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THE HERRING BARREL METAPHOR EXTENDED:
HOW THINGS CAN EASILY GO WRONG?

Jan W. Owsifiski

Systems Research institute
Polish Academy of Sciences
Warsaw, Poland

The paper presents a simple but powerful metaphor describing the manner of working
of a "line-and-distribute” system of economy, the forces that keep it together, and
inherent features. The causes of unavoidable ineffectiveness of the system are outlined,
together with the nature of the main economico-political problems facing the rulers and
the functionaries of the system. The paper then goes on to describe the difficulties which
appear when trying to "reform”, "transform” or "replace” the system. These difficulties can
be classified into two groups: those which are common to any quasi-revolutionary situation
and those which are specific for the efforts of dealing away with the "line-and-distribute”
system. A few hints are offered as to the main mistakes usually made on the way and the
obvious traps usually overiooked.
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THEORETICAL FOUNDATIONS OF REFORM STRA". _GY IN
CHIT" 4 AND EAST EUROPE

Gary M. Jefferson

University of Maryland,
College Park, USA

This paper formulates a theoretical model of transition strategy which is useful for
evaluating and understanding the vastly different perspectives of economists and policy
makers in East Europe and East Asia, principally China. According to the model, the
government ‘s choice of optimal transition strategy is analogous to the decision of the firm
in formulating an optimal investment program. While firm invests to raise the expected
discounted value of the firm, reform-minded governments may undertake reform to raise
the expected discounted welfare of their citizens. Analagous to physical investment,
economic reform involves three dimension: (a) an underlying technique which maps
specific inputs (i.e. reform instruments) to the production (reform) process into output
space, where, in the case of reform, output is measured in term of accelerated productivity
growth; (b) costs of adjustment, including social disruption as well as conventional
adjustment costs associated with rapid investment; and (c) uncertainty relating both to the
effectiveness of specific reform injtiatives and to the kinds of economic and social
arrangemer  that are desirable at the conclusion of the reform process. This model is
completely general and provides a set of principles against which to evaluate the relative
merits of strategies of sweeping versus gradual reform.
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THE ROI ~ OF DOMESTIC MARKET IN CHANGING T "2
ECONOMICAL CLIMATE OF EAST BLOC T~ WARD
ADVANCEDECOM 7T

Amin Mohadjer

Technical University
Sofia, Bulgaria

In the transition of Eastern European countries to free and advanced market economies
the role of the domestic market should not be ignored. '

The main concern of this paper is to investigate the value of domestic market in the
economic growth of Eastern European countries, in their way towards the market
cconomies.

After a short look at domestic economics of Western European countries as the key for
their economical success, a general trend of a successful domestic economic is studied.
The importance of domestic economies as the first step for speeding up the transitional
process toward free and developed r ket economic has been investigated. Enough
attention has been paid to possible solutions for the survival of individual domestic markets
in the integration process of EEC.

The impact of fast privatization on domestic economic is another topic of discussit
Both the philosophy and methodology in transition of the undeveloped domestic markets
in the EECto free and active markets have been discussed.

At the end, as a case study the current sitnation of domestic market in the economy of
Bulgaria has been examined and-detected problems are proposed accompanied by some
possible solutions.
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" E THEORY OF BIG PUSH AND THE ECONOMIC
DEVELOPMENT OF EASTERN EUROPE

A Karmann

Universitaet Hamburg,
Hamburg, Germany

Using the framework developed in Murphy, Shleifer und Vishny's article
("Industrialization and the Big Push”, JPE, 198%) we will address problems of economic
development of Eastern Europe. In the presence of spill over effects we will examine
conditions under which simultaneous industrialization will take place even if investment
is unprofitable for any firm alone. Regional multipliers and conjectural variation seem to
be appropriate tools in explaining the existence of multiple Pareto ranked equilibria.
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TRANSITION TO DEMOCRATIC STATEA ) TO ADVANCED
MARKET ECONOMY: SYSTEMIC REFORMS

Alexander Bim

Institute of Market Economy,
Moscow, Russia

In the paper I try to show that there is a whole complex of theoretical, methodological
political and problems, defining the interconnection reforms in postcommunist countries.
The fall of communist and quasi-communist regimes, and political democratization is the
most important, but not the only factor of consistent economic reforms.

Inthe Sov  Union the representatives of both the ruling ¢lite and the democratic groups
seem to be united in regarding that in transition from the administrative-command
cconomy to the market system the role of state is - and will be in the foreseenable future -
extremely important. The very emergence and effective functioning of full-fled;  subjects
of market economy under Soviet conditions is possible only as aresult of purposeful policy
of the state.

Presentation deals with tendencies which manifested themselves in late 80-s - early 90-s
in the sphere of functions of state for transforming property relations, ensuring proper
selection of targets for economic policy, and construction of a social security system.

Social orientation of reforms is one of !of their
success. Here ) - o
coalitions, wk !

There is also a brief discussion of on in a
poly-ethnical state.
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