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1 Introduction

Among politica actors as wel as palitica scientists there is little doubt on the true character
of the trandformations undergone by former Communist countries after the year of 1989. The
trangtion from Communism is widdy acknowledged as the subdtitution of one system of
societd inditutions for a completey different one, i.e. the rare example of a wholesae system

change.

Taken serioudy, the concept of system change implies a peculiar relationship between factors
of continuity and factors of change. Insofar as systems entall a non-arbitrary, complex pattern
of relations between their dements, possible shortcomings or dysfunctionad festures will not
be overcome by margind changes of sngle variables. Ingead, a change of the badc pattern,
i.e. the sysem’s identity, might be asked for. In other words. Given that minor changes of
sngle parameters might only endanger the system’s stability and performance, a date of per-
formance that is both acceptable and stable will only be achieved after many parameters le-
come readjusted simultaneously and in a coordinated way. According to this understanding,
the change of a societd system appears to be both a matter of proper mapping and prudent
piloting, i.e. adequate politicd action. It is nether accessble through an evolutionary proc-
ess, nor through a series of incrementd steps. Because the latter will findly stop as soon as a
‘locd’ maximum is redized, only desgn-based invetments combined with the ability to re-
94 the temptation of smal but limited improvements might leed to the ‘globa’ maximum of
athoroughly different system design.*

With the notion of sygem change—understood as a series of ‘large-scd€  inditutiond
changes—in mind, it is possble to identify a peculiar theoretica problem associated with any
serious andyss of what has happened in former Communist countries during the recent dec-
ade. At fird, this problem poses itsdf on the level of empiricd facts. As is widdy acknow-
ledged, a consderable amount of vauable resources or socio-technicd skills was nether
passed on by the Communist system nor generoudy provided by the established democracies
in order to secure the path from one system to the other.? Secondly, a similar lack of prereg-
uidtes was obvious on the level of socid and political theory. Although politicad Marxism
once offered some crude hypotheses about the transformation of a ‘ripe cepitdist system into
a nascent socidist one, nether any of the current versons of Marxist theory nor common

theories of socia change do entall an idea of how to fabricate a modern plurdist politicad sys-

L Thisline of argument refersto the *theory of second-best’ (Lipsey/ Lancaster 1956/57) as well as the notion

of 'gradient climbing' (Elster 1979, ch. 1).
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tem together with a capitalist market economy from the scratch.

Given this lack of empiricd as wdl as theoretica provisons, the series of sysem changes in
Centrd and Eastern Europe provide a rare opportunity for the investigation in change proc-
eses that, until today, was redtricted to single case studies not suitable for comparative anay-
ds.  However, whereas the reform process undergone by former Communist societies soon
became one focus of atention within the socid sciences, there is only little awareness about
therr suitability for comparative ressarch of thoroughgoing institutional change. A lot of &-
tention is paid to the introduction or change of single indtitutions as well as sructurd changes
of indudtrid sectors, policy areas and didributiona patterns.  Surprisingly, the logic of system
change, its management and conditions of success dill appear to be beyond the research
agenda.®

Setting asde the posshility that there are topics of research demanding greater amounts of
atention and funding, one might come up with some sort of theoretical explanation for the
politicd science's indifference toward the recent ‘grand changes. This explanation refers to
some theoreticd assumptions broadly held in politicd science and politicd sociology.  Ac-
cording to them, large-scde socid change if intentiondly directed is seen not only as extrem+
ey unlikdy, but adso, if atempted nonetheless, bound to fall. Maindream socid sciences
and, above dl, the theoreticaly based brands of political science entertain systematic skepti-
cism about the possibility of what they name as *halitic reforms .

In order to highlight the posshbility of enhancing systematic knowledge about the conditions
of desgn-guided societal change—or: the dimensons of a concept of political possbility—
this paper examines the discrepancy between theory-based but over-skeptica expectations, on
the one hand, and indications of prudent policy choices that dlowed for successful transfor-
mations in former Communist countries, on the other® In the next section, the reader is i+
vited to cast a view on the ‘imposshility theorem of holigtic reform’ as it became some sort of
hidden paradigm of post-war political science.  The subsequent section provides a closer ook
a peculiar problems associated with the departure from Communism that might even enhance
what is assumed to be the problem load of ‘ordinary’ system change. As a matter of fairness,
this is followed by a brief discusson of features that could well reduce the task load of Pogt-
communist transformations.  In the subsequent section (no. 4), we hint a certain circum

2 This, of course, does not apply to the transformation of East Germany that was generously sponsored by the

Federal Republic of Germany.
3 SeeEllman (1997) for aremarkable exception.
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stances and actions that might well be regarded as ‘factors of success. Findly, a very rough
overview is given of some findings of trandformation research that help to ddinesate the ‘pos-
shility space of the higoricdly unique st of wholesde inditutiond changes. From these, a
cautious concluson can be drawvn about the posshility of large-scde inditutiona reforms in

generd.

2 TheTheoretical Impossibility of Holistic Reform

Because of the smultaneous occurrence of thoroughgoing changes in the economic, socid
and politicd subsysems of society the inditutional transformations in Eastern Europe provide
a unique series of large-scae reforms. At first glance, the sheer number of up to 29 countries®
having depated from Soviet-controlled Communism seems to be an attractive sample for
comparative andyses. The ams of research might refer to the gmilarity or diverdty of initid
conditions, the policy choices made in order to initiate change, the outcomes achieved at dif-
ferent points in time, the peculiar patterns of ‘loca’ prerequisites as wdl as the nationd or
regiona obstacles to success. On closer look, the indghts to be derived from empiricd stud-
ies might go far beyond the redm of ‘trandformation studies targeted a the former Commu-
nig world. They might include provisond answers on the question of how societies might
improve their control capacity vis-avis a complex agenda made up of large-scale problems
such as maintaining economic growth and securing socid integration in a ‘globdized” econ
omy or effectivdy deding with developmental problems such as population growth, manutri-
tion, insufficient water supply, and environmenta damage.

Although socid change is an ubiquitous phenomenon, indances of change are extremey rare
in which political planning, conscious decisonrmaking and coordinated efforts result in ou-
comes close to what was aimed a on the outset. Thus, the nonarbitrary way in which politi-
cd actors as wel as ordinary citizens in Communist countries have organized a process of
conscioudy chosen changes could reved certain indghts into a broader set of factors contrib-
uting to ‘the possibility of rationd politics as put by Jon Elster once (Elster 1987).

However, what today on empirical grounds of reasoning is identified as indtances of more or

less successful large-scale change is a variance with some common knowledge in the aca

4 Major parts of sections 2 and 3 draw on Wiesenthal (2002).

° These are Albania, Armenia, Azerbaijan, Belarus, Bosnia-Herzegovina, Bulgaria, Croatia, the Czech Repub-
lic, East Germany, Estonia, Georgia, Hungary, Kazakhstan, the Kyrgyz Republic, Latvia, Lithuania, Mace-
donia, Moldova, Mongolia, Poland, Romania, Russia, Slovakia, Slovenia, Tajikstan, Turkmenistan, Ukraine,
Uzbekistan, and Y ugoslavia (Serbia and Montenegro).



The Opportunity Structure of Large-Scale Reforms

demic disciplines claming responghility for this subject. Up to 1990, peculiar assumptions
associated with ‘dtate of the art’ political science explicitly denied the possbility of volumi-
nous intentiona reforms. The idea of conscioudy redesgning an entire society was deemed a

genuindy uncorvincing if not foolish one.

Of course, that the idea has not been taken serioudy had a lot to do with the bitter experiences
endured under the dictatorship of both Fascism, in particular its brute verson of German N
tiond Socidiam, and Soviet Communism.  Skepticism about holisic reforms was fed by in-
formation about the enormous socid costs—incduding the dedtruction of what today is named
‘socid capitd’ —that the people in the Fascig and Communist countries had to bear during
the attempts at establishing athoroughly different socid, political and economic order.

Digegarding for a moment the opposte sgn atached to the outcomes achieved, the recent
project of change seems to be of smilar scale. On the one hand, it comes close to what an
‘avantgarde’ of Leninist reformers once attempted to achieve, on the other, it obvioudy ou-
does dl mgor changes experienced in 19th and 20th century Western Europe: from the col-
lapse of monarchies and autocratic regimes, the introduction of sate-organized socid welfare
or the warfare regimes of World War | and |1 up to the post-war reconstruction periods.

Pat of the common understanding of Western political scientists before 1990—=as far as there
was an opinion about wholesde socid reforms—was a couple of assumptions converging in
an implicit ‘negativé paradigm. This might be cdled ‘the imposshility theorem of holigic
reforms. Various empiricd and theoreticd findings had amounted to a body of knowledge
that strongly impacted on theoretical reasoning as wel as politica theory. Its basic skepti-
cism evolved at the crossroads of some different, however complementary results of the pub-
lic policy andyses such as those done by Charles Lindblom, the studies on implementation
falures in public service reforms, the highly origind and semind fruits of research in organ
izational decison-making and the psychology of boundedly raiond choice inspired by Her-
bert A. Smon and its colleagues a the Carnegie Mdlon Inditute of Technology a Pittsburgh,
the discussons about the assumed non-governability of democratic systems, and, last but not
least, Fritz W. Scharpf’s invedtigation into the ‘Joint Decison Trap' and the predominance of
‘negativé over ‘postive coordination’.® The paradigm’s episemic foundations were aready
in place before 1970. Thus, the aforementioned findings met with a particular framework of

socid theory and epistemic reasoning. Mgor components are the well-founded arguments of

6 See e.g. Lindblom (1959), Pressman/ Wildavsky (1979), Simon (1957, 1976), March/ Olsen (1976, 1989),

Crozier et d. (1975), Scharpf (1988, 1993).
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Karl Popper (1972) against the ‘historicist’ brand of sociological and politico-ideologicd
reasoning, Herbert A. Simon’s notion of ‘bounded rationdity’ and the writings of the socid
philosopher Niklas Luhmann (e.g. 1995) whose sociological system theory draws extensvey
on the empirica findings of the Carnegie Mdlon Schooal.

Severd authors succeeded in advancing their skepticd vison of desgn-based large-scade re-
forms through coining catchy phrases such as ‘the science of muddling through' (Lindblom
1959), ‘the garbage can’” modd of decison-making (Cohen et a. 1972), the exclusve poss-
bility of ‘piecemed technologies (Popper 1972) or ‘the tragedy of the politicians’ dead
hands (Luhmann 1989).

More importantly, the sysematic skepticism about any gpproach to ambitious policy-meking
as exenplified by the phrases cited above appears to be based on acknowledged theories on
the three mgor levels of socid andyss. As dready mentioned, one pillar is founded on i+
dghts into the limited capacity of human individuds to form rationa beiefs and act according
to the rules of subgtantive rationdity. Ancther pillar condsts of what is known about the do-
stacles to rationd socid choice on the level of organizations alegedly designed for the ddiv-
ey of public goods. These include the vulnerability of collective action to the disurbing ef-
fects of free-riding as wdl as the logicd imposshbility of devisng a mechanism for the aggre-
gation of a conggent set of group preferences from the diverging preferences of the individu-
ds making up the group.” This, obvioudy, concerns the possibility of achieving the ‘common
good’ through red-world processes of public policy. Fndly, a third pillar has to be men
tioned on the macro level of the inditutional order of the entire society. It relates to the m-
posshility of condructing a notion of sysem rationdity that, indead of being bound to indi-
vidud or collective particulariam, represents something like the ‘true identity and necessary
conditions for survivd of the maximum encompassing socid ‘sysem’. Such a naotion, among
other reasons, drongly contradicts any understanding of the empiricd vadue plurdity and
sociologicd condructivism.  For the matter of clarity, the arguments and therr early propo-
nents are summarized in the table below (table 1).

! Here, werefer to the work of both Mancur Olson jr. (Olson 1965) and Kenneth J. Arrow (1963).
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Table 1: Mgor Assumptions Underlying the ‘ Impossibility Theorem of Holistic Reforn

... from policy analysis and implementation resear ch:

Incrementdism & the * Science of Muddling Through’ Lindblom 1959
Implementation Failures Pressman & Wildavsky 1979
The Joint Decision Trap & the predominance of ‘ nega- Scharpf 1988 & 1993

tive over ‘postive coordination’

... from studies of organizational behavior and decision-making under uncertainty:
Bounded Rationdity & the principle of ‘satisficing’,
the (search) heurigtics of problem-solving
The * Garbage Can Modd of Organizational Choice Cohen, March & Olsen 1972

The ‘Logic of Appropriateness as a centra feature of
Neo-inditutionalism

Simon 1957, 1976

March & Olsen 1989

... from political theory and sociological system theory:

‘Piecemed technology’ instead of holism and teleology Popper 1972
The limited governability of democracies (as assumed by Crozier, Huntington & Wata-
the nation of ‘ungovernability”) nuki 1975

The autonomy and ‘ sdf-reference’ of society’ s subsys-

tems & *the tragedy of the politicians’ deed hands Luhmann 1989, 1995

Whereas the aforementioned axioms and assumptions would hint & some systematic deficits
and intrindc problems with which ambitious reforms in modern democracies are burdened, it
might be even more likely that they will impinge on those societies that lack the inditutions of
democracy as well as a market economy. Thus, a ‘Communig sysem’ going to abandon
itself is to be confronted with a problem load that will eedly exceed anything smilar in a
wdl-established democratic decisonrmeking environment.  In accordance with this view,
severd hypotheses were developed that clam to circumscribe the peculiar risks of the politi-
caly guided departure from Communism.

3 Especial Obgtaclesto the Transtion from Communism

As we learned from hidorians, Western democracies with their wel-established market
economies emerged in a certan temporal order: the market—or capitdism—came firs to-
gether with the partid liberation from the feudd rule. Democracy, however, was achieved
only after the vast mgority of citizens had found their new market-related roles as either own-
ers of capitd, workers or the members of the, later on, rapidly growing middle classes. Par-

ticularly, workers fird had to associate in certan ways before they were acknowledged as



Helmut Wiesenthal & Peggy Terletzki

legitimate participants in decison-making on indudrid affars. Besdes the remainders of the
feudd arigtocracy, dl the ‘new’ socid classes won the right to vote not before their economic
podtion had become vigble. In fact, indusve political participation, i.e. universd suffrage,
appears to be a logicd extenson of the (red or forma) freedom enjoyed in the economic
sohere and it precedes by far the acquigtion of the right to socia security as established by
inditutions of socid welfare (Marshdl 1964). Given tha the collapse of Communism had its
take-off not in the economic but in the political sphere, the recent trandformations obvioudy
folow a reversed tempord order. As a consequence, starting with politica liberation, the
process of system change is subjected to certain risks and problems that seem extremely diffi-
cult to be dealt with successfully. Some of them deserve closer ingpection.

The dilemma of simultaneity. In an influentid paper entitied ‘The necessty and impossibility
of economic and political reforms Jon Elger (1990) outlines the genuine problematic of S-
multaneoudy edtablishing the inditutions of representative democracy and a market economy.
What later on was named the ‘dilemma of smultaneous reforms (Offe 1991) points to a
problem that was even more fundamental than the early controversy between the adherents of
gther radicd or gradudig reforms.  The dilemma theorem mantains that an unavoidable
blockade of the reform process results or that tremendous costs of transaction are incurred
when crucid decisons over the dlocation of property rights have to be made after the intro-
duction of universa suffrage and responsve democratic governments. Because democratiza-
tion involves the extendon of effective opportunities for political participation as wel as the
sengtizing of politicians to popular fedings and demands, the inevitable socid costs of eco-
nomic change will trigger strong popular sentiments againg the course of reforms.  Any par-
liamentary oppostion tha is eager to gain office will experience an incentive to present itsdf
as the naturd protagonist of anti-reformism, i.e atempt to maximize its atractiveness to
those segments of the eectorate that are unwilling to accept the trandtory costs of change.
Thus, it is assumed that dmogst any atempt by a democratic government to engage in long-
term projects of transformation, that deliver ther fruits only after a certain period of time, is
bound to fall. Therefore, the process of system change is severedly endangered by the risk
averson and opportunism of sdf-interested politicians who rank their chances of re-eection
higher than the quality of policy choice.

The limits on society’s capacity for ‘institutional learning’. There is a reasonably solid &
sumption that the Smultaneous implementation of numerous interdependent indtitutiona rules
might expect too much of a society’s capacity to adopt new ways of behavior and socid coor-
dination. This does not mean that the capacity of individud or collective actors is restrained
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by obsolete beliefs and traditions such as the often mentioned ‘socidist legecies. Ingteed, the
argument points to the sheer volume of atered facts, norms and socia expectations that actors
have to take into congderation when choosing their course of action. Evidence of a limited
capacity to adapt to environmental change is provided by consolidated democracies. In many
ingtances of reform, the latter appeared capable of adgpting to only incrementa portions of
intended change (Charles Lindblom), i.e. ‘piecemed technology’ (Karl Popper). Given wide-
goread vedted interests and a high level of inditutiond inertia, even moderate projects of re-
forming the tax sysem, certain parts of socid wefare or the inditutions of the labor market
turned out to be too demanding. The reproach of ‘holism’ as effectively pursued in line with
Karl Popper (1972) zeroes in on the same phenomenon: political intention overshooting the
complex and opague features of socid redlity. Moreover, there is hardly a poject imaginable
that would meet the demands of information qudity and desgn complexity associated with
thoroughgoing reforms.  This is why arguments usualy having been rased in favor of gradu-
dism—as opposed to the notorious shock therapy—typicdly draw on the limited ‘learning’
capacity of existing societies (e.g. Brada 1993).

The inadequacy of institutions introduced by arbitrary decisions. Another objection to the
possibility of large-scae reforms refers to the peculir mode of inditution building after a
revolutionary turmoil.  Under such circumdgtances, (new or changed) inditutions do not
emerge in an evolutionary process of random variation and subsequent selection according to
converging expectations and commonly held standards of socid order.  Rather, inditutions
are created by ‘fiat’, i.e. as the outcome of some procedures of socia choice that are more or
less exclusve because of the remoteness of representational democracy. As usud, the process
of decison-making not only is explictly discretionary with regard to the choices a hand, it,
furthermore, comes to an end only by a mgority vote going over a minority with different
outcome-related preferences.  If, however, the acceptance and efficacy of inditutions depends
on their appearance as unique and thereby highly legitimate solutions to current problems,
their recognition might be hampered by the process of being created® Common rules and
norms that gpparently came into effect by discretionary decison-making bear an ar of con
tingency or even abitrariness. Because they obvioudy were not the only option possble,
people might doubt ther vaue and undermine their vdidity by reasoning ‘they could well
have chosen a rule that better suits my own gtuation!’. It has to be acknowledged that the
discretionary weskness of new inditutions resembles one problem inherent in the holistic

gpproach to reform.  The more things come under scrutiny and the more they are changed

8 Proponents of this argument are among others Offe (1996) and Ekiert (1991).
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through a once-and-for-all strike, the more the procedure resembles an act of sheer arbitrari-
ness. Or, to put it the other way around: The more changes ambitious proponents of reform
wish to effect damultaneoudy, the less socid acceptance and inditutiond validity they may

count on.

The lack of cultural prerequisites. One of the objections raised frequently against a wholesde
change of the inditutiond order and, at the same time, a fird-hand explanation of inditutiona
falure refers to a mismaich of culturd givens and the functiond prerequidtes of the inditu-
tions to be established. It is sad eg., tha the core indtitutions of a market economy such as
private entrepreneurship, contractual law, market prices and competition must rely on certain
individuad habits and collective vaues that the citizens of Communist countries were denied
the opportunity to adopt (see eg. Male 1994). These habits and vaues could only emerge
during an extended period of practicad experience and dtuaiond learning. In his study on
two different political cultures in Italy, Robert Putnam (1993) discusses certain virtues and
dispogtions that are said to be a the root of a (partly) sdf-governing cvil society. Among
them is the readiness to participate in public debate as well as associate with like-minded peo-
ple Again, these symptoms of ‘socid capitd’ were extremely rare under Communism.  Ac-
cordingly, indders lament the deficit in public spirit, the prevalence of pre-modern fedings of
community and a common lack of political culture (eg. Ekiert 1991). Piotr Sztompka even
clams tha the emergence of a civic culture in Pos-communist societies is badly endangered
by alegecy of ‘civilizationa incompetence’ (Sztompka 1993).

The functional deficits of imported institutions. An implicit assumption of dmog dl efforts
made by the internd as well as the externd participants of transformations is that unambigu-
ous ends and means are given in form of Western models. However, on closer ingpection,
this assumption might turn out a heroic amplification.  Shifting the focus of atention to the
debates on public policy and inditutiond reform in Western democracies, one might recog-
nize numerous doubts about the adequacy and performance of inditutions that, without excep-
tion, were invented in the 19th century or during the firg haf of the 20th century. Given the
need to accommodate regpidly the socid impact of new technologies and integrated globd
markets, few of thee early inditutiona achievements could clam to be the mog efficient
solutions to current problems.® Two possible consequences have to be mentioned. First, ke
cause the Wegtern inditutiond legacy is subject to intense debetes, its implementation in a
‘foreign’ context might be hampered by the disputed character of certain key features. Sec-

9 This argument was raised in alucid way by acolleague from Slovenia (see Pusic 1993).
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ond, given that imported inditutions are implemented with maximum precison, they will
probably display the exact same shortcomings which, a least today, atract criticism in ther
origind context.  Alternativey, if imported inditutions will be implemented in a modified
form, the proof of their adequacy rests on the—inevitably limited—functiond knowledge of

the reformers.

The unacceptable social costs of institutional innovation. Competitive representative democ-
racy is prone to inconsstent decison-meking and the risks such entails.  Individud citizens,
ruling parties and even an entire society may choose to embark on a difficult and demanding
project of indtitutionad reforms and, a the same time, clam they will be spared dl the risks
and costs the chosen policy would necessarily entail.  In fact, only in the very beginning did
the citizenry of trangting countries appear willing to accept a ‘blood-sweat-and-tears Strategy
of change. When &fter a two or three years period the fruits of change were seen as inauffi-
cient, popular support for thoroughgoing reforms plummeted. Only for a short period of time
did the recently won ‘negative’ freedom of true democracy seem to be an adequate compensa
tion for the ‘pogtive freedom of guaranteed incomes (irrespective of individud performance)
lost over the course of the system change (Bauman 1994). Macroeconomic data suggest that
the socid codts of trandtion amount to a 25-50 per cent decline of the gross domestic product
during the firs years. Above dl, the width and depth of this ‘valey of tears (Sachs 1991)
depends on how political systems could cope with the popular demand for immediate gains.
Since there is no naturd or economic law determining a steep right-hand part of the U or J

curve of GDP growth, the political management of the transition crisis appears to be decisve.

The counter-intuitive effects of simultaneously introduced institutions. Whereas the objection
to holiam refers in a very generd way to the lack of cdculability of grand desgns, some facts
of limited importance became visble tha illudrate very dearly the inherent risks of large-
scde reform. A good example is provided by a comparison between the newly established
political parties and interest associations which emerged following the political turmoil.  Even
after a decade, dl Post-communist countries show the same pattern: while politicd parties
succeeded in establishing themselves as mgor actors in the politicd system, interest associa
tions (be they trade unions or business and professona associations) have as yet failed to
gain ggnificant influence as pressure groups or providers of sectord information and govern

ance within the process of policy implementation.'® There is good reason why parties proved

10 Thistailureisal themore significant as Postsocialist political systems are constructed after the model of
West European democracies with aparticular ‘ corporatist’ style of integrating extra-parliamentary ‘func-
tional’ interests.

10
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superior under conditions of incressng competition over individua and public resources for
collective action (Wiesenthd 1996). They profit from a high level of public atention as well
as from thar function as gatekeepers to governmentd and public postions.  Because eections
are congant-sum games, paliamentary representation as such remains immune from the or-
ganizationd capecity of parties, the nature of politicd cleavages and even voter turn-out.
With respect to interest associations, there is nothing resembling this comparative advantage
of paties Ther deveopment depends exclusvely upon individud expertiss and contribu-
tions for collective action. Furthermore, the well-known problem of free-riding ssts either
narrow limits to growth or triggers a departure from collective gods when the organization
atempts to survive by means of sdective incentives and/or the fabrication of community fed-
ings. As a consequence, it is not possble for government and adminigtration in new democ-
racies to relieve themsdves of the heavy burdens of activdy regulating nearly everything by
delegating responshbility to ‘private interest governments as did their West European coun
terparts (Streeck/ Schmitter 1985).

The mgor arguments sressng the peculiar risks of the trandtion from Communism are sum-
marized in a table The table€'s right-hand rows show—tentatively—the level of socid andy-
ssto which the respective argument appearsto refer (table 2).

Table 2: Predicted Problems of Trangtion with Their Respective Level of Causation

Levd of socid andyss

Problems as predicted .
micro | meso | macro

1. The dilemmaof smultaneity (i.e. the Smultaneous introduc-
tion of democracy and a market economy).

2. Thelimits on society’ s cgpacity for ‘inditutiond learning
(because people and organizations need more time to adapt).

3. The reduced weight of ingtitutions introduced by a series of
discretionary choices.

4. Thesurvivd of ‘socidis’ values, i.e. thelack of culturd
prerequisites for ‘democratic capitaism’.
5. Thefunctiond deficits of imported indtitutions (because of

obsolete functions or their inadequacy for a globalized market X X
environment).

6. The socid codts of rapid indtitutiona change (that might in-
duce the victims of change to associate againg further reforms).

7. The unequad attractiveness of opportunities for politica par-
ticipation (resulting in alack of ‘functiond’ interest representa: X X
tion).

X X

11
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4 Factors of Success

Although the ligt of obgtacles to ambitious ingtitutiona change as outlined above is in no way
conclusive, it may serve as an indication of the peculiar case-specific problems that add to the
problem load which is assumed to account for the generd impossbility of holisic reforms,
Fortunately, after more than a decade of thoroughgoing changes, one no longer feds com
pelled to rely on genera theories in order to assess the variance of outcomes of the system
change. Even a regular glance in the newspapers might provide a redigtic impresson of what
has happened in Central and Eastern Europe after 1989.

Taken dtogether, there seems to be little ground for maintaining the skepticad pogtion as sug
gested by the impossibility theorem. Obvioudy, in many cases the sysem change as such, &
well as the subsequent transformetions in amost every sphere of society, were complicated by
the problems discussed in the preceding sections, not to mention the problems rooted in na
tiona peculiarities and the common shortage of lesources. Nevertheless, there are significant
indicators of success. With the exception of some countries that formerly were part of the
USSR or Yugodavia, there is literdly no one country that could not clam to have made some
progress. This means, there are a lot of outcomes that—to a certain degree—resemble the
origind intentions and gods of change. Of course, there are huge differences among the sam-
ple, in particular, with respect to the level of democratization achieved™ as well as the degree
to which the economy has been restructured and regained growth.*

From this perspective, a theoreticaly based explanation of the transformation processes not
only has to question the assumptions implicit in the impossbility theorem but aso to look out
for pogtive factors facilitating change. An assessment of both, the aleviaing factors and the
uncorvincing premises of the imposshility theorem might tdl us which dements of the theo-
rem are to be dropped or in need of refinement.

On the one hand, some of the obstacles predicted to impinge on the Post-communigt trans-
formetions were mitigated by factors that rooted in the inditutiond and vaue dructure of the
Communist sysem. Fird, one has to mention the absence of an articulated socio-economic
cleavage in the largdy egditarian Communigt society. Both ‘Communid’-type fedings of
socid harmony and the, in fact, more egditarian socid dructure, provided a rather unfriendly

1n 2000, only eight of the 13 European Postcommunist countries were assigned by Freedom House the exact

same degree of political freedom asit isheld by the consolidated democracies of Britain, France, Germany
and Italy (http.//freedomhouse.org/research/freeworld/2000/table5.htm). In the meanwhile, these undoubt-
edly democratized countries were granted candidate status by the European Union.
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environment for old and new interest groups in the early days of transformation. While inter-
est associations and trade unions were unable to act as powerful pressure groups, reform gov-
ernments enjoyed considerable ebow room. This factor, further, contributed to a low level of
dran in ealy government formation and parliamentary decisonrmaking.  Correspondingly,
broad popular support for the radicd transformation of the inditutiond order has been en
joyed because of the fdse belief tha plurdist democracy together with economic freedom
guarantees an immediate rise in the sandard of living.

Second, under Communism, where corruption and favoritism governed much dlocative deci-
sorrmaking, people who wanted to improve their living standard had learned to rely on
household production and working in the second economy. Thus, even &fter the collgpse of
Communism, expectations were kept low and patience prevailed over the worst on the way to
a maket economy while people were ‘suffering in slenceé (Rose 1999: 54). As a conse-
quence, the expectation that the reform project was endangered by those parts of the popula-
tion that would suffer from the ineviteble decline of red income turned out wrong. While
popular disstisfaction eventudly led to a change in office—usudly with the new government
continuing on the path of ther predecessors—the strongest oppostion seems to have come
from some winners of reform (Hellman 1998). Whereas the costs of trandtion were widdy
digributed, the benefits were concentrated on a smal group of privileged eites. Conse-
quently, neither the predicted association between radica reforms and socid hardship—i.e.,
the deeper the decline in output, the higher the socia cogts of reform—mnor the expected corre-
lation between the extent of economic reforms and the level of unemployment could be sub-
dantiated in the more successful countries (Hellman 1998).*% Instead, wherever the reform
process was blocked, a mgor oppositiona force was made up by those who had gained in the
initid round of privatization. Thus, the early beneficiaries of the collgpse of the Communist
sysem often turned out as an obstacle to further democratization, economic competition and
the rule of law. The incomplete pattern of inditutiond reforms in Russa as well as the tem
poray standdtill or even backlash of reforms in Bedarus, Ukraine or Bulgaria have to be at-
tributed not to the power of popular movements but to the rent-seeking Strategies of former or

even new dites.

Third, even the obvious lack in the ‘mord’ prerequidtes of the new inditutions turned out to

e e.g.deMeoet d. (1997), Hellman (1998), and Havrylyshyn et al. (1998).

13 Ccsaba (1997) pointed out that neither the assumed trade off between inflation and unemployment appears to
hold.
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be less damaging than it was expected. Though many new socid and legd rules were insuffi-
ciently based on a proper functiona understanding in the early stage of implementation, they
could wel become effective through increesngly pogtive fedings among the population as
well as a certain ‘educationa’ impact such as democratic inditutions had after their introduc-
tion in early Western democracies* Thus, ‘socidist values did not serioudy hamper a proper
understanding of democracy and market economy as was assumed by socia researchers (e.g.
Crawford/Lijphart 1997), but instead lost their impact quite rapidly. As far as eatist attitudes
prevailed among the population, their role in the early years of trandformation was not dl
negative: reform elites were cgpable of counting on more compliance for top-down interven

tions than their counterparts in Western democracies.

These peculiar circumgtances rooting in the past made up for an early ‘window of opportu-
nity’ that, when correctly identified by the reformers, alowed for greater chances of success
than postulated in the impossibility theorem. A second line of arguments refers to the drate-
gic and policy choices made by the reform governments. At least afterwards, some of them
appear to be adequate responses to problems tha proponents of the imposshbility theorem
assumed unresolvable.

Though the controversy over shock therapy versus gradualism rendered obsolete after a cou-
ple of years, certain features of the radical approach to economic change might gill serve as a
quiddine in the search for ‘critical’ policy choices® On the one hand, it became obvious that
concentrating many panful interventions a the sart of the trangtion worked as a kind of i+
surance agang politicd falure. By doing so reform governments could enable themselves to
persevere despite the oppostion provoked by harmful intermediate results.  On the other
hand, dso the technica advice of implementing the least acceptable measures as early as pos-
sble proved successtul. This is true, paticuarly, for the set of stahilization policies®® If re-
formers were lucky to give priority to the abilization program, they were rewarded with an
above average probability of economic recovery (Beyer 2001). This, in turn, protected them
agang the ‘populist threat’ to indispensable reforms as it is described in the ‘dilemma of &
multaneity’. As a mgor prerequiste for growth, dabilization measures brought down high
rates of inflation. The more ‘advanced’ reformers were rdatively successful in dowing down

1% This might also impact on the content of publicly claimed interests. Actingin alively public sphere might
well have the consequence of individuals ‘laundering’ their selfish preferences (Goodin 1986).

1 Foracatal ogue of the measures prescribed by the proponents of an socio-economic shock therapy see Sachs
(1989) and Fischer/Gelb (1991).
The measures for stabilization comprise tight monetary and credit policies, wage control policies, monetary
reform and non-inflationary sources of financing the budget deficit (Fischer/ Sahay 2000).
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inflation that followed from price liberdization, while ‘intermediate performers suffered
from longer and more severe inflation. In generd, performance was better where the sabili-
zation program had been completed earlier and dructura reforms were rather advanced
(Havrylyshyn 1998; Wyplosz 2000).

An important dement of the dabilization program and a precondition of an increasing growth
rate was the edtablishment of fiscd discipline.  However, because of the decline in GDP a
‘fiscd condrant’ to rapid reforms was expected. A cross-country comparison by Martha de
Melo, Cevdet Denizer and Alan Gelb demonsrated a peculiar virtue of boldness as ‘fiscd
revenues and expenditures have tended to reman high, reative to GDP, in advanced reformt
ers, and fiscd deficits have been noticeably smaler than in the dower reformers (de Meo e
a. 1996. 27). But the dabilization process could not be sustained in countries that had both
enduring fiscal deficits and a lack in gructurd reforms (Fischer/Sahay 2000). With reference
to further findings, the concluson was made that ‘there is no clear rationship between the
fiscd bdance and GDP growth’ (Fischer/Sahay 2000: 10). This means that fiscd sabiliza
tion is not Sgnificant on itsown. It matters because of its effect on inflation (Wyplosz 2000).

Three more observations relative to the sart, the sequencing and the speed of reforms are to
be mentioned. As we aready pointed out, implementing the package of reforms as early as
possible proved superior. This is because of the absence of strong interest groups and congti-
tutional veto-players a the outsst. Thus, making use of the ‘window of opportunity’ alows
politicd actors to commit themsdves to the necessary irreversble changes and policy
choices. ‘It is during that period of 'extraordinary politics that reforms can be decided and
implemented most easly’ (Wyplosz 2000: 8f.). Although datisticd andyds tdls us tha
faster liberdization is better for growth (Berg et d. 1999), a faster path does not offset the
cogs of adjusment. Therefore the speed of policy implementation turned out to be less Sg-
nificant for economic recovery than the sequencing of reforms (Beyer 2001). Reformers
which dabilized firg and early on in the reform process achieved a rdaively higher rate of
growth. In an optima tempord pattern, liberdization had to be implemented only after some
dabilization measures proved effective.  In terms of proper sequencing, privatization was less
sgnificat for the recovery of growth when it was darted a the beginning of the trandtion
process than later on. Comparative analyss shows that in order to secure the best possible
results of economic change, macroeconomic dabilization should precede dl other reform
policiesincluding the package of structura reforms (Fischer/ Sahay 2000).
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In generd, the bundle of structurd reforms!’ had a positive impact on economic growth.
Countries that had started structurd reforms early dso show the highest score in terms of the
extent and speed of reforms. However, there is the exceptiond case of the Bdtics having
darted rather late, but caught up with the early reformers until the end of the 1990s. As was
to be expected, countries with a higher degree of advanced sructurd reforms and, addition
dly, lower inflation enjoyed a higher levd of growth. Whereas the liberdizeation of the inter-
na and externd sectors has dready been completed in most of the countries (including the
late reformers), there are consderable differencesin the Sate of the privatization process.

The speed with which the private sector has grown looks quite impressive (Fischer/ Sahay
2000; Hawvrylyshyn 1998). Ealy debates focused primaily on the time and pace the
privetization process should take while ignoring the issue of sequencing.  As pointed out
above, the speed with which single measures were implemented appeared to be of minor
sgnificance for economic performance than their proper sequencing (Beyer 2001). Contrary
to assumptions rooted in the Washington Consensus, rapid privatization was less important
for sustained economic growth than stimulating the development of new private enterprises
(Ellman 1997). Wadl defined ownership rights, the enforcement of a new lega framework
supporting private activity proved decisve for the development of a competitive and dynamic
private sector (Markovic 1997; de Melo et a. 1996).

Favorable conditions for the new private enterprise sector would not be very effective without
the impogtion of hard budget condraints on state-owned firms forcing them to restructure
(Hirschler 2002; World Bank 2002). Although a thorough change in corporate governance as
well as the encouragement of private entrepreneurs are eementary for economic develop-
ment, severa governments acted rather rductantly. In order to maintain a consensus with the
‘early winners they softened the substance of reforms and continued with less comprehensve
measures that, eventudly, led into a patid reform equilibrium trgp (World Bank 2002).
Much more difficult as well as effective was the dternative course of depriving the ‘early
winners of thar illegd privileges and taxing the rents that accrued from incomplete reforms
(Hirschler 2002).

The choice of privatization methods strongly impacted on the retructuring of enterprises.

17 structural reforms cover privatization, enterprise and financial sector reform, the liberalization of prices, the

legal framework of markets (property rights, competition policy) and the liberalization of trade and exchange
rateregimes. Even though stabilization policy should have preceded the structural reforms, the former’ s suc-
cess turned out to be dependent on the extent of the subsequent liberalization (de Melo et al. 1996).
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Whereas the indder-focused ways of large-scde privatization led to the delay of enterprise
restructuring, the overall economic performance became dependent on both the progress made
by smdl enterprises and the concentration of property rights in form of FDI and foregn
ownership. It is above dl the new firms of the private sector that contribute to the increase of
GDP by generding larger profits than the recently privatized former state-owned enterprises
(Markovic 1997). The sooner the economy recovered and the Structural reforms became
completed, trangtion countries gppeared to be more atractive to foreign direct investment
(FDI).

In generd, the volume of FDI had a podtive impact on GDP growth, dso because investors
brought with them advanced technologies, ideas and management expertise.  The distribution
of FDI inflows across countries was comparatively uneven and depended on the date of e
forms (Fischer/ Sahay 2000; Wyplosz 2000) as well as on the historical record before the
trangtion.  Accordingly, the countries in Centrd and Eastern Europe (including the Badltics)
received a greater per capita share of FDI than the successors of the former Soviet Union.2
Looking out for an explanation of the comparative handicap of Post-Soviet countries, there
are two dterndives. either disadvantageous initid conditions or geographical isolation.

Contrary to widespread expectations, the role of initid conditions was surprisingly wesk.*®
Though there might have been a limited effect of initid conditions on early output levds it
completely vanished after the economy became dabilized. Statistica tests show that unfavor-
able initid conditions do not seem to have affected the efficacy of policies (Berg et a. 1999,
Havrylyshyn 1998). Thus, the comparative growth performance of ECE countries is dtrib-
uted above dl to the transformation policies chosen rather than to the initid conditions (de
Meo e d. 1997). Although disadvantageous initid conditions might have discouraged re-
formers because of their impact on cods, the effectiveness of reforms actudly being imple-
mented was not reduced to a dgnificant measure.  And the more comprehensive the reforms
have been, the lesser the codts turned out in the long run (Hellman 1998). Of course, intuition
and respongvity to the given circumstances—i.e. taking into account the culturd and his-

torico-inditutional aspects of the dtuation—remaned key factors of prudent policy choices
(Spak 1997).

18 Thereisalso agroup of rather successful countries—made up of Croatia, Slovenia and Slovakia—having
been unable to attract a remarkable inflow of FDI.
% Theterm ‘initial conditions’ refersto the inherited state of the economy, natural resources, and traditional
institutions. Market experience and structural distortions make up for the two most critical variables (de
Melo et al. 1997).
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Geographica proximity to Western Europe, however, had a strong impact on the consstency
of reforms. Above dl, this comparative advantage presented itsdf in terms of the prospect of
becoming a regular member of the European Union (EU). There is sufficient evidence that
the most advanced reformers are dso nearest to the EU. Neighborhood to Western Europe
not only paid in terms of a formd candidate status granted after a couple of years but dso in
legd advice and financid ad that soon became avalable In fact, by sdectively granting
externad support, West European countries favored exactly those trandtion countries whose
transformative performance appeared to qudify for EU membership (Ash 1999; Markovic
1997; Rose 1999). Looked upon from the opposite direction, the perspective of becoming, in

the foreseeable future, a member of the EU triggered an increased willingness to adopt exoge-
nous rules and inditutions.

Besde the policy choices mentioned above and the sdection of an efficient tempora order of
change, the more successful governments also proved creetive with respect to the dimension
of politics On the one hand, the choice of an eectord sysem and the emergence of a com
petitive party system have to be regarded as outcomes of ddiberate decisionrmaking.?° Sev-
erd countries very early on created tripartite commissons of interest articulation and com-
promise that caled upon trade unions to enter into binding agreements on wage restraint with
government officads.  Although these commissions logt influence over the process of consoli-
dation, they a least worked as a kind of ‘preemptive strike' that indirectly contributed to a
low levd of indudrid conflict (MatthesTerletzki 2002). This option was even more vaugble
when foreign investors made comparative assessments of investment Sites and governments

wished to prepare for a candidate Satus to the European Union.

Taken dtogether, there is little ground for mantaning the suspicion that the incidents of
change exhibit Sgns of a gsrong ‘path dependence’ (as suggested early by Stark 1992). Apart
from the trivid meaning that there are very few phenomena that lack any mark of the pad,
path dependency in the drict sense occurred less frequently than origindly expected. As far
as the theory of path dependence provides an adequate background for assessng the outcomes
of sysem change, we might reech a a preiminary conclusion: efforts for the consgent im
plementation of a series of desgned reforms did not turn out as drictly impossble.  Given
certain functiond prerequidtes, the capacity to identify Stuationd resources of change and
aufficient politicad skills (which, in the new democracies, often were of agtonishing quality)
most parts of the envisaged wholesde societd change were successfully mastered.  In a rather

2 Eora deeper investigation into the role of intentionalism in the emergence of party systems see Chan (2001).
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remote—or: bird' s-eye—perspective the exact compostion of the bundle of measures gopears
to mak the digtinction between an impractica utopian and a more redigic sort of holigtic
policy patterns. Does this mean hat the patterns of feasble holism are confined to those that

seem ‘imitative’ as Michadl Ellman put it?** Thisis not necessarily so.

5 General Conclusions

Proponents of the imposshbility theorem might argue, that the theorem extends only to well-
established democratic societies and, therefore, is misnterpreted when employed to assess the
changes that took place in Post-communist countries. Therefore, sorting out the facts that
contradict the theoretica predictions as well as indicating the unexpected fadilitating factors
might be lead to a more differentiated and, a the same time, more encompassing theory rela-
tive to the feaghility of large-scdle design-based reforms.

Assessing the peculiar way in which the aforementioned aspects of socid change deviate from
the assumptions that condtitute the core of the imposshility theorem, we have to take a look at
eech of the three different levels of socid andyss mentioned dready in section 2: the micro
or individud leve, the meso levd of organizations and socid choice, and, findly, the leve of
macro phenomena.

Actudly, on the micro level, we do envisage most of the phenomena related to obstacles of
thoroughgoing reforms  culturd legecies, inadequate vaues, unredigic short-term  expecta
tions and diverging policy preferences. However, what seems to be ignored by the propo-
nents of skepticism, most of these phenomena could be dedt with through prudent choices of
policies and politics Even the strongest normative legecies lacked the power of enduring
determination. Another set of assumedly critical factors located a the micro leve, faled to
make up for a serious obdacle to change: the limits to individud rationdity. This, obvioudy,
is not because such limits were smply absent or the techniques of boundedly rationd deci-
sonrmaking were easly replaced by one-best maximizing drategies. To the contrary, dl the
obstacles to ‘substantive’ rationality proved red. However, there were dso some tactics and
drategies avalable through which reformers could successfully respond to the limits of ra
tiondity, among them the recourse to exemplary modds, actions and empiricdly tested ingti-
tutional patterns. Severd other tactics till wait for being detected.

2L Accordi ng to Ellman (1997: 31), * (e)xperience has shown that imitative holistic socia engineering isfeasible
and, for some people under some circumstances, desirable.’
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On the meso level of organizationd particularism and the intricacies of sociad choice we find a
lot of empiricd facts quite close to what theoretical skepticism did posulate.  Although only
few of the difficulties origindly predicted became manifedt, there is little doubt that they are
correctly identified in theory. The fact that they did not account for serious trouble in the
course of trangtion turns out to be attributed to peculiarities of the Communist sysem. The
former harmonization of incomes and socid datus as well as the represson of bottom-up
asociations amount for the reduced impact of interest heterogeneity as well as organized in-
terests as such.  Given this divergence from the Stuation in established democracies, the pres-
ence of cgpable collective actors in the latter renders any smple generdization of this finding

obsolete.

Rdative to the macro level of sysem characterigtics things turned out rather ambiguous. On
the one hand, severd countries had started to question the society’s identity by resorting to
ethnic digtinctions in ways that outsiders were not prepared to expect. On the other, Western-
dyle democracy and the market economy did, in fact, serve as inditutiond modes of consd-
erable indructive quality. They informed inditutiond choices even in cases where the mode
had to be adapted to ‘local’ circumstances. However, because certain preconditions had to be
met if the imported models were to work properly, term ‘imitation’ offers little explanatory
power. Reformers in trangting societies not only had to identify a master mode but aso had
to create aliances and celineate a proper course of interdependent single actions. In order to
succeed, society had to provide sufficient individuad freedom of action—including the right to
associate and compete for politicd representation—as well as a level of popular tolerance
dlowing reformer to learn from errors.  As a consequence, we have to admit that modern -
cieties do well entall the chance of providing a sufficient level of knowledge about ther es-
sentid dements and processes. The more pecific conclusions to be drawn from this are
liged in table 3 below.

Whereas the need to revise the assumptions of the imposshbility theorem becomes quite clear
from the observations resumed above, there is a second line of argument that seems worth to
be followed in further research. It darts with the question whether the cases of Podt-
communist transformation represent the only reason to doubt the vdidity of generdized re-
form-related kepticism in the socid and political sciences. Our answer is no. Inspired by
what we observed in many Centrd and Eastern European countries, we might look out for
more examples of successful large-scale reforms, be it as the result of a concentrated ingtitu-
tiond revolution or a the end of an extended period of incrementa, however wdl-directed

changes.
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Table 3: Basic Problems of Large- Scale Reforms — Revised

Level
An(;fl . Rl\(ﬂéf:é Znt%e Specific Problem
ss

Proposition: Individuds have only limited cgpacity to form ra
tiond beliefs and act according to the rules of subgtantive ration

Micro | indviduds | dity.

Empirical Finding: There are tactics and drategies available for
coping with limited ‘rationd’ capacity.

Proposition: The gods of action will be distorted by ‘the logic of
ocollectives, | collective action’ and inconsistent outcomes of ‘socid choice'.
orgenizations | Eppirical Finding: There might be ‘windows of opportunity’
alowing to circumvent this problem under suitable conditions.

Meso

Proposition: It is impossble to congtruct an operable notion of
society, (inclusve) system rationdity.

Macro | generd sys- | Empirical Finding: Even ambitious reformers need not do o,
tems Instead, they may copy inditutions that appear to be ‘good
enough'.

One group of surprigngly successful changes, some of them ill beyond the attention of
maingream politicadl science, condsts of so-cadled developing countries which during the last
decade succeeded to outdo with dictatorship and a centrdized state-governed economy. In
Ada, these are the well-known cases of South-Korea and Taiwan which both have aready
gone a long way towards becoming modern democracies with decentraized economies.
There are some less spectacular examples in other parts of the world. Experts in Lain Ameri-
can regiona andyss point & Bolivia and Uruguay as oustanding cases of democratization
and economic reform.  And even among the African countries mogt of which suffer heavily
from colonid legacies and corrupt dites do we detect relatively successful cases of recent

socid change: eg. Mdi and Mauritius?

Another sat of cases being worth to become investigated with the conceptua instruments of
modern political andysis is made up by the early socid reforms in European countries a the
end of the 19th and the beginning of the 20th century.?® Where mandatory socid insurance
schemes became introduced for the firg time they often met with fierce oppostion from
those who rightly saw in them what they turned out to be pah bresking inditutiond innova

22 p comprehensive assessment of recent developmental successis prepared by the German Bertel smann Foun-
dation in connection with the 2001 Carl-Bertelsmann Price. For further information see Weidenfeld (2001).

23 For an overview of policy patterns that evolved in the course of early social reforms see Wiesenthal (2002).
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tions that would later on deeply impinge on the socid structure and the character of society.

Given the three sets of examples of successful thoroughgoing and design-based reforms, only
one of which could be dedt with in this paper, there is good reason to refocus politicd ane
lysgs atention. There is sufficient evidence that it pays to look for factors of intended suc-

cessaswdl asof fallure.
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