most relevant part of Lange’s explication:
      


      
        “I do not propose price fixing by a real central planning board as a practical solution. It was used in my
        paper only as a methodological device… Practically, I should, of course, recommend the determination of prices
        by a thorough market process whenever this is possible, i.e., whenever the number of selling and purchasing
        units is sufficiently large. Only where the number of these units is so small that a situation of oligopoly,
        oligopsony, or bilateral monopoly would obtain, would I advocate price fixing by public agency on the
        principles laid down in my booklet, as a practical solution. But in such cases, price fixing is done under
        capitalism also, only that it is monopolistic price fixing, and not price in the interest of a policy of public
        welfare. I should also like to add that, as pointed out in the last part of my booklet, only in those fields
        where the automatic process of a competitive market does not function, do I advocate practically socialization
        of industries”.42
      


      


      
        Thus if we noted that the scope for price determination in the socialist economy has been defined in terms of
        “monopolistic price fixing” and that the consumers’ freedom of choice on the market, as well as the workers’
        freedom of choice of job were taken for granted by Lange, then we could say that the leeway envisaged by Lange for the competitive market, for the market as an institution, was quite vast - particularly
        in view of the experience of the last fifty years typified by a much slower rate of concentration of production
        and by the lower level of monopolization of the market, than it was assumed in the inter-war period.
      


      
        The imprecise use of the term “market socialism” obscured its meaning, if, however, the term was reserved for
        the economies with a dominant non-private type of ownership, for those in which a vast majority of decisions -
        on what, how and how much to produce -are taken by the autonomous enterprises, according to the principle of
        market profitability, then the notion of market socialism would apply both to the economies with regulated and
        with a free market. The case is similar with regulated capitalism, which, even if regulated, remains based on
        real market and commodity production. Perhaps only extensive war rationing rendered the capitalist economy a
        non-market economy since the money contract ceased to be the essential economic link. Not incidentally Lange
        used to call the centrally planned economy a “war” or quasi-war economy.43 Under strictly theoretical assumptions, with no reference to the real reforms,
        both models -the Hungarian, based on financial planning and the Yugoslav, based on the commodity relations and
        self-management - could qualify as cases of market socialism. Let us emphasize this: our concept of market
        socialism does not preclude that decision-making capacities on certain macro-economic issues belong to the
        central economic authorities, particularly that such solution is not unfamiliar to the contemporary capitalist
        economies. Neither does this concept rule out regulation of the market by the state, insofar as capitalism has
        also substantially departed from old-time laisser-fairism.
      


      
        A pluralistic economy, as we propose it, is based on a sort of equilibrium between sectors representing
        different forms of ownership; for such an economy it would be quite natural to rely on commodity relations. Let
        us imagine that the economy consists of four or five sectors: the state-owned sector, the self-management
        sector, the municipal, the cooperative and the private sectors, all of them being of a comparable size.
        (Although this general division does not take us too far from what I consider to be an ideal model.) The two
        latter sectors have to be based on commodity relations almost by definition. The functioning of the state
        sector, or at least of a considerable part of it, would be based on non-market criteria. Operating, however, in
        a competitive environment, it would have to make at least partial adjustments. It should be clear that the
        arbitrariness of the political center hides a much greater danger of ruining the system of the accounting
        prices and of disrupting a quasi-market, if both of them concern the economy as a whole, or nearly all of it,
        than but one out of several sectors operating in the commercial and competitive
        environment.
      


      
        Some authors conclude that if the central plan sets limits to the market, and if the state regulates it, the
        economy loses its commodity character, and the market becomes only a tool in the hands of the central planner.
        This option has been analyzed, most extensively, it seems, by Wlodzimierz Brus in his book (Ogólne problemy
        funkcjonowania gospodarki socjalistycznej, Warsaw 1961) which may be considered a classic as it was the most
        ambitious attempt to make a theoretical generalization on the first wave of the economic reforms in the
        communist countries (particularly in Poland) and it was an important inspiration for the second wave of the
        reforms (particularly for the Prague Spring and for the Hungarian reform). Following Lange, Brus made the
        simplifying assumption that all the means of production in his model were state-owned. Brus confronted his
        decentralized model, fully named “the Model of a Planned Economy with a Builtin Regulated Market Mechanism”,
        with a centralized model of the economy. While opting for a decentralized model - because it is both
        economically more effective and socially more desirable (it assumes self-management) - Brus emphasised two
        fundamental features of his model: Its planned character and its market mechanism. Another point of interest is
        that he emphasized the priority of the plan and the instrumental character of the market mechanism. The market
        mechanism is “built-in“or “made use of”, it is “an instrument by which activities of the enterprise are
        adjusted to the general preferences expressed in the plan“, it is “a form of directing the economic process in
        a pre-determ¡ned manner“.44
      


      
        I share Brus’ concern that “fundamental macro-economic decisions, especially on the major lines of the
        socio-economic development” should be centralized. And yet I believe that the logic of his model would be more
        accurately reflected if he said that it was the central plan and not the market mechanism which was “an
        instrument of adjusting activities at the enterprise level… to the general preferences of the society”, or that
        it was “a form of directing the economic process in a predetermined manner”. After all, what, if not the
        market, at least primarily, determines the nature of those economic processes, as soon as enterprises become
        truly autonomous and based on self-management, just as it was explicitly proposed by Brus?
      


      
        Replacing a command type of planning by indirect planning implies putting an end to the illusion that the
        center is capable of dictating the behavior of particular subsystems, which create conditions under which the
        center would reckon with an objective character of the economic process - both objective and spontaneous to
        some extent. Since the center would then exercise its power to correct those processes within certain limits,
        it would provide informed guidance, but it would also be aware that It should not determine
        the contents of those processes. This would be like regulating a river-bed rather than constructing canals.
      


      
        When many years later Brus embarked on his polemics with the official doctrine of the Yugoslav self-management
        model, he recalled his three conditions necessary for the “creation of a market mechanism” (let me stress again
        the instrumental character of that terminology). Apart from the above mentioned macro-economic decisions -
        condition (1) - he listed: “(2) The rules of behavior’ of the subsystems are so determined at the central level
        as to maximize - in conjunction with the material stimuli for the producers - their objective functions in the
        manner which would favor maximization of the objective function of the whole system; (3) the components of the
        economic calculus of the “subsystems” (prices, rates of interest, tax rates, rates of exchange, etc.) should be
        given a parametric role by providing the top level authorities with a set of economic tools allowing them to
        determine those magnitudes directly or to regulate and control them effectively in an indirect way”.45
      


      
        In a synthetic comparison of the Yugoslav “self-management model” and his own, Brus pointed out not only the
        different proportions of centralism and decentralization, but also the fact that “the relations between the
        ’system’ as a whole and its constituent ’subsystems’ is reversed: in the ’decentralized model’ the ’central
        level’ authorities determine the degree of autonomy of the ’subsystems’, while here (in the self-management
        model - T.K.) the self-managed ’subsystems’ sacrifice some of their rights for the sake of coordination of
        their activities. That distinction resembles one which is made by constitutional law between the Union-State in
        which the ’competence of competences’ belongs to the Union, and the union of States, in which it rests with its
        particular members”.46
      


      
        And yet, only at first glance does the difference between the two models seem to be such a fundamental one. On
        closer examination the differences prove to be less significant. This can be explained by the fact that the
        degree of autonomy of the enterprises had its sources in the “sovereign” acts of the center (the ruling party);
        the first one involved the decision to create self-management, while the subsequent one (of 1965) enlarged its
        competence, thus becoming the specific economic constitution of Yugoslavia. The preservation of the ownership
        rights in the means of production by the state left the political center with more authority to change that
        constitution, either immediately or at some time in future. As long as Brus ranked among the most determined
        proponents of true self-management, it can be safely assumed that he would opt for defining the autonomy of
        enterprises not in operational but in constitutional terms.
      


      
        At this point I must raise some doubts concerning the three above quoted conditions
        constitutive of the market mechanism. Some macroeconomic decisions of the center, e.g. on direct allocation of
        the major proportion of the investment funds, or on the division of consumption into public and private, or on
        the socio-political priorities reflected in the allocation expenditure for defense, education, health and other
        purposes, belong to those assumptions of the model that have equivalents easily identifiable in practical
        terms. It is also rather easy to interpret, how the parametric character of prices, rates of interest, tax
        rates, customs duties and exchange rates should be ensured. But what could be meant, in operational terms, by
        determining the objective functions of the economic units, their rules of behavior, and what, above all, could
        be a practical content of the objective function of the system as a whole?
      


      
        Might not, perhaps, the fundamental rules of behavior of the basic economic agents be defined by the
        organization and ownership structure of the economy, that is by its constitution, while the less important are
        defined by the above-mentioned macro-economic decisions and the parametric economic data in the economic
        calculus of the enterprises? All other things that remain are… Well, what are they, as a matter of fact? Aren’t
        they a sort of tribute paid to the myth of “optimal planning” - a foreign body in the concept of Brus?
        Paradoxically, he was the first to question the operational and planning utility of the concept of
        “hierarchical structure of objectives” as the basis for socialist planning (In my opinion that concept was
        rather on ideological than a theoretical one). Its author, Oskar Lange, developed it in the first volume of his
        “Political Economy”. Then, influenced by Brus’s critique, he revised his concept, recognizing the multiplicity
        of goals of the socialist economy.
      


      
        Is the debate on the commodity character of the socialist economy of a purely theoretical value or can it be of
        any practical significance? In my opinion one set of conditions to successful economic reforms in the communist
        countries consists in adopting and respecting a “constitutional“framework for economic activity; the objective
        character of the economic processes should be reckoned with and some stable rules of behavior are necessary.
        Paradoxically, the three reforms, radical enough to have some impact (in Yugoslavia, Hungary and Poland),
        displayed symptoms of the same debilitating weakness: the perception of the market mechanism was excessively
        instrumental, the rules “imposed” by the center have changed too often, interventions into the economic process
        were overhasty and excessively detailed, while the consequences of that sort of interventionism have been
        ignored. Thus the theory is not irrelevant.
      


      
        * * *
      


      
        So far we have considered the desirable effects of the “crucial reform”. It has been
        explained why both options, the one involving a restoration of capitalism in the communist countries, and the
        other of building a (democratic) socialism based on political pluralism, seem unrealistic. We have concluded
        that a desirable and simultaneously more realistic (although distant) option involves a crucial reform of
        communism, though contained within the power system dominated by the communist party.
      


      
        For the reform to be both comprehensive and effective three conditions must be met:
      


      
        	- the command system should be replaced by a regulated market mechanism as the main device of
        coordination,


        	- the ownership pattern of the economy should be changed; with this in view the state sector should be
        limited, while the self-management sector, cooperative sector, municipal and private sectors, as well as
        different mixed forms, should expand; such restructuring would equalize the development opportunities of all
        sectors, and the transformation of one form of ownership into another (reprivatization included) of an economic
        unit would be constitutionally guaranteed,


        	- an extra-party pluralism should be legally recognized, thus enabling different social groups to
        articulate, advocate and mediate their interests in public.

      


      


      
        Obviously, such an ambitious program would require the most favorable external and internal conditions and the
        process of reform would have to go on long enough and would have to be sufficiently consistent. But obstacles
        are numerous; among them there are real social forces and interests as well as myths and dogmas affecting both
        the decision-makers and the public at large.
      

    


    
      6.
      The Reform Process


      
        Having discussed the constitutive elements - the essence of the crucial reform - let us now proceed to the
        basic features of the process of reforming, including the conditions and procedures necessary to implement the
        reform. The strategic dimensions of the process as perceived by the central authorities, as well às the
        concomitant social process, a kind of “sociology” of the crucial reform, are the two important perspectives on
        how, under the same system of “real socialism”, a new economic regime, a different mode of functioning of the
        economy can be achieved.
      


      
        Before we go on, however, we shall make some comments on the permanent process of reforming, of perfecting the
        actual system. In most countries ruled by communists the idea of improving a “good in essence” command type
        economy has often appeared in the programs and declarations on, either, the improvement of
        economic planning and management, or on implementing material stimuli for the producers. Since, in East
        European literature, the idea of reform as a permanent process of perfection of the actual system has more
        ideological fervor than theoretical rigor, we shall resort to the book by the two American authors Dahl and
        Lindblom, who present a most extensive discussion of the socio-techn¡cal concept of perfecting the
        system.47 Over the period of more than thirty
        years which have elapsed since its publication, both authors (Lindblom In particular) have changed their views
        on a number of issues, but their basic approach has not changed.
      


      
        According to those authors, a universally observed phenomenon in the Western world was the escape from the
        “tyranny of -isms”, not only such as capitalism or socialism, but also from related general concepts, such as
        planning, competitive market, and even state regulation and Ίa¡ssez-fa¡r¡sm”. Pragmatic thinking has clearly
        replaced those notions in solving different social and economic problems. For the specific problems specific
        technical solutions can be found. That change of mind, as well as a rapid multiplication of different
        techniques of resolving social problems, represented for the authors “perhaps the greatest revolution of our
        time”.
      


      
        In tune with this judgment they emphasize a continuum of different institutions and techniques which
        contemporary societies have at their disposal. They show a broad spectrum of solutions located between state
        and private ownership, coercion and information, direct and indirect control, obligatory and voluntary
        organizations. Their conviction that there exists “a vast variety of particular and changing techniques” for
        solving social and economic problems had a considerable influence on their outlook on reforms and reformers.
        The two writers consider the period of the New Deal as remarkable for its extremely dynamic growth of social
        innovations, Franklin D. Roosevelt being a real virtuoso of those techniques: “One of Franklin Roosevelt’s
        great skills as a political leader was his encouragement of new techniques, as illustrated by the National
        Recovery Administration, the National Labor Relations Board, Lend-Lease, food stamps and the fifty-destroyer
        transaction“.48
      


      
        I think that a certain bias of Dahl and Lindblom’s approach can best be demonstrated just on the example of the
        New Deal. In the beginning it might have really seemed to be nothing more than the sum of the new social
        techniques of solving dramatic social questions, particularly that the composition of those techniques (or
        institutions) proved to be in part rather accidental. But the assessment of the New Deal in a historical
        perspective, its comparison with similar reforms in Western Europe, clearly show that it represented something
        more than the mere sum of the new useful techniques, that behind its institutions and undertakings there was a
        new vision of the economy and society, distinct from the old ones. Also, at the roots of Roosevelt’s concept of restructuring society there was a rescue mission of the undermined social
        order. Possibly Roosevelt himself did not quite realize what kind of “crucial reform” of capitalism was being
        accomplished under his leadership. But theoreticians of that reform - J.M. Keynes in England and Alvin Hansen
        in the USA - were perfectly aware of this. (It is a pity that both of them are given very little attention by
        Dahl and Lindblom, which is clearly a weak spot of the book.)49
      


      
        Thanks to the reform of capitalism it was possible for the Western World to enjoy economic and social progress
        over a period of many years and to be spared considerable social shocks. And “the tyranny of -isms” seems to
        have disappeared due to the long-lasting postwar prosperity, not as a pre-condition to it. For the most part it
        has been so, that pragmatic steps were taken by the governments in response to various “-isms” of public
        opinion and of social movements. To give an example: contemporary “green” parties and movements are presumably
        less fundamentalist than were the traditional extremist parties, but at the same time, they cannot be called
        pragmatic.
      


      
        There are certainly some valuable points in Dahl and Lindblom’s approach, but they proved overconfident in
        their thinking that “rational social action” would replace former movements rather than be a complementary
        factor of change.
      


      
        Whereas Dahl-L¡ndblom’s prescription seems to have little relevance for the contemporary communist societies,
        “a crucial reform” can be considered fully relevant (although the prescription of the American authors could be
        useful for practical solutions of the social problems which would have to be solved after implementing the
        reform) for the following reasons:
      


      
        The present social organization of the states of real socialism represents the result of the greatest
        experiment ever made in history, the result of premeditated actions of the state, and not an outcome of the
        evolutinary social process. The extreme étatization of the economy and social life destroyed independent social
        organizations, independent centers of social thought and initiative. It sharply reduced spontaneity of social
        activity and development. It annihilated independence of the social sciences and of intellectual reflection and
        social issues. For that very reason, without radical limitation of the state and without restoration of
        independence and spontaneity in social life, without some degree of its pluralism, official and recognized by
        law, there is no chance for the normal interaction of society with the authorities, there is no climate for
        rational social action based on variety of techniques. Finally, a broad social consensus cannot be achieved
        with regard to the type of activity which Dahl and Lindblom made a first condition of their recipe.
      


      
        For all these reasons just the economic reform, involving a far-reaching decentralization
        and commercializing of the economic links can be expected radically to limit the role of the state and to
        restore conditions necessary for spontaneous action, thus making certain forms of interaction of different
        social groups and articulation of their interests possible. Only under such conditions can certain
        socio-technical solutions be tried.
      


      
        My second point concerns the character of the economic reform. The transition from the system In which the
        functioning of the economy is based on command to the parametric and indirect management system cannot be
        accomplished by means of small steps, since the social forces of the old system are powerful and its mechanism
        is effective enough to absorb those changes, to nullify their results and to push the economy back on the old
        track. Quite a number of rather ambitious undertakings have been neutralized in that way. Whenever they were
        not connected with structural changes of the power apparatus and its orientation, the original sense of those
        undertakings was, after some years, lost. For this type of change to be accomplished it is necessary for the
        government to have its general concept, a clear vision of how to implement it, and determination and
        consistency in pursuing the goal. To put it in different terms: partial changes in the functioning of the
        economy may bring effects comparable to those involved by a selective change of road traffic from the left to
        the right side. Rearrangement of the economic links from vertical to horizontal implies that the fundamental
        “principle of organization” of the economy is being changed; such a change must be consistent and as
        comprehensive as possible.
      


      
        In the countries where people have long realized the necessity of a radical change, the reform, if it is to be
        of any effect, must involve a massive change, capable of awakening public consciousness. Without that condition
        being fulfilled, anticipated change in the behavior of managers, workers, consumers will not follow. This is
        particularly clear in Poland which - to use the expression of G.E. Schroeder -for thirty years has been “on a
        treadmill of reforms” so that the subsequent announcement of the new reform can hardly impress anybody.
      


      
        Whereas the “soc¡o-technicaľ concept of reform as a process of improving the system of functioning of the
        economy (and of society) has not yet become feasible, the revisionistic vision of the process of reforming,
        seen as a continuation of the socialist revolution (we shall discuss it in a greater detail) seems to be
        already defunct, although there are attempts to use it for apologetic purposes.
      


      
        Otto Bauer50, the leading Austro-Marx¡st, can
        almost certainly be considered the main proponent of the revisionistic theory of democratization of communism,
        which was to follow from industrialization and from the emergence of the modern working class. In the peak-
        period of revisionism in Poland in the mid-1950s, when that theory was very popular, Oskar
        Lange, Otto Bauer’s disciple and follower, the main theoretician of Polish reform thought, became the symbol
        figure of “the Polish October”.
      


      
        This answer was given by Oskar Lange when he was asked: “What is your concept of the Polish economic model?”
      


      
        “The Polish economic model, the model of the socialist economy adapted to the historical and geographic
        conditions of Poland… must not come from above, it must not be conceived in the bureaucratic ivory tower. This
        model is just emerging from a forceful, country-wide movement for socialist democratization and
        decentralization of management… from the movement initiating workers’ self-management and reviving cooperative
        self-management. The model is emerging from the attempts to give new forms to the peasants’ self-management
        needs and efforts. It is emerging from daring, creative ideological strivings of the young intelligentsia, it
        is a response to an objective need to replace administrative fiat in management of the economy by effective
        material stimuli. And yet a scientific analysis of that dynamic social experience is necessary in order… to
        make it possible for the party… to inform the process of construction of the Polish model of the socialist
        economy. Study and research of this experience will constitute one of the main goals of the future Economic
        Council”.51
      


      
        The title of another publication of that period (both were published in December 1956) accurately reflects
        Lange’s contemporary credo: “The Polish economic model must be an outcome of the dynamics of the working class
        and the socialist intelligentsia”.52
      


      
        This theoretical vision, which Lange and his remarkably numerous contemporary socialist writers considered
        their own, needs critical evaluation; we shall attempt to show some strong and weak points of the concept; the
        weak ones rendered it impracticable and contributed to the revisionists’ defeat.
      


      
        First and foremost it proved to be a delusive assumption that the modern working class and socialist
        intelligentsia have an inherent capacity to promote the democratization of political and economic life.
        Although the reformers could indeed rely for social support mainly on those strata, the accuracy of this
        statement should be qualified. There is a difference in the workers’ assessment of the reform, dependent on
        whether they make it as consumers or as producers. The technicians’ view of the reform is different from the
        lowly qualified workers’. The professional composition of “the socialist intelligentsia” includes clerks and
        engineers, employees of party and state apparatus, and the managers. It Is clear that these
        socίo-profess¡onal contrasts must have a diversifying impact on the evaluation of more radical institutional
        changes.
      


      
        The democratizing mission of the working class and intelligentsia was firmly believed in and this contributed
        to the formation of an over-optimistic image of the economic reform as part of the democratization process of
        the communist system. This is not to say that the significance of the relationship between economic reform and
        a change in methods of exercising power should not have been overstated. On the contrary, we stressed that
        significance more than once, to show that unless appropriate political changes occur, the economic reform is
        bound to remain partial, even in purely economic terms. The reverse relationship is presumably even more
        Important than the previous one; in the long run it is unthinkable that a democratic political system would
        coexist with a traditional command-type of planning and a centralized bureaucratic style of management of the
        national economy. Lange emphasized the importance of that mutual relationship, and this constitutes the
        indisputable merit of his approach.
      


      
        Presumably Lange did not quite realize the full strength of the counterreformatory, and particularly, the
        antidemocratic tendencies within the power apparatus as a whole, the latter tendencies being perhaps even more
        significant. If, under strong pressure of the social forces, the authorities have to choose and act, if some
        kind of change seems necessary to avert an open crisis, then they are more likely to opt for economic reforms
        than for the institutional and political type of change. Out of different types of reforms, the most feasible
        is the one which leaves most executive and controlling functions of the state and party intact. There is also a
        tendency to treat economic reform as a substitute for political change which would broaden social control,
        particularly as the means of institutionalizing participation of true representatives of society in a
        decision-making process. If we abstract from a short-lived recognition of the independent trade union in Poland
        in the period 1980/81, rightly hailed by the international press as a kind of miracle, then the only meaningful
        “democratizing measure” involved the act of authorizing workers’ self-management. But also in this respect we
        can see a repetitive pattern. The only kind that has any chances to last is the kind of self-management that
        had been appointed by the authorities, and which since its inception is controlled by the party, or by the
        combined party and trade unions apparatus. But under such circumstances self-management is no longer true
        self-management, it actually contradicts its name by remaining a participatory institution. And whenever the
        workers’ councils happened to be constituted in a spontaneous way, and the party had no control over them,
        their recognition by the authorities proved not to last long.
      


      
        So far, only in two countries of Central and Eastern Europe have reforms transcendend the
        minimum level required for the transition from a command to a decentralized economic system. The first country
        was Yugoslavia, then Hungary followed: the only CMEA country to abandon the type of economic planning based on
        command and rationing. In fact, it remains the single country with these characteristics in the CMEA, since the
        Polish reform, based on similar principles, under way since the end of 1981, has not managed to win a lot of
        ground, due to extensive rationing which is being justified by the depth of the economic crisis. In the past
        few years China has embarked on a similar path. In Yugoslavia and Poland economic reforms have been accompanied
        by propaganda campaigns hailing democratization or renovation, but neither in these nor in the other two
        countries did the communist parties tangibly reduce their control. Practically no socio-economic organizations
        independent of the administration and the “nomenklatura” have been authorized, although, admittedly, more
        radical economic reforms have, as a rule, been accompanied by some measure of liberalization, not limited
        exclusively to the economic sphere. Since its inception the Hungarian reform seems to have been conceived as a
        purely economic step; the general intentions to extend the then declared democratic rights of the workers were
        not made any more specific over the next several years. (The recent wave of reforms in that country will be
        further discussed.) The Chinese reform seems to be of a similar kind.
      


      
        All these well-known facts prove that the tendency to separate economic reform from political change dominates
        in the communist countries. Lange’s hypothesis about a close interrelation of the two types of change is now
        corroborated by numerous, largely indisputable facts: economic reforms without adequate political counterparts
        remain shallow.
      


      
        But if the potential dichotomy of the process of change and the relative autonomy of economic and political
        components, as well as varying vehemence of the allergic reactions of the authorities to each of them, had been
        realized early enough, the economists’ dis-enchantment could have been smaller, and more importantly, this
        could have stimulated the economic circles to take a more pragmatic and realistic line. This could have also
        resulted in a more pragmatic approach to political change, particularly if it had helped to determine its
        minimum extent, required for passing from the command type to the parametric and market-oriented pattern of
        economy.
      


      
        Socialist democratization certainly did not mean for Lange that free elections and a multi-party system could
        be cornerstones of the system of political power. But volatile public feelings and demands of more than could
        have been done certainly had some impact on Lange’s approach. (“The Stalinist system of exercising power on
        behalf of the working people must give way to a veritable rule by the working people”) and
        it can only be regretted that a sober assessment of what could have been done had not been actually attempted.
        And yet, Lange’s reform declaration is a fund of values which should contribute a great deal to our
        understanding of the “process of reforming”.
      


      
        Most significant in Lange’s concept of that process is his perception of it, not just in terms of “achieving
        goals”, but also in terms of formulating the program of the reform, of “elaborating the new economic model”
        which, apart from being the summing up of “life experience”, should also be the result of research and study. I
        think Lange was right when he pointed out that the pattern and prospects for the reform are contingent upon
        social forces, even if his identification of those forces was not quite adequate. Although great reformatory
        movements have been failing so far, the inference should not be made that “the process of reforming” goes on
        somewhere outside the social scenery, that the imagination of the reformers, expert advisers included, is not
        affected by the workings of the social forces.
      


      
        Another of Lange’s assumptions has no less significance. The choice of a model of the national economy’s
        functioning, perceived as a complex of institutions, reflects not only an expert’s “knowledge of the actual
        relationships and conditionings” but also his scientifically non-verifiable value judgments. No need to remind
        us that each “theory underlying a projected model of the economy reflects preferences of some social group (in
        power), or of society, or (ideally) of both.” Economic activity is framed by various institutions and according
        to the rules which they set, but apart from being the locus of economic life, those institutions are also a
        part of the organizational structure of the state (in a broad sense), and a forum of social activities. For
        these reasons “the citizens’ discussions”53
        are as competent as are professional debates. There is no certainty that the authorities are better informed
        than ordinary citizens. But it is certain that the authorities and the citizens have at their disposal
        different types of information, since their respective vantage points are different. These two stocks of
        Information may complement each other. It is true that economic decisions should be taken on the grounds of
        “the professional cognizance of the relationships”, but politico-economic decisions are not in fact taken by
        experts, but by the political institutions, governed by their own logic. The strong ideological orientation of
        the authorities and particularly their being possessed by the historical mission they are destined to fulfill,
        makes their argumentation no less value-loaded and emotional, although in a different way, than that of the
        “citizens’ discussions”. Under such conditions the use of experts by the authorities resembles the drunkard’s
        use of the street lamp, when instead of needing light he is in need of a support to lean against. Therefore the
        experts’ advice can prove most useful, if it is listened to at the “citizens’ discussions”
        and if through them it produces an indirect rationalizing impact on the decisions of the authorities. So, if we
        are concerned with the decision-makers, such as they are, we cannot expect them to make sensible
        politico-economic decisions, unless they stop neglecting the “citizens’ discussions”.
      


      
        There is yet another valuable aspect to Lange’s approach that is worth remembering: Presumably guided by
        tactical considerations he preferred not to present his definitive, premature vision of the socialist economy,
        thus shifting the emphasis away from the goals to be achieved, and he seems to say, “all that matters is
        movement”. He was right, however, while stressing the relativity of the “process of reforming” and “the final
        goal model”, and vice versa. History proved the correctness of Lange’s approach. That relativity is reflected
        not only in the influence exercised by the reform process on the final goal model, In its corrective role for
        that model, in ascribing different qualifications and weights to its particular assumptions, but it is
        reflected as well by the fact that there has not been even a single case of a country where a final goal model
        would be implemented, even approximately. This concerns even the most radical and consistent reforms: in
        Yugoslavia, the most far-reaching in the communist world, and in Hungary, the most radical within the CMEA. In
        both cases the difference between the acutal results and “the anticipated state” are so vast, that it prompts
        contemporary reformers, especially in Hungary, to make demands of reclaim. In Hungary it is also significant
        that the New Economic Mechanism was closest to the assumptions in the period immediately following the reform
        of 1966–1968, while after 1971 recentralization was introduced, which meant partial abandonment of the reform.
        The Yugoslav case was similar; if we assume that the point of time reference is the year 1965, then the actual
        economic mechanism was the closest to the assumptions of the reform in the second half of the 1960s, but since
        then state interventionism has intensified.
      


      
        Slightly exaggerating we might say that the actual reality of the reform is “the process of reforming”. Similar
        conclusions might be drawn from the analysis of the Hungarian, Czechoslovak and Chinese cases, as well as from
        the experience accumulated on the “Polish path to socialism”. Just that “path”, and not some abstract concept
        of the system, constitutes the essence of real socialism.
      


      
        Realizing a certain isolationism of contemporary Polish economic thought, it may be useful to bring out one
        more feature of Lange’s reformatory approach: its universality. Both his critique of the
        bureaucratic-centralistic model and his arguments in favor of the reform, refer to all CMEA countries: “The
        process differs from one country to another, but the current of change… can be felt everywhere”.54 Although Poland was then in the forefront of the
        reform movement, Lange was stressing that: “The experience of other socialist countries is
        very helpful in elaboration of the economic model” and concluded that the Polish model tends “to take an
        intermediate position between a highly centralized Soviet… and a totally decentralized Yugoslav model”.
      


      
        Now let us examine, how “the process of reforming” in Poland has been perceived in the post-Solidarity period;
        the reform itself will be discussed later. We should note here that the origins of the current economic reform
        can be traced back to the great social upheaval of the period 1980–1981 and to the Martial Law phase. The
        utopia called “the self-dependent Republic”, born in the period of the upheaval, became a trump card played by
        the authorities in the process of reforming, undertaken under the banner of “socialist renewal” during the
        Martial Law phase. Drawing a remote historical analogy, one might say that the program of the “reformation” was
        taken over by the counterreformation. This seems to speak in favor of the popular conviction that each
        counterreformation constitutes not only “restoration” but also (to some extent) reformation, being at the same
        time “a perverse fulfillment” of its slogans.
      


      
        Both the reform and its doctrine clearly reflect the two above mentioned characteristics of the
        counterreformation. Thus no wonder that Oskar Lange’s revisionistic concept of the “process of reforming” has
        been negated not only with respect to its “weak spots” but also to its valuable inputs which we have stressed.
      


      
        In this connection it is worth returning to Zdzislaw Sadowski’s already quoted article containing an outline of
        the “process of reforming”. The author is both a scholar in economics and the official government spokesman on
        reform (for some years now he has been Deputy Minister for the economic reform). Thus his views can be
        considered representative of “the economic imagination” prevalent among the establishment’s experts. Sadowski’s
        article, explicitly stating the need for “the theory of reforming” which would take account of the difference
        between “the process of reforming” and the projected model, is a valuable input, speaking in purely scientific
        terms, even if the “ideology” of that “theory of reforming” has to be rejected for fundamental reasons.
      


      
        The initial hypothesis assuming that the process of reform is different from the projected model stems from the
        author’s conviction that rapid transition to that model is impossible. The process “Is time-consuming”, it must
        be evolutionary and accomplished stage by stage. Sadowski developed his hypothesis into four “basic hypotheses”
        which are as follow: a transitional period is unavoidable; permanent solutions have to coexist with the
        temporary ones and the former displace the latter; theoretical solutions are not readily available, hence the
        necessity to experiment; and finally: some unexpected factors, capable of “distorting“the
        process, are bound to appear.
      


      
        It is striking that these basic hypotheses are narrowly economistic and this approach is reflected also in the
        author’s outline of the theory of the reform. The last assumption concerning distorting factors is exceptional.
        But it is an exception of very peculiar nature. Since all those factors - apart from some erroneous projections
        - are attributable to the people’s behavior which stems from the fact that the process of reforming the economy
        “is an integral part of the current economic and social life of the country… all economic processes go on
        simultaneously and in conjunction with it. The people’s primary interest is and has to be… with the current
        economic situation, and only in the second place is it with the reforming of the economy… The way they react to
        the processes of the reform as well as their attitudes towards it are labile and fluctuate according to the
        current short-term changes’.55
      


      
        Sadowski does not take into consideration that the voices of public opinion - if listened to by the authorities
        - could make their actions and programs more correct and socially acceptable. For him, they are but distorting
        factors. This becomes clear after reading the author’s credo formulated at the very beginning of his article:
        “Reasonable economic and politico-economic decisions (so they concern the reform above all - T.K.) cannot be
        taken on the grounds of the citizens’ discussions”. These decisions “have to be based on professional
        cognizance of the actual relationships and conditions. In order to take such decisions, not just familiarity
        with facts, but theoretical knowledge, is required. Citizens’ discussions are useful as well, but only to
        enrich factual knowledge of the people’s attitudes and the socio-psychological conditions of the economic
        decision-making”. According to Sadowski the citizens’ discussions involve “only (note a repetitive use of this
        adverb - T.K.) emotional assessments and judgments”.56 This, coupled with inconsistency and lability of the social behavior, seems to
        provide a perfect justification to our calling this stand highly elitist.
      


      
        To bring out another perspective of the process of reform we shall point to the consciously isolationist and
        polonocentric bias of Sadowski’s approach. These are some illustrative statements: “What justifies a negative
        assessment of the command model of the economy with an eye on Poland?” “A negative assessment of the former
        economic model under Polish conditions led to the conclusion that for the functioning of the socialist economy…
        another economic model is required…” The Polish experience is set against the experience of other countries
        with a greater internal discipline. “In the countries with a greater internal social discipline the command
        economy may be functioning better without neglecting and distorting micro-economic
        rationality even under that system”.57
      


      
        Also, when Sadowski enumerates “five areas“of the theory constituting the foundations of the Polish reform, he
        does not even mention the Hungarian and the Yugoslav experience, generalized in the abundant literature. It is
        astonishing enough, if compared to the magnanimity of the Hungarians, who until the present day have on
        different occasions been stressing the Polish theoretical filiation of their own reform.
      


      
        My present concern, however, is not with politeness. I consider it to be unacceptable to neglect the Hungarian
        and the Yugoslav experience, not to take into consideration the non-command systems of their national
        economies; I can quote two Important arguments which justify my opinion.
      


      
        Quoting the specificity of the Polish case as the main argument in favor of the reform must breed half-hearted
        reformers, incapable of an open and persistent struggle for radical change. Proclaiming “The End of
        Laissez-Faire”, J.M. Keynes wrote: “In the field of action reformers will not be successful until they can
        steadily pursue a clear and definite object with their intellects and their feelings in tune”.58 It is doubtful If he could have written the same, if
        he had proclaimed the end of economic liberalism with respect to conditions in Great Britain (although - in my
        opinion - he would have had more reasons to think in these terms than has Sadowski with respect to Poland).
      


      
        Sadowski’s emphasis on the lack of internal discipline of Polish society is a reflection (I assume rather
        unintended) of a disappointment, quite widespread in part of the establishment, that conditions under which one
        has to act are extremely unfavorable. We are concerned, however, not only with the lack of determination of the
        reformers, but also with their readiness to identify clearly those factors which are responsible for distorting
        the project of the reform in the course of its implementation. Without taking the Hungarian and Yugoslav
        experience into account one could easily conclude that the nature of many deviations from the basic assumptions
        of the reform are temporary and attributable to either an early period of the “process of reforming”, or to the
        specificity of conditions in which the disequilibrium occurs. There are certainly such deviations too. But if
        the three countries are taken for comparison, it is pretty obvious that the phenomena which are considered to
        be transitional in Poland, are perceived as lasting in Hungary and Yugoslavia, and even tending to gain in
        intensity. Here we could name such phenomena as “political evaluations”, and “political investment”, as
        permanent changing rules of the game for enterprises, granting allowances, credits and subsidies on subjective
        grounds. Persistent reiteration of these phenomena (although in changing proportions) amounts to a sort of
        “systematic”, or rather “systemic” error. Given that common denominator of the reforms,
        some fundamental questions should be asked by the economist, particularly one theorizing on the process of
        reforming, aiming at elucidation of the political obstacles to the radical reform and of the possibilities of
        overcoming them.
      

    


    
      7.
      Reformability


      
        To the overall account of the economic reforms in the communist world conducive to abandoning the command
        system can be added, as far as we can judge, the reform of the Chinese economy. In agriculture, employing about
        80 per cent of the workforce, a far-reaching reform was carried out some years ago and resulted in a
        significant increase of output. It is not yet clear whether the reform in industry is to be as radical as that
        In agriculture, but there are first indications (materials of the Party Plenum in 1984) suggesting that China
        may follow the Hungarian example.
      


      
        The outcomes of the reforms implemented so far are thus not impressive. No doubt, however, that a good start
        has been made, considerable experience been accumulated and digested.
      


      
        Given that much, it seems reasonable to ask why, this hopeful start notwithstanding, the idea of reformability
        of the system has been strongly questioned and skepticism is even growing. Why are both professionals and
        laymen so skeptical?
      


      
        The present author would argue - which is evident from the preceding analysis - that the system of real
        socialism can be reformed, but not unconditionally. On the other hand, some weighty arguments can be quoted
        against reformability. Since the final conclusion reached by the author differs from some other writers’, the
        difference can perhaps be attributed to diversity of perceptions of those arguments. Let us then consider at
        least some “pros” and “cons”.
      


      
        There are different perceptions of the very problem of reformability of communism.
      


      
        Until recently it was often held that any substantial reforms of the East European economies will be nullified
        by the “communist environment” and particularly by the Soviet Union, which seemed to be the least inclined to
        carry out any far-reaching reforms, including an economic one. Yugoslavia cannot be even considered an
        exception that would confirm the rule, since it is outside of the Soviet bloc. Only the Hungarian reform is
        accepted as constituting the exception, but at the same time it is commented upon as a result of the belated
        “stock-clearing” after the Khrushchev epoch, now wholly past.59 The example of Czechoslovakia of the “Prague Spring” period is quoted as an
        ultimate argument against hopes vested in reforms.
      


      
        Certainly there is some truth in this, but it should not be taken to be the total truth.
      


      
        The experience of the “Prague Spring” certainly proves that in the communist world the
        international context creates many more obstacles to radical reforms than in the Western World. It is no
        coincidence that Yugoslavia embarked on the path of reforms after it had been excluded from the Cominform and
        from the Soviet bloc. The Czechoslovaks, however, in contrast to the Hungarians who acted with deliberation,
        showed little concern with the international context. Burks rightly noted that “The strategic blunder of the
        Prague revisionists was their stubborn refusal to recognize that the changes they had in hand threatened the
        fabric of the socialist commonwealth itself”.60
      


      
        The narrow limits of the Polish reforms, under the rule of Gomulka (1970) and Gierek (1973) can, at least in
        part, be attributed to the geopolitical nature of the fears rooted in the fiasco of the Czechoslovak reform.
        The “international context” could also play some role in the so-called WOG reform (WOG stands for W¡elkie
        Organizacje Gospodarcze - the great economic organizations) argued for in terms of a further “perfection” of
        the state and the economy. In this case, caution bordering on resignation typified the half-hearted approach
        which easily surrenders the attempts of change to conservative forces and their neutralizing influence.
      


      
        On the other hand, the escalation of demands in the period of legal Solidarity proved, like in Czechoslovakia,
        that the international context was neglected. The attempts at reform in that period in Poland also suffered a
        defeat, but comparing the contents and fates of the Solidarity movement with the “Prague Spring” we can
        conclude that the margin of freedom left by the international context has grown wider since 1968.
      


      
        China’s joining the “communist club of reformers” may widen the margin of freedom even more.
      


      
        In the debate on reformability of the communist system it is frequently and cogently argued that the system
        cannot be reformed, since social groups formed under the old bureaucratic and centralistic system will
        neutralize all attempts at carrying out the radical reforms which threaten the system and the vested interests
        of these groups. The bias of the argument, however, consists in that reformatory changes of this type have
        always involved social struggles, the outcomes of which have been contingent not upon the strength of just one
        party but upon the relative strengths of all the participating forces.
      


      
        This brings us close to the core problem of reformability of real socialism. The hypothesis of its
        non-reformab¡l¡ty is best substantiated by the lack of an intrinsic self-correcting mechanism and by the
        inability of the system to be “learning by doing”. It becomes clear after each workers’ revolt that the
        authorities were receiving a considerable number of warning signals, but diffuse, and as a rule, neglected.
        This can be explained by the lack of independent institutions capable of pressing with
        determination for their acceptance, and by lack of institutions of social mediation. Since the mass media are
        either under monopolistic control, or at least strong domination, of the State apparatus, since they are
        controlled by the old centralistic and bureaucratic system, the social groups interested in the reforms are
        deprived of an opportunity to struggle for them publicly, and In particular, to organize pressure on the
        conservative sections of the state and party apparatus. In a number of communist countries just this handicaps
        the position of the forces of reform. The core problem of reformability of real socialism has not been solved,
        and may remain unsolved, for years to come, for the following reasons: if the market was recognized as the
        principal means of verifying the effectiveness of independent enterprises, then - by implication - this would
        mean that the principle of a “moral and political unity” of society has to be abandoned and that instead it
        would have to be recognized that society consists of many social groups with contradictory and frequently
        conflicting interests. Any economic reform based on this principle would remain consistent only if that
        diversity of interests and their contradictions got institutionalized and if social and economic pluralism were
        recognized. It turns out that the anticipated results of the reform represent values upon which success of this
        reform is contingent, and that consequently at least the minimum of the corresponding conditions is
        indispensable already in the period of struggle for radical reform. This is the vicious circle, and even the
        most optimistic scenario (unfortunately without practical confirmation) would assume that the reform itself
        would be capable of creating favorable conditions of struggle for that very reform. In the first stage of
        reform, material and organizational prerequisites are created for an open action of forces (social groups)
        interested in the changes. This, in turn, helps to expose inconsistencies of the hitherto implemented reforms,
        the halfheartedness of certain reform attempts, and to formulate subsequent demands. The experience of the
        Polish reform of 1982, although interesting in this respect, is not in fact comforting. So far the systemic
        articulation of what constitutes a threat to the reform and of what is still desirable constitutes concern of
        only such professional groups as economists, lawyers, sociologists, particularly those of the scholarly
        circles, and therefore the least dependent on the economic administration. Participation of the representatives
        of the workers’ self-management and of the managers is depres-singly small. Their frustrations and hopes come
        to be publicly known only if the authorities, journalists or research institutions manage to elicit their
        expression.
      


      
        What is responsible for this? Directors of enterprises and the self-management activists
        were given a certain freedom of action within the limits of the enterprises, exclusively with reference to the
        scope of their operation, while in initiating and implementing any changes which would go beyond these limits
        they have to respect the leading role of the party and the state administration as strictly as before. As long
        as various meetings and conferences of directors and representatives of the workers’ self-management are called
        together by the party or/and by the state administration, manipulation from above of the social critique and
        its restriction is unavoidable. This critique could be meaningful only provided directors of enterprises and
        the representatives of the workers’ self-management could, of their own accord, call together conferences to
        disclose dangers to which the reform and its perspectives are exposed, and if then they could, both in public
        and in various unofficial lobbies, struggle for their demands to be met. Only then, too, the first guarantees
        (even if still inadequate) of the irreversibility of the reform could come into force. Putting it differently:
        if the process of reforming is not accompanied by at least some more freedom to act, the reform can be stripped
        of its significance, even if carried out under the banner of “further perfection”. Granting more freedom of
        gatherings and associations of a non-political nature could have the significant consequence of dissuading the
        central authorities from their attempt to reinstate the system of centralization and command. A number of
        countries made such a step backward at the beginning of the 1970s (not only the GDR, Czechoslovakia and the
        Soviet Union, but also Hungary and Yugoslavia); no social forces managed to articulate their discontent
        (Hungary may be an exception).
      


      
        Furthermore, the principles of the reform could under such conditions be emptied of its original content, even
        in the absence of a premeditated and open assault by the central authorities. This may be an exclusive result
        of a high degree of politicization of the economic sphere -a remnant of the past.
      


      
        In order to further substantiate this argument two sociologists will be quoted: Jan Szczeparíski, in his
        article, already referred to, accurately observed that one cause of the low economic effectiveness of the
        economy consists in that it has to shoulder
      


      
        “an excessive political load”. “The nationalized enterprise was gaining the significance of an institution
        constitutive of the new system. Hence its political tasks were gaining equal, or sometimes even greater
        importance, than the economic ones. The enterprise was creating basic technical and material assets of the
        system, it was a unit of political organization of the working class, one designed to be the main political
        force of the system. The enterprise was expected to educate the workers, to form their
        consciousness, as well as to perform functions related to welfare and culture”.61
      


      


      
        The tasks of this kind were imposed on enterprises by the party and the state. Actions of this type could
        certainly not remain without some reaction, frequently a defensive one. Thus the impact of politicization of
        the economic sphere drew the attention of the sociologists:
      


      
        “The politicization of economic life follows not only from the fact that numerous decisions have political
        criteria and are taken by the political institutions. It can be attributed as well to the perception of
        political demands as threats to the system. Consequently, there are no ways of articulation of these demands.
        Under such conditions… political interests of different groups could be expressed only in terms of economic
        demands. Simply, the language of these demands was the only authorized way of expressing social and political
        discontent”.62
      


      


      
        The cited authors generalized on the Polish experience. Yet their observations can obviously be referred to a
        broader context. In fact, they apply to all countries of real socialism, including Yugoslavia, although in
        different proportions. Decentralization of economic decisions does not at all imply that the party state will
        renounce its political easements from enterprises, or that workers will stop demonstrating their discontent in
        the language of economic demands. On the contrary, political organizations active in the enterprise, and the
        local authorities are now taking even greater responsibility due to “taking over” some functions of the center.
        It is the enterprise which is now expected to protect the interests of the state (flexibly interpretable) and
        which should be combating all particularisms.
      


      
        Under such conditions the chances for an economic reform to materialize that embodies decentralization,
        market-orientation and where enterprises adopt the economic calculus to evaluate their profits and losses are
        very slim. This has been confirmed by the experience of the countries which gave up the command economy but
        have not managed significantly to improve the standards of living of their population. The economic calculus
        suffering from “political overload’ provides an explanation.
      


      
        Due to lack of socio-economic pluralism substitutional forms of articulation of the interests happen also in
        the economic sphere. For example, Kolarska and Rychard point out that: “The consumers’ interests which in the
        market economy are separate from the interests of producers and are articulated outside the employing
        institutions, are merged in Poland and cannot be sorted out for lack of opportunities to articulate them
        outside the enterprise.”63 For both reasons,
        also for the workers the enterprise represents something more than an institution for which they are working.
      


      
        The large working collectives of big industrial plants are most exposed to the “political
        overload”. On the opposite pole there are small factories, and above all artisan shops and peasant family
        farms.
      


      
        In Poland the biggest enterprises are under the direct political charge of the functionaries of the central
        organs of the Party. This seems not to have helped them to prevent outbursts of the revolted workers’
        discontent, but at the same time this is an instructive example demonstrating that wherever the workers have
        good opportunities to organize themselves, the central authorities tend to maintain their direct political
        influence.
      


      
        Therefore, if we assume that the process of reforming the economy of real socialism is tantamount to
        depoliticization of most of the economic decisions, to basing them on quantifiable monetary criteria - then
        pluralization of the forms of ownership (which should above all mean restricting proportions of the state
        sector) must be no less significant than delegation of a large number of decisions by the center down to the
        enterprises.
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    Gorbachev’s Reform Course Confirmed


    
      Peter Havlik
    


    
      Gorbachev’s reform plans begin gradually to emerge. Immediately after his accession to power in March, 1985 he
      called for radical changes in Soviet society, though during the first two years the reforms were largely limited
      to the continuation of disciplinary measures started already under Andropov. The preparation of a reform concept
      had been finalized by mid-1987 and, finally, at the end of June 1987, an important Session of the Central
      Committee of the CPSU adopted “Basic Principles for a Radical Reconstruction of Economic Management“.1 These principles envisage numerous changes in planning,
      pricing, organization of material and technical supply, finance as well as in the structure of management organs.
      In essence the changes should be implemented by the end of the 1980s in order to prepare the next five-year plan
      (1991–1995), already reflecting changed systemic conditions. The aim is to proceed from currently prevailing
      administrative management methods to the economic management at all levels and to the “democratization of
      management”. The “Basic Principles” cover six areas which are briefly described below. First experience with the
      difficulties arising from the implementation of economic reforms revealed the need for other systemic changes
      which would create the necessary societal background for reforms. Election and other “political reforms” have
      been discussed at the Party Conference convened in June, 1988. A brief evaluation is enclosed at the end of the
      chapter.
    


    
      1.
      New Economic Mechanism for Enterprises


      
        As a basic element of the economy, the enterprise will independently elaborate its annual and five-year plans
        on the basis of control indicators, long-term economic normatives, government contracts and limits. According
        to the simultaneously adopted Law on the State Enterprise2, control indicators do not have directive character. They specify output in
        value terms, profit (income), foreign exchange earnings and the most important technical-economic production
        characteristics and indicators of social development.3 Government contracts cover production of most important
        goods and the realization of investment projects financed from the State Budget. They may be awarded after call
        for tenders and their fulfillment is obligatory. Long-term economic normatives will be stable for the whole
        five-year plan period and will specify taxation, wage and other funds formation rules with respect to
        individual regions. Limits are set to the amount of budgetary investments for projects included in the plan as
        well as for the amount of centrally distributed resources.
      


      
        Enterprises’ revenues shall cover all expenses, including wages and investments; the government will not be
        responsible for commitments of enterprises (self-financing should be achieved). Subsidies from the State Budget
        will thus be an exception, applied mainly for the realization of huge investment projects. Enterprises can
        (with the permission of supervisory organs) choose one of two basic models of self-financing. The first model
        is based on the normative distribution of profit. The residual profit is distributed (according to given norms)
        into various funds. Taxes and interest payments are paid from profit. A wage fund in this model may be
        established as a given share of net production or by other characteristics of output. After-tax profit remains
        at the disposal of the enterprise for financing of investments and work incentives. The enterprise’s income is
        here made up from the wage fund and residual profits. A second model distributes income remaining after
        deduction of material costs. Taxes and interest payments in this model are paid from income. After-tax income
        remains at the disposal of the enterprise (as a collective income) and is then split into work remuneration,
        production development and other funds which are formed according to given normatives.
      


      
        While in the first model the wages are more or less guaranteed (by the normative share of the net production -
        which is the current practice), only the second model aims at creating really hard conditions of
        self-financing: all expenses must be paid in the first place, obligatory funds are formed and only the
        remainder may be distributed in the form of wages and other incentives. The former system is less efficient and
        prevails at the moment, the latter shall be gradually introduced in the course of the reform.4
      


      
        It is intended to create conditions for economic competition between enterprises. The enterprises are also
        advised to organize ballots in the course of the next two years for the selection of work councils and
        management organs.
      

    


    
      2.
      Central Management Based on Economic Methods


      
        Planning will still be the main instrument for the realization of the economic policy of the Party. However,
        the system of state planning will be changed. Starting point will be a draft concept for economic and social
        development for the period of fifteen years. This concept will then serve as a basis for
        the elaboration of directions for economic and social development (also for fifteen years) with further
        specifications for the first five-year plan. The State five-year plan for economic and social development (with
        annual specifications) will contain main indicators characterizing results, proportions and the efficiency of
        the economy; it will be elaborated by the State Planning Commission (GOSPLAN) and will take into account draft
        plans supplied by ministries. The ministries then determine basic indicators for the elaboration of five-year
        plans at enterprise level.
      


      
        The economic methods of planning will be based on the above described control indicators, long-term normatives,
        government contracts and limits. The GOSPLAN will concentrate on strategic planning and on the coordination of
        the activity of other central economic bodies. A State Committee for Science and Technology will draft and
        control the fulfillment of huge scientific and technological projects. Wholesale trade in means of production
        will be introduced in order to overcome problems arising from the lack of many material resources; the switch
        from currently used central allocation of resources to wholesale trade should be completed within the next four
        to five years.
      


      
        An important issue within current reform efforts will be the complex reform of prices. All kinds of prices
        (wholesale, retail, procurement prices in agriculture and tariffs for services) will be revised, taking into
        account social costs, utility and quality characteristics as well as demand. The new system should reduce
        subsidies and create economic conditions for self-financing. Prices of raw materials and energy will be
        increased, those of machinebuilding output should reflect the efficiency of individual products. Procurement
        prices in agriculture must create conditions for the concentration of production in main areas and for the
        profitability of farms. Changes in retail prices must not worsen living standards: on the contrary - certain
        categories of workers should gain.5 Generally,
        the share of centrally-set prices will diminish and the role of contract prices (negotiated between suppliers
        and consumers) will increase.
      


      
        Finance and credit systems are bound to change as well. A program for a “financial cure” of the economy will
        have to be elaborated. The money supply will be brought into balance with existing material resources. The
        charges paid by enterprises for the use of resources will form the main source of income of the State Budget.
        Currency emission must not be used as a substitute for credit expansion; special banks will be set up for
        credit operations in individual branches of the economy.6 Budget financing of investments will in future be largely replaced by long-term
        credits. The purchasing power of the Rouble should be increased and, gradually, its convertibility, in the
        first place within the CMEA, should be achieved.
      

    


    
      3. Changes in Management Structures


      
        The existing cumbersome and administrative management methods are viewed as inefficient, it is therefore
        necessary to develop organizational and management structures mainly at the enterprise level. Central organs
        will supervise only huge scientific-production enterprises (several thousands of them), medium and small
        enterprises producing for local markets will be controlled by republican and local organs. Conditions for
        economic competition between enterprises shall be stimulated and the monopolization as well as the “dictate of
        producers over consumers” must be avoided.
      


      
        Ministries will in future become scientific, technical, planning and economic headquarters of individual
        Industries. They must be “liberated” from the involvement in operative management of enterprises, but they will
        still be responsible for satisfying the country’s demands in the branch output. The control apparatus will be
        reduced and streamlined; statistical organs must devote more attention to qualitative indicators, to regional
        and social problems as well as to sample surveys. More statistical information must be published.
      

    


    
      4.
      Optimalization of Branch and Regional Economic Management


      
        Territorial aspects of complex planning will be promoted, taking into account all enterprises and organizations
        of the region, irrespective of their institutional subordination. The role of republican Councils of Ministers
        will increase. Only heavy industry will be coordinated by central organs; enterprises producing for local
        markets will be subordinated to republican and local management organs. In regions and counties (oblasts’) main
        production-economic management organs will be organized at the level of Soviets of Peoples’ Deputies for
        purposes of operative economic management.7
      

    


    
      5.
      Strengthening of the Social Orientation of Management


      
        The Central Committee of the CPSU expressed the belief that the role of the human factor should be stimulated
        by a powerful system of incentives. The wage system and organization of work will be changed. A collective work
        and remuneration system will be commonly used8
        and a system for efficient employment shall be created. The State Committee for Work and Social Problems
        (Goskomtrud) will be reorganized. It will be responsible for maintaining full employment as well as for labor
        placement and for the re-training of released workers and unemployed labor. A network of local organs will be
        set up for this purpose.
      


      
        It has been pointed out that a radical reform of management is indispensable for the creation of balanced
        demand and supply on the consumer market of goods and services. The production of consumer
        goods as well as cooperative and “individual” work forms will thus be promoted. Moreover, economic management
        methods (khozraschot) will be applied also in the area of education, culture, health services and sports.
      

    


    
      6.
      Organization Timetable for the Realization of Economic Reform


      
        The Central Committee of the CPSU stressed the importance of a tight schedule for the implementation of the
        intended “radical reform”. In any case it must be avoided that, as in the past, slowness and bad coordination
        hinder the realization of reform intentions. The following schedule has therefore been adopted:
      


      
        	- preparatory work for the implementation of the Law on State Enterprise must be completed by the end of
        1987, and, during 1988–1989, the law shall be effective in all enterprises;9


        	- reforms of planning, prices, finance as well as of material and technical supply shall be completed by
        the end of the 1980s, so that the next five-year plan will start already under the new system;


        	- measures will be elaborated to normalize the situation on the consumer market and to improve the balance
        of demand and supply till 1990;


        	- the next five-year plan must be elaborated and adopted before 1991;


        	- all legal acts, including ministerial instructions which are in contradiction to the Law on the State
        Enterprise and other new reform acts shall be reviewed and changed;


        	- the rule must prevail that enterprises may engage in all economic activities which are not explicitly
        prohibited by law.

      


      


      
        The application of the new economic management methods will be studied by cadres in a democratic environment
        and “glasnosť”. New economic textbooks must be prepared as soon as possible. Radical economic management reform
        cannot be realized without broad democratic roots being made to develop within society. Draft plans, budgets,
        bills etc. should be publicly discussed; management representatives must regularly report about their work to
        Soviets of local deputies, to work collectives and to the mass media.
      

    


    
      7.
      Preliminary Assessment


      
        The adoption of the Basic Principles represents, at least from the formal point of view, a major success for
        Gorbachev’s reform program. At this stage it seems that the general principles for initial changes were by and
        large correctly formulated, the adoption of a “reform timetable” is also a positive feature. Nevertheless, the
        problems lie in the details and in the art of application. A first impression is that a
        certain effort to decentralize is attempted: the latitude allowed the enterprises will be broadened, that of
        GOSPLAN and ministries narrowed. But still, control indicators, government contracts and limits will most
        probably hamper the enterprises’ room for decision considerably. The intention to introduce wholesale trade for
        production inputs and in future to distribute only the “most scarce means of production“centrally seems
        especially vague, since the latter may easily cover the bulk of inputs and, moreover, eventual shortages will
        not (at least potentially) be regulated by market forces but rather by a shift of products in short supply from
        the list of those “distributed by trade” to those “distributed by central limits”.10
      


      
        Naturally, the whole system of self-financing is vitally dependent not only on the free availability of
        production inputs, but also on prices which reflect scarcities, i.e. on the quality of the prepared price
        reform. The problem is how to establish prices reflecting “soc¡etally necessary production and distribution
        costs” without the free play of market forces; how to reduce subsidies without increasing prices, e.g. for
        meat, bread and public transport; and finally how to increase wages without creating inflation. In sum, by
        solving delicate problems of price control and free price negotiations, government organs will almost certainly
        retain the last word, especially as far as politically sensitive products are concerned.
      


      
        The illusion that the traditional working style of Soviet bureaucrats will change is apparently great. Thus,
        for instance, ministries should not intervene in enterprises’ operative management, but they will remain
        responsible for their output as well as for eventual disproportions. Gorbachev’s fight with the State and Party
        bureaucracy will not be easy: like the Tsars, he is “powerless against the bureaucratic body; he can send any
        one of them to Siberia, but he cannot govern without them or against their will“.11
      


      
        The response of the workers is still to come. Their reaction to more work, possibly increased prices and the
        prospect of unemployment can easily be imagined.12 So far, the workers remained largely unaffected by the latest campaign for
        “perestroika”.
      


      
        Politically, Gorbachev succeeded in pushing through his proposal for calling a party conference next
        year,13 and has apparently strengthened his
        position within the ruling Politburo by appointing three new members.14 More clarification with respect to potential chances for the success of his
        reform may be hoped for from a study of forthcoming reform documents.
      


      
        Experience from smaller East European countries (e.g. Hungary, Poland or Bulgaria) shows that problems in the
        realization often lead to set-backs, revisions and/or weakening of original reform proposals. In Poland,
        attempted price increases had led to massive unrest in the past; and, after the imposition
        of martial law, directive allocation of resources has in effect been reintroduced, in Hungary (with much longer
        reform traditions) the reform has until now affected agriculture and private services only, and the aggregate
        economic performance (similarly to Bulgaria) has deteriorated. It remains to be seen with what determination
        the Soviet leadership will deal with future problems and whether it has learnt from the experience available.
        In any case, the realization of the reform is going to pose serious problems as it affects the diverging
        interests of various groups in Soviet society.
      

    


    
      8.
      Necessity of “Political” Reforms


      
        The high expectations (e.g. regarding the impending price reform) put by some In the party conference that
        convened at the end of June have been only partly fulfilled. Gorbachev’s opening address laid the main emphasis
        on the reform of the political system, and his remarks concerning the economy were only general and highly
        selective. He suggested that the fulfillment of the current five-year plan (which is most likely already
        ¡nattainable) should not be the only priority. Instead, present experience should be used in order to formulate
        the strategy for the future. Such strategy should be directed at the “social re-orientation of the economic
        development by increasing the share of consumption within the national income”. New criteria and indicators
        characterizing economic growth will have to be found, too. Spectacular verbal exchanges like the one between
        the former Moscow Party boss B. Yeltsin and his conservative adversary Y. Ligachev are worth mentioning too.
      


      
        Gorbachev attempted in a more or less traditional manner to present the economic development during the past
        three years in a way aiming at illustrating the first successes of “perestroika” (see e.g. his emphasis on the
        increase in housing construction since 1985). In this point he was at odds not only with economic reality, but
        even with the prevailing assessment of Soviet economists. The latter was boldly presented by L. Abalkin,
        Director of the Economic Institute of the USSR Academy of Sciences, who pointed out that even according to
        official statistics the pace and quality of economic development in 1986–1987 was worse than during the much
        criticized previous period of stagnation. Abalkin’s criticism touched not only on the still prevailing
        administrative methods of economic management, but questioned even the possibility of a reform under the
        one-Party system and the given organization of production. He warned also of the danger of voluntaristic
        approaches to the economy by quoting the nineteenth century Russian writer N.I. Turgenev: “Basic knowledge of
        political economy is indispensable to the leaders of government; one may boldly state that every Administration
        which either does not understand or ignores the rules of this science will inevitably
        perish on finances”.15
      


      
        Gorbachev rejected Abalkin’s criticism, labelled his contribution as influenced by “economic determinism”
        without dealing in detail with the arguments raised, and tried instead to explain why the political reform is
        now necessary in order to avoid failures similar to earlier reform attempts. Then he turned to his surprising
        and controversial proposal to separate, on the one hand, government and Party responsibilities, and, on the
        other hand, simultaneously to unite the top appointments at all levels with the exception of small villages
        (this would allow him to occupy, in addition to the post of Secretary General of the Party, also the newly
        suggested office of the Chairman of the Supreme Soviet). Gorbachev defended his proposal with the need to
        streamline the activities of these two basic institutions. His arguments defending such a step by the need for
        more democracy and independent controls by the electorate sounded not very convincing given the Soviet reality,
        but Gorbachev’s confirmation of his intention to strengthen the one-Party system was certainly honest.
        According to M.S. Gorbachev, the Communist Party must not shy away from openly controlling the government: “All
        over the world the ruling party appoints its own administration.“Whether this kind of political reform will
        bring the proclaimed “democratization and the resurrection of Soviets as real organs of people’s power” remains
        to be seen.
      


      
        The final resolution (“On the realization of the XXVII Party Congress’ decisions and tasks for the
        strengthening of perestroika”) adopted by the Conference explicitly admitted the failure of perestroika to
        improve on economic inefficiencies, to accelerate economic growth and to increase the supply of consumer
        goods.16 Fresh impetus is expected from the
        envisaged reform of the political system. It has been stressed once more that the economic reform must be
        completed before 1990, and also the streamlining of ministries and other administrative bodies (including the
        Party apparatus) must not be dragged on for a “long time”. A substantial improvement in the food supply is
        viewed by the Conference as a task of utmost importance: all obstacles preventing the switch of kolkhozes and
        sovkhozes to the new economic methods shall be removed. Structural and investment policies (especially during
        the next five-year plan) shall form a pillar for a social re-orientation of the economy.
      


      
        The key decisions regarding the envisaged reform of the political system are: a limitation for the tenure of
        all Soviet and Party appointments to five years, the establishment of the Supreme Soviet’s Chairman office
        (with Gorbachev as the most likely candidate), the legal formulation of constitutional human rights and
        freedoms, the call for a revitalization of Lenin’s principle of democratic centralism, and the confirmation of
        the nomenclature system in pursuing the Party policies through communists working in
        government, economic and other institutions. The Party has to act within the framework of the Constitution; the
        Conference has recommended the establishment of a supervisory constitutional committee.
      


      
        Additional economic measures were not decided upon. The abandoning of unrealistic targets of the current
        five-year plan was probably a step too daring at the moment, new impulses for a marked improvement on the
        consumer market were missing too (at a separate meeting, however, the Politburo asked the responsible officials
        to prepare additional measures in order to increase the supply of consumer goods). The main result of the
        Conference appears to be the strengthening of Gorbachev’s position; he succeeded in presenting himself as a
        devoted, but at the same time cautious reformer who is trying to balance conflicting positions between radicals
        (Abalkin, Yeltsin) and conservatives (Ligachev). Despite the missing additional economic decisions, the
        Conference has still left room for further reforms.
      

    


    Notes


    
      1. See Izvestiya, June 27, 1987, pp. 2–3.
    


    
      2. See Izvestiya, July 1, 1987, pp. 1–4.
    


    
      3. In the transition period (i.e. till the end of 1990) indicators characterizing labor
      productivity and consumption of materials may be used as well.
    


    
      4. According to one of the leading Soviet economists, A. Aganbegyan, in his 1987 lecture in
      Vienna.
    


    
      5. It is not mentioned in the document that, implicitly, other categories of workers must lose
      (at least in relative terms).
    


    
      6. Prime Minister N. Ryzhkov mentioned six (in contrast to currently three) banks: the State
      Bank (which will be the main issuing and accounting center), Foreign Trade Bank, Industrial Construction,
      Agricultural, Housing Construction and Social Development as well as Savings Bank - see Pravda, June 30, 1987, p.
      4.
    


    
      7. A certain similarity with Khrushchev’s “Sovnarkhosy” from 1957 should not be overlooked.
    


    
      8. Similar to the brigade system: by specification of a certain production task and
      remuneration the productivity and quality of work should be improved.
    


    
      9. The bill was adopted by the Supreme Soviet on June 30, 1987 - see Izvestiya, July 1, 1987,
      pp. 1–4.
    


    
      10. However, individual calls for introducing the real market as the only remedy appear - see
      International Herald Tribune, July 4–5, 1987, p. 4. (excerpted from N. Shmelyov, “Debits and Credits”, in: Novyj
      Mir, No. 6, 1987, pp. 142–158).
    


    
      11. John Stuart Mill (1859) quoted in M.l. Goldman, Gorbachev’s Challenge,
      Norton, New York 1987. The replacement of bureaucrats does not appear to bring much improvement even at present:
      several officials appointed to the office already after Gorbachev’s accession to power have been sharply
      criticized by name for disastrous economic performance at the beginning of the year (e.g. Chairman of the GOSPLAN
      N. Talysin, Chairman of the GOSSNAB L. Voronin, Chairman of the Commission for Machinebuilding I. Silayev and
      several other ministers) - see Izvestiya, June 26, 1987, p. 2.
    


    
      12. According to Prime Minister N. Ryzhkov, 13% of industrial enterprises showed a year-end
      closing loss in 1986 - see Pravda, June 30, 1987, p. 4.
    


    
      13. A similar proposal at the January CC CPSU Session had been rejected. The delegates for the
      Conference will be elected by secret ballot.
    


    
      14. At the same time, the former Party boss from Kazakhstan, D. Kunayev, was expelled from the
      Central Committee.
    


    
      15. See Izvestiya, June 30, 1988, p. 4.
    


    
      16. Another four resolutions have been adopted: On the struggle with bureaucratism”, “On
      international relations”, “On glasnosť”, “On legal reform” - see Izvestiya, July 5, 1988, pp. 1–3.
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    Economic Reforms in Bulgaria


    
      Ilse Grosser
    


    
      1.
      Groping for a Reform Concept - Hasty Steps Since the Late 1970s


      
        In view of increasing economic problems the Bulgarian leadership had started again to search for improvements
        in the system of planning and management in the late 1970s. Reform efforts in the first half of the 1980s were
        rather hesitant and fragmentary even on paper, characterized by elements of administrative (as opposed to
        economic) decentralization and an inclination toward purely institutional reforms. Initiated from above, as
        always in socialist Bulgaria, the reform attempts presented a picture of rather hesitant, ambiguous and often
        short-lived steps without apparent concept.1
      


      
        The basic reform document is the so-called “Regulations for Economic Activities” (prav¡lnik za stopanska
        deynost), a decree by the Council of Ministers. A first version, adopted in 1981, was subject to major
        amendments only two years later. The next version, prepared for 1985 and never published, was apparently
        rejected and never actually passed. Around the mid-1980s official criticism (also headed by Todor Zhivkov
        himself) became more poignant. It was aimed at the inadequate performance, lack of efficiency and poor quality
        of the Bulgarian economy (joined, in this respect, by unexpected Soviet criticism), it blamed the
        “conservative” behavior of State and Party bureaucracy as well as of management organs. The practical failure
        of earlier reform attempts was officially admitted and calls for radical change became clamorous. 1986
        milestones were a plenary session of the BCP’s Central Committee (February), the 13th Congress of the Bulgarian
        Communist Party (preceded by major government reorganizations and personnel shuffling in top Party and
        government ranks), the adoption of a new Labor Code, laying the foundations for self-management institutions in
        the economy, and of a new version of the “Regulations for Economic Activities”, that came into force at the
        beginning of 1987.2 Its main importance was
        that it indicated a change in line of reform policy toward clearly more pronounced features of
        market-orientation, motivated by the failure of earlier reform attempts to improve economic performance, by the
        “Gorbachev effect” and certainly by Internal political considerations, where outside
        observers have to rely on speculations. Perhaps Todor Zhivkov, in expectation of a soon approaching end to his
        office, wishes to leave a legacy of a kind of popularly accepted, and modernized, socialism.
      


      
        1987 brought rather hectic activities in terms of reform policy. Apart from the administrative implementation
        of the “Regulations” as such, the process of reorganization of the economic structures kept going throughout
        the year, with the banking reform (establishment of a two-tier banking system) advancing most conspicuously. A
        start was made in the following areas:
      


      
        	1) liberalization of small-scale private individual, cooperative and other collective forms of economic
        activities (including enterprise working associations similar to the Hungarian model);3


        	2) efforts to create workable legal and economic preconditions for self-management in the economic
        structures;


        	3) a regional administrative reform, the introduction of local (and regional) self-management, and yet
        another reorganization of central government;


        	4) two plenary sessions of the BCP’s Central Committee (July and November) dealing with a new model of
        socialism for Bulgaria, i.e. with questions of reform.4

      


      


      
        In the second half of 1987 reform steps spread over to the political sphere; cases in point are decisions by
        the Politbureau to put an end to political privileges in admission to institutions of higher education and to
        curtail the visible symbols of power, and the reform of the elective system.5
      


      
        The 1987 plethora of reform measures and announcements crystallized in a series of new reform documents that
        came into force in January 1988 - i.e. yet another version of the “Regulations for economic
        activities”6 accompanied, this time, by
        changes in economic policy instruments (reform of the price, tax and wage system). The new pravilnik differs
        from all predecessors by its brevity (a series of regulations were transplanted into separate decrees) and by
        setting a period of validity, extending until the end of 1990.
      

    


    
      2.
      Main Lines of Current Economic Reform


      
        The main lines of current economic reform attempts7 may be sketched as follows:
      


      
        	1) Decentralization - the enterprise is to become the basic decision-making unit, endowed with enlarged
        rights to choose suppliers and outlets at home and abroad, to organize joint ventures with Bulgarian and
        foreign partners; enterprises are to be put on a self-financing basis, also in foreign currencies, and may be
        subject to bankruptcy; they are to have more say in price formation and investment
        decisions; competition between enterprises is to be enhanced (including split-ups of monopolistic structures).
        


        	2) Self-management within economic units, directors are subject to election by the enterprise staff and
        subsequent appointment by the State organs.


        	3) Abolition of central plan directives for outputs (to be replaced by State “contracts” for a transitory
        period and for a limited range of products), gradual elimination of central allocation of inputs to be
        replaced, in the longer-run, by a wholesale trade system.


        	4) State guidance increasingly by economic as opposed to administrative instruments, a strategy supported
        by efforts to streamline central administration.


        	5) Domestic price formation to take international prices into account, which requires the establishment of
        an economically sound exchange-rate system.


        	6) Tighter links of wages to performance, leading to growing wage differentiation.


        	7) Increased control and guidance functions of the banks (in the course of the reform of the banking
        system).


        	8) Revival of private and cooperative forms of economic activities.

      


      

    


    
      3.
      Self-management


      
        Current Bulgarian reform efforts are all centered on the catchwords “socialist democratization” and
        “self-management”. While the concept and details of self-management Bulgarian style are not overly clear, the
        philosophy behind them is to shift the center of power downward and thereby to overcome passivity, apathy and
        alienation of the people and to mobilize individual and group interests in dynamic economic
        development.8 Self-managing structures have
        been established, first in the economy, and are being established on the local level (communes/municipalities
        and mayorships). In the end, though, self-management is to be applied in all spheres of society, including the
        political system. At the same time, of course, neither will the Communist Party retreat from its leading role,
        nor will the State disclaim the right to govern, control and intervene.
      


      
        The juridical basis of self-management in the economic sphere is to be formed by contracts between the State
        and the enterprise, and by transfer of the management and administration of socialist property to the labor
        collective. It is emphasized that socialist ownership of the means of production remains sacred and
        indivisible, that no transition to group ownership is intended, and that It is the functions of ownership that
        are to be redistributed. The contracts are to delimit as precisely as possible the rights,
        obligations and responsibilities of each party, and are to be supplemented by similar contracts between all
        other levels (enterprise - labor brigade; labor brigade - sub-units; enterprise - amalgamation/obedinenie). The
        conclusion of the respective contracts, originally deadlined for the end of 1987, is now to start as from
        January 1988.9
      

    


    
      4.
      Organizational Changes


      
        It is one declared motive behind the latest reorganization of government and the regional administrative
        structure (August 1987) to streamline State administration (and the corresponding Party structures), in order
        to sharply reduce possibilities for bureaucratic patronizing and interventions, and so to make room for
        increased autonomy of enterprises and communes/municipalities, and self-management within them.
      


      
        The government shakeup in August 1987 brought an end to the existence of the four “Councils” at the Council of
        Ministers (for economy, social affairs, forestry and agriculture, and “intellectual development”) created only
        in January and December 1986. In 1986, ten ministries had been closed down, in January 1988 three more
        ministries (for trade, finance and education) were dissolved, as were the State Planning Commission, and four
        State Committees (for prices; research and technologies; science; labor and social affairs). At the same time,
        four new ministries were established - for economy and planning, foreign economic relations, agriculture and
        forestry, and for culture, science and education. The new ministry for economy and planning takes over some of
        the tasks of the Planning Commission, but also deals with finance, prices, labor and social affairs, and
        research and technologies. It is headed by Mr. Stoyan Ovcharov, a 45-year-old newcomer to the top, a former
        advisor to Mr. Ognyan Doynov, former chairman of the Economic Council at the Council of Ministers, and likely
        chairman of a “National Association of Commodity Producers” to be established and charged with representing the
        interests of economic organizations v¡s-à-vis the State. Mr. Andrey Lukanov heads the new Ministry for foreign
        economic relations.10
      


      
        The regional administrative reform of August 1987 entails the replacement of the country’s twenty-eight
        provinces (okrŭzi) by nine regions (oblasti), and a considerable extension of functions and finance for the
        communes/municipalities (to a lesser extent, for the smaller mayorships). Of the 19,000 functionaries of the
        former provincial administrations, at least two thirds will be released in the course of the reform. They will
        receive their salary for a limited period of time until re-employment in communal administrations or the
        economy.11
      


      
        In the organizational structure of the economy, the enterprises are viewed as “commodity producers” and basic
        units (subdivided into various forms of “primary labor collectives”, among them the labor
        brigade), while economic amalgamations (obedineniya) and the “Associations of a new type” are the higher
        levels. According to the reform concept, the latter two are not to be understood as links in a command
        hierarchy any more - they are to restrict themselves to those functions which the lower levels cannot fulfill
        “effectively” (principle of subsidiarity) and which they are assigned, along with the finance required, by
        their members on the basis of voluntariness and self-management. This principle, however, is not adhered to
        without exceptions even on paper.
      

    


    
      5.
      Price Reform


      
        Starting in January 1988, new rules for price formation and new wholesale prices for a series of centrally set
        product prices are to be applied; State retail prices of basic necessities, most of them subsidized, remain
        unchanged for the time being.12
      


      
        According to the rules for price formation, domestic wholesale prices are to be oriented toward prices on the
        international markets, first of all the CMEA market. Actual import prices and actual or hypothetical/comparable
        export prices are to be converted to Leva by official exchange rates and foreign-exchange coefficients. As for
        exports, the basic criterion for the market of reference is its share in exports of the commodity/commodity
        group in question or a promising market position. This price formation principle is supplemented by various
        additional criteria and special provisions.
      


      
        The State continues to set part of wholesale and retail prices. The list of commodities and services priced by
        the Council of Ministers and the Ministry for Economy and Planning alone comprises 154 positions, part of them
        highly aggregated. Remaining prices are to be set (according to the price formation rules sketched above) by
        the enterprises, and registered with the State price organs together with a documentation and the opinion of
        any customer buying more than 60% of production.
      


      
        The prices so set are regarded as upper limits, which may be undercut by contractual agreement and must be cut
        by at least 10% for each level of lower quality. In some cases, however, actual prices can exceed these price
        limits, e.g. by a maximum of 50% for retail sales of luxury, delicatessen and trademarked products and on
        cooperative markets. The State reserves to itself the right to control prices and price formation, and certain
        rights to intervene, e.g. for motives of structural policy, if existing relative prices hamper
        scientific-technical progress or to combat unfounded inflationary tendencies.
      


      
        At the beginning of 1988, wholesale prices of about 22% of “structurally significant key products” were
        changed, comprising liquid fuels (price decrease), products of ferrous and non-ferrous metallurgy (minus 13.7%
        to plus 53.9%), rates for railway transport of commodities (+30%), trade margins (+8.5%)
        and markups on agricultural procurement prices (amounting to an increase in subsidies). Prices of electronics
        products and of several chemical products are also reported to have been changed. The remainder of wholesale
        prices is to be adjusted until the end of the current five-year period.
      


      
        Increased leeway for enterprises in price formation is feared to lead to inflation - in early 1988, the State
        Council itself decreed draconic sanctions for “illegal price increases”.13
      

    


    
      6.
      Tax Reform


      
        At the beginning of 1988, the system and rates of enterprise taxation were changed. Whereas a tax reduction for
        income from individual economic activity (to be promoted) had been announced, nothing was known about
        implementation by early 1988.14
      


      
        The new taxation system for enterprises looks as follows:
      


      
        	1) turnover tax - on retail trade turnover, rates ranging from 4 to 70% according to commodities/commodity
        groups;


        	2) excise duties - on end use (semi-)luxury goods and services and articles Injurious to health (e.g.
        alcoholic beverages, tobacco, coffee, leather and fur garments, perfumes and cosmetics, gold jewellery, cars)
        at rates ranging between 24 and 80%; for fuel, diesel and gasoil in Leva per ton on both intermediate and final
        consumption;


        	3) tax on (productive) fixed assets - 3% of annual average value at purchase or replacement value;


        	4) tax on self-financed turnover capital - 4% of annual average value;


        	5) tax on labor - 600, 420 and 300 Leva per capita annually, differentiated according to regional and
        employment policy criteria;


        	6) land rent (“rental tax”) on land under agricultural cultivation - differentiated in fourteen categories,
        eleven of which are subdivided into arable land and perennial crops, with rates ranging from 8 to 86 Leva per
        hectare;


        	7) municipal/community tax - 5% on profit as shown in balance sheet (gross profit) to go to
        communes/municipalities;


        	8) tax on profits - 40% of net profit.

      


      


      
        Within this system, provision is made for a series of exemptions. In 1988, a higher (60%) profits tax rate is
        to be paid by twenty economic organizations in the fields of foreign trade, construction, project planning,
        petrochemical industry, electronics, information technology and household appliances etc. On the other hand,
        several activities are exempt altogether from profits tax until 1990, for agriculture only profits exceeding
        20% of costs are subject to taxation. There is also a whole series of exemptions for taxes listed under points
        3) to 6); agriculture and forestry, lumber industry and distribution and procurement are
        exempt from all taxes on fixed assets, working capital and labor. The collecting of taxes was transferred to
        the communes/municipalities.
      


      
        It is a main aim of the tax reform to reduce the tax burden of enterprises and redistribution through the
        State, in order to make room for enterprise self-financing. Though the profits tax rate was substantially
        reduced as against the average of past rates, several new kinds of taxes have been introduced.
      

    


    
      7.
      Wage Reform


      
        The concept of the wage fund as a “residual” - after payment of all taxes, apportionment to all other
        enterprise funds and deduction of dues to amalgamations (obedineniya) - was maintained, as was the prescription
        of an upper limit to be strictly observed.15
      


      
        Whereas the State sets the rules and frame for the formation of the wage fund and the new system of basic
        wages, it is the (labor collective of the) enterprise which on this basis “freely” decides on wages and number
        of staff. The wage reform is expected to release labor - enterprises, communes and social organizations are
        charged with retraining and redeployment.
      


      
        According to the new system of basic monthly wages applicable throughout the economy there are only three
        categories, each of which is subdivided into three subscales related to the level of qualification: workers
        (140, 205 and 300 Leva), specialists with higher education (230, 350 and 450 Leva) and leading cadres (350, 450
        and 550 Leva). The scheme was drawn up on the basis of the 1987 average wage (233 Leva) for the economy as a
        whole, and is to be periodically adjusted. Starting from the respective base, and after additions for certain
        labor categories, actual individual wages are allowed to increase “without limit” in each subscale, depending
        on actual labor performance. The fight against “uravnilovka” (egalitarianism) and the transition to
        differentiated, performance-bound and flexible wages is viewed as an essential element of reform. The minimal
        wage is to be guaranteed by the State on condition of “conscientious” fulfillment of the tasks.
      


      
        It is planned to conclude preparatory work (regulative statutes by the State and internal wage regulations by
        the enterprises) by mid-1988. The actual introduction of the new wage system is to take place in the framework
        of the current wage fund, whenever each individual enterprise has finished preparations. It is a precondition
        for the conclusion of the enterprise’s contract with the State for self-management.
      

    


    
      8. 1987 Hard Currency Measures


      
        The insufficient stabilization of the balance on current account and resulting liquidity squeeze are one reason
        for three kinds of measures decided on in 1987:
      


      
        	1) the restrictions on hard currency retail sales of the “Corecom” chain, imposed in early 1986, were
        lifted;


        	2) legal grounds for the establishment of duty-free zones were laid;


        	3) joint venture regulations were amended.16

      


      
        Motives for the latter two steps, alongside with promotion of hard currency exports, are the wishes for better
        access to Western capital, and for economic modernization through imports of technology and know-how. Duty-free
        zones can be established by the Council of Ministers, who also establishes the enterprise charged with the
        creation and administration of the respective zone. They may be located in maritime and inland harbors,
        international airports, transport centers, traffic junctions (rail and road) and in individual industrial and
        economic regions. Within the zone, foreign (physical and legal) persons may, on their own or together with
        Bulgarian partners, carry on export production, transshipment operations, duty-free storage, trade,
        representation and procurement agencies, and operations in the fields of banking, credit, finance and
        insurance. All payments connected with the zone’s activities must be made in convertible currencies. Within the
        zone, profits are exempt from taxation; profits from hard currency “exports” into Bulgaria are taxed at a rate
        of 20% if reinvested in the zone, and at a rate of 30% if transferred abroad. The first projects under
        investigation are duty-free zones at the Black Sea and on the Danube.
      


      
        In regulations concerning joint ventures with Western capital participation, foreign ownership rights were now
        formally guaranteed (apart from this, Bulgaria strives to conclude bilateral investment protection agreements
        with individual Western countries). The Western partner may now, by agreement, transfer his profit share in the
        form of commodities either produced by the joint venture itself or purchased from Bulgarian enterprises. He is
        granted priority treatment in construction and residence permits. The actual establishment of a joint venture
        is still the prerogative of the Council of Ministers.
      

    


    
      9.
      Conclusions and Perspectives


      
        In the last few years the lack of a clear-cut reform policy line had resulted in considerable uncertainties and
        confusion in society and economy. If the concept and Implementation strategy of Bulgarian reforms are still by
        no means fully clear in early 1988, there are marked improvements especially in three
        respects: the implementation of reform, now explicitly put on a stagewise basis, with some concrete deadlines
        fixed; institutional changes accompanied by changes in economic policy instruments (prices, taxes, wages); and
        embarkation upon parallel reforms in the political and societal sphere.
      


      
        It is now openly admitted by the Bulgarian leadership itself that the actual materialization of reforms will be
        a lengthy and difficult process, meeting with resistance on the part of bureaucracy above all. Moreover, the
        reform efforts are impaired by economic policy measures of an administrative nature for the sake of the
        fulfillment of the ambitious plan (e.g. obligatory two- and three-shift operation of enterprises) and by
        built-in contradictions of transitory arrangements like the coexistence of old and “adjusted” prices, or the
        associations, which are supposed to support enterprises on their way to increased autonomy but might de facto
        function like the former branch ministries did.
      


      
        On the political level, Bulgaria has been enjoying a reputation of outstanding internal stability for several
        decades, perhaps best symbolized by Todor Zhivkov, by now the longest-serving (thirty-four years) Party leader
        of the East. However, insights beyond official information are made extremely difficult by the very restrictive
        attitude of the régime in this respect. It can be assumed that there is considerable disagreement within the
        leadership with regard to (economic) reforms - indicated by the frequent changes of regulations as well as by
        their often contradictory character, which may be interpreted as the outcome of compromise between divergent
        opinions. At the level of society, there were no uprisings and broad organized protest movements as in some
        other Eastern countries. The “Bulgarization” of the Turkish minority, an estimated 10% of the population, that
        started in late 1984, Is claimed to have been voluntary and peaceful by Bulgarian officialdom, but Western
        sources reported unrest and acts of violence. This can be seen as a case in point for how little glasnost there
        is in Bulgaria today.
      


      
        In the political system proper, the recent amendments to the elective law were applied for the first time in
        the regional and local elections held in February 1988. It was reported that in about 20% of cases more than
        one candidate was nominated. A draft law of early 1988 provides for an easing of travel
        restrictions.17
      


      
        In the perspective, a next stage of comprehensive economic reform is envisaged for the period after 1990 - it
        is to entail a fundamental price reform, then comprising retail prices as well, the introduction of value-added
        tax, wage increases compensating for inflation, and further steps towards the convertibility of the national
        currency.
      


      
        In the political sphere in the narrow sense of the word, reforms are envisaged with regard to the State organs
        and the relationship between State and Party. Besides, changes are envisaged in all other
        spheres of society, e.g. in the legal system, the mass organizations, including the Trade Unions, the media (it
        was proposed by T. Zhivkov to transform the daily Rabotnichesko deio from an organ of the Central Committee
        into one of the Party as such), In education, science and culture. Until now, liberalization measures were not
        only confined to specific issues, but contradicted by the maintained policy of forced assimilation of the
        Turkish minority.
      


      
        A National Party Conference held in January 1988 confirmed the basic lines of reform policy, which also entails
        changes in the (continued leading) role of the Communist Party, its organization and working methods. It was
        proposed to restrict the mandate of leading Party functionaries at all levels (including the secretary general)
        to two elective periods, in exceptional cases to three periods of five years. Respective changes in the Party
        statute, as well as changes in the Party program, are likely to be adopted by the 14th Congress of the BCP to
        be held in 1991. A parliamentary commission for amendments to the Constitution has already been set up.
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    Economic Reforms in Czechoslovakia


    
      Friedrich Levcik
    


    
      1.
      Political Background


      
        After prolonged hesitation and infighting between divergent forces within the leadership of the Czechoslovak
        Communist Party, finally in 1987 the decision was taken to follow the lead of Gorbachev’s perestroika and to
        adopt also a program of comprehensive reconstruction of the economic mechanism for Czechoslovakia. To
        understand the initially only lukewarm support of the Soviet “radical” reform measures, and the gingerly
        fashion of subsequently adopting and introducing by measured stages the Czech reform program, a few words have
        to be said about the specific political background. In Czechoslovakia this is the fourth attempt to substitute
        the Soviet model of centralized, administrative and directive planning, which was introduced disregarding the
        divergent economic conditions after the Communist party took over complete control over the economy and society
        in 1948. The first and the third attempt (1958–1960 and 1981–1985) failed in view of the internal
        inconsistencies of the reform measures, while the second try, better known in the West as the “Prague Spring”
        (1966–1968), which resembled in some respects the current Soviet perestroika, was crushed by Soviet
        intervention in August 1968 after some conservative opponents of the reform within the leadership of the
        Czechoslovak Communist Party had appealed to the Soviets for help. The present Czechoslovak leadership is the
        heir of the disaster of 1968. Some of them directly asked the Soviet Union to crush the reform by military
        intervention, some turned away from the reform which they had initially supported and acquiesced in
        “normalizing” the situation after the defeat of the reform, in the course of the “normalization” process they
        faithfully carried out the wishes and orders of their Soviet superiors and punished and persecuted the
        supporters of the “Prague Spring”.
      


      
        It is understandable that this leadership looked with dismay upon Gorbachev’s way of thinking which resembles
        in many ways the tenets of the “counterrevolutionaries” of the “Prague Spring”. But on the other hand the leadership is entirely dependent on the goodwill of Moscow and on the presence of
        the Soviet army for its own survival. Besides, the more pragmatic part of the leadership, represented mainly by
        Prime Minister L. Strougal, argued in view of the worsening situation of the economy since the end of 1985 in
        favor of a thorough reform program invoking the Soviet example.
      


      
        In the end Gorbachev’s plea for supporting his reform measures at the Working Summit meeting of the CMEA Party
        leaders in autumn 1986 brought also the Czechoslovak Party leader Gustav Husak on the side of those who
        advocated the introduction of reform measures tailored after the Soviet example. Strougal obtained the task to
        prepare a reform concept which was accepted by the Communist Party Central Committee and the Federal
        Government.1 Strougal and his team were
        charged with preparing for the end of 1987 a more detailed document on the comprehensive reconstruction of the
        economic mechanism to be introduced by stages. During the work on this document some of the professional
        economists known as protagonists of the “Prague Spring” were asked to participate in the discussions. The
        conservative wing in the leadership was alarmed. The propaganda tried to explain that the new reform measures
        had nothing in common with those introduced in the 1960s. The proponents of the “Prague Spring” were anew
        vilified as “counterrevolutionaries” and no rehabilitation for them was considered possible. The conservative
        core within the leadership was strengthened by the dismissal of G. Husak as Party leader and the installation
        of M. Jakes, one of those who invited the Soviet Army in 1968. Also L. Strougal is said to be downgraded -
        certainly as to his influence and very likely in future also as to his official responsibilities.
      


      
        We have, therefore, the peculiar situation that the most violent opponents of the reform in the 1960s are now
        charged with introducing a comprehensive reform of the economic mechanism. This situation is casting shadows on
        the sincerity of the reform intentions, the more so now that the bureaucratic machinery of the planning
        authorities is charged with implementing the reform measures.
      

    


    
      2.
      The Reform Concept


      
        The reform concept itself,2 but even more so
        the specific reform measures are shaped by the inherent contradiction between the intended increased rights and
        responsibilities of the enterprises on the one hand, and the endeavours of the Communist Party to keep its
        “leading role” in macro-economic and micro-economic management on the other. Also the planning and
        administrative bureaucracy is a powerful vested interest group striving to keep its influence and desks by
        inventing complex planning procedures and possibilities of day to day interference in the management of the
        economy.
      


      
        The concept envisages a newly defined relationship between the economic center,
        represented by the government and its functional and sectoral bodies, and the enterprises. The old relationship
        of subordination of the enterprise sphere under the directives of the planning machinery should be exchanged by
        a division of tasks and functions.
      


      
        The enterprises and other economic organizations should be managed relatively independent of direct commands
        from above according to the principle of full accountability meeting from their proceeds all material and labor
        costs, tax and other payment obligations, and setting aside funds for depreciation, repairs, reconstruction of
        existing plant and for new investments. Commensurate to the increased responsibilities also the rights of the
        enterprises are to be extended. They are to be relatively free in setting their own enterprise plans, in
        allocating their resources, in deciding on the best organizational structures, in choosing their suppliers and
        customers, in entering cooperation and direct links with enterprises in other CMEA countries, and last but not
        least in deciding on the structure and range of goods according to the existing demand.
      


      
        According to the logic of self-managing and self-financing enterprises acting in competition with other
        domestic and foreign firms, the central plan and management should concentrate on macro-economic planning and
        decision making guiding the enterprises and their behavior essentially by uniform rules and policies. By a
        coordinated set of price, wage, financial, credit and monetary policies, and with other specific instruments of
        indirect guidance, the enterprises should be guided and persuaded to follow their own interests within a frame
        which should correspond to the aims of the macro-economic plan and programs. This would be a formidable task by
        itself and no easy success can be guaranteed. But at least it would be compatible with the principle of full
        accountability of the enterprises. However, the Czechoslovak reform concept of central planning and management
        of the economy is far more complex and demanding. In the most recent authoritative document on the
        reconstruction of the economic mechanism it is stated that the basic task of the central authorities is to
        safeguard the strategic targets and aims of economic and social development as worked out by the Communist
        Party and to direct their fulfillment in a planful way. The ruling role of the Party in determining the course
        of economic and social development of the country is expressly accentuated in an otherwise factual and
        technical official document.
      


      
        The strategic targets and aims of the Party are to be implemented by the elaboration of long-term forecasts.
        Long-term strategic programs of economic development having a determining influence on innovative and
        structural change and on the participation of the Czechoslovak economy in the
        international division of labor are also to be determined and developed by the central authorities. The Center
        is also responsible for achieving and maintaining equilibrium between the material resources and the financial
        means at the disposal of the economy and the population. Proper regional development is another task of the
        central authorities. Economic conditions, norms and rules according to which enterprises and the central
        managing bodies are to fulfill their tasks are to be far more demanding than hitherto. At the same time it is
        demanded to curtail operative and administrative management methods enabling the necessary concentration on
        conceptual and economic management activities. By and large the enterprises should be guided in their behavior
        according to the logic of achieving positive enterprise results but foremost they should be urged - partly by
        different methods than until now - to fulfill the plan aims and targets of the central authorities.
      

    


    
      3.
      The Five-year State Plan and the Enterprises


      
        The central five-year State plan is to be met by the enterprise and other economic organizations by a
        combination of uniform, long-term tax and payment rates, by virtually uniform normatives and to a lesser extent
        by direct tasks and state orders, and by mandatory limits of inputs.3
      


      
        As to the foreseen taxes and payments the concept distinguishes between so-called “criteria!” (touchstone)
        taxes and income taxes. To the former belongs a tax on wages to be included into the wage costs of the
        enterprises and which will be set at 50% of the wage sum. The proceeds of these tax payments are meant to cover
        the expenses of society in relation to the work force and the population (in Marxist terminology for the
        “reproduction of the labor force”). Another payment of this type is a tax on working capital to be calculated
        not only from the present value of fixed capital stock and investments, but also from the circulating capital
        and (as a possible variant) from the value of the development fund of the enterprise. The tax rate is
        apparently not yet set, according to information received at the close of last year it could amount to 2% of
        the tax base mentioned. Taking into account the guidelines for the across-the-board wholesale price reform
        planned for next year, the tax could be set at 4.5% of the tax base. The tax will be paid out of gross profits
        (before profit tax), or according to a variant it will be considered as the bottom limit of the profit tax.
      


      
        A real property tax will be levied on economic organizations and citizens using agricultural soil. It will be
        levied in absolute money units per 1 ha differentiated according to the quality of the soil. It will be paid
        out of the proceeds.
      


      
        A typical income tax are payments levied on profit. All economic organizations are liable
        to pay this tax, some of them, especially in the service sector, may obtain tax reductions. Enterprises and
        other economic organizations belonging to approved member organizations of the National Front (foremost the
        Communist Party itself) are tax exempt. Also budgetary organizations and organizations covering their outlays
        from membership fees will not be liable to pay this tax. Joint ventures with foreign partners may be tax exempt
        or liable to reduced tax rates. The accounting profit will be lowered for tax purposes by interest payments, by
        the tax on working capital and by a mandatory minimum assignment to the enterprise development fund. (At the
        moment also other variants of possible deductions are under discussion.) There are also two variants considered
        of possible tax rates. According to the first, the tax rate would be a progressive one taking into account the
        development of yields, according to the second variant, a linear tax rate is being considered.
      


      
        The system of taxes and payments includes also payments of a regulatory nature if wage payments or investment
        outlays are deemed to be excessive in relation to the stipulated rules. Depreciation charges are to be kept in
        principle within the enterprise. However, in cases where the government has worked out a program of phasing out
        or downgrading a certain production, part of the depreciation charges may be taken away for central use. Also
        in exceptional cases where substantial government money was involved in setting up new capacities depreciation
        charges may be centralized for a certain period. There is also the intention to redistribute depreciation
        charges in the beginning between enterprises, making the starting conditions with respect to the capital stock
        vintage more equal. Lastly there will be taxes levied for the use of the environment and sanctions for the
        abuse of it. All taxes and payments are obligations of the producing and service organizations (enterprises).
        As to the wage taxes paid by the wage-earners themselves one can assume that the present regulations will
        remain unchanged. In addition to taxes and payments enterprises and other economic organizations are liable to
        set aside certain sums for specific purposes. This mandatory endowment of various enterprise funds according to
        certain rules are known as normatives set by the central authorities - as far as possible - In a uniform way
        for a five-year plan period.
      


      
        One of the important normatives is the uniform minimum endowment of the enterprise development fund, paid out
        of profits as a percentage of the working capital. According to information received from Czechoslovak
        government sources a 3.5% charge is being considered. Together with the tax on working capital this amounts to
        the lower percentage limit of the expected yield on new investments to be financed from enterprise sources. A
        lower expected yield should persuade the enter- prise rather to deposit the available
        money in the bank where the interest received would be a better bargain. The enterprise development fund Will
        be endowed further by a normative for non-investment R&D outlays. The normative will be set according to
        branches in a uniform way as a percentage of gross value added achieved by the enterprise within one year. The
        charge will be included in the costs.
      


      
        There will be another normative, imposed according to branches, expressing the relation between the increment
        of the wage sum and the increment of value added. (A wage increase beyond the limit set by the normative would
        be punished by a regulatory tax payment.) As an alternative, a uniform (for the entire economy or according to
        branches) annual percentage increase of standard wage rates may be stipulated. Again an increase above the
        normative may invoke the imposition of a regulatory charge.
      


      
        Further normatives stipulate the minimum endowment of the enterprise fund for cultural and social needs (as
        percentage of the annual wage sum) and the minimum balance of the enterprise reserve fund. The minimum balance
        will be calculated as a percentage of the working capital. In both cases the normatives are to be prescribed as
        a uniform charge for the entire economy.
      


      
        Organizations engaged in foreign trade activities and achieving a positive foreign currency balance will have
        to hand over a part of their foreign exchange surplus to the central authorities. This part - expressed as a
        percentage of the surplus - will be imposed in the beginning in a differentiated fashion. In addition, a
        minimum payment of foreign currencies out of the positive net balance will have to be handed over to the
        central currency fund. Later on a uniform normative of payments of foreign currencies into the central foreign
        currency fund is envisaged.
      


      
        This complex set of taxes, payments and normatives, together with the monopolistic influence of the state on
        price-, wage-, financial and monetary policies, as well as the many exemptions, reliefs and reductions, or
        additional impositions, which according to the “Directions” are possible, give the central authorities ample
        room in keeping control over the enterprises. On the other hand, they make it easy for the enterprises to keep
        on with a bargaining process, striving to soften the conditions under which they are asked to operate.
      

    


    
      4.
      Individual Tasks, State Orders and Input Limits


      
        The central planning authorities insisted, however, in addition to impose upon the enterprises individual
        tasks, state orders and Input limits for specific purposes. Such individual tasks will be set for important
        investments and R&D activities determining structural change (like long-term energy programs, important
        ecological improvements, development of the infra-structure, etc.) State orders will be
        used in cases where a central authority is the purchaser for safeguarding priority in delivery, especially for
        defense and security and for the system of central state reserves. Where current production levels are below
        demand, specific delivery obligations for exports, domestic market, intermediate use and investment purposes
        will be stipulated. In addition, there will be nominal tasks and state orders for exports to and imports from
        non-socialist countries, as well as for the value of exports to socialist countries, both In foreign trade
        prices. (The wording of the regulation implies that all imports from socialist countries will be under the
        enterprises’ discretion.) Among the nominal tasks belongs also the mandatory distribution of youths at school
        leaving age to various state apprentice centers.
      


      
        Input limits will be imposed upon the purchase of fuels and energy, of raw materials and intermediary products,
        insofar as they are in short supply. Centralized sources for innovations earmarked for important nominal
        R&D tasks and for the activities of centrally controlled research institutions will be also allotted in the
        form of limits. There will be further limitations of foreign exchange funds for supplying the domestic market,
        and for the import needs of organizations with a negative foreign trade balance, or for those without any
        exports. Also the value of machine and equipment imports earmarked for important individually named investment
        objects and specific R&D activities will be limited by central decision. Lastly there will be limits of
        subsidies for nominal tasks and state orders, if the enterprise should suffer losses or be at a disadvantage by
        carrying out the orders.
      


      
        Individual tasks, state orders and limits are to be spelled out in particular details, i.e. in physical units
        and in value terms including technical and economic efficiency parameters, prices, time limits and destination
        of deliveries, so as to form the basis for contractual obligations of the addressee. As to tasks and limits for
        goods and commodities in short supply, it is being promised to shorten the list of such items from the
        beginning of the next five-year plan (1991) to a third or even a quarter of the present stage and to prevent
        any increase of tasks, state orders and limits thereafter. Together with the restoration of the internal and
        external equilibrium the number of these individualized tasks and limits will be further reduced.
      


      
        The enterprises will also receive pertinent information on the desired development of efficiency criteria of
        the respective branches, as e.g. the expected growth of gross and net profits, of the development of the
        relation of gross profits to the working capital, of the expected growth of the productivity of labor in value
        added terms, and of the development of export efficiency. There will be information on the expected development
        of prices, of interest rates for credits and deposits, of exchange rates and loan maturities. Information will
        be given on current adaptation measures to be applied by the central authorities in the
        case of deviations and divergences from planned development. Past experiences have shown that the central
        authorities have abused the information and informative indicators to impose upon the enterprises further
        restrictions in their management decisions. By and large, it seems to be clear that the five-year State plan
        contains still a large measure of directivity and that from this point of vantage the proclaimed relative
        independence of the enterprises has to be judged.
      

    


    
      5.
      The Position of Enterprises4


      
        As has been stated before, the enterprises and other economic organizations are to operate with relative
        independence within the terms of the five-year State plan and of general rules and regulations. The regime
        pertains to State producing enterprises, to State trade enterprises, to State producing and research
        associations, to State combinâtes, to agricultural cooperatives, to production, consumer and housing
        cooperatives, as well as to insurance companies and other entrepreneurial undertakings. Banks, savings
        institutions, and enterprises under mixed ownership (with foreign partners) and Czechoslovak joint-stock
        companies will operate under generally applicable specific rules and regulations. According to the principle of
        full accountability the enterprises (and other economic organizations) will cover all costs of their activities
        out of their proceeds and they have to create additional resources for further development of the enterprise.
        In their activities they have to respect the five-year State plan obligations and binding legal norms for
        economic relations, in particular they have to recognize prices set directly by the state and binding rules for
        price determination as formulated by the central price authorities. This provision shows that for the time
        being there will be little scope for the shaping of prices by the enterprises themselves. There are provisions
        for price setting by agreement between suppliers and customers but only if effective competition exists already
        between suppliers and an equilibrium between supply and demand. As long as general equilibrium conditions are
        not attained, and this seems to be the rule, the State will set or tightly control all prices.
      


      
        The relative freedom relates, therefore, in the first place to cost reductions, to choosing - if practicable -
        one’s own suppliers and customers, to determining the inner organization of the enterprise, to allocating
        within the rules and normatives their resources, and to deciding on the structure and range of goods and
        services In accordance with the enterprise scope as set by the founder of the enterprise (as a rule a central
        state authority). In framing the scope of action of enterprises in general terms only it is holding out the
        promise of thus also making possible a broadening of the activities.
      


      
        One of the most publicized feature of the so-called self-managed enterprises is the
        election of the top-manager by secret ballot of the workforce or of elected delegates of the workforce. The
        same body can also dismiss the director (top-manager). However, this seemingly highly democratic procedure is
        circumscribed from above and below. The proposal for the election or dismissal of the director is to be
        presented by the founder (state authority) after a discussion with the workforce council. The last word remains
        with the founder. The candidates are picked from applicants having high “political, professional and moral
        qualifications for the function”, as a rule from the outcome of a public competition organized by the founder.
        Here, especially, the “ruling role of the Party” is being asserted. Applicants not in the nomenclature list of
        the Party have hardly a chance to be considered at all. In the preamble of the draft bill on the State
        enterprises the Party organization within the enterprise is defined as “the core of the working collective”
        which “has the right of Party control with regard to the management and is safeguarding the ’cadre’ policy of
        the Party”.
      

    


    
      6.
      Introduction of the Reform by Stages


      
        The scope of this paper does not allow a full discussion of many other facets of the comprehensive
        reconstruction of the economic mechanism. Problems tackled refer to a comprehensive (across-the-board) price
        reform of wholesale and agricultural purchase prices, to the introduction of unified commercial exchange rates,
        to a new orientation of the activities and of the organization of the central bodies responsible for economic
        management and control, and to a revamping of the organizational structure of production, research and trade
        enterprises. The proclaimed aim is the rationalization of the price structure, bringing them also closer to
        world market price relatives and linking domestic prices in a more rational way with conditions existing
        abroad. The organizational measures intend drawing the consequences for the set-up of the central authorities
        of changed management and control circumstances. Changes in the organization of the enterprise sphere should
        allow for the emergence of a differentiated pattern of huge, medium-sized and small enterprises ranging from
        combinâtes, corporations and trusts, embodying all cycles from R&D, design and construction, manufacturing
        and trading, to independent enterprises of varying sizes and activities. In particular the new enterprise
        structure should allow for more competition and for giving purchasers in general a better position vis-à-vίs
        the suppliers.
      


      
        All of the measures, those discussed in greater detail in the paper as well as those mentioned only cursorily,
        will be introduced or at least prepared between 1988 and 1990, so that from the beginning of the new five-year plan 1991 -1995 all elements of the reform - albeit with some restrictions
        - are to be in operation.
      


      
        The period up to 1990 is characterized as period of preparation. In this time elements of the reform will be
        introduced or tried out by stages, the organizational changes in the center and in the enterprise sphere will
        come into effect, all necessary legal changes will have to be completed and the new five-year plan will have to
        be constructed according to the new rules and conditions (including the new prices). Already from the beginning
        of this year the new mechanism will be applied in catering and in local production, repair and service
        establishments. Also in retail trade the reform will be tried out in selected trade organizations in the
        current year and is to be extended to all trade firms from 1989. The new mechanism is to be applied from 1989
        also in agriculture and food undertakings. Preparations for introducing the new mechanism in all other sectors
        and branches of the economy will proceed from now on till 1990.
      


      
        In this period of preparation up to 1990, the comprehensive experiments undertaken in selected enterprises will
        be broadened so that already in the current year a fifth of the organizations will try out in a comprehensive
        way various elements of the reform, especially those where alternative solutions are feasible, as e.g. in the
        control of wages or in using normatives of foreign exchange retention quotas. Also the self-management elements
        are to be tried out in practice. At the same time individual rules have to be changed so as to come as close as
        possible to the enterprise laws.
      


      
        Selected elements of the new mechanism are to be introduced from now on throughout the economy. To this group
        of measures belong new principles of granting bank credits, widening the rights and responsibilities of
        enterprises in deciding on incentive wage elements (above the basic wage rates), in changing the forms of
        remunerating the management, of widening the scope of the enterprise remuneration fund so that its share in the
        total wage sum should rise to 10% by 1990, and lastly in changing rules for setting basic wage rates.
      


      
        A major undertaking will be the across-the-board reform of wholesale and agricultural purchase prices. The
        basic feature of this reform is the continuation of the cost-plus principle. In the price calculations the
        prices of material inputs, as of fuels and energy, are to be set in relation to world market relations and
        developments. To the wage costs proper there will be added a 50% addition as indirect labor costs (e.g. for
        social and health insurance) which will be taxed away according to the new taxes and payments.
      


      
        On the other hand, a calculated decrease of all costs till the end of 1989 is to be taken into account. The
        calculation of intermediate products used in the manufacturing process will be priced accordingly, and in cases where the same products are manufactured in several plants, the new
        whole-sale prices will be set taking into account the average costs of those which are the decisive suppliers
        and at the same time are using the most progressive technology available.
      


      
        The price levels will contain a profit rate, in principle calculated at a uniform rate of 4.5% of the
        acquisition value of working capital. As a further guiding principle of the price reform, price relationships
        existing abroad should be taken into account and at the same time the existing overall price level should not
        be breached. All in all, it will not be easy to reach the divergent aims of the price reform.
      


      
        A host of other measures will have to be taken in the time of preparation. The enterprise laws will have to be
        finalized and passed by the National Assembly. New taxation and payment laws have to be worked out in detail
        and adopted by the National Assembly. And lastly, the new five-year plan will be constructed according to the
        new rules and regulations. It remains to be seen how this program will be implemented in the remaining three
        years.
      


      
        The period 1991–1995 will be considered as the first stage of the reconstructed economic mechanism. All
        elements are to be applied throughout the economy. However, in view of the fact that in the beginning in some
        spheres of the economy elements of disequilibrium will still exist, and that some of the value criteria
        envisaged may not furnish sufficiently equal conditions for all economic subjects, a certain scope of nominally
        addressed tasks and limits will have to be kept for some time. For the same reason individualized or
        differentiated foreign exchange normatives and regulations in foreign trade will be kept until foreign and
        domestic price relations and levels will be brought nearer to each other. Also the redistribution of
        depreciation charges between enterprises will be continued for some time. It is being hoped that in the second
        half of the next decade these crutches can be dispensed with and the more perspective concept of a socialist
        economy controlled largely with the help of indirect value instruments and keeping individual tasks to a few
        selected priorities of national interest can be attained.
      

    


    
      7.
      Concluding Remarks


      
        The entire approach to the reform is characterized by utmost caution so as to keep constant control over the
        development of the reform. This is not necessarily a bad thing. Examples of other CMEA countries have shown
        that the hasty introduction of new measures without taking into account all consequences and without having
        created in advance all the necessary preconditions, often leads to a worsening of the situation, increasing the
        pressure of groups essentially in opposition to any reform for returning to the old administrative and
        directive forms of planning and management. The documents published so far give the
        Impression of carefully considered measures interlinked with each other in scope and time.
      


      
        On the other hand the entire reform is marred by prejudices and taboos of the political decision makers. The
        market and market forces are still “dirty” words in the mind of the present Party leadership. The specialists
        working out the reform measures know that in all fields where direct prescriptions will be done away with, the
        market will step in disregarding the wishes of their superiors. But they had to make some fatal concessions to
        the prejudices of their leaders.
      


      
        An important one is the belief that direct tasks and limits have to be kept so long as imbalances and
        disequllibria exist in the economy, and that they can be dispensed with only after the restoration of an
        equilibrium. The present situation of deep disequ¡libr¡a in the Czechoslovak economy Is, however, just the
        result of the administrative and directive way of central planning kept for twenty years. It is therefore not
        very likely that with the same medicine which has harmed the patient so evidently, now a therapeutic effect can
        be achieved. Equally important is the prejudice that economic equilibrium is a state which can be attained and
        then kept indefinitely. In reality equilibrium can only be conceived as a tendency towards which an economy can
        be moving with the help of market clearing prices. The unwillingness to rescind central control or direct
        determination of prices, at least by stages, will be a major obstacle in making progress also in other fields.
        The reliance on across-the-board price reforms - which have been attempted several times before - and on the
        subsequent planning and central management of price developments sounds completely naive and nonoperational in
        the present time of uncertainty and the possibility of unexpected changes in price relatives of commodities,
        goods and currencies. Very likely, considering the discussion going on in the Czechoslovak professional press,
        the experts know the weakness of the proposed measures but very likely the political leadership has vetoed any
        other more rational solution.
      


      
        The biggest obstacle to a meaningful reform Is in any case the present Party leadership itself. It has more or
        less been forced, by the worsening economic situation and by the prodding of the Soviet Union, to agree to a
        reform program. But most of the Party leaders do not understand the essence of the reform, and they are only
        interested in keeping personal control over the events. They are frightened of everybody who could challenge
        their exclusive power and are depriving the economy of expert knowledge which otherwise would be available. The
        population is alienated and will not participate in initiatives and harder work connected with the reform
        endeavors. Still, the reform measures bring some movement into the picture and show the contours of a possible
        development. If and when a new political set-up will be created, the present frame of the
        intended economic mechanism could furnish the beginning of a process of economic recovery.
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    More Austerity and More Reform Announced in Hungary


    
      Michael Friedländer
    


    
      Hungary is the CMEA country with the longest history of economic reform. The first reformist changes took place
      in the early 1960s in agriculture. Then, In 1968, there followed the radical step of abolishing mandatory plan
      targets and of creating a system of indirect enterprise guidance by means of monetary instruments.
    


    
      Hungary’s post-1968 development has shown a specific pattern characterized by reformist policies, pursued during
      periods of economic problems, especially during periods of imbalances in trade with the West, and of conservative
      policies gaining ground when the trade problems were easing. Thus was a conservative period in 1973 -1978
      followed by new reforms during 1979–1984, when improving the trade balance was the top priority. In 1985–1986,
      when the trade Imbalances seemed to have been overcome, reforms slowed down. In 1987, when policies to improve
      the trade balance had to be pursued anew, the reform process accelerated. The first chapter below describes that
      latest turn towards external adjustment and reform.
    


    
      In May 1988, after more than thirty-one years of rule, János Kádár was replaced by Károly Grósz as Secretary
      General of Hungary’s Communist Party. The change from Kádár to Grósz was accompanied by sweeping changes in
      Politburo and Central Committee. The new leadership announced its intention to continue the external adjustment
      course and to intensify the reform process. While this was consistent with the economic policy pattern described
      above, it was nevertheless surprising because of the special circumstances of the changes in leadership. That is,
      the change was reportedly helped by the general dissatisfaction caused by a decline in real income brought about
      by the policies to improve the trade balance; and Grósz, in the past, had generally been considered an opponent
      of reform. The second chapter below explains how the leadership change came about and why it was not accompanied
      by an end to austerity and to reforms.
    


    
      1. Commitment to Reform


      
        On July 2,1987, the Central Committee (CC) of Hungary’s Communist Party passed a “Program for economic and
        social evolution”.1 The Program has been a
        reaction to growing criticism inside and outside of Hungary, deprecating the leadership’s inability to show a
        way out of Hungary’s precarious economic situation caused by the uncontrolled expansion of debt in convertible
        currencies since 1985.
      


      
        The Program calls for a “period of stabilization” and for a new set of reforms to bring the growth in
        indebtedness to a halt. This set of reforms, as far as its range is concerned, represents the most important
        reform program since the abandonment of mandatory plan targets in 1968. But both the stabilization period and
        the new reforms are mostly described in general terms only. Moreover, many of the principles for future reforms
        are formulated in an ambiguous way. This raises doubts whether the will and the unity necessary for
        transforming the Program into a consistent set of reform measures exists within the Hungarian leadership.
      


      
        In the Program little is said about the features of the stabilization period. It is stated that this period is
        to bring about equilibrium between production and final demand and is to be short-term. Production is to
        increase mainly by stepping up export production. This implies that domestic demand is to be restricted.
        According to a commentary to the Program published in the daily Népszabadság2, the stabilization period is to last three to four years and to halt the
        growth of the foreign debt by 1990.
      


      
        The Program calls for reforms of the tax, price, wage control and foreign trade systems and even for the
        creation of mixed private and socialist ownership forms. This broad scale of economic reforms is surprising,
        since a decision on the tax reform only had been announced at the last CC session on economic affairs, on April
        28, 1987.3
      


      
        The Program also calls for a reform of the political system which ought to institutionalize discussions on
        policy plans between the government and organizations representing special interests. New ways shall be
        examined of exercising the leading role of the party: this is probably to be effected by limiting the party’s
        decision-making to questions of principle and by shifting other decisions to the government.
      


      
        The clauses of the Program on tax reform do not contain more than what was already considered in the resolution
        after the April session of the CC. Number and value of enterprise taxes are to be reduced, turnover taxes to be
        increased. A value-added tax and a general personal income tax are to be introduced.
      


      
        The tax reform as proposed by its adherents Is to reduce price distortions by government taxes and subsidies
        and to reduce the volume of the state budget. This is expected to create more realistic
        prices and to reduce the authorities’ opportunities for interfering with economic processes, especially for
        subsidizing inefficient enterprises. This, in turn, is hoped to generally increase the role of market forces as
        enterprises are expected to become more market-oriented in order to survive.
      


      
        This concept is bound to conflict with the interests of those enterprises and their workforce who are likely to
        lose under a strict market regime. It also confronts the leadership with the problem of how to ensure full
        employment in a situation where workers are laid off by enterprises striving to remain competitive or by
        enterprises having become bankrupt. As a consequence, opposition against the tax reform is strong.
      


      
        The increase in turnover taxes and the introduction of the general personal income tax will increase the tax
        burden of the population. The general personal income tax will lead to taxation of incomes earned in the
        socialist sector and will lump together all incomes earned by one person into one tax basis (presently only
        incomes earned privately are taxed). The Program states that net incomes earned during the main working time
        and in the socialist sector are to remain unaffected by the tax reform. This is to be achieved by an increase
        in gross wages, which is expected to be financed by enterprises out of their savings on enterprise taxes.
        However, it is uncertain to what extent persons engaged full- or part-time in the private sector (in Hungary a
        large segment of the population) will succeed in being compensated for the increase in their tax burden by
        increased output prices. This would shift the tax burden back to enterprises or, depending on the demand
        structure for private output, to consumers. As a consequence, nobody can be certain about the consequences of
        the tax reform on his net income and this, too, makes the tax reform unpopular.
      


      
        The price reform is to create prices reflecting “real costs” and “relations between demand and supply”. But
        these are conflicting principles: prices will have to be determined either by market forces (including cost
        factors on the supply side) or by costs alone. The term “real costs” probably means that only costs which are
        justified by some external criterion will be included in prices. But then again the question arises of what is
        going to be this external criterion: the market or central regulations. These ambiguities indicate that no
        agreement on the future price system could by reached by the CC session.
      


      
        The wage reform Is to lead to “wage relations which reflect social usefulness of work”. Current restrictions on
        enterprises concerning their decisions on what to spend their funds on are to be reduced. Motivation of
        individuals and groups inside enterprises is to be ensured by appropriate enterprise wage
        systems. This latter formulation probably means that the present practice of private working associations
        operating inside enterprises is to be replaced by new wage forms. But on the whole, very little is said in the
        Program on the content of the wage reform.
      


      
        As to the reform of foreign trade, the Program simply calls for a “radical change” in the “content,
        organization and motivation system of foreign trade activity”. It further states that the role of competition
        of domestic by imported goods is to increase.
      


      
        The potentially most radical measures proposed by the Program concern new association forms between the
        socialist and the private sector. Employees are to be enabled to acquire ownership shares in the enterprises
        employing them; the number of bonds open for purchase by privates and the possibilities to trade them are to be
        increased; equity sharing between large and small operations is to be enhanced (but is was not said whether the
        latter would include totally private operations, such as the present work associations). The Program also calls
        for more small and medium-sized organizations, the latter possibly expected to result from joint
        private-socialist ventures. Discrimination of large and socialist versus small and private actors and
        “disadvantageous” monopolies are to be ended. (But it was left open how “disadvantageous” monopolies are to be
        distinguished from “advantageous” ones.)
      


      
        The Program thus outlines the principles of a broad reform package which would be of major importance if
        transformed in a market-oriented way into concrete measures.
      


      
        The tax reform was implemented on January 1, 1988 and the new bill on associations was passed by parliament in
        October 1988. No date was yet set for the implementation of the other reforms.
      

    


    
      2.
      Leadership Changes in 1988


      
        The leadership changes that took place at the May 22 Conference of Hungary’s Communist Party are remarkable in
        various respects.
      


      
        To start with, the changes were sweeping. Not only was Jánós Kádár replaced as Secretary General of Hungary’s
        Communist Party by Károly Grósz, but also more than one third of the now 108 Central Committee members were
        replaced. Eight former Politburo members lost their seats in the Politburo; six new Politburo members were
        appointed; only five former Politburo members, including Mr. Grósz, retained their seats. Of the eight former
        Politburo members only three were re-elected to the Central Committee.5
      


      
        Kádár himself lost his seat in the Politburo but retained his Central Committee membership and was elected to
        the newly created post of party president, whose political importance probably will be minor.
      


      
        What do the changes mean? To start with, K. Grósz, the new Secretary General, presented
        himself at the conference as the standard-bearer of a new age of more decisive policy-making and of more
        radical reforms.
      


      
        Back in the 1970s, however, Grósz had been among those who attacked reforms in order to oust Kádár but at the
        time had failed and were subsequently transferred to minor positions. Grósz himself spent five years as first
        secretary of the regional party organization of the Fejér “Komitáť before succeeding (in 1984) to become first
        secretary of the Budapest party organization and (in 1985) a Politburo member. When, in June 1987, he was named
        Prime Minister, some observers interpreted this as a move by Kádár to make a political adversary responsible
        for Hungary’s economic problems. Grósz, however, skilfully exploited his new job to project a profile as a
        dynamic and progressive leader. Within less than one year he visited Gorbachev, Kohl, and Thatcher, ensuring
        broad media coverage at home. Judging from his record, it can be predicted that Grósz will advocate reforms as
        long as they are instrumental for his staying in power.
      


      
        Both the official Hungarian and western reports speak of a greater than usual influence of the party basis at
        the conference. What exactly this means is not clear. To assess the weight of the party basis, one would have
        to know whether the leadership changes have been decided prior to the conference or by the conference. The vote
        for the new leading party bodies, including the secretary general, was cast secretly, contrary to earlier
        practice. But it was not reported by how many votes Grósz was elected and whether there had been other
        candidates. Some reports say that the main changes had been decided in a Politburo session prior to the party
        conference;6 but other reports say that Mr.
        Grósz has lobbied the delegates to obtain their vote. It could be that the change of Secretary General from
        Kádár to Grósz has been decided prior to the conference but that the extent of changes in the Central Committee
        and In the Politburo was caused by a momentum developing during the conference.
      


      
        The relative outspokenness of the speeches held by many delegates at the conference indicates that there has
        indeed been some pressure for change emanating from the party basis. That desire for change appears to have
        been influenced by the dissatisfaction within the population at large which is exposed to an austerity
        programme (designed under Grósz and passed by the Central Committee in July 1987) (see previous section),
        intended to improve Hungary’s strained external economic position.
      


      
        What is of interest is that the desire for change within the party basis was transformed into a movement for
        more reforms and not into an attack against the reform. One explanation could be that an opportunity was seized
        by a coalition within the party composed of Grósz and his supporters on the one hand and
        of “genuine” reformers on the other hand to channel a yet unarticulated desire for change within the party into
        a movement to replace Kádár while at the same time pressing ahead with reforms.
      


      
        Such a coalition could have been facilitated by the reformers alone lacking the power necessary to accelerate
        the reform process, while Grósz and his allies might well have concluded that entering a coalition with
        reformers could ensure them Soviet support. The fact that Grósz’ main rival for Kádár’s succession, chief
        ideologist Janós Berecz, has lost the battle for succession could then be explained by the latter’s failure to
        match the transformation of Grósz from a conservative into an apparent reformer.
      


      
        The assumption that the party conference was marked by a coalition of Grósz and his supporters and of genuine
        reformers is supported by the pattern of personal changes within the Politburo. Of the eight Politburo members
        ousted, one, i.e. trade union president Sándór Gáspár, was a true conservative while the others were mostly
        “centrists” allied with Kádár. Of the six new Politburo members two, Rezsö Nyers and Imre Pozsgay, are genuine
        reformers while the other four can be regarded as “centrists” allied with Grósz.
      


      
        The “Statement on (future) duties of the party and on the development of the political system” adopted by the
        conference gives some answers to the question what concrete policies can be expected in the short-to medium
        term.7 The “Statement” falls short of
        subscribing to a formal pluralism of political forces both within the communist party (in the form of party
        factions) and outside the communist party (in the form of other parties). However, it calls for a clearer
        separation of the communist party from the state, for an enhanced role of parliament and for more influence for
        organizations representing special interests, for instance through the latters’ participation in the nomination
        procedure of candidates for parliamentary elections.
      


      
        In the economic sphere, the “Statement“falls short of subscribing to unconstrained growth of the private
        sector. But it calls for new legal forms enabling the private sector to form joint enterprises with the
        socialist sector and with foreign enterprises (or with both). Further, an overhaul of the existing system of
        economic regulations is demanded in order to make the latter more simple and liberal and thereby conducive to a
        market-oriented behavior of economic agents, especially of those in the socialist sector.
      


      
        How long the pursuit of reformist policies can be expected to persist will depend on the balance of the forces
        threatening and supporting reforms. As for the threats, the need to continue the austerity course started in
        1987 and, marked by a rising level of consumer prices and by a declining volume of private consumption, bears
        the danger of turning the dissatisfaction within the population (which has played a role
        In the latest leadership change) against the current regime. Further, if new economic reforms succeed in
        increasing competition on the Hungarian market, this will worsen the situation of inefficient enterprises - and
        of their workforce -which will also arouse dissatisfaction.
      


      
        The supportive factors are the reformist policy course pursued In the Soviet Union and the potential benefits
        of future Hungarian reforms. In the economic sphere, the latter consist of productivity gains brought about by
        a rising private sector and by increased efficiency in the socialist sector. In the political sphere, new
        reforms could institutionalize the changes in Hungary’s economic and political system and thus make them more
        difficult to undo.
      


      
        Grósz has to steer a delicate course in which he allows popular dissatisfaction to articulate itself (the
        “Statement” speaks of extending the freedom of expression through legalizing demonstrations) while at the same
        time preventing popular pressure from softening the austerity course or from slowing down reforms. Grósz’
        political skills justify mild optimism that he will succeed in continuing both austerity and reforms until they
        bring some fruits. But should the balance of forces turn some day against reforms, Grósz will very probably
        stop advocating them.
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    The Polish Reform: A Tentative Evaluation


    
      Cezary Józefiak
    


    
      1.
      Program of “Unparalleled Reform”


      
        1.1 Scope and depth of the proposed
        changes


        
          The present reform in Poland, unlike the attempts made before, has its own program encompassing the scope and
          character of planned changes, and even a time-table of particular activities and undertakings. This program
          has been presented in a comprehensive document entitled “Directions of the Economic Reform” (July 1981),
          which was approved by the Ninth Congress of the Polish United Workers Party and by the Polish Parliament.
        


        
          The scope and character of programed changes are without precedent. In accordance with this program, not only
          the principles according to which enterprises are functioning should be deeply reformed but also - and this
          is closely interrelated with these principles - the very nature of social relations (workers’
          self-management, local self--management societies, trade unions), as well as organization, the role and
          functions of the state authorities, institutions and administrative organs.1
        


        
          It was accepted that state enterprises would not only be autonomous and financially self-sufficient but also
          self-managing (these are the so-called “pillars” of the reform). Operative management and planning of an
          enterprise’s activity would be the right and obligation of its managing director with the self-management
          deciding (within the framework of a competitive procedure) what candidate is to be appointed to this post and
          adopting the program of activity worked out by the director.
        


        
          A major novelty was the recognition of de facto autonomy of trade unions, their pluralism and aspirations to
          be a partner of the state authorities and institutions. They were given a right to pronounce opinions on the
          state economic plans and projects, of new legal regulations, and to put forward postulates concerning changes
          in legal regulations.
        


        
          Regarding the political sphere, it was generally stated that “Recovery of the Polish
          economy and improvement of social relations call for major transformations within the institutional system.
          This refers, first of all, to the state power and administration structure.” (“Directions”, 1981, thesis 18.)
          Nor was the role of the party in the state and the economy omitted. “The party organs do not intervene in
          current operational management, they do not interfere institutionally with competences reserved to the organs
          of state power and administration, self-governments and management of enterprises.” Further on it says: “The
          party affects decisions by means of convincing representative bodies of its stance through party members
          belonging to these organs who win over the opinion of social groups, from which representatives are elected”
          (thesis 19).
        


        
          It was not excluded that in the further perspective a self-government chamber as the second chamber of the
          Parliament (thesis 23) for social and economic affairs could be set up. This institutional concept, as one of
          the ways to “depol¡t¡cize” the economy to a possible and purposeful degree, had been presented in Poland much
          earlier, i.e. in the 1940s and in the mid-1950s.
        


        
          The formulated and accepted postulates concerning democratization of social and political relations, together
          with the introduction of appropriate institutional solutions, are among the most significant elements in the
          program of the Polish reform. Against this background the planned changes in the purely economic part of the
          reform were less profound and ambitious. In major issues they were a repetition of propositions announced in
          Poland already at the turn of the 1950s and 1960s, in their details they did not outstep the Hungarian “New
          Economic Mechanism”. The weight laid on social and political affairs resulted from the Polish experience. The
          underlying conviction was that the impermanence of previous reforms was due to the maladjustment of the
          non-economic spheres of public life to the new principles according to which enterprises were to function.
          Endeavors were made now to create institutional guarantees for the reformed economic system.
        


        
          Comparing the Polish with the Hungarian reform it is necessary to bear in mind the many differences between
          the economies of the two countries. First of all, it is worth remembering that inasmuch as the Hungarian
          reform is defined as “one initiated from above and supported from below”2, the definition: “initiated from below and supported from above” would be more
          appropriate for the Polish reform. These two formulas hide entirely different relationships between society
          and the state political authorities. The relationships existing in Poland exerted a very specific influence
          both on the programing of the reform and its execution.
        

      


      
        1.2 Outline of the concept
        of the target economic system


        
          The system that would emerge from the reform could be characterized by Its several most important elements.
        


        
          (a) Market orientation of state enterprises. The reform admits a possibility of bankruptcy as a result of the
          enterprise’s financial failures and lack of chances for achieving market successes that would argue In favor
          of extending financial support by the bank in the form of credits.
        


        
          (b) Contraction of the scope of central planning to determining the main macro-proportions and a very few
          microeconomic affairs, with the latter requiring acceptable argumentation. Microeconomic affairs are to be
          covered by the central plan if they are recognized by the central decision-making bodies to be especially
          significant and if they cannot be accomplished without interference of the state in market processes.
        


        
          (c) Coordination between the activities of independent enterprises and the central plan is to be ensured by
          means of appropriate instruments employed by the state budgetary, monetary, credit, price and investment
          policies. These instruments of economic policy are to be compatible both with the central plan and with
          market logic, which means they must not hamper the mutual adjustment of market variables - demand, supply and
          prices.
        


        
          (d) Equal treatment of all sectors (state, co-operative and private) by the legal system and state economic
          policy.
        


        
          When programming a system with such characteristics, it was assumed that inevitable divergences would appear
          between market orientation of enterprises and the central plan. In such cases it is to be expected that they
          will be settled In favor of the plan.
        


        
          Such divergences tend to appear between the plan and the market in exceptional situations (e.g. flood,
          drought or threat of war), as a result of the monopolistic position held by certain enterprises or a definite
          social policy pursued by the state. In the first case, the state administration was equipped with the right
          to impose production programs on enterprises. In relation to monopolized industries, the state can employ two
          types of measures.
        


        
          It can currently impose maximum prices while in the long run striving to re-establish competition in a given
          sphere, which should pave the way for abstention from interference with pricing decisions of enterprises.
          Planned objectives of social policy are accomplished by means of “objective” (in respect of product groups or
          individual products and not in respect of specific enterprises) tax reductions, by facilitating access to
          credits or subsidizing some products. Owing to these measures, the state may keep market prices for products
          considered important for social reasons at a desired level. These measures may be
          strengthened by import policy or by a policy of state inventories. Thus, apart from natural calamities and a
          threat of war, when decisions of the central plan replace the market, other immediate divergences between the
          plan and the market are solved through adjustment of market processes by the plan.
        


        
          But there is one exception to this rule against administrative interference in enterprises’ decisions:
          namely, the Act on enterprises permits the state administration to impose production tasks on enterprises
          when such production is an object of international commitments. It may be assumed that this regulation aims
          at assuring Poland’s trading partners within the CMEA that despite the economic reform the government has at
          its disposal all possibilities of enforcing delivery of these supplies from enterprises, which it bound
          itself to deliver to other countries within this economic grouping.
        


        
          The problem of eliminating divergences between the plan and the market in investment processes is already
          more difficult. (I shall discuss here only investments in the production sphere, omitting completely
          Investments in the sphere of consumer services undertaken on the basis of noneconomic criteria.) The reform
          program envisages activation of the commodity market and the manpower market but it does not introduce a
          capital market. In this situation it is impossible to decentralize all investments, lest the investment
          program by-pass projects important for the national economy but involving very big outlays and long gestation
          periods. Thus a division of investments into those centrally financed and those financed by enterprises is
          preserved, with the increased share of the latter being the only change. The reform documents make no mention
          of relationships between central Investments and the market.
        


        
          Enterprises’ investments are to be connected with the market in two ways. First, by making the scale of
          allowable investment outlays dependent upon financial performance of the particular enterprise. This
          dependence is not undermined by the fact that enterprises may supplement their own resources with bank
          credits. Secondly, by focussing enterprises’ investments on production of goods that are likely to sell best.
        


        
          This division of investment activity into enterprises’ own investments and central investments is not based
          on precise criteria. The share of both investment types is determined by tax policy (which only the central
          state authorities can decide), by the state decisions with regard to the scale of central investments and by
          the distribution of enterprises’ net profits between consumption and development goals. Consequently the
          influence that can be exerted by enterprises on overall investment activity in the entire economy is rather
          insignificant in comparison with that exercized by the state.
        


        
          The allocation of one group of investments according to market criteria and the other
          according to non-market criteria gives rise to the problem of how to coordinate the structure of both types
          of investments. To this problem, and also to the question of proportions between the total amount of the
          enterprises’ investments and total amount of central investments, a concrete solution is missing so far. In
          the course of discussions it was suggested only that while planning the amount and structure of central
          investments, the predicted level and structure of demand in the commodity markets should be taken into
          account. On the other hand, no institutional solution was proposed that would force or at least induce the
          central political and administrative bodies to undertake “demand-oriented” investment decisions. Accordingly,
          the problem of investments must be considered unsolved in the reform program, with only insignificant
          progress in the right direction having been made.
        

      


      
        1.3 The principle of gradualism in system
        changes


        
          Nobody questioned the impossibility of reforming the economy at once. Controversies concerned the length of
          time during which the economy would be transformed from one system to another, what to begin with, the
          sequence of particular stages in the reform, etc., but not the principle of gradualism. Finally, it was
          recognized that a “two- or three-year transition period would be necessary” during the years 1982–1984: “…
          further changes, deepening the reform and leading to the target system were envisaged for this period”. The
          solutions adopted during particular stages were “if possible (…) to be chosen in such a way as not to collide
          with the logic of a new system, and at worst - so as to make these collisions least harmful and the shortest
          possible” (“Directions”, thesis 110). In the transition period it was planned to solve four main problems,
          which were recognized to be:
        


        
          	- performing profound changes in prices of Industrial supplies (from the beginning of 1982) and in prices
          of consumer goods (in the second half of 1981), and predicting that retail prices and purchasing prices of
          agricultural products would be increasing in the following years;


          	- remodeling the state economic administration and organizational structure of the economy during the
          years 1981–1982;


          	- bringing the motivation system closer to the target solution, which was planned to be attained after
          1982;


          	- finding and applying in the years 1982–1984 new forms and procedures for centralized allocation of
          production inputs “that are in shortest supply and at the same time of basic importance and 
            with multiple application, such as e.g. convertible currencies, coal, electric energy, main raw
            materials”.
          

        


        


        
          The government “Plenipotentiary” Minister in charge of the reform appointed in July 1981 was made responsible
          for management of the reform process in accordance with its program and timetable. The program was begun to
          be put into operation in the autumn of the same year when two fundamental acts came into force: the Act on
          state enterprises (Act 1981a) and the Act on employees’ self-management (Act 1981b). However, the proper
          execution of the reform was fixed for January 1, 1982. On this day new prices for means of production were to
          be (and were) introduced, and “temporary” principles of the functioning of enterprises. These principles had
          been worked out by the government, which treated them as the first stage of the reform to last till the end
          of 1982.
        


        
          Before this stage began, martial law was imposed in Poland. It caused major deviations from the desired
          directions and pace of the reform.
        

      


      
        1.4 Program of the reform and conditions
        accompanying its elaboration


        
          In the period when discussion on various and numerous variants of the reform was under way, almost everybody
          was aware of serious difficulties facing the economy. However, the real magnitude of the economic slump was
          not fully realized. The year 1981 was the third consecutive year in which the GNP was declining (see
          Table 1).
        


        
          Despite an even faster drop in investment outlays, it was impossible to avoid deterioration of the general
          consumption level, which was recorded for the first time just in 1981 (Table 2) and encompassed foodstuffs. On top of it, a rapid increase in the
          population’s Incomes accompanied by a relatively insignificant rise in prices resulted in a rapid deepening
          of disequilibrium in the consumer market (Table 3). Consequently,
          despite the introduced rationing of main articles, there took place a very substantial lowering of consumer
          goods stocks in trade. Meanwhile public opinion evaluated the economic situation mainly on the basis of the
          situation in the consumer market. But the state of the economy was worse than might be indicated by a drop in
          real consumption. Industrial output declined more than consumption, while the drop in imports and exports was
          more pronounced than in industrial output. Payments for servicing the debts with the West became equal to
          total export revenues in convertible currencies. The economy found itself in a “credit trap”: industrial and
          agricultural production was largely dependent on import, while import capacities began to shrink at an
          accelerating rate.
        


        
          Under these conditions nobody expected that a tangible and rapid improvement was
          possible. However, it was commonly believed that it would be possible to check downward trends within a short
          time and to start a slow but systematic growth. Cautious optimism was voiced not only by the public but also
          by the government, who predicted that the economic level of the period preceding the slump (i.e. from 1978)
          would be achieved in agriculture (both in meat and crops production) in 1984, and in industry either in 1984
          or 1985. Foreign indebtedness was predicted to start decreasing in 1987 or 1988. A tangible improvement in
          the consumer market (with the exception of meat) was to take place after “reform of prices” announced for the
          second half of 1981.3
        


        
          These improvements were to be promoted primarily by an appropriate economic policy. Its main elements were
          recognized to be increased extraction and export of raw materials, especially of coal, and the improved
          structure of industrial production, both within the framework of the existing fixed assets and through
          investments. The “Government Program” stipulated that for success to be achieved it was necessary to unify
          three kinds of factors: economic policy, reform of the economic system, and collaboration between the state
          authorities and society. The presented methods by means of which the economic policy was to be realized
          proved to be traditional (priorities, centralized allocations and distribution of industrial supplies,
          recommendations and commands to enterprises). They could hardly be reconciled with the already existing
          reform program of the economic system. Neither did the “Government Program” put forward any concept how to
          achieve collaboration between the state authorities and society. It restricted itself to an appeal for
          support, efficient work and readiness for sacrifices during the difficult period.
        


        
          The above remarks show that not only public opinion but also the state authorities did not at that time
          possess full Information about the degree and the character of the disarray of the economy and, especially,
          about the feedback of interrelated negative factors.4 It seemed to both sides that it was relatively easy to find a solution that
          would allow the economy to overcome the existing difficulties. But there similarities of opinions shared by
          the two sides end.
        


        
          Unlike the above presented government vision of the recovery program, independent opinion-making centers
          attached importance not so much to the directions of the economic policy but rather to the way in which it is
          executed. First of all, it was demanded that favorable political conditions should be created for
          collaboration between the state authorities and society in the field of recovery. As a result of the negative
          experience showing that promises made by the authorities would not suffice to remove sources of recurring
          crises, it was demanded that an Independent social control over the economic policy and the process of the
          economy’s reform be established. This was flatly opposed by the authorities, who
          considered such aspirations to be politically inadmissible and economically detrimental. Inadmissible because
          they were going beyond the limits of the socio-political system, and detrimental because they would lead to
          restricting the government’s freedom of action and, consequently, to declining effectiveness of its
          activities.
        


        
          While opposing independent control, the state authorities were ready to make certain concessions as regards
          the reform program of the system. In this way, this program became relatively radical. As it appeared later
          on, a part of these concessions were tactical.
        

      

    


    
      2.
      The Execution of the Reform, 1982–1984


      
        2.1 Change in the mechanism of the system’s
        reform


        
          The reform began with the system’s retreat towards traditional solutions. The reform program had been
          elaborated, and new acts on self-management and enterprises put into force in consultation; but under martial
          law it now became a reform imposed from above. It began to be fully controlled by the state political
          authorities and by the central administration. Removal of social control over the reform changed its
          directions and pace.
        


        
          In January 1982, “temporary” principles of enterprises’ functioning, that were to be applied within that
          year, came into force. These principles had been adopted by the government hardly a month earlier, but two
          days before their introduction they were modified. They aimed at centralization of management. The ministers
          appointed their authorized deputies and equipped them with the right to impose production tasks upon
          enterprises. Many managing directors were also replaced. Despite formal validity of legal regulations about
          autonomy and self-management of enterprises, these regulations did not enter into economic practice. This was
          due to the militarization of the most important branches of the economy, the appointment of military
          commissars in all enterprises and institutions and the suspension of employees’ self-management.
        


        
          A gradual lifting of these restrictions began in the second half of 1982, but they left a changed balance of
          forces between advocates and opponents of a far-going reform. The most radical elements of the reform program
          were deprived of their effective social protection. The central and local authorities and the party did not
          abandon the reform’s slogans but their interpretation began to change substantially. The dialogue between the
          political and administrative authorities on the one hand, and independent circles of the reform’s advocates
          on the other, began to change into two monologues less and less acceptable to the opposite side. The offices
          of ministers’ authorized deputies were liquidated, strict subordination of the enterprises’ directors to ministers was kept intact. Instances of open violation of legal regulations became quite
          common - about two thousand enterprise directors were appointed by-passing the competitive procedure as
          required by the Act on enterprises. In spite of a protest voiced by the economic press and certain
          self-management organs, the arbitrary decisions were not revoked.
        


        
          Self-management organs were reinstated, but after the shock experienced and under the new conditions, when
          they were deprived of support previously provided by the “Solidarity” movement, their activity was much less
          dynamic.
        


        
          When discussing the mechanism of reforming the economic system after 1981, it is necessary to point out a
          method of annual modifications of the so-called “temporary solutions”. These annual modifications would not
          arouse any reservations if they were leading step by step to the target system. This is the way in which they
          are assessed by the government, which designs and introduces them. However, quite different opinions are
          usually voiced among economists, theoreticians and practitioners, managers of enterprises and self-management
          activists. They emphasize the existing contrast between an excessive number of minor changes and lack of
          progress in “orientating” the economic system on the market or in modernizing and democratizing
          organizational structures of the national economy’s management. Yet another objection could be raised here,
          namely, that successive modifications make allowances unilaterally for only some conclusions resulting from
          the experience gained in the preceding year, with other conclusions being passed unnoticed. For example, both
          in discussions on the experience derived from the year 1982 and later on from 1983, it was repeatedly
          observed that nothing had been done towards planned organizational-functional remodelling of the central
          economic organs. The ineffective utilization was criticized by these organs of financial instruments in
          relation to enterprises or the implementation of the economic policy (especially income and investment
          policies) violating the principles introduced by the reform. However, neither did “temporary solutions” for
          1983 nor modifications for 1984 suggest any specific measures aiming at changes in structure, competences or
          activity of the central organs. In both cases, declarations only would be made that it was necessary “to
          enhance quality and effectiveness of the centralized management”. On the other hand, changes were introduced
          which had not been mentioned at all in the course of the so-called “consultative discussions”, or such as had
          been opposed. In this way, “temporary solutions” for 1983 envisaged the introduction (or rather
          reinstatement) of centralized administrative control over costs in enterprises, while in solutions for 1984
          it was decided to centralize almost fifty per cent of depreciation charge made by enterprises in the state
          budget.
        


        
          It could be generally said that depriving the original reform program of an organized
          social control and transfer of full control over the reform to the central political and administrative
          authorities caused a major slow-down in changes that were to be effected in the economic system, limiting
          their scope and depth. To an increasingly bigger degree the reform is treated solely as a change of
          instruments of central steering of enterprises from direct (administrative) to indirect (financial)
          instruments. This can hardly enhance the role played by the market in the formation of economic processes as
          compared with the role performed by the central organs. Thus it can be concluded that the system is changing
          from a directly centralists into an indirectly centralistic one.
        

      


      
        2.2 Accomplishment of the main tasks for the
        “transition period”


        
          In our previous discussion (point 1.3.) we listed the four main tasks for the “transition period”
          (1982–1984), which was to pave the way to achieving the desired target economic system. The analysis below
          will be focussed on progress made in the execution of these tasks.
        


        
          (a) Prices


          
            The main tasks of the “transition period” were accomplished with a greater or smaller degree of success.
            Among these tasks, price rises were carried out relatively most effectively and most punctually (a change
            in retail prices was delayed by several months). Procurement prices, i.e. prices for industrial supplies,
            more than doubled at the beginning of 1982 (the biggest increase took place in the price for coal: over 3.5
            times). Retail prices of consumer goods were also increased more than two-fold (prices of foodstuffs rose
            faster than those of non-food articles).
          


          
            Unfortunately, certain mistakes were made while carrying out this task so important for the reform, and
            what is more important, the mechanism of price movement itself was not reformed. As regards prices for
            industrial supplies, the main mistake was to calculate new prices for basic raw materials and
            semi-manufactures relying on outdated currency exchange rates. Consequently it was impossible to
            interrelate domestic prices with world market prices. Another mistake made when changing retail prices were
            excessive compensations paid to the population.5 As a result, there was no reduction in surplus demand as a main prerequisite
            to restoring market equilibrium. This unfavorable outcome was further aggravated in the second half of 1982
            by the questionable incomes policy adopted by the central authorities and including wage increases, which
            could have been avoided (pay rises for production growth in relation to the first six months, creating
            considerable disturbances in the economy, and especially in communications, transport,
            and import after imposition of martial law). Wage increase were accelerated also by tax reliefs rashly
            granted to enterprises.
          


          
            The mistakes accompanying changes in prices and those made later on would not have destroyed market
            equilibrium for a long time if prices had been elastic. Little was done, however, in this direction. The
            traditional mechanism of periodic price revisions was preserved with only slight modifications. These
            modifications consisted in the introduction of three kinds of prices: official, regulated, and agreed or
            contract prices. Official prices are centrally fixed, and so are regulated prices - on the basis of
            principles, which are also determined centrally. Both kinds are to be based on “justified” costs and,
            simultaneously, they should be prices of market equilibrium. If these conditions were fulfilled, different
            goods would carry a similar profit margin, understood as a ratio of prices to costs (deviations may result
            from application of turnover tax and customs duties in relation to certain goods). For profit margins to be
            equalized it is necessary appropriately to mould the structure of supply. In this connection, the Minister
            for Prices was obliged to initiate proper investment and import policies.
          


          
            Official and regulated prices for industrial supplies, being an object of foreign trade, are to be fixed on
            the basis of prices obtained in export and paid in import, and currency exchange rates.
          


          
            The third kind of prices are the so-called agreed or contract prices. Initially the procedure according to
            which they were to be fixed remained unspecified. They were generally understood to be prices freely fixed
            by sellers. They were next defined in December 1983 as prices agreed upon between sellers and buyers.
          


          
            The Act (1982d) on prices of February 1982 stipulated that official and regulated prices could be revised
            only once a year, and the only exception allowed was a situation in which “a basis for price fixing“would
            change by more than 10 per cent. It is not quite clear whether “a basis for price fixing” should be
            understood as only “justified” costs and prices in world markets, or also appearance of surplus demand or
            surplus supply.
          


          
            Admissible frequency with which agreed prices could be changed was not specified. However, the government
            was equipped with a right to freeze these prices for a period of up to three months. Starting from
            mid-1983, further constraints began to be introduced. The government was additionally given a right to
            prohibit price rises for certain commodity groups for an indefinite time and a right to determine maximum
            indices of increases in agreed prices. However, the most stringent was a legal decree put into force
            towards the end of 1983 stipulating that agreed prices should be calculated on the
            basis of “justified” costs.
          


          
            Thus, despite some loosening in the price movement mechanism, a principle of periodical price revisions
            continues to dominate. Prices are not a market equilibrium factor operating automatically. This role cannot
            be performed even by agreed prices although they encompass goods of relatively small importance for
            consumption and production. The share of goods sold at agreed prices in total value of sales in particular
            groups reached in 1982 was 36 per cent in the group of consumer goods of industrial origin, 43 per cent in
            the group of industrial means of production, and 28 per cent in the group of agricultural products
            purchased by the state. This share tends to decrease, and the tendency is an additional proof that efforts
            are made to ensure greater rigidity of prices.
          

        


        
          (b) Rationing of industrial supplies


          
            The rationing of industrial supplies assumed such forms as centralized distribution, i.e., allocations
            through administrative channels, limits on electrical energy and gas supplies, and compulsory mediation in
            turnover. In 1982, centralized distribution and allocations encompassed sixteen groups of
            materials6, ten groups of construction
            machines and means of transport, and ninety-seven percent of the total amount of convertible currencies for
            imports. In 1983, the structure of centrally allocated industrial supplies changed somewhat but the scope
            of centralized distribution remained unchanged.
          


          
            The function of monopolistic middlemen in turnover in raw materials and materials was passed over to branch
            trading centers, and in turnover in consumer goods (forty-two commodity groups) to four trading centers.
            The material scope of compulsory mediation in turnover, similarly to the scope of centralized distribution,
            was not reduced (with the exception of construction machinery and means of transportation; centralized
            distribution encompasses six groups of these commodities today). On the other hand, attempts were made to
            remove trading centers from supervision of branch ministries and subordinate them to the Bureau of
            Materials Management. These attempts proved to be unsatisfactory and branch ministries continue to exert a
            significant influence on allocation of industrial supplies.
          


          
            Insignificant progress was made in the methods according to which convertible currencies for import of
            industrial supplies are distributed. In 1982, exporting enterprises and their suppliers were allowed to
            participate in hard currency revenues from export according to indices determined at the central level.
            Nonetheless, the practical value of this solution is very small. Hard currency in the possession of
            enterprises allowed them to finance not quite three percent of their imports in 1982, and around nine
            percent in 1983. However, this was accompanied by administrative constraints imposed
            on the enterprises’ right to utilize their hard currency resources.
          


          
            In the first months of 1983 an additional form of hard currency allocations was introduced, namely access
            to auctions in a hard currency pool. To participate in hard currency bidding, enterprises had to fulfill
            rather hard conditions. On the other hand, it was still possible to apply for hard currency allocations
            within the centralized distribution system. In this situation total sales through auctioning accounted for
            barely 0.02 per cent of the total value of imports from the West in 1983.
          


          
            Yet another way of allocating convertible currencies was introduced in 1983 - a credit granted to
            enterprises by domestic banks. It is most interesting to note that, in spite of the tremendous role played
            by import in industrial supplies, for over six months no enterprise declared its willingness to contract a
            central credit.
          


          
            Thus the scope of rationing of industrial supplies and convertible currencies did not decrease to any
            larger extent. Moreover, the new type of rationing in the form of compulsory mediation in turnover did not
            prove to be any more effective than the ineffective direct rationing. The basis for allocations made in
            both forms are central priorities in production7 and central materials balances.
          


          
            Since no adequate measures are available, it is impossible to evaluate the structure of production and
            consumption of industrial supplies from the viewpoint of economic rationality. This is not the only
            shortcoming of the rationing system. It also demoralizes people employed in the distribution apparatus, and
            it induces the establishment of branch and local groups of interests competing with one another to gain
            access to scarce supplies. Corruption proves to be a frequently employed method for defeating competitive
            groups of interests. Such competition, unlike market competition, contributes little to a harmonization of
            economic processes. On the contrary, it disrupts them. It is for these reasons that the rationing system
            cannot be accepted as a solution for paving the way to economic equilibrium.
          


          
            Being unable to promote economically effective economic proportions, the rationing system only consolidates
            itself. This found its reflection also in the Polish reform. In the Act on socio-economic planning adopted
            in February 1982 it was stipulated that the rationing of industrial supplies and convertible currencies
            could be employed till the end of 1983 at the latest. This stipulation was abandoned in December 1983 and
            replaced by an obligation imposed upon the government, once a year to submit to Parliament a program for
            restricting the rationing system. The deadline by which it was to be completely abolished was not fixed.
          

        


        
          (c) Wages


          
            Apart from prices and rationing, another main task of the “transition period” was to rationalize the wage
            system. The main point here was to link wages in enterprises more closely with their financial effects. The
            central steering of individual wages was to be effected through determining minimum wages, principles of
            compensating for increases in living costs, general wage scales and principles of tariffication.
          


          
            A modest attempt was undertaken in 1982 to expand enterprise autonomy by means of restricting the central,
            individualized and detailed control of wages in enterprises. This was to be achieved through introduction
            of certain general and stable rules. Minimum and maximum wage scales and principles and rates of taxation
            of wage funds in enterprises were introduced. However, the economic policy did not adhere strictly to the
            newly-introduced principles in the sphere of incomes and deviated quite significantly from them. In the
            total amount of wage increments in industry in 1982, a good two-thirds were the result of central emergency
            wage solutions and discretionary tax reliefs. According to the opinion expressed by the Consultative
            Economic Council, “The situation looked similar in 1983 and it is again repeated in 1984”.8
          


          
            The Act on wage systems in enterprises was adopted in January 1984. While considerably expanding
            enterprises’ rights in the wage sphere it also formulates very demanding preliminary conditions, which they
            must fulfill in order to benefit from these rights, and it preserves comprehensive control to be exercised
            by the central administration over wages in enterprises. The Act allows enterprises, provided they fulfill
            specific conditions, independently to determine forms of wages and rates of basic wages for various
            occupational groups. It also stipulates that differences between the lowest and the highest rates must not
            be smaller than the centrally imposed minimum. This is as much independence as the enterprise can hope for
            in the sphere of wages.
          


          
            There are more preliminary conditions, restrictions and exceptions than freedom of maneuver. Among
            preliminary conditions are such as: elaboration of employment structure and adjustments in employment norms
            on particular jobs, shifts in wage structure In favor of that part directly dependent on performance at
            work and, of course, generation of income sufficient for financing wages and other costs.
          


          
            As can be seen, these are issues which should be left to enterprises to decide for themselves. The Act,
            however, delegates to appropriate branch ministries supervision over fulfillment of these conditions (in
            the case of cooperatives, there are central cooperative boards that perform the same task). Branch
            ministries evaluate wage system projects worked out by enterprises. These projects are
            approved by the Minister of Work and Wages on the basis of the evaluations.
          


          
            Projects of wage systems worked out by enterprises do not encompass pay for managing directors. Their
            salaries are fixed by the government and differentiated according to the importance of enterprises for the
            national economy. Appropriate criteria are elaborated by particular ministers.
          


          
            These are also the ministers responsible for supervising the observance of already approved wage systems In
            practice. They have a right to order a managing director of an enterprise to abandon the wage system
            currently applied (this entails a proper mode of procedure as the wage system constitutes an agreement
            between the managing director and a trade union branch, in consultation with the employees’ self-management
            bodies).
          


          
            The Act also stipulates that the government may determine a specific way in which general rules may be
            applied in extractive industries, power engineering, gas engineering, and in public utilities.
            Consequently, changes in the field of wages are rather small and insignificant. Moreover, they are quite
            insufficient from the point of view of the main “pillars” of the reform, i.e. autonomy, self-management and
            self-financing of enterprises.
          

        


        
          (d) Structure and functioning of the central economic organs


          
            The organizational structure, principles of operations and competences of the central economic organs have
            not undergone any major changes. They are still characterized by predominance of features typical for
            centralistic management. One of these features is a prevalence of branch structure over functional
            structures, which is due to the fact that the most important decisions are born in the former, while
            decisions of functional organs tend to adjust quite passively to them. It results from the traditional
            doctrine of the planned economy assigning primacy to material (quantitative) variables over financial
            variables. Another feature is the hierarchic nature of relationships between the central organs. Ministers
            do not hold the most important state offices. They are subordinated to definite deputy prime ministers,
            who, co-ordinating affairs of several ministries, may impose certain decisions on ministers. One of the
            deputy prime ministers is charged with supervision over the entire economy, and it is usually a person
            combining this office with the function of chairman of the Planning Commission. In this way he becomes, to
            some extent, superior in relations to other deputy prime ministers, who co-ordinate only some part of the
            national economy. A chairman of the central bank, formally independent of the government, is also subject
            to this hierarchic rule. The rule complicates the decision-making process, blurs boundaries of competences
            and, as a result, it dims the range of responsibilities carried by particular central organs. Finally, quite a typical feature of the centralists system is the right of the
            central organs to distribute scarce production factors (and their number is quite big - see point 2.2.c)
            through administrative channels. This process of distribution and allocation of production factors is
            perhaps the most cogent reflection of the hierarchy within the system of central institutions.
          


          
            The reform program, in its part referring to the state economic administration, aimed primarily at
            undermining the branch structures. There was an explicitly formulated intention radically to reduce the
            number of branch ministries and to increase the role of functional ministries9, and banks. It was also expected, although it was not recorded in the
            program, that along with the reduction in the number of branch ministries (to one or two ministries in
            industry - see “Directions” 1981, thesis 27), the organizational structure of the Planning Commission,
            hitherto characterized by predominance of the branch criterion, would be changed as well.
          


          
            Elimination of branch structures, restriction of the scope of centralized distribution and allocations, and
            expansion of the role played by the functional ministries and banks would harmonize with the principles of
            autonomy, self-management and self-financing of enterprises. Without such remodelling of the structure and
            functions of the central organs the above mentioned characteristics of enterprises will not be permanent.
            However, the remodelling of the central institutional system has not been effected although the period in
            which it was to be done has passed a long time ago. In m¡d-1981 a small reorganization was carried out
            involving a fusion of certain ministries (the former nine ministries were replaced by four) and division of
            one ministry into two separate ministries. This was to be the first step but it proved to be the only one.
            The issue of a functional-organizational remodelling of the central economic administration was actually
            excluded from the reform program.
          


          
            The government representatives have been promoting a different conception for over two years. Its essence
            boils down to the central organs in their present form obtaining the right to adjust methods and
            instruments of activity to requirements ensuing from enterprise autonomy. This is an entirely novel
            approach in comparison with the original intention. Such an approach was applied in the past but always
            with negative effects. Instead of adjusting the central organs’ mode of activities to the autonomy of
            enterprises, this autonomy has been restricted and adjusted to traditional patterns of the central
            administration’s activities.
          


          
            Such traditional patterns of activity do not exclude application of financial instruments by the center.
            These instruments become deformed, however, through excessive individualization and too frequent changes in
            them. The deformation has been criticized in recent years and referred to as
            “over-regulation” of the system. No matter how accurate this term may be, a different evaluation seems to
            be more justified here, namely that the central economic authorities suffer from “regulative
            illusion”.10
          


          
            Application of deformed financial instruments can neither replace traditional instruments nor restrict
            their use to quite exceptional situations. This thesis is confirmed in Poland by the growing scope of
            non-financial Instruments applied by branch ministries during the reform, with which enterprises are
            influenced. These ministries apply two groups of such Instruments, which are called direct and
            organizational instruments respectively. The first group includes their right to: (1) impose an obligation
            on enterprises to accept the so-called government orders, (2) distribute convertible currencies necessary
            for the execution of government orders and operational government programs, (3) submit applications for
            classification of certain investments as “central” investments, (4) approve plans of public utilities, and
            others resulting from the Act on enterprises. Among the instruments of organizational type are the right of
            ministries to: (1) establish and liquidate enterprises, (2) issue permission allowing enterprises to embark
            upon activities differing from those recorded in their statute, (3) merge and split up enterprises, (4)
            issue permission allowing enterprises to join associations of industrial producers of joint ventures, (5)
            take away from enterprises a part of their fixed assets in the case of reorganization, (6) impose an
            obligation on enterprises to sell unutilized production resources, (7) control the activity of the managing
            director and the enterprise, (8) fix the managing director’s salary, (9) appoint and recall directors in
            enterprises “of special importance” (their number amounts to approx. 1,400 or 20 per cent of the total
            number of enterprises), and oppose a decision taken by employees’ self-management about appointment or
            recalling of a managing director in the remaining enterprises, (10) suspend the managing director, (11) set
            up a commissioner-type management, (12) put a motion for an enterprise’s bankruptcy to be announced.
          


          
            The conception of self-improvement of central economic organs, which has replaced a postulate regarding
            their thorough, organizational- functional remodelling, does not augur well for reduced administrative
            subordination of enterprises to ministries. It must be expected that ministries will be availing themselves
            of their right to restrict an enterprise’s freedom. In this way they will be assuming a part of
            responsibility for the economic effects of enterprises. This can hardly create promising prospects for
            “hard“self-financing.
          


          
            It should also be added here that certain industries (coal, power engineering, cement, sugar-refining, and
            meat) have been excluded from the general principles of the reform, even from that degree in which the
            reform is realized in other industries. In these sectors, ministries may openly use
            centralistic methods and instruments of management. It is also worth noting that in the industries not
            excluded from the general rules, the ministers have been endowed with the right to differentiate tax
            deductions, i.e. to apply tax rates differing from standard rates. While controlling costs, being a price
            basis, they may also pursue a branch pricing policy of monopolistic type. This shows that even general
            financial instruments change into specific branch instruments. Such solution leads to the preservation of
            the centralistic management by means of application of management instruments differing from those used in
            the past: it leads to indirect centralization.
          


          
            The content of the Act on the Planning Commission adopted in July 1984 is convergent with this trend. A
            peculiar feature of this Act is that it does not define rights and obligations of the Commission in the
            sphere of preparing drafts of central plans. Instead, we find vague sentences, often lending themselves to
            free interpretation. Thus the Planning Commission “initiates, directs and controls activities” connected
            with planning, determines principles of planning, and “analyzes and assesses” both observance of these
            principles and results of planning efforts. The Act promises that autonomy of enterprises will not be
            restricted despite the fact that the Commission will be performing control over observance of principles
            elaborated by the Commission in enterprises (Article 9, point 3). It does not indicate how the one could be
            reconciled with the other. Another peculiarity of the Act is that it grants the right to the Planning
            Commission to exert its influence on the shape of the national economy’s functioning system and on the
            level and relations “of instruments and parameters ensuring execution of the economic policy”.
          


          
            Such a solution carries a threat for the reform. Although the Planning Commission only designs “changes and
            improvements” in the system along with changes in the employed instruments, it is quite clear that its
            proposals do not resemble ordinary suggestions. These are projects of the government’s decisions, and it
            can be expected that these projects will be expressing strong tendencies to subordinate the system and the
            instruments to tasks of the central plan. This seems to be most probable, taking into account the
            composition of the Commission (Article 3, paragraph 2, and especially point 1) and its responsibility for
            implementation of the plan.
          


          
            The Act does not contain any clauses protecting the economic system against “propositions” of the
            Commission aimed at restoring the traditional system. Already today, management of the Planning Commission
            is skeptical about chances for an imperative of successively curtailing rationing, which ensues from the
            Act on planning, and demands that investment capacities of enterprises should be reduced. In both these
            cases, the stance taken by the Government Plenipotentiary for Reform is different. But
            then, the Act stipulates that his competences are to be taken over precisely by the Planning Commission.
          


          
            The Planning Commission was to have been a staff organ analyzing and programming economic processes. On the
            other hand, some formulations contained in the Act point out that the Commission will continue to be a
            decision-making organ situated hierarchically above other central organs. This shows that the Commission
            has been equipped with a general prerogative to issue “commands and orders” (Article 9) with other central
            organs being obliged to consult their commands and orders on economic issues with the chairman of the
            Planning Commission (Article 10).
          


          
            The provisions concerning enterprises also conflict with the reform program. Planning was to have been an
            internal affair of enterprises. This can hardly be reconciled with imposing an obligation on enterprises to
            adhere in their planning to principles elaborated by the Planning Commission. Similar reservations could be
            made with regard to a provision stating that the chairman of the Planning Commission determines “methods of
            the economic effectiveness calculus and methods according to which the performance of socialized units
            shall be evaluated” (Article 8, paragraph 1, point 1b). It augurs that bureaucratic practices will
            continue. These practices distort the picture of economic reality and permit freedom of choice of the
            decision and evaluation criteria. Meanwhile, the planning of operations is an internal need of enterprises.
            They can and should be assisted in it, as well as provided with methodological and other necessary
            information. On the other hand, imposition of obligatory principles causes that planning becomes an
            activity performed not for the enterprise itself but for its superior organs. This gives rise to dual
            planning - true planning for internal purposes and planning “beautified” for superior organs. The situation
            looks similar in the case of calculus methods and effectiveness measures. The reform was to have promoted
            their objectivization and internalization. Objectίvization was to be ensured by making the situation of
            enterprises dependent upon their success in the market, posing a requirement before the economic policy to
            respect the logic of the market and, especially, not to block the mechanism of market adjustments
            (elasticity of prices and demand). In turn, internalization of the calculus and effectiveness measures
            means that external evaluations should not be based on any other criteria but profitability criteria used
            by enterprises. The only admissible additional criterion of external evaluations is compatibility between
            behavior of enterprises and general, relatively uniform and permanent norms of law, e.g. tax law or labor
            law. Simultaneously, the Act on the Planning Commission opens possibilities for evaluation of enterprises
            according to differentiated and changing prescriptions and instructions. Such approach does not allow to
            avoid voluntarism of the central administration in the sphere of decisions, derangement of the economy and the weakening of stimuli promoting improved effectiveness.
          


          
            The Act on the Planning Commission could have been free of these shortcomings if it had been prepared “with
            the curtain raised”. Unfortunately, this was not the case, which in itself cannot be reconciled with the
            spirit of the reform. I can suppose that in such case a sound justification could exist for reexamination
            of the Planning Commission’s competences by the Parliament. There may also appear an additional opportunity
            for such reexamination as two state institutions have been set up with a task of formulating official
            evaluations concerning the functioning of the economy and submitting to the government their projects of
            “changes and improvements” of the economic system: the Responsible Minister (“Plenipotentiary”) for the
            Reform and the Planning Commission. Ultimately their competences with regard to the economic system may be
            separated or the office of the Plenipotentiary for the Reform may be undermined. When such an issue arises,
            it would be necessary to focus attention on a more fundamental question. Namely, each administrative organ
            involved in the formation of economic policy and responsible In this respect before the government becomes
            interested in expanding its direct control over economic subjects operating within its range of
            responsibility. Such an approach disqualifies the Planning Commission as an organ designing and supervising
            successive stages of the reform.
          


          
            This does not afford any conclusion concerning the future of the Plenipotentiary’s office. No matter what
            its future is like, it is necessary to make a turn towards socialization of all stages in the process of
            the economy’s reform, which is synonymous with increasing the influence exerted by social bodies on
            directions and pace of this process. The choice seems to be simple here: it is possible to make such a turn
            or consolidate hierarchical relations in the economy and accept increasingly stronger contralization of
            decisions.
          

        


        
          (e) Structure and functioning of enterprises


          
            The centralistic management system has created and consolidated concentration of industrial production in
            big enterprises and the monobranch character of enterprises. Enterprises having below 100 workers employ
            only 0.8 per cent of the total number of those employed in industry, while enterprises employing above
            1,000 persons account for 67.2 per cent of the entire work force. The industrial production is concentrated
            in a similar way (Table 4).
          


          
            High concentration facilitates centralized management. By the same token, the mono-branch character of
            enterprises results from adaptation of their organization to the organization of the state economic
            administration, it is not a result of economic rationalization. Supporters of centralism put forward an
            argument about large scale economies: lower costs, higher quality standard of products
            attainable owing to technique, which it is profitable to employ only in the case of mass production,
            relatively low prices, etc. This argumentation is detached from the realities of the system. Deficiencies
            of the system such as irregular supply of materials, poor adaptation of their structure and quality to
            demand, absence of labor mobility, poor motivation for more productive work, etc. cannot be eliminated by
            concentrating production in big enterprises.
          


          
            It is quite a different matter that big enterprises find it easier to operate within an economic system
            suffering from such deficiencies than small enterprises. They have at their disposal proper bargaining
            power corresponding to their size (especially when measured by the number of employees) in their
            relationships with institutions deciding about distribution of production factors, about subsidies and tax
            reliefs. Owing to their bargaining power, big enterprises face relatively fewer troubles and difficulties
            than small enterprises, but concessions for them are made at the expense of other parts of the economy.
            Moreover, relatively smaller troubles are often major troubles when seen in absolute terms. They do not
            allow to make an effective use of potential possibilities carried by technique, on which mass production is
            based.
          


          
            However, concentration of production in big enterprises is seldom imposed by the type of applied technique.
            Such relationship occurs in some branches but not in all. Big size of many enterprises is a result of
            purely organizational fusion of smaller production units. Polish statistics distinguish, apart from
            enterprises, plants as production projects or groups of such projects, which are technically and spatially
            separate units. It appears that one industrial enterprise consists on the average of ten such plants. Some
            of them had a status of independent enterprises in the past. The average employment volume per one plant
            exceeds eighty persons.
          


          
            Defense of such multi-plant enterprises is based on a peculiar argument. Namely, it is argued that because
            of market dislocations it is necessary to ensure materials supplies by subordinating the main suppliers to
            buyers or users in an organizational manner. In this way the effect of deficiencies inherent in the system
            Is treated as the cause of evil. Such approach results in creating artificially expanded enterprises, which
            exert an even more devastating influence on the market structure.
          


          
            The reform program quite explicitly opposed monopolistic phenomena and trends. It supported effectively
            operating markets (the word “competition” does not enjoy great popularity in the official jargon).
            Practice, however, does not keep pace with good intentions. The state organs responsible for execution of
            the reform may be blamed for their failure: (i) to introduce facilities and incentives for splitt¡ng-up of
            big multi-plant enterprises into smaller ones wherever it was possible and advisable,
            e.g. in clothing and other industries (see Table 5); (ii) to
            create sufficient institutional facilities and a favorable political climate for unrestrained setting up of
            small and medium enterprises; (iii) to pose institutional barriers before processes of concentration and
            monopolization occurring in new forms.
          


          
            The initiative concerning division of the enterprises has been left with the minister, the managing
            director, and the employees’ self-management. The fact that self-management organs in particular plants
            have not been equipped with the right to postulate such division of their enterprises undoubtedly hampers
            similar initiatives in plants. Some progress can be seen in the formation of new, private handicraft
            businesses, whose number went up by 17 per cent in the years 1980–1982. These are, however, very small
            businesses employing two to three workers (including the owner) on the average. Their number, despite quite
            a big growth, continues to be insufficient in relation to the existing needs. An equally positive
            phenomenon was the creation of legal opportunities for establishing the so-called Polonian firms (their
            owners are foreign nationals of Polish extraction). These are small enterprises, which can compete with
            small state and co-operative enterprises and private handicraft businesses. In 1982, these firms were
            employing only 0.1 per cent of the total work force, while the very rapid pace with which they were
            initially established was slowed down. This is partly a result of still not very stable state policy in
            relation to the private sector. Relatively frequent changes in general and financial regulations can hardly
            promote investment of private capital in economic activity.11
          


          
            The above critical remark about absence of barriers to monopolistic trends in the economy is partly
            confirmed by prolonged preparatory work on adoption of the antimonopoly law by the Parliament. However, the
            main argument supporting this remark is something else, namely a dangerous evolution of the so-called
            “associations of state enterprises“. In accordance with the reform program, “amalgamations of enterprises”,
            as an indirect link in the management of enterprises by ministries, were liquidated. On the other hand, the
            reform permitted to set up associations, which are not links in the state economic administration but a
            form of relatively permanent agreements among enterprises. The aim was to initiate joint market studies,
            co-ordination of activities in foreign markets, co-ordination of activities in the field of investments, to
            promote technical progress and manpower training, as well as to secure industrial supplies for members of a
            given association. The very approval of entering into these agreements to accomplish such functions aroused
            doubts both from the viewpoint of enterprises’ autonomy and from the market structure. These doubts, among
            others, sprang from the earlier negative experience. When “central boards” as an administrative, indirect
            level of management of enterprises had been liquidated in the second half of the
            1950s, then enterprises were allowed to establish “amalgamations”, as organs that were to serve them.
            Within the present reform, “amalgamations” were liquidated under the same slogans and “associations” set up
            in their place. No wonder apprehension was expressed that the whole history could repeat itself once again.
            This apprehension has not been dispelled.
          


          
            The greatest threat is considered to be the fact that once again a dominant criterion in the establishment
            of associations was branch identity or similarity of enterprises joining the same association. The
            membership in particular associations is very similar to the composition of former amalgamations.
            Similarly, the personnel employed in offices of associations, smaller in number, is composed to 70 percent
            of the personnel employed in former amalgamations.
          


          
            In the total number of all associations (grouping over 90 percent of enterprises), associations set up by
            ministries in a compulsory way represent one fourth. The biggest number of such associations were set up in
            the ministries of mining and power generation, metallurgy and engineering industry, and agriculture and
            food economy. These associations are only an indirect level of the centralistic management. The remaining
            associations are of voluntary character. The law imposes a requirement that joining an association by a
            given enterprise should be approved by employees’ self-management. This law was introduced post factum
            because at the time associations were being set up employees’ self-management organs were suspended.
          


          
            The fact that management and self-management organs in enterprises are so willing to participate in
            associations12 results from their
            conviction that it is the best way to ensure access to scarce industrial supplies, convertible currencies,
            and obtaining financial relief, which plays such an important role owing to the bearing it has on the wage
            rates in the enterprise. So far, no instances have been recorded that ministries utilize voluntary
            associations to impose their decisions on enterprises. They utilize them mainly as an information channel.
            It should be noted, however, that ministries have at their disposal the rationed industrial supplies, and
            they can assist associated enterprises in all those matters which are decided by the Ministry of Finance
            and banks. Consequently, branch ministries need not adopt open forms of interference in issues that lie in
            the competence of enterprises, since these are enterprises which approach ministries in the role of
            suppliants. Since the most important problems are solved by associations, it can be expected that
            management of associations will be authorized to take decisions on behalf of enterprises. Already cases
            have been recorded when boards of associations appoint “presidiums” and enterprises are subordinated to
            organs of the association. Such evolution of relationships between enterprises, associations and branch
            ministries may lead to a restoration of hierarchical structures and subordinations in
            the management of the economy. Anyway, it leads to the preservation of the dominant role played by
            “vertical” relationships, assigning market or “horizontal“relations a secondary role.
          

        

      

    


    
      3.
      Prospects of the Reform


      
        Many of the factors that will determine the future of the reform are unknown. The intentions of the political
        and economic authorities are relatively quite well known. Here I would like to present the option of the
        authorities along with its possible consequences. It is obvious, however, that the real behavior of the
        authorities will respond to the economic situation and behavior of the population, which will also largely
        depend on the economic situation and on the response of the authorities to the future situation, which seems to
        be playing a crucial role here: on the one hand, the economic situation itself is determined by many variables
        while it, in turn, will be exerting an influence on the directions of activity and methods to be adopted and
        thus on the system’s solutions.
      


      
        3.1 External factors


        
          The least known determinants of the future economic situation are always external factors. Their impact will
          be extremely big for Poland in the 1980s: the economy will continue to be highly sensitive to factors
          relatively little dependent on it for many years to come. Two of them should be mentioned first of all - the
          scale of the possible import of raw materials, semi-manufactures and components from the West, affected by
          Poland’s cumulating payment commitments, and crop harvests in agriculture. The former will be deciding about
          the general level of activity in the national economy, and the latter about the food supply, to which the
          population usually reacts very vividly. There is yet another external factor, the Impact of which on Poland’s
          situation is not precisely known, namely, the evolution in the structure of economic ties with the CMEA
          countries. It is already known today that the scope and scale of these ties will be expanding. New stimuli
          were provided here by the CMEA “summit” in 1984, and the Polish-Soviet economic agreement concluded in 1985
          for fifteen years. The future structure of these ties, however, is unknown and, anyway, it has not been
          officially announced. This structure, as well as the level and structure of Poland’s economic co-operation
          with the capitalist countries, will be influenced by the political climate in East-West relations, being one
          of the most important unknown quantities for Poland.
        

      


      
         3.2 A provisional continuum?


        
          From among intentions of the political and economic authorities for the coming years, three may be considered
          the most important for the economic system. First, it has been decided to preserve the present shape of the
          system till 1990. Second, it has been decided to give up for an indefinite time the planned
          organizat¡onal-funct¡on remodelling of the central economic administration and focus attention only on
          improving performance of the existing links. It has been recognized that institutions developed within the
          traditional system may change their functions, adjusting them to new principles of enterprise activity.
          Third, it is envisaged that economic policy will be Improved. This is to consist in avoiding such central
          decisions as, on the one hand, generating or deepening disproportions in the economy and, on the other hand,
          weakening the impact of financial mechanisms and instruments on enterprises.
        


        
          When successive versions of a “temporary”, i.e. not fully cohesive economic system were being introduced in
          the years 1982–1984 instead of Introducing its final and desirable variant, it was blamed on obstacles caused
          by a difficult economic situation. Later on, it was decided that this “temporary” version would be preserved
          also in 1985. It was carried out under a different slogan. Namely, it was announced that stabilization of the
          system rules was necessary if enterprises were to take rational decisions. Next, it was decided in 1985 that
          the same version, with only small corrections, would be valid till 1990 (Act of 1985 a). Also this time a
          different argument was put forward. It was stated that these rules corresponded best to conditions and goals
          of the plan for the years 1986–1990. (Incidentally, it meant that a thesis about supremacy of the economic
          policy over the economy’s functioning system rejected earlier was recognized once again.) The regulations
          which are to be in force in the coming years provide, among others, for the preservation of a stringent
          administrative control of prices and discretionary individualization of taxes. They promise neither
          restriction of the scope of subsidies for deficit enterprises nor that rationing of industrial supplies will
          be curbed. As regards the last-mentioned issue, there is only a general guideline that all attempts should be
          made to curb rationing. However, experience teaches that all the previous declarative “intentions” of this
          kind, which were not supported by concrete programs of action, would end in failure.
        


        
          Also the “temporarily” shaped (mainly in the years 1982–1983) relations between the state administration and
          enterprises are to be consolidated. The ministers will continue to decide about salaries of managing
          directors and they will be allowed to apply to the superior state authorities for dissolving self-management
          organs “violating the legal order of fundamental social interests”. Similarly, the
          ministers will also be allowed to order enterprises to conclude “agreements” on deliveries of specific goods,
          if they did not want to manufacture them unsolicited. The central administration can also legally interfere
          in the sphere of social relations In enterprises. The basis for such actions is provided by the government’s
          decree of February 19, 1985. Leaving the so-called internal information media at the disposal of special
          administrative sections in enterprises, the decree actually removes them from the control of self-management
          organs. These administrative sections in most enterprises are personnel departments, and in bigger
          enterprises - accounting for about one fourth of all enterprises - newly set up departments of training and
          information. In this situation, self-management organs, supervising their enterprises by virtue of
          appropriate acts, cannot make valid decisions concerning training and information programs. Such a program
          “is worked out by the managing director in the enterprises with the approval of the local committee of the
          Polish United Workers’ Party and after consulting the workers’ council”. The new organizational units in
          charge of training and information are to disseminate “knowledge about rights and obligations of workers, and
          rights and obligations of citizens”. Moreover, they have been equipped with the right “to arrange
          consultations on all issues concerning the enterprise and its personnel”. In this way, consultations between
          the workers’ council and the enterprise’s personnel are subject to control performed by an administrative
          unit. These administrative units are subordinated to the ministers through managing directors of enterprises.
          On the other hand, the ministers are to control how enterprises fulfill their tasks stipulated in the
          government’s decree discussed here.
        


        
          The above remarks indicate that stabilization of the “temporary” system is not synonymous with its full
          stagnation. A typical regularity can be observed here. Namely, when changes proceed in a proper direction
          (e.g. sales of hard currencies through bargaining, price formation by the market, and others) they appear to
          be unsuccessful, but whenever they make reference to the traditional system they end with success.
        

      


      
        3.3 Conflicting social and economic
        criteria


        
          Speaking about enterprises, it is worth mentioning a proposal about a new system of evaluating enterprises,
          put forward by the Government Plenipotentiary for the Reform in January 1985. This proposal has not been
          approved so far (i.e. till October 1985) and neither has it been rejected. It is quite interesting because it
          shows the direction of thinking and intentions of the central administration. In the text of this proposal,
          we can find the following statement: “The financial effect alone will not suffice to evaluate the performance
          of a socialist enterprise as it is also necessary to determine whether this effect has
          been achieved in accordance with social objectives, not only taking into account the current production
          effects but also a concern about the future and accomplishment of wider social functions.” This approach
          cannot be reconciled with the original program of the reform. The principle of applying multiple criteria
          when evaluating enterprises was rejected already during the first stage of discussion on the reform, and the
          above mentioned proposal suggests that it should be expanded quite considerably. There are supposed to be
          twentynine criteria of evaluation divided into five groups. Choice of criteria and their ranking according to
          Importance “must depend on the evaluating subject”. The proposal envisages three external evaluating
          subjects: the founding organ (for the majority of enterprises it is the ministry to which they are
          subordinated), the local organ of state administration, and the local party committee. It is quite obvious
          that irrespective of the author’s intention, this proposal wishes to ensure that managing directors in
          enterprises should mainly reckon with external evaluating institutions and not with employees’
          self-management and the market. Thus, it is hoped that they will be attaching greater significance to
          administrative and political evaluations than to economic effectiveness criteria. This solution would make
          enterprises even more open to commands coming from the superior authorities. In spite of this, the authors of
          the proposal claim that its aim is to protect the autonomy of enterprises and pave the way for bigger
          object¡v¡zat¡on of evaluations.
        

      


      
        3.4 Organizational reconstruction
        abandoned?


        
          This trend toward restricting instead of consistently expanding the economic autonomy of enterprises is
          largely due to the abandonment of this part of the original reform program, which decreed the reconstruction
          of the central institutional arrangement. It has largely contributed to a change in the concept of the entire
          reform. The original program was focussed on two fundamental issues: (1) explicit restriction of the rights
          possessed by the central organs to interfere with enterprises’ decisions, and (2) creation of an effective,
          legally and politically guaranteed social control, whose main task would be to see to it that the central
          organs did not abuse their competences. In the course of the entire discussion on the reform program, the
          guarantees that the centralistic system and voluntaristic practices in the economic policy would not be
          restored were recognized to be a matter of utmost importance by practically everybody. Almost everyone
          realized also that it was the most difficult issue as it touched upon the permissible political limits of
          reforms. These limits appeared to be narrower than it seemed to the authors of the “Directions of the
          Economic Reform”.
        


        
          A direct consequence of leaving the central institutional system practically unchanged
          is also the gradual revival of an intermediate management level situated between ministries and enterprises.
          This danger was realized by many people including the Government Plenipotentiary for the Reform. However, it
          became inevitable that the intermediate management level would be expanded because the central administration
          did not allow for the creation of real markets. Their absence was making gaps in the economic system, which
          were all too willingly filled by the administration by appointing bureaucratic organs. In this way it came to
          the establishment of the so-called “branch industrial associations” (replacing for their most part the
          liquidated “amalgamations”) and central cooperative unions in the years 1982–1985, followed by “supervisory
          boards”, placed above the enterprises, in which a predominant role was played by representatives of proper
          ministries. The latest development in this field are the so-called “branch corporations”. (These corporations
          are given new names so that they are not associated with the former intermediate management links. Thus, for
          example, in the mining industry, they are called “mining guilds” - a name dating back to the Middle Ages.) In
          1985, the central administration was making strenuous efforts to have such corporations set up in different
          industries, e.g. in metallurgy, pharmaceutical industry, and others. In certain cases, employees’
          self-management bodies resisted this solution. Their resistance, however, is growing visibly weaker. This is
          quite easy to understand. In a situation when ministries decide about allocations of scarce industrial
          supplies, tax reliefs, budgetary subsidies etc., the prospect of becoming disobedient “outsiders” is not too
          inviting.
        

      


      
        3.5 Reconcentration in the enterprise
        sectors?


        
          Further plans of the central administration with regard to the organizational concentration of enterprises
          are confirmed by a proposal submitted by the Government Plenipotentiary for the Reform in January 1985. It is
          entitled “General assumptions and directions of changes in organizational structures in the economy”. At its
          foundations, there lies an assumption that it is necessary to differentiate organizationally between economic
          sectors producing industrial supplies and consumer goods. This division is somewhat dimmed in the proposal,
          which distinguishes among four “systems”, but one can easily guess that real differences exist only between
          the two above mentioned sectors. Generally speaking, it is proposed that the sector producing industrial
          supplies should be organized along the principles of the centralistic management, and the sector of consumer
          goods should have an organizational structure corresponding to market relations. The first sector encompasses
          those industries which, according to the authors, create a technical infrastructure for the economy or are of “infrastructural importance”. This last term is rather ambiguous. For any industry to
          be of “infrastructural importance”, it is sufficient “for it to exert a significant influence on the market
          equilibrium“or to “play a major role in total exports”. These criteria, having nothing in common with the
          technical infrastructure, were badly needed for the authors. The point here was to find justification for
          including in the first sector not only power engineering, railway transport, communications, etc. but also
          such industries as mining, metallurgical, engineering, electromechanical, electronics, “a part of chemicals”,
          and “a part of food processing”. In this sector, industrial supplies would be flowing from producers to users
          and consumers by means of a normal market. Instead of striving to create a real market, “attempts should be
          made to develop a new type of cooperative ties based on strong economic relationships and organized by the
          final producer or end user”. The end user’s task would be to ensure that his suppliers get all the necessary
          materials, foreign currencies to import their supplies from abroad, and even financial resources for
          development purposes. At the same time, “the end user should have at his disposal effective means allowing to
          safeguard his interests”, or simply speaking - he is to manage and control his suppliers.
        


        
          Coordination by means of the so-called “leading economic units”, applied in the traditional system for a long
          time and not enjoying a good fame, has been included among “relationships of a new type”. The justification
          given for this form is quite explicit. Owing to it “management of ministries (…) will be freed from an
          obligation to coordinate directly the activity of hundreds of enterprises”.
        


        
          With regard to the second sector encompassing light industries, the remaining parts of chemical and
          food-processing industries, construction industry, trade, and cooperative units, the authors of the proposal
          sound like uncompromising opponents of monopolistic structures. Here they postulate stimulation of
          competition, stopping subsidies for unprofitable enterprises and allowing for their bankruptcy, and even
          “creating favorable conditions for transfer of capital between particular industries within the framework of
          state ownership”. These recommendations are, of course, fully in line with the reform program, but
          restricting them solely to the consumer goods sector means a step backwards in relation to this program. The
          arguments used to defend the centralistic management of the industrial supplies sector are artificial, and as
          such they must be rejected. Then, recommendations aiming at creation of conditions for competition will refer
          also to most industries within this sector.
        


        
          If the proposal in question was applied in practice, industrial supplies would be exchanged in a quasi
          market, that is in the way they were exchanged previously. On the other hand, the market for consumer goods
          would be defective. It would be better than the old market to a degree to which it would
          be possible to introduce a mechanism of elastic prices. Such a market should be evaluated negatively in this
          sense that it would constitute a sphere of a unilateral adjustment of the scale and structure of demand to
          the volume and structure of supply by means of appropriate price changes. Meanwhile, supply of consumer goods
          would be adjusted to demand and prices only to an insignificant degree. It would be caused, first of all, by
          the fact that the structure of consumer goods production depends on the structure of supply of capital goods
          and materials, with the latter being determined not by the market but by the central plan. Moreover, If
          centralization of management were to be introduced to an extent as suggested by the proposal, enterprises
          would be under soft budget constraints. Even if this were to concern only the sector of industrial supplies
          it would be enough for a trend towards surplus demand to appear in the market for consumer goods. In such a
          situation, producers of consumer goods would not only have difficulties in adjusting the structure of supply
          to the structure of consumer demand (for the above mentioned reason) but they would not be interested in such
          adjustment either.
        

      

    


    
      3.6 Conflicting economic policy and
      reform


      
        The authorities expected that the economic situation would be gradually improved owing to the rationalization
        of economic policy. In fact, greater importance is attached to economic policy than to the reform of the
        economic system, which is confirmed by the already described phenomenon of assigning primacy to the central
        plan in relation to the system of the economy’s functioning. Generally speaking, the period following 1981 did
        not confirm the accuracy of this approach. Despite consolidation of the central institutional system, it was
        impossible to cushion the impact of forces disintegrating the economy, which exist within this system. They
        became a cause of incoherent decisions and prevented the suspension of decisions taken years ago (investment
        projects started in the last decade), which impose a heavy burden on the economy today. After two years of the
        economic policy pursued in conditions of discipline imposed by martial law, and thereafter sustained on the
        strength of special stringent regulations (Acts 1983a, 1983b), the Polish economy was unable in many fields to
        attain its 1981 level (Tables 1–3). And although some improvement has been recorded in industrial production and
        export, these successes are not based on any solid foundations, as proved by more detailed analyses (e.g.
        Reports of the Consultative Economic Council, 1984a-1984c). Consequently they failed to initiate upward trends
        in the economy. It is true that industrial production continued to grow in 1984, at a rate similar to that
        attained in 1983, but this growth was not due to improved effectiveness. In fact, some industries recorded
        production growth at the cost of lower effectiveness. This is confirmed by a report of the
        Consultative Economic Council, according to which import intensity of production in industry increased, changes
        in the structure of industrial production were not intended but they resulted from different balance
        constraints and were frequently undesirable, changes in employment structure were largely accidental, the
        situation in the investment sphere continued to be unfavorable, and no major progress was made in restoring
        equilibrium in markets. “In many activities of the government it quite often happened that a desire to ensure
        production growth prevailed over a desire to improve effectiveness” (Report of the Consultative Economic
        Council, 1985). Nothing else was done in 1985 to change the above assessment. Simultaneously, the dynamics of
        production and export growth went down.
      


      
        Also the concept of the economic plan for the years 1986–1990 arouses some doubts. These doubts concern the
        assumed proportions and a general scale of tasks posed for the economy. The proportions were planned in a
        traditional way: first of all, priority tasks were fixed, with the remaining tasks determined later on when
        they were already severely restricted by budget capacities. As before, priority was given to metallurgy. The
        government approved the long-term development plan for this industry already in May 1984. Next followed the
        drafting of long-term programs of development of such industries as fuels and energy. The programs were
        acknowledged by Parliament in March 1985. Some two months later, the Planning Commission submitted for
        discussion and consultation the concept of the aggregate plan for the whole economy. In the course of this
        discussion, priority programs will not be altered, at best they may be slightly corrected. Thus they will act
        as constraints to possibilities of choosing the economic structure on the national scale. Generally, no doubts
        are entertained that definite pressure groups stand behind such a mode of drafting a plan. It Is, of course,
        very difficult to Identify them precisely, while their mechanisms of operation and especially their internal
        and external links are not well known. This is connected not only with the nature of pressure groups as such
        but also with the institutional conditions in which they operate.
      


      
        Another characteristic of the plan, not a new one, is a strained balancing of proportions. It is perhaps best
        visible in the so-called “indispensable indices”. This is a name given to savings requirements, whose
        fulfillment determines whether a plan will be successfully executed or not. “Indispensable Indices” give
        information how much consumption of materials, energy and labor per unit of production “must“be lowered and how
        big “must” be rates of export and import growth. The savings indices are very strained and even authors of the
        plan call them unprecedentedly high. The cause of this situation is clear: the planning of
        tasks and the planning of capacities for their execution are separated from one another. Such conduct is well
        known from the past when it was recommended that plans should be “mobilizing”.
      


      
        What the Polish economy needs very badly is improvement in the structure of fixed assets and a substantial
        improvement in effectiveness. The plan for the second half of the 1980s hardly guarantees that the structure
        will change in a desirable manner, while the economic system is being reformed in too superficial a way for it
        to be able to eliminate disproportions and ineffectiveness. In this situation, production will be growing more
        slowly than would have been possible if a more rational economic policy and more efficient economic system had
        been adopted. Consumption must necessarily grow more slowly than production, owing to financial commitments for
        the servicing of foreign debts. Against this background, growing frustration of the population can be expected.
        The way in which this frustration is going to be revealed will depend on the mechanisms of public life in the
        economic sphere and outside it. Experience of the last few years shows that mechanisms have been preserved
        which promote attitudes of seeking and winning concessions and support from the state instead of encouraging
        enterprises to increase personal incomes of their employees through innovations and economic initiatives or
        higher productivity. The claims made in relation to the state may assume a more demanding tone whenever
        difficulties caused by unfavorable changes in external conditions and incidental errors in the current economic
        policy are intensified. The central political authorities are likely to respond to any signs of impatience
        among the population with adjustments in economic policy rather than by taking more radical measures aimed at
        reform of the system. First of all, a stronger control of prices than wages can be expected, as a way of
        appeasing public opinion. Consequently, administrative methods will tend to predominate instead of being
        replaced by the economic mechanism.
      


      
        Appeasing society at the cost of disrupting the economy can hardly be effective in the long run. That is why,
        in certain circumstances, there is likely to appear a new bundle of postulates concerning the socio-political
        system and springing from the broad masses. Foremost among these postulates would most probably be demands for
        democratic transformations in social and political relations. In the years 1980–1981 these issues aroused the
        greatest hopes and won active support from the widest social groups. And it was in this field that society was
        most disillusioned. Thus, expectations connected with democratization of social and political life are “a
        postponed demand” sui generis. It must be added here that never In the past has there been such a common
        conviction that unless these issues are solved it will be impossible to carry out a deep enough reform of the
        economic system. The fact that many people disbelieve in the success of the present
        administrative-financial reform conducted by the superior authorities springs mainly from this conviction.
      


      
        It is not quite certain at the moment what form of economic system would win the biggest popular support when
        such new bunch of postulates appears. A solution combining central regulation of the economy with a true and
        not only simulated market seems to be becoming increasingly more popular. It is also difficult to estimate what
        part of the society would be in favor of the market type reform. Many people have an ambivalent attitude to
        such reform. On the other hand, most people would like to see an economy in which wages are proportional to
        effects of work and easily convertible into attractive goods and services. Simultaneously, people fear
        unemployment as a possible result of a strict market orientation of enterprises. However, there is also growing
        awareness that no other way of economic recovery is available. The official anti-market propaganda is trying to
        counteract such attitudes, and it faces a very difficult task. It is supposed to criticize the market system
        and at the same time justify the necessity of performing the most unpopular intervention in the market such as
        increase of prices. It is for political reasons that the political authorities try to incite criticism of the
        market and also for political reasons that they try to cushion such criticism.
      


      
        It is quite obvious that all the above remarks about prospects of the reform should be treated with a big dose
        of reservations. This analysis aimed rather at presenting problems, which will have to be solved rather than
        putting forward hypotheses on how to solve them in the future.
      

    


    Notes


    
      1. This is outlined in a part of the second chapter of the “Directions”: “Socio-Political and
      Organizational Structures”, and in Annex No. 1: “Functions of Supreme State Administration Organs in the Sphere
      of the Economy”.
    


    
      2. Nyers (1983).
    


    
      3. Government Program (1981), pp. 35 and 55.
    


    
      4. This is confirmed by various facts. For example, in early 1981, the Minister of Finance
      declared publicly that Poland would be fulfilling its financial commitments punctually. Some time later, two
      government documents appeared: a report on the state of the economy, and a program of economic recovery.
      Simplifications contained in them led to a strong critique on the part of experts, and the Parliamentary
      commission rejected them. Thus, in the following months, new versions of these documents were being prepared.
    


    
      5. Report of the Economic Reform Commission (1984b).
    


    
      6. They were: coking coal, liquid fuels, ferrous metallurgy products,
      non-ferrous metallurgy products, products made of metals, electric cables, batteries, plastics, india-rubber and
      synthetic rubber, tyres, cement, sawn timber, hardboard, paper, cardboard, and hides. These groups are aggregates
      of a big number of elements, e.g. metallurgical products include around half a million different products.
    


    
      7. Central priorities in production exist in the form of so-called operational programs and
      so-called government orders. The latter have a misleading name since they may be associated with market-oriented
      economy. In Poland there are only traces of the market economy, and their smallest number is found in production
      and distribution of industrial supplies.
    


    
      8. Report of the Consultative Economic Council (1984b).
    


    
      9. The list of ministries is presented in the appendix.
    


    
      10. Antal (1979).
    


    
      11. In line with the Act on taxation of February 1982, state enterprises were given relief
      from sales tax if they were selling products for production purposes in other economic units. This regulation was
      changed towards the end of 1983. Today, tax exemption is applied only when the buyer is a socialized economic
      unit.
    


    
      12. Only 6 per cent of all enterprises participating in voluntary associations availed
      themselves of the right to belong to more than one association.
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        	B. Functional ministries
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        	(5) Ministry of Materials Management
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        	(7) Ministry of Foreign Trade

      


      

  







      
      
        Table 1a Indices showing
        the level of activity of the Polish economy in relation to the 1978 levela
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          Table 1b  Changes in the volume of imported
          raw materials and semi-manufactures for industry and changes in the volume of output of manufacturing
          industry in the years 1981-1983
        


        
          
            
              	

              	Growth coefficients
            


            
              	

              	1982

              	1983

              	1983

              	1984
            


            
              	

              	1981

              	1982

              	1981

              	1983
            

          

          
            
              	Volume of imported raw materials and semi-manufactures for manufacturing industry

              	

              	

              	

              	
            


            
              	- total

              	93.5

              	104.2

              	96.2

              	109.1
            


            
              	- from socialist countries

              	93.3

              	98.8

              	93.4

              	107.0
            


            
              	- from other countries

              	94.0

              	112.9

              	108.2

              	112.9
            


            
              	Volume of output of manufacturing industry

              	97.0

              	107.4

              	104.2

              	106.2
            

          
        


        
          Source: Report of the Consultative Economic Council, 1984a, 1985.
        

      


      
      
        Table 2 Changes in consumption volume
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        Table 3  Indices of
        disequilibrium in the consumer market
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          Table 4 Concentration of employment and
          production in the socialized industrial sector in 1982
        


        
          
            
              	Enterprises with an average employment volume of

              	percentage shares
            


            
              	in total industrial employment

              	in total industrial production
            

          

          
            
              	50 and less

              	0.1

              	0.1
            


            
              	51 - 100

              	0.7

              	0.6
            


            
              	101 - 200

              	3.6

              	3.4
            


            
              	201 - 500

              	13.3

              	12.3
            


            
              	501 - 1000

              	15.1

              	15.8
            


            
              	1001 -2000

              	19.9

              	21.0
            


            
              	2001 -5000

              	23.8

              	24.3
            


            
              	5001 and more

              	23.5

              	22.5
            

          
        


        
          Source: Statistical Yearbook, Warsaw, 1983, p. 213.
        

      


      
        
          Table 5  Average
          employment volume in the socialized industry per enterprise and per plant in 1982
        


        
          
            
              	

              	Average employment volume
            


            
              	Industrial branches

              	per enterprise

              	per plant
            

          

          
            
              	Industrial average

              	811

              	84
            


            
              	including:

              	

              	
            


            
              	 Building materials industry

              	665.2

              	58.7
            


            
              	 Wood-based industry

              	405

              	44.5
            


            
              	 Textile industry

              	1053

              	169.1
            


            
              	 Clothing industry

              	481.8

              	39.7
            


            
              	 Food-processing industry

              	507

              	44.4
            


            
              	 Fodder industry

              	537.5

              	22.7
            

          
        


        
          Source: Statistical Yearbook, Warsaw, 1983, pp. 212 and 215.
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    The “Second Stage of the Economic Reform” in Poland


    
      Hubert Gabrisch
    


    
      1.
      The Initial Economic Policy Situation


      
        


        
          (a) Structural and equilibrium problems


          
            Seven years after the outbreak of the economic crisis and six years after martial law had been imposed,
            Poland is beset by a renewed slackening of growth of the economy, by a badly damaged natural environment,
            disequilibria in its external and domestic economy, flourishing black markets and lack of popular
            confidence in State and Party. For this state of affairs - of whose seriousness the Party leadership is
            apparently well aware - there are several causes, four of them deserving of particular emphasis: the
            economic system, the political system, external economic factors and the forced savings of recent years,
            which have accumulated, creating acute excess demand.
          


          
            The economic system: As ever, the distribution of resources (investment funds, labour, raw materials etc.)
            for production is not guided by the enterprises’ ability to satisfy foreign and domestic demand. The
            central plans are the result of a bargaining process between enterprises and administration; the
            distribution of inputs is centrally steered. Resource allocation remains inefficient, thus causing market
            imbalances, stagnation tendencies in production, export weaknesses etc. Ranking among the most important
            sources of market imbalances were the investment activities. When centrally planned or in agreement with
            central preferences, favored by credit preferences, State budget subsidies, tax concessions etc., up till
            now long-term, capital intensive objectives - e.g. in the fuels and energy sector - were initiated. In
            addition, the central investment plans were in most cases exceeded.1 The available means would, as a rule, not suffice to complete most of the
            objectives, thus begun, on time. Although all this investment expenditure created income, yet this was not
            balanced by a sufficient goods supply at prevailing prices.
          


          
            Political factors: The low allocative efficiency is by no means a typically “Polish mess”: it may be
            encountered in all centrally planned economies. What distinguishes Poland from the, so
            far, more “successful” centrally administered economies - such as the GDR and the CSSR -are specific
            political reasons. Among these are not only the tradition of democratic, in part even of outright
            anti-State thought in Polish society, but also a series of quite crucial scandals in the Communist Party’s
            rule, e.g. the arrogance, shortsightedness and corruptibility of the leadership under E. Gierek in the
            1970s. The suppression of the free trade unions and the imposition of martial law in December 1981 is a
            further factor, deepening the repudiation of the political and economic system by the population. The
            rejection of the system by the majority of the population goes hand in hand with lack of work morale, with
            resentment against the government’s attempts to achieve external and domestic economic equilibrium by price
            increases of consumer goods and by restriction of incomes. Thus in years past price rises were sooner or
            later set off by wage increases, forced upon government and managers of all the large enterprises by the
            threat of unrest.
          


          
            External factors: In 1981 Poland obtained far fewer credits than in the preceding years for financing the
            necessary imports. The country’s creditworthiness having sunk almost to vanishing point, the government had
            to take measures to produce a trade surplus. By import cuts this aim was, for the first time, achieved in
            1982, since when the surplus averaged about $ 1 bn2, without, however, sufficing to cover all interest payable, never mind any
            capital repayments. It did, though, diminish the offering of production- and consumer goods domestically
            available. This meant a considerable narrowing of elbow room for investments aiming at structural changes.
          


          
            Excess demand: Excess demand consists first of current money incomes in excess of the goods supply at
            current prices and not intended for voluntary savings (actual forced savings), and the forced savings
            accumulated in years past and constantly on the look-out for opportunities to buy. Part of excess demand
            goes to buying in the “second” economy. Here, generally, equilibrium prices pertain; but these do never
            rise to such an extent as to absorb all forced savings, thereby eliminating excess demand.3 Moreover, due to open inflation the Zloty loses its
            function as a value preserving and accumulating means. To protect their voluntarily saved Zlotys from loss
            of value, the households convert them to dollars. The freed Zlotys increase excess demand in socialist
            markets.
          

        


        
          (b) Economic policy requirements and restrictions


          
            In these circumstances, certain requirements and certain restrictions devolve on economic policy:
          


          
            It is largely undisputed that an economic reform is needed, introducing mechanisms of spontaneous
            coordination, competition and vigorous enterprise in place of a bargaining economy
            divorced from economic criteria.
          


          
            However, in the discussion on reforms of centrally planned economies there are two approaches concerning
            the tactic of reform implementation. Not only in Poland are these approaches encountered4.
          


          
            The first approach is based on the fact that - in view of the vast distortions of the price-, incomes- and
            demand structures - economic reforms cannot be introduced from one day to the next. In the first place, a
            complete decontrol of prices might trigger enormous price increases without any real changes following
            immediately. Also, the workers would as yet have too little confidence in market mechanisms as not to react
            promptly to price rises by presenting wage demands. State budget and monetary policies would thus get under
            pressure, possibly resulting in price rises being granted to avert disturbances - this again extending the
            enterprises’ margin for price increases. In the second place, new distortions might arise from the large
            state enterprises’ managers’ lack of experience in buying and selling under market conditions. Added to
            this there are, third, the very substantial infrastructural bottlenecks (in traffic, transport,
            communications), which, it is felt, must be removed by means of state investments before markets could be
            expected to function reasonably well. Fourth, unjustifiably high profits would accrue in some branches,
            bringing in their wake far too large wage differences between branches. And, fifth, there would be a danger
            of the price of certain essential articles of daily need, which in part are still rationed (e.g. meat)
            rising to such an extent, that a minimum standard of living could no longer be guaranteed for the lower
            income groups. Therefore, it is held, the principle of caution demands that one must proceed step by small
            step.5
          


          
            The second approach, on the other hand, sees the key to solving the economic problems in the changing of
            the inefficient allocation structures. Continuous adjustment of production to demand cannot, it is held by
            this school, be achieved administratively but only by means of functioning markets. The experience of such
            socialist countries as have introduced reforms successfully - especially the People’s Republic of China and
            Hungary - appear rather to justify the second point of view. True, in the P.R. China there were bids since
            1978 to cut down, by changing plan priorities and thereby state expenditure, on the enormous disproportions
            in the economic structure and in income utilization6, but the prerequisite for a more balanced development was created by a
            market oriented agrarian reform7. Just as
            the P.R. China at an early stage activated market mechanisms in the agrarian sector (which is of such
            paramount importance in her economy), so Hungary, in 1968, did the same in her foreign trade.
          


          
            The option of achieving stabilization of the economy by taking recourse to methods of
            centrally administered allocation makes little sense in practice for two further reasons: first, each
            retrograde step would further increase popular suspicion of the Party’s policies. Second, for the state
            enterprise managers it would mean an interruption of the learning process - learning to think and act more
            independently -in favor of a behavior designed to interpret their superior administrations’ wishes. It
            would mean a further lowering of the chances of reform.
          


          
            Measures of a solely pricing, monetary or budgetary kind, e.g. price and currency reforms or doing away
            with subsidies to restore equilibrium - that would rather correspond to the first approach -would alone be
            probably insufficient.
          


          
            Should for instance equilibrium be achieved for a moment on the consumer goods markets - and assuming that
            the workers abstain from claiming wage rises - then will the “wrong” allocation structures (inappropriate
            to needs and demand) strain in the next moment towards disequilibrium, when the enterprises fail to adjust
            in reality, both on the input and on the marketing side, since they cannot freely purchase investment goods
            and raw materials. Equal skepticism would be called for if shifts of central investment priorities were to
            constitute the core of the measures contemplated: were it possible to achieve balanced growth by
            centralized investment allocation - what need would there be for embarking on a reform?
          


          
            There is therefore a substantial likelihood that beating stagnation and market disequilibria presupposes
            the removal of administrative impediments of economic activities, at least in the most important sectors;
            which, however, would have to be accompanied by a policy of strengthening the Zloty (mainly in its function
            as a means of accumulation), of credit- and budget restrictions, and of limiting state investment activity
            to infrastructural objectives.
          

        

      

    


    
      2.
      A Survey of Reform Policies up to the Middle of the 1980s


      
        Since the introduction of central planning in Poland, the country has entered upon three major reform
        approaches: in 1956–1958, in 1973–1975 and in 1981–1984. Besides, there was constant experimentation in some
        field or other, be it in respect of wages, investments or in foreign trade. It was the basic idea of all these
        approaches to try to decentralize operative decisions, to confine central planning to long-term developments
        and to integrate self-regulating mechanisms into the system. Thus it was hoped to make the monetary sphere, up
        till then a mere “mirror image” of central planning, into a, within limits, autonomous system. Consonance
        between central planning and micro-economic activities was to be achieved with instruments of fiscal policy
        (taxes, tariffs etc.) and by price fixing regulations. Basically it was visualized that
        changes in the system of the enterprises’ financial parameters would initiate changes in the actual structure
        of production.
      


      
        Seven years have gone by since a new reform attempt along these lines was started in 1981. The concept was to
        provide for the introduction of a labour market, consumer goods markets and markets for some selected
        intermediary products, and modification of the autonomous enterprises’ activities by state budget-, money-,
        credit-, price- and investment policies according to the central plan; the introduction of a capital market was
        not contemplated8. Thus the enterprises should
        become independent in matters of production, pricing and pay. But since no investment goods market was
        introduced, it was not possible to decentralize the sum total of investments. The dichotomy between enterprise
        investments and central investments remained.
      


      
        And further, this reform concept was to be realized step by step. The transitional period was to bring the
        solution of four problems: a reform of wholesale and retail prices, the reconstruction of state economic
        control and of organizational structure, reform of the motivational system and the introduction of new forms
        and methods of distribution of particularly scarce means of production. Thus it was hoped to reduce market
        disequilibria and to change the structures of production.
      


      
        The reform concept was wrecked by several obstacles:
      


      
        (i) Most certainly the imposition of martial law in December of 1981 had something to do with it: martial law,
        imposed at a moment even before the date when the reform bills passed in late summer 1981 should have come into
        force and before further reform bills (February 1982) were to be introduced led to the suspension of important
        reform regulations, to a postponement of the transitional measures - excepting the price reform (at the
        beginning of 1982) - and finally to departures from the original reform concept. The originally intended reform
        of the center (e.g. dissolution of the branch ministries) did not take place. The preservation of the
        hierarchical relationships between the center and the enterprises sapped the genuine reform contents aimed at
        bringing into being market mechanisms.
      


      
        (ii) It may weigh as heavily that the government was in fundamental error concerning the economic situation and
        about its own powers to maneuver. Until 1981 it was thought possible within a short time - by means of
        administrative measures - to halt the shrinking process of the economy, to restore market equilibrium and so to
        create favorable conditions for solving the tasks to be faced in the transition period. When this failed, ever
        new transitional provisions were invented.
      


      
        (iii) Thus, in particular, investment activity failed to transmit any positive impulses towards structural
        change. The enterprises’ investment decisions were more or less closely attuned to the central preferences and
        were repaid by the granting of budget subsidies, credits and so on. Then, enterprises
        could not invest outside their own branch without the superior administrative body’s permission, which meant
        that the now extended facilities for the enterprise’s self-financing of investments could not assist in
        promoting structural change. And further, the Bankruptcy Act passed in 1982 remained ineffectual, although
        there are numerous state enterprises that make losses. Liquidation is usually inhibited by the resistance of
        the workforce concerned, or by the fact that the enterprises are monopolist producers of some particular
        irreplaceable product. Consequently no structural changes took place.
      


      
        (iv) Government misjudged the effects of the price reform of February 1982 on the consumer goods and
        intermediate products markets: the equilibrium achieved was only temporary9.
      


      
        To the price signals the enterprises failed to react by restructuring their production, because the reform
        provisions concerned had been suspended and a market for investment goods had not been provided for at all.
        Thereafter, wage rises and increases in incomes, granted by government and enterprise managers to avoid a
        renewal of disturbances, as well as the inefficient investment policy led to successively recurring
        disequilibria.
      


      
        (v) Another cause may be found in the government’s doing little to restrain the Zloty’s deterioration as a
        means of preserving value, worse still, in even accelerating that decline by diverse maneuvers. Financing the
        poorly effective investments in the fuel and energy sector and the price support given to loss-making
        enterprises are cogent examples.
      

    


    
      3.
      Reform Policies 1987


      
        A weakening of the dynamics of reform had been manifest since 1984. But in April of 1987 the secretariat of the
        Party- and Government Commission for Economic Reform published 174 “Theses on the second stage of the economic
        reform”, meant to set in motion a renewed reform thrust10. A bill on the promotion of small and innovative enterprises allowing state,
        co-operative firms and private persons to start economic activities in some fields was published in July of
        that year11. In October parliament passed a
        modified concept of the second reform stage, at the same time setting for the end of November 1987 a referendum
        on these proposals12. In that same October
        parliament passed several bills concerning that referendum and on the reorganization of the government. It also
        passed a “Program for the realization of the second stage of the economic reform”, being an extended and
        modified version of the April “Theses”13.
      


      
        3.1 The discussion on the
        “Theses on the second stage of reform”


        
          The logic of the ‘Theses” may be described thus:
        


        
          	(1) It is the primary aim of the “second reform stage” to achieve a “break-through in the rationality of
          managing the economy and in technical and economic-organizational innovatory capability. This should as
          quickly as possible improve economic efficiency.”


          	(2) The improvement of economic effectiveness presupposes reforms.


          	(3) Reforms, however, function only under market equilibrium.


          	(4) Therefore steps must first be taken to establish equilibrium; then, step by step, reforms should be
          introduced.

        


        


        
          The snag in this train of thought: while a problem of allocation -lack of economic efficiency - was
          identified as the cause of the crisis, the therapy was shifted to the level of manifestation, viz. the market
          imbalances. That was the logic by which the theses were aligned: most of them dealt with the question how
          equilibrium in the economy might be achieved by measures of pricing, wage and financial/fiscal policy.
        


        
          Many Polish economists promptly objected that most of the ‘Theses’ proposals for restoring equilibrium were
          not new and that the “Theses” made no attempts at all to analyze the failures of the “first stage”14.
        


        
          The Theses” stated that market equilibria were to be achieved by a larger offer of goods and also by
          “determined price and wage policies”. It was not explained how the larger goods supply was to be achieved.
          Thus some Polish economists termed these passages of the “Theses” “demagogic”, since such an increased supply
          cannot simply be decreed.15
        


        
          It was noted that the target of fighting inflation was missing in the ‘Theses“16. In this they differ both from the government’s 1983 anti-inflation
          program and also from the 1986–1990 five-year plan, which aims at a step-by-step reduction of the rate of
          inflation to 6–9% per annum by 1990. This allows only the conclusion that the market imbalances were meant to
          be eliminated by an inflationary policy.
        


        
          Even economists who support, in principle, the “logic” of the reform, that is, the linking of the advancement
          of the reform with the administrative achievement of market equilibrium, criticize this route towards
          equilibrium by way of price increases and incomes restrictions. It was proposed, instead, to achieve “healthy
          money, a rational and elastic price formation system and an adequate production and organizational structure
          by administrative means”17.
        


        
          Objections to the “Theses” were also voiced in the enterprises’ self-administrations, who feared a
          dismantling of their right, won in 1981, to participate in, and to control, management. The Theses” had mentioned only the Intention to convert the state enterprises into companies under
          mercantile law, but failed to disclose any precise reasons why. Then the bill passed in September 1981 on
          state enterprises would no longer come Into operation, nor the body of laws on self-administration, because
          the mercantile laws - a left-over from Poland’s “capitalist era” - do not provide for
          self-administration18. These proposals in
          particular have therefore met with objections and opposition in the self administration bodies and among
          members of the reform commission19.
        

      


      
        3.2 The “Realization Program” of October
        1987


        
          (a) The economic model envisaged


          
            Earlier reform attempts aimed at systems combining traditional central planning with parametric control,
            systems which would consequently give no scope to free markets characterized by free access and in
            principle free price formation. Prices were to be parameters laid down by government, hence not to be
            influenced by suppliers and buyers (some prices were to be determined by the enterprises, though according
            to certain la¡d-down regulations).
          


          
            The reform of 1981 was the first occasion to bring - beside parametric - also free prices. Parametric
            prices comprised the so-called official, centrally determined prices (ceny urzedowy) and the so-called
            regulated prices (ceny regulowane). Free, it was intended, were to be the prices that were to be negotiated
            between supplying and buying enterprise: they were to be contract prices (ceny umowne). But since the
            markets remained closed markets, and suppliers’ monopolies remained intact, there was initially a quick
            rise of contract prices, without any attending increase of production: inducing the government successively
            to restrict the contract price system.
          


          
            The “Program for the realization of the second stage of the economic reform”20 is a considerably extended, particularized and in parts modified
            version of the “Theses”. The Realization Program aims also at a system of mixed economic control, but this
            mixture is intended to embody more market than planning elements: traditional elements of central planning
            are to be severely restricted. Most clearly they are to be retained in infrastructural investments and in R
            & D activities. The concept of infrastructure, though, is rather broadly conceived, including also the
            field of raw materials. Wherever economic parameters (taxes, exchange rates, certain administrative prices,
            subsidies) have already been applied, they should become more “down-to-earth”. Genuine markets are to be
            reintroduced for consumer goods, intermediate products and partly also for investment goods, meaning that
            market access should be made easier, and price formation be freed:
          


          
            	
              - in the fields of trades, commerce and services the establishment of new firms by
              state enterprises, cooperatives and private persons is to be encouraged. The erstwhile principle of
              permitting of economic activities by administrative body after examination to be replaced by registration
              (merely notification of economic activity).
            


            	- in the state (public) sector - and thus also in industry -the bankruptcy law passed in 1982 is to be
            applied more rigorously. In principle, all enterprises managed for more than two years by an administrator
            in bankruptcy proceedings are to be subject to liquidation. From the capital of the enterprise concerned a
            new enterprise with new tasks and functions may emerge. The liquidated enterprises’ assets will be offered
            to interested parties (transactors). Sale is to take place by auction.


            	- The superior administrative bodies’ competencies are to be curtailed:


            	- State enterprises are to be free, without having to seek permission, to establish companies according
            to mercantile law (limited liability companies, joint stock companies) with any transactors, including
            private persons (though the majority of the equity capital must remain in the hands of the state
            enterprise).


            	- Under certain conditions (which, however, were not specified) state enterprises may even be converted
            into companies under mercantile law. The latter (dating back to the pre-war period) is to be amended.


            	- State banks will be entitled to found state enterprises.


            	- State enterprises shall be free without previous permission to issue bonds, these may also be
            purchased by transactors of the non-socialist economy, including private persons.


            	- The “profound monopolization of the economy” shall give way to a competitive economy. This shall be
            achieved not alone by means of investive new establishment of enterprises but also by forced dissolution of
            monopoly enterprises. But, e.g., enterprises of great infrastructural importance shall remain exempted. In
            the past the disestablishment of monopolies miscarried through the resistance of the workforces concerned
            or of the superior branch ministries; now a legal way shall be created to circumvent such vetoes.


            	- Another new feature, in comparison with the reform concept of 1981, is a reform of the banking
            system: the tasks and competencies of the national bank are to be reduced to those of a national central
            bank. The regional sections of the national bank shall become commercial banks - either in the legal form
            of state banks or of joint stock companies - which may extend their business right across the whole
            national territory, entering into competition with each other. Enterprises may freely choose their
            commercial bank. This may contribute to letting the standing of an enterprise on the
            market and the quality of its range of products in respect of changes in demand decide on the credit
            financing of the enterprise’s investment program.
            


            	- In the “Program” there are some - though still rather ambiguous -ideas concerning a capital market.
            This is to consist of two elements: a market for investment goods, initially to be fed mainly from the
            liquidation of inefficient enterprises, and an obligations market. Capital goods of wound-up firms and
            obligations issued by state enterprises shall also be available for purchase by “units of the non-socialist
            economy”.

          


          


          
            Partly radical perceptions there are concerning agriculture: The regulations governing private acquisition
            of land for agricultural use are to be liberalized, state monopolies for the purchase and sale of
            agricultural goods and foodstuffs to be removed. Intermediary trading shall be permitted - also for meat.
            Any agrarian enterprise (also those privately owned or run) is to be permitted to process agricultural
            products (e.g. in abattoirs, dairies) if they have the necessary facilities and prerequisites. The process
            of de-monopolization shall be closely connected with an easing of conditions for taking up business
            activities.
          


          
            Other proposals envisage the further liberalization in granting export licenses to enterprises, to give
            smaller and medium size firms a chance to export directly. Some more foreign trade organizations are to
            lose their monopoly vis-à-v¡s producing firms. The export of economically crucial goods (presumably some
            raw materials such as coal, copper) will remain exempt.
          


          
            The “Program’s” perceptions, incidentally, come very close to the demands voiced by the clandestinely
            active “Solidarnosc”. The latter had demanded in April 1987 that a true reform
          


          
            	- must guarantee the citizen’s natural right to take economic and entrepreneurial initiatives,


            	- must provide all changes needed to return to an authentic mixed economy (state and self-administered
            enterprises, communal, private and group owned enterprises)21.

          


          


          
            Innovatory activity, on the other hand, is clearly not meant to be affected by market coordination. Not a
            word is said about any proposed relocation to the enterprises of the research- and development programs
            centralized in recent years. Instead, it is merely proposed to verify the central research programs. Only
            the eventual results are to be incorporated into their production by the enterprises. The enterprises’ own
            innovatory activities, if any, shall be financed from profits only, not, as in the past, via costs (and
            thus via prices); and this may lead to their further restriction.
          

        


        
          (b) The dilemma of the model’s realization


          
            Though the “Program” is much clearer - and goes much further than the “Theses” with respect to the problem
            of how the range and volume of goods on offer might be increased by restructuring production - yet the real
            problem lies in its realization:
          


          
            (i) Concepts such as the liquidation of enterprises, dissolution of monopolies and founding of new
            enterprises come up against very unyielding barriers, as represented by the interests of the bureaucracy
            and of the workforces concerned.
          


          
            (ii) Another problem is posed by the low mobility of labour, due, int.al., to the enormous housing
            shortage; and this does in fact inhibit a labour market.
          


          
            (iii) The liquidation of enterprises that happen to be of very great importance to the economy presents
            another unsolved problem. If liquidations must remain an exception, as has hitherto been the case, then the
            compass of the capital market will needs be much smaller than envisaged in its concept.
          


          


          
            There is yet another aspect that limits a market orientation of reconstructions and investments: The
            “Program” - and also the “Theses” - make the elimination of central control dependent on the extent and
            degree of market equilibrium having been established. Central allocation of raw materials and inputs is to
            be restricted step by step, subject to shortage(s) being overcome. Not before 1990 shall all but the most
            shortage ridden and the economically most important fields be so freed, leaving only e.g. fuels, precious
            metals, non-ferrous metals, paper, some synthetic materials and a few metallurgical products to be
            centrally administered.
          


          
            But how and to what extent is a newcomer to the markets expected to provide an increased offering -
            therewith helping to reduce the disequilibrium - if, in the meantime, raw materials and other inputs remain
            centrally regulated and are preferentially allocated to existing large enterprises?
          


          
            (iv) The “Program” puts much emphasis on price-, wage and investment policy measures for creating
            equilibrium:
          


          
            	- In principle, market prices should apply. The principle of cost prices, reintroduced in 1984, shall
            be abolished.


            	- Production subsidies shall be gradually abolished by 1990, among them subsidies for coal. The price
            of coal, and also the prices of other important raw materials, shall equal the price prevailing in the
            second currency area (dollar price x official exchange rate).


            	- Concerning wage policy, the “Program” does not proclaim the intention of reducing real wages; but
            obviously such a possibility is not excluded. Important instruments in that direction are announced, namely
            a tie-up of wage development and productivity dynamics and introduction of a general personal income
            tax22.

          


          
            Here at the latest the decisive weakness of this reform concept becomes manifest: if
            central input réglementation remains intact for the time being, and with no capital market in the offing,
            any approach to reform remains confined to increasing prices. But then, the failed attempt to restore
            equilibrium by increasing prices and controlling wages was the characteristic feature of the “first stage
            of the reform” of 1982–1984. Why should the same attempt prove more successful, seeing that the
            population’s, and particularly the workers’, attitude to the political system has not much changed for the
            better? The reactions to the intended price hikes, both on the part of the proscribed trade union
            “Solidarity” (rejection) and of the legal trade unions (demand of compensatory payments and of effectual
            anti-inflationary measures as from 1989)23 presage a race between prices and wages, the end of which will be not easy
            to achieve. That would also make many other concepts of the “Program” illusory, such as, e.g., confining
            currency emission increase to the rate of growth of the national product used.
          


          
            Thus what is to be criticized about the “Program” is not that equilibrium is to be achieved as quickly as
            possible, but that all substantial systemic changes that might lead to more efficient resource utilization
            will only become effective - even will be introduced - after market equilibrium has been achieved by price-
            and incomes policy measures.
          


          
            True, there is another important element for attaining equilibrium: a “shortening of the Investment front”
            and concentration of means on objects that can be quickly completed and will promote scientific-technical
            progress. But apparently it is proposed to examine only the newly started, budget financed investments, but
            not the earlier, most controversial projects in the fuel and energy sector. This severely limits the scope
            of intensive restructuring. Besides, central investments are in no way subject to verification by demand,
            meaning that it is doubtful whether even these new official testing criteria will reduce the disequilibrίa.
          

        

      


      
        3.3 Government reorganization


        
          On October 23,1987 the Polish parliament, the Sejm, passed several bills concerning the dissolution and
          formation of ministries24, intro ducing the
          dissolution of sixteen of the existing ministries and constituting eight new ones. Those dissolved were the
          ministries for mining and energy, metallurgy and machine-building, of chemical and light industries,
          materials- and fuels industries and of foreign trade. The following ministries were established: ministries
          of industry, regional trade and construction, transport and shipping, communication, labour and social policy, international cooperation, internal trade, and a ministry for national
          education, youth and physical culture.
        


        
          The most salient feature was the disappearance of the branch ministries and institution of the Ministry of
          Industry. It was in keeping with the reformers’ wishes and had already been announced In the 1981 reform
          concept. In view of the many obstacles, also in terms of power politics, which had up to this time prevented
          such reorganization, this must no doubt be considered a courageous step of the reformers.
        


        
          It is hoped by dissolving the branch ministries to weaken any non-economic influence on the enterprises; but
          it may be feared that the branch divisions within the new Ministry of Industry may take over the functions
          and powers of the old branch ministries. Whether the reorganization will achieve its objects will depend on
          whether the enterprises will really be given the power, during the “second stage of the reform”, to make
          their own decisions - and if these decisions will turn out to be market oriented, or not.
        

      

    


    
      4.
      Summing-up and Prospects


      
        Since the Government’s reform concept failed to obtain a popular majority vote in the referendum of November
        29, 1987, the reform process appears to have landed in a cul-de-sac. But it must not be overlooked that a
        reform is unavoidable, and that, basically, the population desires a fundamental, a “crucial” reform - as long,
        that is, as such reform promises a substantial improvement of the people’s situation. It was clear, from the
        outset, both to the government and to the populace, that in this referendum - irrespective of its wording - the
        question was really whether or not the people were to give their agreement to the price increases. In no way
        was this a question regarding the basically sensible core of the reform concept: The communist regime has come
        out, for the first time ever, with a declaration of intent to remove the bureaucratic barriers for - also -
        private individuals entering upon economic activities in industry, trades, commerce and services; to introduce
        genuine markets (also capital markets); to eliminate state monopolies In supplying agriculture and in
        purchasing the letter’s products; to reform banking (complete with competing commercial banks); to introduce
        equal treatment of all sectors of the economy in terms of finance, credits etc.
      


      
        The snag of the “Program” is this: all salient systemic changes that might lead to more efficient use of
        resources are to be deferred to a point in time after market equilibrium will have been established by price-
        and incomes policy measures. The success of the reform is thus excessively subordinated to measures curtailing
        private demand. In this the government is supported by both the IMF and World Bank. But such a policy would
        have made little sense, since the problem is not excessive demand, but rather production
        facilities incapable of producing a sufficiency of goods and services demanded by the population. At best, the
        price increases may bring a partial and temporary equilibrium. The allocation structures, whose inefficiency is
        the main cause of the d¡sequ¡l¡bria in the consumer goods markets, would not have been changed by such
        measures, and they would subsequently have caused renewed disequilibria.
      


      
        Further, and in close connection with this economic state of affairs, any concepts based on an absorption of
        (“surplus”) private demand will find no social acceptance (the workers supposing, probably quite rightly, that
        this amounts to a curtailment of their living standards); and it is far better that this should be made clear
        to government and to Western financial circles in a peaceful referendum rather than in a new wave of strikes,
        that would threaten to destabilize the domestic scene. As far as this goes, it would absolve the Polish
        government of the charge of having put the wrong questions to the vote, or of having put the reform to the vote
        at all.
      


      
        On closer examination, the referendum opens up new perspectives for reform. The reform package proposed by
        government, as far as it contains a reduction of administrative restrictions, is in itself very sensible, and
        it has the support of most of the Polish experts. Reform must lead to a restructuring of production and
        consequently to more and improved output. Therefore reform would have to start out from the supply side. After
        the referendum there is a chance that the government will change its concept and will start out from reducing
        administrative restrictions of the economy in general and of the private economy in particular, and from an
        opening-up of the markets. That will bring about a reallocation of resources and an improvement of economic
        effectiveness. Such a policy would, however, have to be accompanied by a stabilizing - and this, in the Polish
        context, means a restrictive - monetary, credit and investment policy.
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      1.
      Hungary


      
        Hungary implemented its banking reform on January 1, 1987. The essence of the reform consisted in transferring
        the competences for domestic currency operations with the domestic enterprise sector (state enterprises and
        cooperatives) from the National Bank to commercial banks. The National Bank restricted its activities to
        operations in foreign currencies, and to its functions as a Central Bank. The commercial banks are to compete
        with each other and to be profit-oriented.1
      


      
        The organizational structure of the present Hungarian banking system can be categorized into a) the National
        Bank; b) the government investment agency; c) commercial banks; d) small banks; e) banks with foreign
        participation; and f) financial institutions for the population.
      


      
        The commercial banks are the only institutions allowed to hold the current accounts of the enterprise sector.
        Every enterprise can have one current account only but is free to choose the bank holding it. The commercial
        banks are the most important creditor of the enterprise sector and hold most of the deposits of enterprises.
        Further, they are allowed to engage in operations with the private business sector.
      


      
        Presently the following commercial banks are in operation: 1) Magyar Hitel Bank (Hungarian Credit Bank), 2)
        Országos Kereskedelm¡ és Hitelbank (Commercial and Creditbank), 3) Budapest Fejlesztés¡ és Hitelbank (Budapest
        Bank), 4) Magyar Külkereskedelmi Bank (Hungarian Foreign Trade Bank), and 5) Altalanos Ertekforgalmi Bank
        (General Banking and Trust Company).
      


      
        Small banks can offer the same services as commercial banks except keeping current accounts of the enterprise
        sector. The minimum equity capital to establish a small financial institution is Ft 500 mn.
      


      
        Twelve small banks are now operating. They can be divided into a) institutions originally set up to finance
        specific investment projects, b) institutions originally established to finance
        innovations, and c) institutions established since 1987. From mid-1988, two of the small banks, Altalanos
        Vállalkozási Bank and Agrobank, will probably start operating as commercial banks.2
      


      
        The reform has left the organizational separation of banking with the population from banking with the
        enterprise sector unchanged. Most banking services for the population are offered exclusively by Országos
        Takarékpénztár (National Savings Bank), and by 262 saving associations. The Hungarian Post, which presently
        transacts banking operations with the population on behalf of the National Savings Bank, intends to conduct
        these operations from January 1, 1989, through a Postal Savings Bank which it plans to establish, together with
        agents of the enterprise sector, in the course of 1988.3
      


      
        The National Bank operates the following instruments since 1987 to influence the banks’ activities: refinancing
        policy, reserve requirements, and interest rate policy.4 It is planned to create treasury bonds in the course of 1988 which would make it
        possible for the National Bank to conduct open market operations.5
      


      
        As a consequence of a small deposit base of banks, refinancing credits granted by the National Bank amount to
        as much as 31.0% (per mid-1987) of consolidated liabilities of the banking sector,6 making refinancing policy by far the most important National Bank policy
        instrument.
      


      
        Regulations on interest rates are relatively liberal. The National Bank only sets interest rates for its
        various operations with the banking sector while banks are to be free in setting interest rates of their
        operations with nonbanks.
      


      
        Minimum reserves to be deposited with the National Bank were reportedly increased to a level above 20% for
        short-term bank deposits in the second half of 1987 (the new figure was not published).7 For long-term bank deposits, reserve requirements were
        increased from 10 to 15% per January 1, 1988.8
      


      
        The short period that has passed since the implementation of the banking reform makes it difficult to evaluate
        the changes brought about by that reform. But one phenomenon is striking, and that is the emergence of a number
        of conflicts of interest between the banks and the National Bank. The conflicts show that the reform has
        succeeded in creating banks whose general outlook is different from that of the National Bank. But it is open
        whether the reform has led to a harder attitude of banks towards inefficient enterprises.
      

    


    
      2.
      Bulgaria


      
        A number of non-specialized commercial banks, which are planned to be independent and profit-oriented, were
        established in Bulgaria in 1987. The competences to grant investment credits have been transferred from the Bulgarian National Bank (BNB) to the commercial banks. But it is not clear whether the
        new banks have already started to operate.
      


      
        The National Bank will continue to perform the following commercial operations: it will be the only bank
        holding the current accounts of enterprises; it will perform banking operations with the service sector; extend
        working capital credits; and settle payments between the commercial banks.9
      


      
        It is not clear whether commercial banks, too, will be permitted to conduct operations with the service sector
        and to extend working capital credits.10
      


      
        The non-specialized commercial banks are: 1) Banka Elektronika; 2) Banka Biokhim; 3) Banka Avtotekhnika (bank
        for engineering for transport construction and agriculture); 4) 2emedelka ί Kooperativna Banka (bank for
        agriculture and cooperatives; 5) Stroitelna Banka (Construction Bank); 6) Transportna Banka (Bank for
        Transport); 7) Banka za Stopanski Initiative (Bank for Economic Initiatives); and 8) Stopanska Banka (Economic
        Bank).
      


      
        Bulgarska Vunshnoturgovska Banka (Bulgarian Foreign Trade Bank) will remain the only bank settling payments
        resulting from foreign trade. In 1987 the bank has established, together with Bayrische Vereinsbank, München, a
        new bank called Bayrisch-Bulgarische Handels-bank, situated in Munich.
      


      
        Banking services for the population will continue to be supplied exclusively by Darzhavna Spestovna Kasa (State
        Savings Bank) and by saving cooperatives and saving associations.
      


      
        The commercial banks can extend credits to enterprises and accept enterprise deposits in both domestic and
        foreign currencies. Commercial banks are even allowed to place foreign currencies in banks in the West and to
        accept convertible currency credits from western banks. But minimum and maximum rates of change in liabilities
        net of assets will be prescribed to the banks annually by the National Bank.
      


      
        The National Bank will influence the volume of credit extensions by commercial banks through prescribing ranges
        of change in total assets of the commercial banks, and in net assets in convertible and in non-convertible
        currencies. The National Bank will also prescribe minimum and maximum rates of interest to be applied by the
        banks. The National Bank will influence the volume of bank liabilities through refinancing credits. It seems
        that the share of National Bank refinancing in bank liabilities is even larger in Bulgaria than in Hungary,
        which makes changes in the volume of refinancing a very powerful National Bank policy instrument.
      


      
        To summarize, in contrast to Hungary, commercial banks are in Bulgaria burdened with
        administrative functions, and National Bank control over credit extensions of banks is even stricter than in
        Hungary.
      

    


    
      3.
      Soviet Union


      
        Reforms in Soviet banking have gained new momentum in recent months. A reform was implemented per January 1,
        1988 which basically consists in transferring the operations of the State Bank (GOSBANK) with the enterprise
        sector and with the population to sectoral commercial banks and in increasing the freedom of the commercial
        banks in extending credits.
      


      
        The new commercial banks are: Promstroibank (for industry, construction, and transport); Agroprombank (for
        agriculture and food industry); Zhilsotsbank (for housing construction, communal Investments, services, and the
        private business sector); Vneshekonombank (for foreign trade); and Sberegatelny¡ Bank (for the population).
        Zhilsotsbank and Sberegatelny¡ Bank were established in 1987, the other banks were part of the pre-reform
        banking system (Vneshekonom-bank was then named Vneshtorgbank).
      


      
        The commercial banks are to hold monopoly positions in their respective sectors, which means that enterprises
        will not be free to choose among banks. The commercial banks are envisaged to be independent, self-financing,
        and profit-oriented.
      


      
        The competences of the commercial banks will be increased by changing the system of credit allocation. The
        total volume of credit extensions will continue to be fixed annually by the central Credit Plan. Up to 1987,
        that volume was centrally broken down according to branches, sub-branches and enterprises, and credits to the
        enterprises were extended via the branch ministries. Now, the planned volume of new credits will be distributed
        among the commercial banks on the Union level. The commercial banks are then to decide freely upon the
        distribution of credit resources among their affiliates on the republic level and among district authorities.
        The republic banks and district authorities, for their part, are then to distribute credit resources among
        enterprises.
      


      
        Banks will have the possibility to declare enterprises with payment arrears versus themselves or versus third
        parties insolvent. A declaration of insolvency will be communicated to the suppliers of the respective
        enterprise and published in the press. Together with the Ministry of Finance, banks can also propose to
        re-organize or to liquidate enterprises.
      


      
        However, the major barrier preventing stricter attitudes of banks as creditors of enterprises seems to be the
        absence of competition between the banks. For as long as every sector of the economy is served by one bank
        only, banks cannot possibly go bankrupt themselves, which in turn deprives the system of a
        major force inducing the banks to be profit-oriented, and not credit loss-making enterprises.
      

    


    
      4.
      Poland


      
        The present Polish banking system consists of Narodowy Bank Polski, the National Bank which is also the bank of
        the nonagricultural enterprise sector; of Bank Gospodarki Zywnosciowej, the bank for agriculture and food
        industry; of Bank Handlowy, the foreign trade bank; of Bank Rozwoju Eksportu, the export development bank; of
        Bank Rzem¡osla, regional banks for the private nonagricultural sector; of Polska Kasa Oszczednosci, the Savings
        Bank, and of Bank Polska Kasa Op¡eki (PKO), which is a trust bank handling convertible currency accounts of the
        population.
      


      
        Further changes in the Polish banking system could result from an existing blueprint for a banking reform or
        through an enlargement of possibilities for various groups to engage in bank-like operations.
      


      
        According to the government’s “Program for the Realization of the Second Stage of Economic Reform”, a two-tier
        banking system was to be introduced by May 1988 through transforming the regional directorates of the National
        Bank into commercial banks.
      


      
        The existing regulations on associations (non-profit) and on private foundation’s, on the other hand, could
        develop into a legal basis for bank-like activities. The reform of the existing law on (non-profit)
        associations which is on the government’s reform agenda reportedly will be discussed by the Sejm in the course
        of 1988.11
      


      
        Another legal construct which could represent such a basis are private foundations. The law on private
        foundations was passed in 1984 and makes it possible for individual and corporate sponsors to establish a
        foundation to finance specific purposes, laid down in the foundation’s statutes. Establishment of a foundation
        is dependent upon official authorization. The law on foundations had been initiated by attempts of the Polish
        Church to obtain official permission to independently distribute funds received from Western donors in order to
        help private agriculture.12
      


      
        The grants extended by foundations have, just as any transfer of resources, a re-allocative function. The
        economic potential of the foundations depends on the volume of their own capital, and on their possibilities to
        draw on capital other than their own. For instance, a new foundation sponsored by the Rockefeller Foundation
        will augment its resources through a credit of $ 2.4 mn granted by an Austrian bank.13
      

    


    
      5. Czechoslovakia


      
        A document on “restructuring” the economic mechanism of Czechoslovakia which outlines various economic reform
        measures planned and which was passed by the Central Committee of the Czechoslovak Communist Party in December
        198714 contains also an announcement of a
        separation of the central banking functions of the National Bank from the crediting of the nonbank sector. But
        the document does not say whether this separation is intended to be effected through a transfer of operations
        from the State Bank to commercial banks or through a separation of central banking activities from commercial
        operations within the State Bank. Preparatory work for separating central banking from commercial operations is
        to start in 1988. No date of implementation of the separation was stated.
      


      
        According to National Bank managing director Krejca, the question whether to implement organizational changes
        in the banking system will be decided until 1991. In 1988–90 the functioning of the existing banking system is
        to be changed through improving incentives for the regional National Bank offices to allocate credits
        efficiently (no details were given), and through making credit conditions more uniform.15
      


      
        Presently the Czechoslovak banking system is highly centralized, with the National Bank (Státní Banka
        Ceskoslovenská) keeping the deposits of and extending credits to the enterprise sector. The other banks are:
        Ceskoslovenská Obchodní Banka, the specialized foreign trade bank; Ceská and Slovenská Statní Sporitelna, the
        Czech and Slovak saving banks; Zivnostenská Banka which is a former universal commercial bank; and Investicní
        Banka, which is the former investment bank.
      


      
        One change in credit practice which is being implemented already since 1986 is the easing of terms for
        convertible currency credits which are granted by the National Bank to domestic enterprises for export purposes
        and paid back by the latter from export proceedings.16 It is planned to establish, some time in 1988–90, a system of convertible
        currency retention quotas which would be differentiated according to branches.
      

    


    
      6.
      German Democratic Republic


      
        The GDR’s banking system consists, in addition to Staatsbank, the National Bank which conducts the banking
        operations for industry, construction and commerce, of Bank für Landwirtschaft und Nahrungsgüterwirtschaft, the
        bank for agriculture and food industry; of Deutsche Außenhandelsbank, the foreign trade bank; of Deutsche
        Handelsbank which is specialized on financing transit trade; of Ge- nossenschaftskassen
        für Handwerk und Gewerbe, cooperative banks for cooperative and private business activities, and of Sparkassen,
        savings banks attached to the district councils. Banking services for the population are also offered by the
        Post, and by two savings banks operating within the railway company.17
      


      
        There are no signs that the GDR intends to decentralize its banking system. An example for the official
        attitude towards the role of credit and banking is given by the regulations on the new investment funds of
        enterprises. Possibilities to augment the investment funds through bank credit are restricted to a) short-term
        bridging loans and b) to the case when the enterprise’s own funds fall short of plan and if the enterprise has
        documented that it has taken action to replenish them. This leaves little room for a re-allocation of resources
        through credits which is independent from plan targets.18
      

    


    
      7.
      Romania


      
        Romania’s banking system consists of the National Bank, the Bank for Agriculture and the Food Economy, the
        Investment Bank, the Romanian Bank for Foreign Trade, and the Savings Bank.19 The activities of the specialized banks are regulated by the central plan and
        controlled by the National Bank.
      


      
        In April 1987, a reduction of interest rates was decided by the Politburo. Most rates were lowered by one
        percentage point, including rates on credits extended to cover losses; interest rates for credits overdue were
        even lowered by 3 to 4 percentage points - measures which will hardly have a stimulative effect on enterprises’
        prof¡tinterestedness. For deposits by the population with a maturity of one year interest of 3.5% is now being
        paid and for demand deposits a rate of 1.5 to 2%. The regulations cover all interest rates in the
        economy.20
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    Foreign Trade System and Joint Ventures in the Cmea Region


    
      Peter Havlik
    


    
      1.
      Foreign Trade in a Traditional CPE


      
        Recently announced changes in the Soviet foreign trade system, in particular the publication of the joint
        venture law, aroused interest for the possibilities of equity participation in the CMEA region in general. In
        order to assess the prospects facing potential Western investors it is useful to analyze the experience made
        hitherto with similar projects in other socialist countries as well as to review the foreign trade practices in
        the centrally planned economy (CPE).
      


      
        In contrast to the smaller East European countries (see section 2 below), the Soviet Union retained, up to the
        present, the traditional, centrally directed foreign trade system. This system is characterized by the State
        Monopoly of Foreign Trade (introduced in the USSR soon after the October Revolution and further strengthened in
        the 1930s) and by the administrative and economic separation of domestic economy from foreign markets. Foreign
        trade has been regarded as a means to obtain necessary imports, and the level of trade was based primarily on
        the planners’ evaluation of imports necessary to fulfill the plans, while exports were adjusted to finance
        these imports. While the emphasis in the developed market economies appears to be on exports, it is imports
        that ocuppy the main focus of attention in the centrally planned economy. In general the CPEs are
        supply-constrained whereas the market economies are demand-constrained.
      


      
        The East European countries closely followed the Soviet example. One of the first measures after the communist
        takeover was the nationalization and monopolization of foreign trade. At the end of the 1940s all people’s
        democracies in Eastern Europe (and, by the way, China too) established a foreign trade system which was
        practically identical with that of the USSR. Moreover, the trade patterns were reversed and the pre-war
        orientation to markets in Western Europe was replaced by increased ties to the Soviet Union. The Cold War and Western embargoes at the beginning of the 1950s completed the trade isolation of the
        Soviet Bloc. The policy of autarky led not only to the abandonment of traditional markets; the successive
        long-term development - the creation of economic structures with special emphasis on heavy industry and the
        separation of domestic and foreign markets - was far more important. The bulk of problems all CMEA countries
        have had to cope with up to the present originates from this period.
      


      
        Trade increasingly concentrated on the internal needs of the state in its industrialization drive. Not only the
        USSR, but also its East European allies attempted to minimize foreign trade and followed a policy of autarky.
        The prior objective was to secure and maintain the military and economic independence from the capitalist
        world. Although the volume of trade Increased rapidly, foreign trade is still conducted primarily in order to
        obtain essential goods which are either temporarily or permanently unavailable from domestic sources. Political
        considerations as well as a strong tendency towards bilateralism in trade have always played an important role,
        too.
      


      
        The Ministry of Foreign Trade with foreign trade organizations (FTOs) under its jurisdiction is handling the
        bulk of trade. In some specialized areas (e.g. banking, foreign aid, tourism, transport, etc.), the state
        monopoly rights have been delegated to special state-owned institutions. The ministry draws a foreign trade
        plan (consisting of the plan of imports and their distribution, the export plan, the plan of foreign exchange,
        the transport plan and the plan of FTOs’ incomes). The FTOs are organized mainly by product lines, but some
        also by geographical regions, and their responsibility is therefore often diffused. They are responsible for
        fulfilling the respective export/import plans and issue appropriate instruction to suppliers or consumers. The
        majority of plans is specified in physical terms, accompanied by a number of related indicators (e.g.
        percentage increase of labour productivity, lowering of costs, etc.).
      


      
        Since the main purpose of the monopoly of foreign trade is to insulate the domestic economy from external
        influences, a strong separation of domestic and foreign trade prices has been enforced by means of the
        non-convertibility of the national currency and the artificial character of the official exchange rate (even
        among the socialist states, convertibility is not permitted and the so-called “transferable Rouble” is
        carefully separated from domestic transactions). The exchange rate serves for purely accounting purposes at the
        FTO level. Domestic producers deliver the planned amounts of export goods to FTOs, likewise they “buy”
        centrally approved imports from FTOs. All transactions between FTOs and domestic enterprises are settled at
        domestic prices; the price differences between the domestic and foreign market are equalized on special
        accounts between the FTOs and the State Budget. Although several incentives in the form of
        extra bonuses, retention quotas, etc. have been gradually introduced in order to make exports more attractive
        to domestic producers, the desired effects remained, for various reasons, largely negligible. The enterprises
        are bound by the plan indicators for production, supplies of raw materials and spare parts, and most of them
        regard the centrally prescribed export tasks as a sort of punishment.
      


      
        This practice led not only to an almost complete separation of domestic producers from foreign markets, but it
        also reduced the incentives to export at the enterprise level to a considerable extent. Though the producers,
        in theory, ought to be interested in exports - a complex system of plan indicators has been designed for this
        purpose - the often contradictory incentives could not outweigh the numerous difficulties facing enterprises
        which try to meet the generally more demanding conditions of foreign markets. Moreover, in the whole system of
        plan incentives, export stimulation plays only a secondary role and the main target is still the production
        volume in physical terms.
      


      
        In imports, the FTOs are more often than not in a monopoly position - with respect to both foreign and domestic
        customers. They are able to use this position in order to effectively bid for low prices especially in trade
        with homogeneous products or in purchases from sellers which are largely dependent on the huge market (see e.g.
        the recent Soviet grain purchase policies). On the macroeconomic level the foreign trade monopoly allows an
        effective control of foreign exchange spending. Thus there are both positive and negative aspects of the
        foreign trade monopoly under the centrally planned economic system. But while the positive aspects prevailed in
        the early industrialization period, the adverse effects (among them mainly the lacking stimuli for
        technological change, irrational domestic cost and price structure, etc.) became so evident recently that even
        the traditionally conservative Soviet leadership decided to opt for change.
      

    


    
      2.
      Foreign Trade Reforms in Eastern Europe


      
        Each East European country has shown signs of recognition of the fact that the functional separation of foreign
        trade and domestic production is very inefficient, and has taken various reform steps to tackle this problem.
        The reform debates, starting in the second half of the 1950s, led to various compromises between the need to
        decentralize and the desire to maintain the old framework of central control. Direct trading rights were
        granted to selected industrial firms in all East European countries by the mid-1960s. Next to Yugoslavia and
        Hungary (which - later on - went even considerably further in their foreign trade decentralization), the GDR
        and Czechoslovakia were pioneers in this field. In Bulgaria, Poland and Romania there have
        been similar arrangements but to a smaller extent.1
      


      
        In Czechoslovakia, producing enterprises as well as cooperative bodies may participate (with central
        permission) in the operational work of their respective FTOs. This led in most cases to an unnecessary doubling
        of bureaucratic barriers, the central organs had to issue more and more directives, and a rather confusing
        situation arose. Similar steps were taken in the GDR, where a number of specialized FTOs have been transferred
        under the aegis of the newly formed Kombinates. Generally speaking, all these partial and cosmetic reforms did
        not bring the expected results (i.e. improve the foreign trade performance), mostly because they were not
        accompanied by the necessary supporting measures in other areas. Moreover, in some cases (as e.g. in
        Czechoslovakia in 1969–70 and in Hungary during the 1970s), centralization was, in effect, reintroduced. No
        CMEA country has yet either abandoned central foreign trade planning or achieved convertibility of its national
        currency.
      


      
        The furthest-reaching reform experience in Eastern Europe is available from Hungary, and we shall confine our
        analysis mainly to this example. (Yugoslavia constitutes a special case in Eastern Europe since it is not a
        member of the CMEA, it trades extensively with the West and it permits a substantial mobility of both capital
        and labor. As for the People’s Republic of China, a brief comment follows below.)
      


      
        The political directive to introduce comprehensive economic reforms in Hungary was issued in 1966. It placed
        particularly strong emphasis on foreign trade. The reform went through several stages, not necessarily in one
        direction only. Detailed annual planning was abandoned and the influence of market forces has become
        comparatively high. But the major investment decisions have been retained by the center. Producing and foreign
        trade enterprises are free to enter into different types of contracts. A price system has been introduced which
        ought to reflect (with some important exceptions) the price relations on the world market. In order to link
        domestic and foreign prices, “dual exchange rates” were established in the initial stage of the reform
        (separately for trade with the West and the East as well as for non-commercial payments); these rates were
        replaced in 1981 by the uniform exchange rate (there are, however, still some discussions in the West whether
        the Hungarian exchange rate really fulfills all important functions of an exchange rate as in a market
        economy).2
      


      
        In addition, a relatively liberal joint venture law was issued in 1972, capital and bonds markets have been
        allowed recently and the “opening” towards the West has been the most extensive of all CMEA countries. A first
        joint venture was set up in 1973 and two more followed In 1974. In some cases (e.g.
        financial and servicing activities), the foreign partner’s share may exceed 49%. Since 1982 a legal basis has
        been established for economic associations with foreign equity participation in a customs free zone. Up to the
        end of 1985, the UNCTAD Secretariat recorded forty-six joint ventures in Hungary, most of them started after
        1980: twenty-four venture projects in manufacturing, three in construction, nineteen in various service
        branches (of which two in banking).3 Since
        January 1, 1986, joint ventures may be set up to operate hotels and tourist facilities and the taxation rules
        have been eased considerably. The amount of foreign capital in Hungary reached approximately US-$ 100 mn by the
        end of 1986.4 Thus, more than ten years after
        the introduction of the joint venture law, total foreign capital in Hungary amounted to less than 3% of
        Hungarian imports from the West in 1986.
      


      
        In China, the reform attempts started much later than in Eastern Europe, but proceeded at considerably higher
        speed and went further in several aspects than in any other socialist country (except Yugoslavia). Since 1978,
        approximately US-$ 6 bn in foreign equity investment have been drawn to China and 2300 joint ventures between
        foreign companies and Chinese state enterprises had been approved by the end of 1985.5 But most joint ventures have yet to show a profit in
        any other than the inconvertible Chinese currency and many (as, for instance, the American Motors Co.) struggle
        with lack of foreign exchange for imports of spare parts. The much praised “special economic zones“on the
        southern coast are plagued with numerous problems too, despite more liberal regulations. In 1986, the new
        foreign investments fell by 47% to US-$ 3.3 bn. According to a spokesman for the Chinese Ministry of Foreign
        Trade the decrease resulted from a reduction in the number of “luxury projects” (hotels, taxi fleets, etc.) and
        the emphasis was shifted to high technology and export oriented enterprises. Foreign businessmen, however,
        blamed the decline in investments on bureaucratic obstacles, excessive costs, inadequate legal protection, lack
        of access to the domestic market and inability to convert yuan profits into their own currencies.6 More recently, the purges following the student
        demonstrations at the beginning of 1987 have caused some worries concerning the future course of the Chinese
        economic reform.
      

    


    
      3.
      Joint Ventures in other East European Countries


      
        The concept of joint venture cannot be easily incorporated into the ideological framework of the economic
        system in centrally planned socialist economies. After long theoretical discussions about the nature of
        property under socialism, several East European countries started first cautious attempts to form joint
        ventures with Western partners on their territory at the beginning of the 1970s. Led by the example of Yugoslavia (which had started the first joint venture project already in 1968 and currently
        operates about 250 projects under comparatively liberal taxation and profit transfer rules) and Hungary (see
        above section 2), Romania followed suit. Almost simultaneously with Hungary, the first necessary legislative
        steps were taken in 1971–1972. However, in most cases the negotiation phase proved to be very long and, once
        established, several joint ventures faced serious problems in their operations. Out of nine projects set up
        during the first half of the 1970s, five are still operating at present. No new ventures have been established
        since 1977.
      


      
        In Bulgaria, the joint venture legislation was issued only in 1980; by October 1985 eight ventures were
        recorded, all of them directly, or at least closely, related to high technology. In Czechoslovakia, foreign
        capital investments have never been explicitly forbidden, but still the creation and activities of joint
        ventures are not codified yet. Nevertheless, individual legal rules existing in the Czechoslovak legislation
        can be applied to this form of industrial cooperation. Since the authorities did not promote the establishment
        of joint ventures, only in August 1986 the first agreement was signed between the Danish company Senetek and
        the Czechoslovak electronic enterprise Tesla (allegedly similar negotiations have been under way with Grundig
        and Philips). Foreign capital investments are not allowed in the GDR. At the moment there are no signs that a
        change in this conservative approach may be expected in the near future.
      


      
        In Poland, on the other hand, foreign investments have been allowed since 1976, and more than 700, mostly small
        “Polonia” firms, exist today. These firms employ about 45,000 workers and foreign investment amounts to US-$ 30
        mn. But only in April 1986 a joint venture law was adopted by the Sejm and the rules for joint ventures with
        state enterprises were laid down. Two projects have been started since then (one in manufacturing, another in
        services); reportedly about sixty new joint ventures are in the phase of negotiation.
      

    


    
      4.
      Soviet Foreign Trade Reform


      
        Two decrees, “On measures for the improvement of the foreign economic relations management” and “On measures
        for the improvement of economic and scientific-technological cooperation management with socialist countries”,
        were adopted by the Central Committee of the CPSU and the Council of Ministers in September 1986.7 Starting from January 1, 1987, twenty-one ministries
        and about seventy large enterprises have obtained the right to perform foreign trade operations. Thus, In
        addition to the traditional FTOs, these institutions may also enter into direct contacts with foreign partners
        and develop business partnerships. They will operate on the basis of self-accounting and self-financing, i.e.
        without receiving subsidies from the State Budget. In order to be able to do so, the
        Institutions will get foreign exchange funds of their own, and they may also ask for credits by the Foreign
        Trade Bank (Vneshtorgbank). Through selfaccounting, these institutions will directly link the results of their
        domestic and foreign trade activities, and a (still unspecified) system of linkage between the domestic and
        foreign trade prices will be established. The number of institutions endowed with foreign trade rights is
        intended to rise8 and “new forms” of economic
        relations (including production cooperation) with firms from capitalist countries are envisaged too.
      


      
        The foreign trade monopoly, however, will remain In force. The enterprises not endowed with foreign trade
        rights will perform export and import operations in the traditional way via the Ministry of Foreign Trade and
        other organizations. Moreover, the Ministry of Foreign Trade will retain its functions in trading with most
        important commodities (e.g. raw materials and foodstuffs) as well as in a number of unspecified “goods of
        national importance” - presumably armaments.
      


      
        The decrees on the establishment of joint enterprises on Soviet territory were adopted by the Supreme Soviet on
        January 13, 1987.9 It is intended to set up
        joint enterprises in industry (with partners from socialist countries also in research, agriculture,
        construction, trade, transportation as well as in other spheres of the economy). The aim of such enterprises is
        to improve the utilization of national resources, to acquire advanced foreign technology, know-how and
        management experience, to increase Soviet exports and to avoid unnecessary hard currency imports. The purpose,
        aims and other relevant aspects of the venture’s activity will have to be written down in the statute of the
        enterprise; the statute must be approved by the respective republican ministry, republican Council of
        Ministers, GOSPLAN of the USSR, Ministry of Finance and other relevant Soviet institutions and finally by the
        Council of Ministers of the USSR.
      


      
        Participants may be one or several Soviet and foreign enterprises. The equity share on the Soviet part must be
        at least 51%, evaluated at contract Rouble prices. The starting capital (statutory fund) is formed by
        contributions of all participants; such contributions may have the form of buildings, equipment, the right to
        use land, water and other resources. The conversion of foreign currency into Roubles will proceed at the
        official (GOSBANK) rate of exchange. Foreign property imported to the USSR in order to form a joint enterprise
        is duty free; the State guarantees the foreign property rights. The chairman of the management board as well as
        the venture’s director have to be Soviet citizens. There will be neither centrally prescribed plan targets nor
        any guaranteed sales.
      


      
        All foreign currency outlays, including profit repatriation and other payments to foreign participants, must be
        fully covered by the venture’s own revenues. Sales and purchases on the Soviet market shall be dealt with through the respective Soviet organization which is endowed with foreign
        trade rights. The venture must build up the reserve and other obligatory (e.g. technical development, social,
        etc.) funds. Its investment projects must be approved by the GOSSTROY of the USSR, the resources necessary will
        be allocated on a priority basis. The joint enterprise will pay 30% tax from that part of profit which remains
        after the obligatory charges to given funds, and, when repatriated, an additional 20% tax will be charged. The
        first two years of the activity are tax-free. The liquidation of a joint venture may proceed either according
        to the rules stated in its statute or by the decision of the Council of Ministers of the USSR.
      


      
        By these principles, however vague (especially regarding the rules for the formation of joint venture’s funds,
        exchange rate regulations, social security payments and the decision-making authority of the foreign partner),
        the intentions behind Soviet joint ventures are clarified. Apparently the main purpose is substitution of
        imports and access to foreign markets with the help of western expertise. Despite the de facto exterritorial
        character of the joint enterprises, a number of existing Soviet laws will have to be either adjusted or
        completely abolished.
      

    


    
      5.
      New Cooperation Forms Within the CMEA


      
        This short survey of recent changes in foreign trade legislation in the socialist countries would be incomplete
        without mentioning the efforts to improve the intra-bloc cooperation (by the way, the new Soviet legislation
        stresses the priority of intra-CMEA “direct relationships” between individual enterprises). It is intended to
        move on from the prevalent trade relations to direct production cooperation. The basis for such a switch was
        outlined in the CMEA’s Comprehensive Program for Scientific and Technological Progress for the Period up to the
        Year 2000.10 National production plans
        should reflect the agreed exchanges with CMEA partners and the enterprises may decide on their own on the
        cooperation, including the signing of cooperation agreements, prices, joint performance of research projects,
        etc. The establishment of joint enterprises with CMEA partners was envisaged already in the so-called Complex
        Program of 1971 (along with other measures, e.g. with the introduction of transferable Rouble convertibility
        which, however, remained practically unfulfilled). By the end of 1986 there were only fifteen joint CMEA
        enterprises, none of which was established on Soviet territory.11 These intra-CMEA “joint ventures” have an experimental character, they are
        equipped with special rights in order to overcome still unsolved problems resulting from the differences in
        national planning and accounting practices and, last but not least, from the inconvertibility of the CMEA
        currencies.
      


      
        In order to describe the problems related to the new forms of intra-CMEA cooperation, the
        joint venture on scientif¡c-production, the corporation “ROBOT”, established by the Soviet Union and
        Czechoslovakia in 1985, may serve as an example. The corporation shall jointly develop and produce industrial
        robots, with both countries carrying an equal share in costs and revenues. According to an agreement signed in
        Prague, five types of automation production systems, twelve types of industrial robots and manipulators as well
        as joint development projects will be pursued, total costs of which will amount to about Rbl 260 mn by
        1990.12 In spite of “special rights” which
        the corporation has obtained in order to cope with the numerous bureaucratic barriers, a real breakthrough
        cannot be expected in view of the experience with the poor efficiency of intra-CMEA cooperation under the
        existing institutional framework.
      

    


    
      6.
      The Assessment of Foreign Trade Reforms


      
        It is evident that the current Soviet reforms largely follow the course which the majority of socialist
        countries took approximately twenty years ago. This time gap does not necessarily imply that the Soviets will
        need a two decades’ long trial and error period in order to achieve, say, the Hungarian present state. China’s
        example shows that given the political will (which Gorbachev seems to possess) and freedom to act (also
        available to the Soviets, in contrast to their East European satellites), remarkable results may be achieved in
        a few years’ time. But the degree of the consistent implementation of the reform policies should be analyzed
        separately from the evaluation of their eventual economic success. Again, the Hungarian and Chinese examples
        show that the reformed foreign trade system bears no immediate guarantee for solving the foreign trade problems
        (e.g. balance of payments, manufactured exports, technological development, etc.), and a bundle of other
        important economic policy issues must be tackled as well.
      


      
        The question arises why the joint ventures, given the conflict of interest with Western partners and, last but
        not least, ideological prejudices, are suddenly attracting so much attention. Usually, joint ventures in the
        West are operated in order to access new markets (in a host country). Likewise the East European and Soviet
        officials openly admit that their main interest lies in increasing exports. Apparently, the disappointing
        experience with direct technology imports (see, e.g., Poland) led to the hope that joint ventures may help to
        transfer not only technology, but management and marketing skills as well. Nevertheless, the balance of
        payments problems and Import substitution (see the Soviet intentions to avoid “unnecessary imports“) play an
        important role too. Since Western companies cannot expect substantial growth of exports by forming a joint
        venture in the socialist country, they accept the Eastern joint ventures’ offers mostly in
        order to secure the existing market and close business relations. Though the diverging interests of the two
        partners may be “unified” in the negotiation phase of the project, this unity may, however, soon crash when
        problems with day-to-day operation appear.
      


      
        The main obstacle, from the Western point of view, is certainly the unwillingness of CMEA countries to ease the
        profit transfer rules. As long as the transfer of profits will be linked to the venture’s hard currency
        earnings, the equity participation in CMEA countries will not be very attractive to Western partners. The use
        of profits in local currency is considerably limited and, in order to sell on hard currency markets, the
        Western companies do not have to bother with bureaucratic barriers facing the operation in CPEs. Despite the
        reforms, the foreign trade systems of CMEA countries are still markedly different from those in market
        economies.
      


      
        As in Eastern Europe, the Soviet foreign trade decentralization will be limited in three important aspects.
        First, the central authorities will still determine who has and who does not have the right to trade. Second,
        the central authorities will continue to plan, monitor and control the volume and composition of imports. Last
        but not least, the insulation of domestic and foreign prices will hardly be completely abolished. The most
        probable immediate outcome in the Soviet Union is a system similar to that currently used in Czechoslovakia
        (characterized by multiple exchange rates, a rather high degree of centralization and poor export incentives
        for producing enterprises). Given the resistance of the Soviet bureaucracy to reforms, the process of
        implementing even such relatively small changes will by no means be easy.13
      


      
        A few remarks may be put in on the above-mentioned Soviet joint venture law. One can see, in the first place,
        that the law is far more restrictive with respect to prospective Western partners than to their “socialist”
        competitors. Contrary to previous statements of some Soviet officials, there are also considerable restrictions
        on profit transfer, taxation level and independence from Soviet legislation. A separate problem, which will
        doubtlessly cause many sleepless nights to prospective Western investors, will be the pricing of Soviet inputs,
        and the negotiations with Soviet sub-contractors and other local officials. Even if a sort of preferential
        treatment of joint enterprises is suggested by the law, there is no guarantee that the agreed supply deliveries
        (though handled by Soviet FTOs as exports) will always come in time and/or appropriate quality. The volume of
        Soviet bureaucracy is made evident already by the paragraph of the joint venture law which deemed it necessary
        to spell out explicitly the ventures’ right to communicate with abroad (sic!).
      


      
        The potential effects on trade are thus bound to be negligible, at least in the
        medium-term perspective. The effects on total Soviet exports cannot be significant, given the experimental
        character of the new measures, limited, moreover, to sectors which do not export much anyway (the new
        regulations will directly affect only about 6% of Soviet trade and 20% of trade in manufactures).14 Also for imports no significant expansion is to be
        expected as the tight central control will hardly be abandoned, especially when the hard currency resources are
        scarce. As a result of the trade decentralization an increased demand for all types of compensation trade may
        be expected. Nevertheless, some positive spin-offs to the rest of the Soviet economy may occur, provided the
        reform will go on and will not be blocked too much by bureaucratic resistance.
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