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1. Introduction
1.1. Preamble:  In previous lectures, Alexander Mihailov and I have explored the history of the planned economy in Europe, including reasons for its collapse; we have examined the processes and procedures that have been followed by governments in various successor states to create functioning market economies; and we have considered how this process has affected the welfare of the populations living in the various countries covered by our analysis.  I would like to use this final lecture to provide an assessment of the process.

1.2. Lecture Outline:  formally, today’s lecture is divided into the following four sections:

a. Section 2 outlines the elements that were commonly assumed to make up a transition programme; in it I also comment on the weaknesses of this original theoretical analysis.

b. Section 3 considers the associated problem of political transition:  the creation of civil societies and democratic states.

c. Section 4 reports on recent summative assessments of the success of governments in realising the transition programmes.

d. Section 5, finally, explores the likely future course of development in the region.

2. What is Economic Transition?
2.1. Economic transition is understood to refer to those processes and policies required to transform a centrally planned economy into a market economy.  Transition was commonly assumed to involve the following components:

a. The liberalization of prices and the creation of markets for the allocation of resources; this includes the development of competition policy and an attack on both excessive regulation and the monopoly power of large enterprises.

b. The privatisation of state enterprises—and the creation of property rights.

c. Integration into the global economy—involving the establishment of currency convertibility and the dismantling of the so-called foreign trade monopoly.

d. The adoption of “sound” macroeconomic policies.  These are usually assumed to involve:

i. Fiscal responsibility—restriction of budget deficits to what can be financed by domestic borrowing (the avoidance of printing money.)

ii. Relatively low levels of taxation—so as not to “crowd out”  private investment

iii. The reconstitution of the socialist welfare state:

1. The elimination of price subsidies—particularly for foodstuffs, transport and, ideally housing;

2. The introduction of unemployment insurance;

3. Reform of the pension system;

4. Introduction of a degree of progressivity into benefits.

2.2. This programme—at least in its early versions—paid too little attention to the need to create viable institutions:

a. Markets do not function in a vacuum;

b. In many former planned economies, the institutions needed to make them work had either never existed or had atrophied from long disuse.

c. Also, government bureaucracies were unused to the constraints implied by what is known in German as the Rechtstaat.
d. Further, in many countries, parliamentarians lacked experience in drafting unambiguous and enforceable laws.

e. Finally the courts often lacked the authority and resources to resolve disputes and enforce their decisions.
2.3. As a result, in much of the former Soviet Union and in parts of South East Europe markets functioned only with distortions if at all.  There was also an increase in lawlessness, violence and corruption.  In some areas, these problems of economic transition were confounded with those caused by war and civil war.

3. Political Transition
3.1. Economists sometimes forget but the agenda facing the international community on the collapse of communism included more than the creation of market economies out of centrally planned systems.  In fact, it is possible to identify (at least) three objectives:

a. The preservation of international security:

i. This included neutralising/containing the Soviet nuclear deterrent;

ii. The prevention—or at least the containment—of irredentist conflicts and the confirmation of international borders.

b. The creation of viable market economies—economic transition in the sense of the term used in this course.

c. The creation of functioning political democracies—political transformation.

3.2. Some states had been parliamentary democracies before 1939, but most of the region had flirted with fascism—or at least more or less authoritarian forms of government.  Many had never existed as independent states at all.  Furthermore, the states of Western Europe have experienced considerable political evolution in the past half century—so even those CEECs with some previous experience of democracy required to adapt and modernise.

3.3. Political transition was thought to involve:

a. The creation of so-called civil society—the existence of autonomous non-state institutions that might both supplement the activities of governments and, where necessary, hold them to account;

b. The creation of either presidential or parliamentary systems of democratic government;

c. The creation of a framework of civil and political rights—and a means for defending them.

4. The Progress of Transition
4.1. Table 1 (taken from a recent volume on the Economics of Transition edited by Marie Lavigne—but the table itself is due to Norman Graham— www.isp.msu.edu/cers/Intro.htm) reports on the success or otherwise of the countries in the region in implementing the reform agenda set out in Section 2 above.

4.2. The scores in the table divide the countries of the region into the following groups:

a. The accession countries.  In 2002, all those countries in the region that joined the EU in 2004 had scores below 2.5.  No other country had a score below 3.25.

b. Economies in Transition:
i. Those due to join the EU in the next round (or the subsequent one) score somewhat higher in the EBRD’s ranking than in the table.

ii. It might also be possible to distinguish between the top nine in this group—with scores between 3.25 and 3.92;  and the remainder, with scores between 4.25 and 4.67

c. Failed Transition Economies:  the remaining countries in the table, with scores of 5 or above can be seen as states where there has been little if any successful economic transition.

4.3. Norman Graham produces two further tables that cast light on the economic performance of transition economies.  But, in them he divided the countries into three groups:  Central Europe, European Soviet Union and Central Asia

a. The first of these tables looks at growth, unemployment and inflation in 2000.

b. The second table looks at poverty and inequality.

4.4. Graham also assesses the extent to which countries have achieved the political transition to democracy.  But I do not reproduce his tables here.

5. The Future of Transition
5.1. As I have pointed out in a previous lecture:

a. those transition countries which have joined the EU have been required to adopt the so-called Lisbon Agenda.  This involves a reorganisation of development priorities so as to become “knowledge-based economies.

b. It is likely that the next round of accession countries will also be required to adopt the same strategy—or its successor.

c. Some other transition economies—and in particular the Russian Federation—have also adopted similar goals/strategies.
5.2. Adaptation of economy and society to pursue the Lisbon Agenda involves:

a. Modifications to—and expansion of—the further and higher educational system to ensure the accumulation of additional  relevant human capital;

b. Modification to social policy frameworks to facilitate the utilisation of existing human capital.  This implies the mainstreaming of gender equality issues;

c. Where relevant, it also requires the mainstreaming of ethnic equality issues.

5.3. The Lisbon Agenda and the creation of a knowledge-based economy are probably not relevant to transition economies in Central Asia (and Kazakhstan.)  But, according to the assessment implied by the scores in Table 1, many of these have as yet barely started on the process of transition.  For these countries—and, possibly for some others—a different strategy might be more appropriate:  that adopted by East Asian and South-east Asian planned economies.  The following are among the lessons that might be drawn:
a. Chinese and Vietnamese experience shows that it is possible to separate economic and political transition.

b. It also suggests that a gradualist approach can be successful.

c. In China and Vietnam, reform started with the sector where success was most likely to be successful:  agriculture.

d. It is important to create markets in which various ownership types of enterprise can compete—and for the government to refrain from overly favouring State-owned enterprises;
e. Steps should also be taken to integrate economies with the global economy as quickly as possible;

f. Finally, it is important to pursue macro-economic policies that preserve equilibrium—avoiding both excessive inflation and too much unemployment.

Table 1

The Progress of Economic Reform in Eurasia

	
	
	Privatization
	Macro Ec. Ref.
	Micro Ec. Ref.
	Avg.*

	
	
	1998
	2002
	1998
	2002
	1998
	2002
	

	1.
	Poland (3)**
	2.25
	2.25
	1.75
	2.0
	1.75
	1.5
	1.92

	2.
	Estonia (2)
	2.0
	1.75
	2.0
	2.0
	2.0
	2.0
	1.92

	3.
	Hungary (1)
	1.5
	1.5
	1.75
	2.5
	1.75
	2.0
	2.00

	4.
	Czech Rep. (4)
	2.0
	1.75
	2.0
	2.25
	2.0
	2.25
	2.08

	5.
	Slovenia (5)
	2.5
	2.5
	2.0
	2.0
	2.0
	2.0
	2.17

	6.
	Latvia (7)
	2.5
	2.5
	2.5
	2.25
	2.5
	2.25
	2.33

	7.
	Slovakia (9)
	3.25
	2.0
	3.75
	2.5
	3.75
	2.5
	2.33

	8.
	Lithuania (6)
	2.25
	2.25
	2.75
	2.75
	2.75
	2.25
	2.42

	9.
	Bulgaria (11)
	4.0
	3.0
	4.0
	3.0
	4.25
	3.75
	3.25

	10.
	Croatia (10)
	4.0
	3.25
	3.75
	3.5
	3.75
	3.75
	3.50

	11.
	Armenia (18)
	3.75
	3.25
	4.25
	3.5
	4.25
	4.0
	3.58

	12.
	Kyrgystan (20)
	4.25
	4.25
	3.5
	3.5
	3.5
	3.5
	3.75

	13.
	Albania (19)
	4.0
	3.25
	5.0
	4.0
	4.5
	4.0
	3.75

	14.
	Georgia (12)
	4.0
	3.25
	4.0
	4.0
	4.0
	4.0
	3.75

	15.
	Romania (8)
	4.5
	3.75
	4.5
	3.75
	4.5
	4.25
	3.92

	16.
	Russia (16)
	3.0
	3.5
	4.25
	3.75
	4.25
	4.5
	3.92

	17.
	Moldova (14)
	4.0
	4.0
	4.25
	4.5
	4.25
	4.25
	4.25

	18.
	Kazakhstan (13)
	4.25
	4.0
	4.5
	4.25
	4.75
	4.5
	4.25

	19.
	Ukraine (15)
	4.5
	4.25
	4.5
	4.5
	5.25
	4.5
	4.42

	20.
	Azerbaijan (21)
	5.0
	4.25
	5.0
	4.5
	5.0
	4.5
	4.42

	21.
	Macedonia (17)
	4.0
	4.25
	5.0
	4.75
	5.0
	5.0
	4.67

	22.
	Serbia/Mont. (24)
	4.5
	4.75
	5.0
	5.25
	5.0
	5.0
	5.0

	23.
	Tajikistan (25)
	6.25
	5.5
	6.0
	5.5
	5.75
	5.25
	5.08

	24.
	Bosnia Herz. (22)
	5.5
	5.0
	6.0
	5.5
	6.0
	5.5
	5.33

	25.
	Uzbekistan (23)
	6.25
	6.0
	6.25
	6.0
	6.25
	6.0
	6.0

	26.
	Belarus (26)
	6.0
	6.0
	6.25
	6.25
	6.5
	6.5
	6.25

	27.
	Turkmenistan (27)
	6.75
	6.75
	6.25
	6.25
	6.25
	6.5
	6.5







.


Source:  Freedom House Ratings (2003) and European Bank for Reconstruction and Development (2001)

*This column represents the average 2002 rating on of all 3 dimensions.  Ratings are based on the normal Freedom House system where essentially 1=maximum “progress” and 7=no progress.

**The number in parentheses summarizes the reform progress reported by the EBRD on a range of specific measures of economic liberalization in 2001.
Table 6: Economic Progress and Challenges

Central and Eastern Europe 2000



          GDP          UNEMPLOYMENT       INFLATION



     GROWTH

Albania
7.8%
18%
0.4%

Bulgaria
5.8%
14%
9%

Czech Republic
2.9%
  9%
4%

Hungary
5.2%
  7%
9.5%

Poland
4.0%
17%
10%

Romania
1.6%
11%
43%

Slovakia
2.2%
19%
12%

Croatia
3.7%
21%

Slovenia
4.6%
  8%

Source: World Bank, World Development Report, 2000 and 2001; and UNCTAD, Handbook of Statistics, 2002.

Table 7: Progress and Challenges

Former Soviet Union 2000



          GDP          UNEMPLOYMENT       INFLATION



     GROWTH

Europe and Russia

Belarus
5.8%
  2%
183%

Estonia
6.4%
15%
    4%

Latvia
6.6%
  8%
3.5%

Lithuania
3.9%
11%
   1%

Moldova
1.9%
11%
 32%

Russia
8.3%
11%
 20%

Ukraine
5.8%
12%
 70%

Source: World Bank, World Development Report, 2000 and 2001; UNCTAD, Handbook of Statistics, 2002.
Table 8: Progress and Challenges

Former Soviet Union 2000



          GDP          UNEMPLOYMENT       INFLATION



     GROWTH

Central Asia

Armenia
  6.0%
9%
-0.4%

Azerbaijan 
11.1%
1%
2.0%

Georgia
  1.9%
14%
4.0%

Kazakhstan
  9.6%
14%
13.0%

Kyrgyzstan
  5.0%
5%
19.0%

Tajikistan
  8.3%
3%
25.0%

Turkmenistan
17.6%
na
7.0%

Uzbekistan
 4.0%    
1%
23.9%

Source: World Bank, World Development Report, 2000 and 2001; UNCTAD, Handbook of Statistics, 2002.

Table 13: Progress and Challenges

Central and Eastern Europe

Poverty and Inequality





% OF POP.

GINI






IN ABS. POV.

INDEX

Albania
11.5%
23

Bulgaria
   3.1%
   .27

Czech Republic
0
   .25

Hungary
   1.3%
   .26

Poland
   1.2%
   .29

Romania
   6.8%
  .27

Slovakia
   2.6%
   .20?
(1992)

Source: World Bank, World Development Report, 2000 and 2001 and Making Transition Work for Everyone: Poverty and Inequality in Europe and Central Asia, 2000.

Table 14: Progress and Challenges

Former Yugoslavia





% OF POP.

GINI






IN ABS. POV.

INDEX

Bosnia/Herzegovina
   n.a.
n.a.

Croatia
   .2%
   .30

Macedonia
6.7%
   .31

Serbia/Montenegro
n.a.
   n.a.


Slovenia       
 0
   .26

Source: World Bank, World Development Report, 2000 and 2001 and Making Transition Work for Everyone: Poverty and Inequality in Europe and Central Asia, 2000.

Table 15: Progress and Challenges

Former Soviet Union





% OF POP.

GINI






IN ABS. POV.

INDEX

Europe And Russia

Armenia
43.5%
.31

Azerbaijan  
  23.5
   .42

Belarus
    1.0
   .29

Estonia
                2.1
   .37

Georgia
  18.9
   .36

Latvia
    6.6
   .32

Lithuania     
    3.1
   .32

Moldova
  55.4
   .39

Russia
  18.8
   .46

Ukraine
                3.0
   .39

Source: World Bank, World Development Report, 2000 and 2001 and Making Transition Work for Everyone: Poverty and Inequality in Europe and Central Asia, 2000.

Table 16: Progress and Challenges

Former Soviet Union





% OF POP.

GINI






IN ABS. POV.

INDEX

Central Asia

Kazakhstan  
  5.7%
   .33

Kyrgyzstan 
49.1%
   .36

Tajikistan 
68.3%
   .31

Turkmenistan
  7.0%
   .37

Uzbekistan    
   n.a.
   .33?











(1993)

Source: World Bank, World Development Report, 2000 and 2001 and Making Transition Work for Everyone: Poverty and Inequality in Europe and Central Asia, 2000.

Table 24: Putting the Political and Economic Together



            GDP        
      GDP  
    FREEDOM  


   

PER CAPITA   GROWTH 
HOUSE RATING

   


 (1999)

      (2000)
      (1999-2000)

Czech Republic
$5,189
3.1%
1,2 F

Hungary
$4,853
6.2%
1,2 F

Poland
$4,024
6.0%
1,2 F 


Estonia
$3,564
6.0%
1,2 F
Latvia 
 $2,582
4.0%
1,2 F

Lithuania
$2,880
2.0%
1,2 F

Slovakia
$3,654
       2.0%
1,2 F

Romania
$1,515
       1.5%
2,2 F

Bulgaria
$1,510
4.8%
2,3 F

Moldova
$271
-3.0%
2,4 PF

Ukraine
$619
       4.0%
3,4 PF

Georgia
$517
       4.0%
3,4 PF

Armenia
$486
       3.5%
4,4 PF

Albania
$1,100
       8.0%
4,5 PF

Russia 
 $1,249
       6.5%
4,5 PF

Kyrgyzstan
    $264
  6.0%
5,5 PF

Azerbaijan  
    $499
10.0%
6,4 PF

Kazakhstan
$1,058
10.0% 
6,5 NF

Belarus
    $777
          4.0%
6,6 NF

Tajikistan
    $176
  4.0%
6,6 NF

Uzbekistan
    $304
  1.5%
7,6 NF

Turkmenistan
$382
18.0%
7,7 NF
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